Future of Dairy In
Selwyn/Waihora

- Working together for a richer Canterbury
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Today's conversation

ASo who is Fonterra

AThe global opportunities

ASome local realities

AWhy we should feel confident (or at least why all is not lost!)
ASupporting Te Waihora




Our vision Is to be the natural source of dairy B 4
nutrition for everybody, everywhere, every day




A major player
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processor in 2011 (IFCN)

Process more than 20 billion
litres globally per year

Leading dairy ingredients
provider, supplying products
to more than 100 markets

Own leading dairy brands in
Australia/NZ, Asia Middle
East and Latin America

Revenues of $19.9 billion
(2011)

15,800 staff globally
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Dairy for life
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(ronterrs
Standard dairy ingredi emﬁéé

Whole Milk Powder Cheese

Casein/ates  L8Ct0S€  Aphydrous Milk Fat

Butter
Whey Powders Whey

Liquid Milks and Creams  Skim Milk Powder




Leading consumer brands ar

SOME OF OUR LEADING BRANDS

Australia / New Zealand
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Asia / Africa / Middle East
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Latin America
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Dairy expertise from cow to customer Dairy forife

On farm Lab and technical ~ Origin sites Origin stores Origin ports

Major customers

o Millions of consumers
Global freight Destination ports and stores
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Fonterra

collected &
14.7 billion ™
litres in 2010

Average
! = herdsize
Average SRS 376 COWS
farm size T

134ha
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(Fonterra)
Complemented by international sourcing o ki
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Austra\tlla 1.8 biI'Ii.on litres |
United States 1.2 billion litres
South America 3.1 billion litres

Asia 45 million litres
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éewi th quality testing a Rufbue !

A Highest quality milk, highest quality
ingredients.

A World-best practice processes throughout our
supply chain 7 control of product quality from
farm to customer.

A Full traceability and quality assurance.

A Manufacturing sites certified to 1ISO9001:2000
standards.

A Laboratory product testing i 1SO7025
accredited.

Vil International
Iso Organization for
Rl Standardization
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DairiConcepts

50/50 JV with Dairy Farmers
of America

9 sites

Dairy Partners

Cheese, powders, cheese

Saudi NZ Malaysia s, chees .
concentrates, milk protein Amerlca

concentrates, functional dairy

. 2 sites
Mllk PrOdUCtS (‘ > 4 replacement systems, hard 50/50 JV with Nestle

Canned milk powder, 4
49% Fonterra F fresh milk, UHT, Italian cheese
cultured products,
acidified milk products

13 sites.

Collection and processing fresh
milk. Manufacture of dairy
products, marketing and

————— distribution of ingredient
commodities and consumer goods

Processed cheese, sachet
and canned milk powders,
Feta

" Venezuela
Malaysia = Colombia
=y ' Ecuador  Brazil

‘Saudi Arabia |
| SriLankal =

Australia :
Argentina

‘New Zealand ;
Colombo I

Milk powder in
sachets, fresh milk,
UHT, cultured
products

Soprole g8 Prolesur

99.4% Fonterra JV with Soprole

Australia

11 sites

Consumer dairy Cheese, milk
producer i milk, powder, butter,
UHT, yoghurt, whey permeate
spreads, desserts powders

Fresh milk, powder,
cheese, ice cream
and yoghurt
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What this means for NZ today Dairy for ife

ARecord $10.6 billion in milk payments and dividends
i $2.4 billion more than in 2010
1$1.5 billion more than Fonterrabds previo

AAs a Co-operative 100 per cent owned and controlled by NZ farmers, money
flows right back into the local economy

AFarmers spend around 50 cents out of every dollar earned on locally produced
goods and services (NZIER analysis)




i

What this means for Canterbury Doy Sor e
A Canterbury A Selwyn

I 818 farms T

" I 154 farms

.|. 230M kg MS I 40M kg MS

.I. @ $7.60 i @ $7.60

I $1.75B (vs 1.4B last year) i $300M

A Employment
I Total Fonterra employees: 950
I 2.5% of regional employment
I 1: 5 jobs in Waimate
I 1:12 jobs Hurunui

* Milk price excludes GST and Dividend
Page 15
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Supporting our communities ot

Over 1 million healthy school breakfasts per
year in low-decile schools i 26 schools in
Canterbury

Reaches over 700 local schools and 45,000
students per year (50 local schools, 2800

students)
Catchment Partnershlp between Fonterra and
are Conservation Volunteers to enhance and
waterways for tomorrow protect waterways and wetlands, FY 12

priorities to include Te Waihora

$6M - shareholder and staff contribution

24 ERT deployed for 2 rotations

300,000 litre milk train to fill Mt Pleasant

reservoir, 34 x 20,000 litre rail pods paoe e

Canterbury
Earthquake
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But what about the challenges?

Some food for thought...




NOT WITHOUT
CHALLENGES...

Increasing demand

: : Necessity
1. Soaring global population

Strongest growth in Asia
Rising food consumption
Increased life expectancy

2. Urbanisation
Changing diets
More processed foods

3. Rising income
Better food
Higher protein consumption

_ Scarcity
3. Alternative uses

Bio-fuels

Constrained supply

5. Land
Urbanisation
Degradation

6. Water
Climate change
Pollution & salinity

7. Farm management
Competing vocations

8. Transport & Logistics
Poor Infrastructure in
emerging economies

Energy costs

Long-term fundamentals for agriculture remain solid
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The sustainability challenge is complex and s
multi-dimensional airy forlife
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The silent tsunami

The food crisis and how to sole it

The World Over a Barrel
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http://www.time.com/time/magazine/0,9263,7601010409,00.html
http://www.time.com/time/magazine/0,9263,7601790709,00.html
http://www.nytimes.com/2007/10/21/magazine/21water-t.html

Huge opportunity itk
Dairy for life

Estimated Global Growth 2069019

MILK SOLIDS GROW"

1,400.0
1,350.0 . _
c Normalised 7
Q 13000 .
s ) Historical
| $ 250.0 - B Ristorical I
£ ) g P4
e g ©200.0 :
H 1 @im Mt 0L
S0, & 5 ) Restof = 1500
S East& India ﬂﬁ" Asia g T100.0
Nomth  ysm mT) - -, MT) i
Africa
; (13m MT) 1,050.0 -
Latin Africa d;?
America (6m MT) v - 1,000.0 -
(20m MT) - New Zealand
D Consumption Growth (6m MT) v

D High Consumption Growth

. New Zealand Production Growth

A Globalfood demandis increasingo meet the needsof a wealthier and growing population. It is driving significant
forward demandfor dairy.

A Our challengeis to servethat demandin a sustainableway. To do that we require a NZlicenceto operatein and a
mandateto grow. Thecore SERnissionisto enablesustainablegrowth in milk production.
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Fonterra
The challenge i how to increase production and lighten our footprint o:;:i

Contribution to NZ Inc and
Footprint

i Contribution - volume
| Footprint

. Value

(& a
\J/

Footprint

a3 1990 2010 2020 DairynzZ




Its all about water Dairy forlife

A Access to water underpins growth strategy
ANeed to demonstrate Oresponsible water us
AWater Supply
I Demonstrate efficiency - every litre used well
I Allocate water to most appropriate land use
I Minimise waste
AWater Quality
I Demonstrate on farm activities that minimise impact of dairy
I Clean Streams Accord
I EFEY
I Supply Fonterra

Page 23
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There is good news on the water front e

AClean Streams Accord
AEvery Farm, Every Year
ASupply Fonterra

ATe Waihora investment




Clean Streams Accord: 2010/2011Snapshot B

a R

Many gaps in effectiveness of
metrics
BUT
Established accountability at
farm level
Enabled Fonterra to get
behind the farm gate

Stock ; Bridges and Nutrient Effluent
Exclusion Culverts Wetlands Budgets Compliance

80-85% -' 99% J 99% 5 65%
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HELPING YOU MANAGE EFFLUENT
EVERY DAY OF THE YEAR

F_ont_erra"s Eve'ry Farm, E_very Year Prog[a m_m‘e- i

AKicked off 1 August 2010

A13 Sustainable Dairying Advisors nationwide

ARisk assessment on all 10,500 farms

AOne-on-one consultation with all referrals

AEffluent Improvement Plans established for all farms at risk

ASelwyn: focus on 31 farmers moving from PA to resource consent to
discharge, 23 have EIP in place page 27
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Sustainability requires change - moving from fear of @)
change to desire for a b "t

Performance

Perform

!

Gain to achieve

Change to manage

Resolve

Risk to overcome

Explore

Time

Source: People, Planet, Profit i Peter Fisk




On-farm improvement model Cr“"“"‘
Dairy for life

Support _
Mechanisms Education

(e.g. Every Farm - DairyNZ
Every Year, Milk -AgITO

Quality Service . :
Model) Other providers

Standards & Best Recognition of

Practice high performance
Improvement

On
Farm
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The future (Fonters)

Dairy for life
AOur dairy farmers will know and accept what is required of them

Alnvestment in farm system will increasingly focus on water use efficiency / nutdesit
mitigation

AHigh awareness of the sensitivity / value / water quality and quantity expectations of
adjacent rivers, streams and ground water

Almproved understanding of interconnectedness from mountains to the sea

AThis means:
I Every supplier having compliant effluent management systems 365 days per year

I Every supplier efficiently managing all nutrient inputs and reducing nutrient losses e
fertilizer plus dung and urine and sediment

I Every supplier excluding stock from Accord waterways
I Every supplier using every litre of water highly efficiegtiginimising their water use

I More suppliers considering feed pads, housed cows, N inhibitors, riparian planting, f
system changes (fewer cows, more production)




The cornerstones for success Dairy for life

AClear, well understood standards and consequences

AEducation of suppliers on how to achieve standards i mass
extension and one-on-one

ASupport and communication when issues do occur

ADisincentives/Incentives to drive long term, sustainable quality
outcomes

AUnderlying principle i clear, consistent messages and surety of
regulatory framework!




Selwyn/Waihora catchment ot
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Lower Selwyn dairy farms
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A42 farms

A18,000 cows




Te Walhora investment Deiry forife

A $1.3M over 5 years
A Form a focus group of Selwyn suppliers as the key touch stone for this project
I Met twice T next meeting on local farm to showcase good best practice and explore challenges

A Appoint a full time Sustainable Dairy Specialist to work with our farmers in lower Selwyn (and wider
catchment)

I Give priority to 365 day effluent compliance plans
I Nutrient efficiency benchmarking and lifting performance

A Consider contracting specialist riparian planning / planting advice i protect and plant key springs,
waterways, wetlands and drainage channels

A Work more closely with DairyNZ and the Lincoln Uni Dairy Research Farm to establish low key
demonstration farms in the area

A Develop a communication plan that keeps suppliers informed and promotes accountability for
progress
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Why are we committed to sustainable dairying? —

Dairy for life

ARaising awareness and supporting farmers to become
leaders in resource use efficiency

ABuilding pride and promoting recognition of dairy farmers
as innovative and willing to take the voluntary steps
necessary to avoid regulation

AEnsuring NZ dairy's role as a leader of sustainable dairying
in a protein constrained world

ADemonstrating that we are at the leading edge of
resource use efficiency / environmental footprint

To Customers A5SY2Y§.L'IN\] l:l7\y3 S aKIl NBE Odzi

commitment
Demonstrating our AEnsuring we remain preferred suppliers
commitment to
sustainable water use ABuilding trust and confidence by demonstrating we are

willing to take action

To NZ Public Ashowing we recognise there are limits to dairy growth
and a willingness to manage within these environmental
limits

ADemonstrating we are proactive and capable of-self
regulation

To Regulators ADemonstrating we are good partners to work with
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guestions?




Background slides
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Dairy for life

]
\
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Southern Wintering Systems Dairy for ife

A 4 year programme
A 6 commercial farms across Southland and West/South Otago plus Telford Dairy Farm
A Range of wintering systems

A Whole farm system analysis

A Detailed monitoring and development of tools and key performance indicators
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e
Dairy for life

Working Together

A Ongoing communication
T Staff

T Governance

I Other parties




