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Framework and questions provided to the Reviewer (December 2014)

= The two documents attached are a copy of the questions that the Reviewer (Tim Castle)
provided to Sealord and AFL to assist discussions with each of these parties as part of
the Review.

= Cameron Partners was engaged by the Reviewer and assisted the Reviewer in preparing
the framework and questions for these meetings.
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Questions to Sealord

Background

Introduction

This memo is prepared for the purposes of the 2015 Maori Fisheries Act 2004 Review. | have
engaged Cameron Partners to assist in specific areas of the Review, focusing on financial and
strategic analysis and governance. Due to the nature, size and significance of Sealord’s
operations within the Review, and the impact on the performance of Aotearoa Fisheries Limited
(AFL) | have determined that | will give attention to the Sealord and AFL performances,
separately.

So, | deal with Sealord first.

In undertaking the desired analysis, it is critical to understand the strategic framework Sealord has
adopted which has shaped Sealord’s strategic choices and in turn its relative performance. This
memo outlines a set of questions to be separately addressed by Sealord in the context of a
changing international seafood industry. The goal is to better understand Sealord and provide a
strategic context for analysis.

Industry overview & context
The seafood industry has been undergoing significant changes:

= Per capita seafood consumption has almost doubled over the last 40 years, driven by:
= Income growth
= Urbanisation interlinked with modern distribution channels
= Changes in dietary needs / preferences
= Global food fish supply has grown steadily in the last five decades at an average rate of 3.2%
= Supply increase to meet this gap has been solely driven by aquaculture, which now
accounts for ~50% of total seafood production. Wild capture supply is in decline
= Within aquaculture, inland aquaculture growth has outpaced mariculture growth,
increasing its farmed fish production contribution from 50% in 1980 to 63% in 2012
= Wild capture is expected to move into niche “high value” products. Frank Asche of
the University of Stavanger, sees parallels with the divergence between farmed meat
and wild game - “in 20 years’ time, people will think of wild fish like we now think of
venison”
= Both aquaculture (to realise economies of scale and diversify into other types of seafood /
species) and wild capture (to decrease costs in a declining sector and grow through
increasing TAC quotas) are consolidating through acquisitions
=  From 2010-2013 there were over 200 deals in the seafood sector. 80% of
acquisitions were by strategic buyers (i.e. companies that consider seafood as their
core activity)
= Aquaculture has significant input costs (with fish feed accounting for 40-50% of these costs)
There is a drive to reduce these costs through finding cheaper food alternatives and through
acquisitions (obtaining greater control in input costs by integrating vertically)
= Food safety issues have driven greater traceability requirements for all food ingredients, and
this in turn has led to greater integration across large parts of the value chain
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= Companies with reliable access to processing facilities have become particularly
attractive targets, as this provides seafood producers with greater control over the
final product
China continues to be the number one country in terms of seafood production, and now is the
third largest country in terms of seafood imports (behind the US and Japan)

Sealord

Sealord competes in a global industry / markets. Its performance therefore needs to be

viewed in a global context and relative to those competing in this industry / market

= An analysis of how individual firms’ performance in this environment relate to the way they
have responded to these industry / market changes — i.e. their strategic choices
(competitive, organisational and financial) and the execution of decisions made

= For this reason, and to inform the Review, the following questions have been formulated
to assist building an understanding of Sealord’s governance responses to the changing
global environment and the consequent impact on governance of AFL (and, for that
matter, consequently, of TOKM).

Questions

Competitive strategy

Market positioning

1.

In your opinion, what are the areas of high growth in the seafood industry? What are the
areas of low growth?
As discussed above in the industry overview, two key trends are:

= Wild catch globally becoming a declining resource

= Aquaculture production increasing
What have been and are Sealord’s strategic responses to these two trends?
Have you considered investing in Salmon, particularly in the NZ market where there is the
high-value NZ King Salmon (with a ~40% premium)
Given that fish feed is a large component of the input cost for the aquaculture industry (which
in turn is a growth area) have you looked to invest in the fish feed sector?
There is increasing demand, particularly from Europe, for seafood products that have been
harvested in a sustainable manner. Do you have a plan for leveraging New Zealand’s
reputation to market your products as environmentally sustainable and, if so, how successful
has Sealord been in executing this plan?
To successfully develop a reputation for environmentally sustainable seafood requires
collaboration from other industry participants. Have you been working with other market
participants to develop a “NZ” brand (NZ so far has not managed to do this, particularly
compared with countries such as Iceland) and if so, how (and how have you ensured no
conflict or competition with other Maori commercial fishing entities doing the same (or much
the same) thing)?

Business model

7.

8.

What business lines / areas does Sealord consider to be of strategic importance and which
does it consider non-strategic / non-core?
Can you briefly describe the way Sealord perceives its value chain, identifying
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10.

1.

12.

13.

14.

15.

16.

17.

18.

= The key value drivers

= Constraints that have hindered performance

= Areas of the value chain you would like to see changed
Across the industry, profitability margins are becoming tighter. What does Sealord consider
the main causes of this to be? How have Sealord’s margins performed relative to
competitors/ external benchmarks? How is Sealord responding to this?
Apart from government / regulatory impediments, were there any other reasons for exiting the
NZ aquaculture industry?
Given the growth in the global market, some of the reforms in the NZ seafood sector and
other initiatives that the government have been partnering with other industry participants (e.g.
mussel hatcheries with Sanford and Sealord), are you considering re-entering the NZ
aquaculture sector?
Have you looked to decrease input costs in Sealord’s Tasmanian aquaculture operations, and
if so, how?
There is a current global focus on acquiring distribution companies to increase global
footprint. Have you got plans to increase your distribution through acquisition?
There is a trend towards higher value “niche” products with higher margins (particularly in the
wild capture market). What, if any, initiatives has Sealord taken in this area?
Processing companies have been attractive acquisition targets for fish producers given that
the by-products from fish processing plants can be used to prepare fish feed and thereby
allowing producers to get better control over raw material costs. Have you managed to realise
these synergies between processing and production? If so, to what extent?
Consolidation and cost base rationalisation has been among some of the key industry trends
observed. Can you give examples of any consolidation or rationalisation activities that
Sealord has undertaken recently?
Do you think that Sealord needs to be involved in more consolidation and rationalisation to
achieve scale benefits?
Is there further consolidation activity planned in the future strategy of Sealord? If so, can you
describe what, and how this fits into the overall strategy?

Capabilities

19.

Historically, do you think that Sealord has been strategically disadvantaged due a lack of
compatibility, across any of the following areas?

= People

= Industry knowledge

= Global / local market knowledge

= Operational capability

Organisational Strategy

Ownership and governance

20.
21.
22.

23.

What are the main strategic challenges and opportunities facing Sealord?

What do you see as the Board’s priorities?

Do you think the Board’s capabilities and composition are well matched to Sealord’s strategic
challenges and opportunities?

Do you consider that the selection and evaluation process for board appointments has beenl/is
well aligned with Sealord’s strategic challenges and opportunities?
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24. Looking forward, is there any capability or composition you would like to see changed at the
Board level?

Financial strategy

Industry participants have been investing in both wild capture and aquaculture to either take
advantage of a growing industry (aquaculture) or expand their business model to take advantage
of synergies (wild capture). They have also been restructuring and transitioning their businesses
to changing global trends. Given this, we would expect entities to maintain relatively high levels of
financial flexibility, low gearing and conservative dividend policies.

Capital structure

Sealord’s capital structure has shown increased gearing over the past decade, towards the top
end of the targeted gearing ratio range. Sanford, on the other hand has not altered its structure
significantly, nor have international comparators which have remained consistently within the mid
to high 30% range. In this context:

25. What were the key drivers for Sealord’s decision to increase its gearing over the past decade?

26. Is there a plan or policy in place to manage debt levels?

27. What framework is in place to guide and manage capital structure?

28. Given the strategic opportunities and industry transition, what does Sealord consider to be the
optimal target for Sealord’s capital structure?

29. How much financial flexibility do you think Sealord requires to achieve its strategic objectives
and to navigate a successful path through the industry transition?

Cash release and management

Sealord has appeared to continue declaring dividends despite a downward trending bottom line.
Sanford on the other hand appears to have not declared any dividends in 2008 and 2011.

30. What is Sealord’s policy regarding dividends?
31. Do you think that retaining relatively high dividend payouts is consistent with acceptable levels
of financial flexibility and an optimal capital structure?

Use of capital

32. Based on data available to us Sealord has achieved a lower ROA than both Sanford and
international comparators over the past five years, and it appears to be trending downwards.
What policies are in place to monitor and assess capital allocation and investment decision
making?

33. Clearly in this new environment some activities are becoming more attractive and some less
attractive. Do you have a capital ‘recycling’ plan (divestments, acquisitions, organic growth)
that addresses this?

34. In relation to the question above, can you provide some examples of significant investment
decisions and how they relate to the strategic direction of Sealord?

In relation to Yuken, the Argentinean joint venture which Sealord exited in 2013

35. What was the rationale for the initial strategic decision?
36. What were the key factors that resulted in the erosion of value?
37. How was the exit strategy managed and executed?
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38. Does the Yuken experience impact on how future strategic decisions are made / viewed /
executed?

39. Sanford appeared to respond quickly to changes in the industry (e.g. their exit from their
Argentinean operations in 2007) in comparison to Sealord. What were the reasons for this?
What is Sealord doing to manage timely strategic decisions? What are considered to be the
obstacles or challenges (if any)?

40. Sanfords investment amount (around $6m) appears to be lower than the amount invested by
Sealord. What process was in place to determine the optimum amount to invest in Argentina?

Final contextual questions

41. What is the board and mangement’s vision for Sealord in five years time?
42. What are the key differences between Sealord and Sanford:
a) Competitive (including market positioning, business model, capabilities)
b) Organisational (including organisation architecture, ownership and governance)
c) Financial (including capital structure, cash release and management, use of capital)
d) Any other, e.g. operational differences
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Questions to AFL

Background

Introduction

This memo is prepared for the purposes of the 2015 Maori Fisheries Act 2004 Review. | have
engaged Cameron Partners to assist in specific areas of the Review, focusing on financial and
strategic analysis and governance. Due to the nature, size and significance of Sealord’s
operations within the Review, and the impact on the performance of Aotearoa Fisheries Limited
(AFL) | have determined that | will give attention to the Sealord and AFL performances,
separately.

In this Memorandum of Questions for Answers | focus on AFL. There is something of an overlap
with Sealord. This is unsurprising. | want to understand the strategic financial performance and
decision making processes of AFL both independently of, and, separately, having regard to,
Sealord. A like set of questions is to be put to Sealord.

In undertaking the desired analysis, it is critical to understand the strategic framework AFL has
adopted which has shaped AFL’s strategic choices and in turn its relative performance. This
memo outlines a set of questions to be separately addressed by AFL in the context of a changing
international seafood industry. The goal is to better understand AFL (and Sealord) and provide a
strategic context for analysis.

Industry overview & context
The seafood industry has been undergoing significant changes:

= Per capita seafood consumption has almost doubled over the last 40 years, driven by:
= Income growth
= Urbanisation interlinked with modern distribution channels
= Changes in dietary needs / preferences
= Global food fish supply has grown steadily in the last five decades at an average rate of 3.2%
= Supply increase to meet this gap has been solely driven by aquaculture, which now
accounts for ~50% of total seafood production. Wild capture supply is in decline
=  Within aquaculture, inland aquaculture growth has outpaced mariculture growth,
increasing its farmed fish production contribution from 50% in 1980 to 63% in 2012
= Wild capture is expected to move into niche “high value” products. Frank Asche of
the University of Stavanger, sees parallels with the divergence between farmed meat
and wild game - “in 20 years’ time, people will think of wild fish like we now think of
venison”
= Both aquaculture (to realise economies of scale and diversify into other types of seafood /
species) and wild capture (to decrease costs in a declining sector and grow through
increasing TAC quotas) are consolidating through acquisitions
=  From 2010-2013 there were over 200 deals in the seafood sector. 80% of
acquisitions were by strategic buyers (i.e. companies that consider seafood as their
core activity)
= Aquaculture has significant input costs (with fish feed accounting for 40-50% of these costs)
There is a drive to reduce these costs through finding cheaper food alternatives and through
acquisitions (obtaining greater control in input costs by integrating vertically)
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Food safety issues have driven greater traceability requirements for all food ingredients, and
this in turn has led to greater integration across large parts of the value chain
= Companies with reliable access to processing facilities have become particularly
attractive targets, as this provides seafood producers with greater control over the
final product
China continues to be the number one country in terms of seafood production, and now is the
third largest country in terms of seafood imports (behind the US and Japan)

Aotearoa Fisheries Limited

AFL competes in a global industry / markets. Its performance therefore needs to be viewed in

a global context and relative to those competing in this industry / market

= An analysis of how individual firms’ performance in this environment relate to the way they
have responded to these industry / market changes — i.e. their strategic choices
(competitive, organisational and financial) and the execution of decisions made

= For this reason, and to inform the Review, the following questions have been formulated
to assist building an understanding of AFL’s governance responses to the changing global
environment and the consequent impact on governance of AFL (and, for that matter,
consequently, of TOKM).

Questions

Competitive strategy

Market positioning

43.

44.

45.

46.

47.

48.

In your opinion, what are the areas of high growth in the seafood industry? What are the
areas of low growth?
As discussed above in the industry overview, two key trends are:

= Wild catch globally becoming a declining resource

= Aquaculture production increasing
What have been and are AFL'’s strategic responses to these two trends?
Have you considered investing in Salmon, particularly in the NZ market where there is the
high-value NZ King Salmon (with a ~40% premium)
Given that fish feed is a large component of the input cost for the aquaculture industry (which
in turn is a growth area) have you looked to invest in the fish feed sector?
There is increasing demand, particularly from Europe, for seafood products that have been
harvested in a sustainable manner. Do you have a plan for leveraging New Zealand’s
reputation to market your products as environmentally sustainable and, if so, how successful
has AFL been in executing this plan?
To successfully develop a reputation for environmentally sustainable seafood requires
collaboration from other industry participants. Have you been working with other market
participants to develop a “NZ” brand (NZ so far has not managed to do this, particularly
compared with countries such as Iceland) and if so, how (and how have you ensured no
conflict or competition with other Maori commercial fishing entities doing the same (or much
the same) thing)?
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Business model

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

What business lines / areas does AFL consider to be of strategic importance and which does
it consider non-strategic / non-core?
Can you briefly describe the way AFL perceives its value chain, identifying

= The key value drivers

= Constraints that have hindered performance

= Areas of the value chain you would like to see changed
Across the industry, profitability margins are becoming tighter. What does AFL consider the
main causes of this to be? How have AFL’s margins performed relative to competitors/
external benchmarks? How is AFL responding to this?
Apart from government / regulatory impediments, what are the reasons for exiting from or
investing in the NZ aquaculture industry?
Given the growth in the global market, some of the reforms in the NZ seafood sector and
other initiatives that the government have been partnering with other industry participants (e.g.
mussel hatcheries with Sanford and Sealord), is AFL considering pursuing further growth in
the NZ aquaculture sector?
Are you concerned about the high input costs in Sealord’s Tasmanian aquaculture
operations? If so, what steps are you taking in that respect?
There is a current global focus on acquiring distribution companies to increase global
footprint. Have you got plans to increase your distribution through acquisition?
There is a trend towards higher value “niche” products with higher margins (particularly in the
wild capture market). What, if any, initiatives has AFL taken in this area?
Processing companies have been attractive acquisition targets for fish producers given that
the by-products from fish processing plants can be used to prepare fish feed and thereby
allowing producers to get better control over raw material costs. Have you managed to realise
these synergies between processing and production? If so, to what extent?
Consolidation and cost base rationalisation has been among some of the key industry trends
observed. Can you give examples of any consolidation or rationalisation activities that AFL
has initiated recently?
Do you think that AFL needs to be involved in more consolidation and rationalisation to
achieve scale benefits?

60. Is there further consolidation activity planned in the future strategy of AFL? If so, can you
describe what, and how this fits into the overall strategy?

Capabilities

61. Historically, do you think that AFL or Sealord has been strategically disadvantaged due a lack

of compatibility, across any of the following areas?
= People
= Industry knowledge
= Global / local market knowledge
=  Operational capability

Organisational Strategy

Ownership and governance

62.
63.

What are the main strategic challenges and opportunities facing AFL?
What do you see as the Board’s priorities?
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64. Do you think the Board’s capabilities and composition are well matched to AFL’s strategic
challenges and opportunities?

65. Do you consider that the selection and evaluation process for board appointments has been/is
well aligned with AFL'’s strategic challenges and opportunities?

66. Looking forward, is there any capability or composition you would like to see changed at the
Board level?

Financial strategy

Industry participants have been investing in both wild capture and aquaculture to either take
advantage of a growing industry (aquaculture) or expand their business model to take advantage
of synergies (wild capture). They have also been restructuring and transitioning their businesses
to changing global trends. Given this, a reasonable expectation is that entities would maintain
relatively high levels of financial flexibility, low gearing and conservative dividend policies.

Capital structure

Sealord’s capital structure has shown increased gearing over the past decade, towards the top
end of the targeted gearing ratio range. Sanford, on the other hand has not altered its structure
significantly, nor have international comparators which have remained consistently within the mid
to high 30% range. In this context:

67. What does AFL understand to be the key drivers for Sealord’s decision to increase its gearing
over the past decade?

68. Is there a plan or policy in place (discussed and approved by AFL) to manageits own and
Sealord’s debt levels?

69. What framework is in place to guide and manage capital structure?

70. Given the strategic opportunities and industry transition, what does AFL consider to be the
optimal target for Sealord’s capital structure?

71. How much financial flexibility does AFL think Sealord requires to achieve its strategic
objectives and to navigate a successful path through the industry transition?

Cash release and management

Sealord has appeared to continue declaring dividends despite a downward trending bottom line.
Sanford on the other hand appears to have not declared any dividends in 2008 and 2011.

72. What does AFL know about, and monitor, Sealord’s policy regarding dividends?
73. Do you think that retaining relatively high dividend payouts is consistent with acceptable levels
of financial flexibility and an optimal capital structure?

Use of capital

74. Based on data available Sealord has achieved a lower ROA than both Sanford and
international comparators over the past five years, and it appears to be trending downwards.
What AFL policies are in place to monitor and assess capital allocation and investment
decision making?

75. Clearly in this new environment some activities are becoming more attractive and some less
attractive. Does AFL have a capital ‘recycling’ plan (divestments, acquisitions, organic growth)
that addresses this?
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76.

11

In relation to the question above, can you provide some examples of significant investment
decisions and how they relate to the strategic direction of AFL?

In relation to Yuken, the Argentinean joint venture which Sealord exited in 2013

77.
78.
79.
80.

81.

82.

What is AFL’s understanding of the rationale for the initial strategic decision?

What were the key factors that resulted in the erosion of value?

How was the exit strategy managed and executed?

Does the Yuken experience impact on how future strategic decisions are made / viewed /
executed?

Sanford appeared to respond quickly to changes in the industry (e.g. their exit from their
Argentinean operations in 2007) in comparison to Sealord. What were the reasons for this?
What is AFL’s understanding of what Sealord is doing to manage timely strategic decisions?
What are considered to be the obstacles or challenges (if any)?

Sanfords investment amount (around $6m) appears to be lower than the amount invested by
Sealord. What process was in place to determine the optimum amount to invest in Argentina?

Final contextual questions

83.
84.

What is the board and mangement’s vision for AFL in five years time?

What are the key differences between AFL and Sanford:

e) Competitive (including market positioning, business model, capabilities)

f) Organisational (including organisation architecture, ownership and governance)

g) Financial (including capital structure, cash release and management, use of capital)
h) Any other, e.g. operational differences
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