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Headwinds
for dairy
industry

Milk price volatility will continue — NZ farmers
more exposed to downside milk price risk than
their global counterparts.

Potential for costs to rise
e environmentally sustainable

e tight labour market

 Debt burden limits ability to manage through
downturns

e Land values easing — can no longer rely on
capital gains



Farmgate milk price movements
2013 - 2017

NZ farmers
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Dairy commodity market prices
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e Changes in global milk supply drives prices

e Opportunity for higher prices limited by supply
response

e NZ farmers feel full impact of downside risk

Source: ANZ, GDT -y N




Global milk production

Year on year change in production — main dairy exporting regions

2000

1500

1000

500 -

'000 tonne

-500

-1000
2013 2014 2015 2016 2017 2018

® Australia mus mEU BNZ

Source: ANZ, DCANZ, Dairy Australia, Eurostat, USDA,




Dairy commodity market prices
Fat continues y y P
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e Milkfat lift driven by dietary trends
e SMP prices curbed by global stocks
e High milkfat prices encourages substitution

Source: ANZ, GDT -y N




Debt burden
hinders
ability to
generate
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e Debt high

e Unevenly distributed

$1.50/kg MS added from 2015 to 2017

Source: ANZ, RBNZ, DairyNZ =3 N’
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Capital gains Dairy land prices under pressure
can’t be
relied on
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Confidence
falls as cost
risk rises

Agriculture confidence versus GDT
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e Agriculture business confidence normally led by dairy

returns — but current fall in business confidence not
justified by GDT prices.

Source: ANZ Research, GDT =3 N’
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Tighter rules
expected to
negatively
impact farm
profits

Impact of tighter environmental rules on
farm profits
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PKE import volumes
rolling 12 month average

Addicted to
PKE?
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e Lift in imports correspond with droughts periods
e Majority of extra milk is from supplements
e Pasture harvest flat

Source: ANZ, Stats NZ
r 4




ANZ Insights — Canterbury




Profit vs costs — Canterbury data
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Feed + wages + R&M + depreciation per kgMS

e Extra $1/kgMS spent on feed, wages, R&M,
depreciation lowered profits by 40c.
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High cost vs low cost — sample selection

"The region has been broken into high cost versus low cost systems. This is based upon
whether the customer sits in the top 1/3 or bottom 1/3 for their average FWE/kgMS from

2013-17".
Canterbury Sample
Expenses/kgMS distribution Average feed cost
12% 1 33% 33% 33% .
Low cost High cost
10% A FWE<3.72 | FWE>4.30
8% Quartile 25% 0.33 0.81
S 6% Median 0.51 1.02
" 4% Quartile 75% 0.71 1.19
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0% l
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Source: ANZ Analysis




Debt
increased by
$1 million

Debt levels - Canterbury

Change in debt m 2015 to 2017

Increase 49% 83%

Decrease 51% 17%
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Pasture utilisation vs profit
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Impact of a 2% increase in interest costs

Interest rate on profits - Canterbury

hikes pose

risk to high

cost farms
Profit after interest 2% interest
& tax ($/kgMS) rate lift
Low cost group 0.87 0.45
High cost group 0.49 0.09

e A 2% increase in interest rates would add $165,000 in
interest costs for the average farm.

e Combine this with a milk price below $5.50/kg MS and
only the really low cost farms will breakeven.

Source: ANZ, GDT ‘N’ ”



Resilience key to managing risk
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BRINGING IT HOME




What have
we achieved?

Dairy debt doubles - debt servicing stable
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Low interest rate has offset additional borrowing
e Debt levels doubled
e Interest rates halved
Source: ANZ, DairyNZ I‘INZ‘G' .



Customer risk profile

There is a “tipping point”
where capital required
increase exponentially

Increasing
capital /
Stronger ,  Weaker
ratings ratings

Risk grading
e Conduct
e Viability

e Security ratio

= Flexibility of terms




Resilient farming
profi

The bucket test...
... fix the bottom hole first

Business attributes

Future ready

Financial stability

System execution

People
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Disclaimer

This document is intended for ANZ's institutional, professional or wholesale clients, and not for individuals or retail persons. It should not be forwarded, copied or
distributed. The information in this document is general in nature, and does not constitute personal financial product advice or take into account your objectives,
financial situation or needs.
This document may be restricted by law in certain jurisdictions. Persons who receive this document must inform themselves about and observe all relevant restrictions.
Disclaimer for all jurisdictions: This document is prepared and distributed in your country/region by either: Australia and New Zealand Banking Group Limited (ABN11 005 357 522)
(AN2); or its relevant subsidiary or branch (each, an Affiliate), as appropriate or as set out below.
This document is distributed on the basis that it is only for the information of the specified recipient or permitted user of the relevant website (recipients).
This document is solely for informational purposes and nothing contained within is intended to be a recommendation, invitation, solicitation or offer by ANZ to sell, or buy, receive or
provide any product or service, or to participate in a particular trading strategy.
Distribution of this document to you is only as may be permissible by the laws of your jurisdiction, and is not directed to or intended for distribution or use by recipients resident or
located in jurisdictions where its use or distribution would be contrary to those laws or regulations, or in jurisdictions where ANZ would be subject to additional licensing or registration
requirements. Further, the products and services mentioned in this document may not be available in all countries.
ANZ in no way provides any financial, legal, taxation or investment advice to you in connection with any product or service discussed in this document. Before making any investment
decision, recipients should seek independent financial, legal, tax and other relevant advice having regard to their particular circumstances.
Whilst care has been taken in the preparation of this document, ANZ does not make any representation as to the accuracy of the views expressed in this document. Further, ANZ does not
accept any responsibility to inform you of any matter that subsequently comes to its notice, which may affect the accuracy of the information in this document.
Preparation of this document and the opinions expressed in it may involve material elements of subjective judgement and analysis. Unless specifically stated otherwise: they are current
on the date of this document and are subject to change without notice; and, all price information is indicative only. Any opinions expressed in this document are subject to change at any
time without notice.
ANZ does not guarantee the performance of any product mentioned in this document. All investments entail a risk and may result in both profits and losses. Past performance is not
necessarily an indicator of future performance. The products and services described in this document may not be suitable for all investors, and transacting in these products or services
may be considered risky.
ANZ expressly disclaims any responsibility and shall not be liable for any loss, damage, claim, liability, proceedings, cost or expense (Liability) arising directly or indirectly and whether in
tort (including negligence), contract, equity or otherwise out of or in connection with this document to the extent permissible under relevant law. Please note, the contents of this
document have not been reviewed by any regulatory body or authority in any jurisdiction.
ANZ and its Affiliates may have an interest in the subject matter of this document. They may receive fees from customers for dealing in the products or services described in this
document, and their staff and introducers of business may share in such fees or remuneration that may be influenced by total sales, at all times received and/or apportioned in
accordance with local regulatory requirements. Further, they or their customers may have or have had interests or long or short positions in the products or services described in this
document, and may at any time make purchases and/or sales in them as principal or agent, as well as act (or have acted) as a market maker in such products. This document is
published in accordance with ANZ’s policies on conflicts of interest and ANZ maintains appropriate information barriers to control the flow of information between businesses within it and
its Affiliates.
Your ANZ point of contact can assist with any questions about this document including for further information on these disclosures of interest.
Country/region specific information: Unless stated otherwise, this document is distributed by Australia and New Zealand Banking Group Limited (ANZ).
Australia. ANZ holds an Australian Financial Services licence no. 234527. For a copy of ANZ's Financial Services Guide please click here or request from your ANZ point of contact. If
trading strategies or recommendations are included in this document, they are solely for the information of ‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001
Cth).
Brazil, Brunei, India, Japan, Kuwait, Malaysia, Switzerland, Taiwan. This document is distributed in each of these jurisdictions by ANZ on a cross-border basis.
Cambodia. This document is distributed in Cambodia by ANZ Royal Bank (Cambodia) Limited (ANZ Royal Bank). The recipient acknowledges that although ANZ Royal Bank is a
subsidiary of ANZ, it is a separate entity to ANZ and the obligations of ANZ Royal Bank do not constitute deposits or other liabilities of ANZ and ANZ is not required to meet the
obligations of ANZ Royal Bank.
European Economic Area (EEA): United Kingdom. ANZ is authorised in the United Kingdom by the Prudential Regulation Authority (PRA) and is subject to regulation by the Financial
Conduct Authority (FCA) and limited regulation by the PRA. Details about the extent of our regulation by the PRA are available from us on request. This document is distributed in the
United Kingdom by Australia and New Zealand Banking Group Limited ANZ solely for the information of persons who would come within the FCA definition of “eligible counterparty” or
“professional client”. It is not intended for and must not be distributed to any person who would come within the FCA definition of “retail client”. Nothing here excludes or restricts any
duty or liability to a customer which ANZ may have under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of the Prudential
Regulation Authority (PRA) and the FCA. ANZ is authorised in the United Kingdom by the PRA and is subject to regulation by the FCA and limited regulation by the PRA. Details about the
extent of our regulation by the PRA are available from us on request.
Fiji. For Fiji regulatory purposes, this document and any views and recommendations are not to be deemed as investment advice. Fiji investors must seek licensed professional advice
should they wish to make any investment in relation to this document.
Hong Kong. This publication is issued or distributed in Hong Kong by the Hong Kong branch of ANZ, which is registered at the Hong Kong Monetary Authority to conduct Type 1 (dealing
in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) regulated activities. The contents of this publication have not been reviewed by any regulatory
authority in Hong Kong.
India. If this document is received in India, only you (the specified recipient) may print it provided that before doing so, you specify on it your name and place of printing.
Myanmar. This publication is intended to be general and part of ANZ's customer service and marketing activities when implementing its functions as a licensed bank This ubllcatw
not Securities Investment Advice (as that term is defined in the Myanmar Securities Transaction Law 2013).
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Disclaimer

New Zealand. This document is intended to be of a general nature, does not take into account your financial situation or goals, and is not a personalised adviser service under the
Financial Advisers Act 2008 (FAA).
Oman. ANZ neither has a registered business presence nor a representative office in Oman and does not undertake banking business or provide financial services in Oman. Consequently
ANZ is not regulated by either the Central Bank of Oman or Oman’s Capital Market Authority. The information contained in this document is for discussion purposes only and neither
constitutes an offer of securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of Oman (Royal Decree 80/98), nor
does it constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market
Law (issued vide CMA Decision 1/2009). ANZ does not solicit business in Oman and the only circumstances in which ANZ sends information or material describing financial products or
financial services to recipients in Oman, is where such information or material has been requested from ANZ and the recipient understands, acknowledges and agrees that this document
has not been approved by the CBO, the CMA or any other regulatory body or authority in Oman. ANZ does not market, offer, sell or distribute any financial or investment products or
services in Oman and no subscription to any securities, products or financial services may or will be consummated within Oman. Nothing contained in this document is intended to
constitute Omani investment, legal, tax, accounting or other professional advice.
People’s Republic of China (PRC). This document may be distributed by either ANZ or Australia and New Zealand Bank (China) Company Limited (ANZ China). Recipients must
comply with all applicable laws and regulations of PRC, including any prohibitions on speculative transactions and CNY/CNH arbitrage trading. If this document is distributed by ANZ or an
Affiliate (other than ANZ China), the following statement and the text below is applicable: No action has been taken by ANZ or any affiliate which would permit a public offering of any
products or services of such an entity or distribution or re-distribution of this document in the PRC. Accordingly, the products and services of such entities are not being offered or sold
within the PRC by means of this document or any other document. This document may not be distributed, re-distributed or published in the PRC, except under circumstances that will
result in compliance with any applicable laws and regulations. If and when the material accompanying this document relates to the products and/or services of ANZ China, the following
statement and the text below is applicable: This document is distributed by ANZ China in the Mainland of the PRC.
Qatar. This document has not been, and will not be:
e lodged or registered with, or reviewed or approved by, the Qatar Central Bank (QCB), the Qatar Financial Centre (QFC) Authority, QFC Regulatory Authority or any other authority in
the State of Qatar (Qatar); or
e authorised or licensed for distribution in Qatar,
and the information contained in this document does not, and is not intended to, constitute a public offer or other invitation in respect of securities in Qatar or the QFC. The financial
products or services described in this document have not been, and will not be:
e registered with the QCB, QFC Authority, QFC Regulatory Authority or any other governmental authority in Qatar; or
e authorised or licensed for offering, marketing, issue or sale, directly or indirectly, in Qatar.
Accordingly, the financial products or services described in this document are not being, and will not be, offered, issued or sold in Qatar, and this document is not being, and will not be,
distributed in Qatar. The offering, marketing, issue and sale of the financial products or services described in this document and distribution of this document is being made in, and is
subject to the laws, regulations and rules of, jurisdictions outside of Qatar and the QFC. Recipients of this document must abide by this restriction and not distribute this document in
breach of this restriction. This document is being sent/issued to a limited number of institutional and/or sophisticated investors (i) upon their request and confirmation that they
understand the statements above; and (ii) on the condition that it will not be provided to any person other than the original recipient, and is not for general circulation and may not be
reproduced or used for any other purpose.
Singapore. This document is distributed in Singapore by the Singapore branch of ANZ solely for the information of “accredited investors”, “expert investors” or (as the case may be)
“institutional investors” (each term as defined in the Securities and Futures Act Cap. 289 of Singapore). ANZ is licensed in Singapore under the Banking Act Cap. 19 of Singapore and is
exempted from holding a financial adviser’s licence under Section 23(1)(a) of the Financial Advisers Act Cap. 100 of Singapore.
United Arab Emirates (UAE). This document is distributed in the UAE or the Dubai International Financial Centre (DIFC) (as applicable) by ANZ. This document does not, and is not
intended to constitute: (a) an offer of securities anywhere in the UAE; (b) the carrying on or engagement in banking, financial and/or investment consultation business in the UAE under
the rules and regulations made by the Central Bank of the UAE, the Emirates Securities and Commodities Authority or the UAE Ministry of Economy; (c) an offer of securities within the
meaning of the Dubai International Financial Centre Markets Law (DIFCML) No. 12 of 2004; and (d) a financial promotion, as defined under the DIFCML No. 1 of 200. ANZ DIFC Branch is
regulated by the Dubai Financial Services Authority (DFSA) ANZ DIFC Branch is regulated by the Dubai Financial Services Authority (DFSA). The financial products or services described
in this document are only available to persons who qualify as “Professional Clients” or “"Market Counterparty” in accordance with the provisions of the DFSA rules. In addition, ANZ has a
representative office (ANZ Representative Office) in Abu Dhabi regulated by the Central Bank of the UAE. The ANZ Representative Office is not permitted by the Central Bank of the
UAE to provide any banking services to clients in the UAE.
United States. Except where this is a FX- related document, this document is distributed in the United States by ANZ Securities, Inc. (ANZ SI) which is a member of the Financial
Regulatory Authority (FINRA) (www.finra.org) and registered with the SEC. ANZSI's address is 277 Park Avenue, 31st Floor, New York, NY 10172, USA (Tel: +1 212 801 9160 Fax: +1
212 801 9163). ANZSI accepts responsibility for its content. Information on any securities referred to in this document may be obtained from ANZSI upon request. This document or
material is intended for institutional use only - not retail. If you are an institutional customer wishing to effect transactions in any securities referred to in this document you must contact
ANZSI, not its affiliates. ANZSI is authorised as a broker-dealer only for institutional customers, not for US Persons (as “US person” is defined in Regulation S under the US Securities Act
of 1933, as amended) who are individuals. If you have registered to use this website or have otherwise received this document and are a US Person who is an individual: to avoid loss,
you should cease to use this website by unsubscribing or should notify the sender and you should not act on the contents of this document in any way. Non-U.S. analysts: Non-U.S.
analysts may not be associated persons of ANZSI and therefore may not be subject to FINRA Rule 2242 restrictions on communications with the subject company, public appearances and
trading securities held by the analysts. Where this is an FX-related document, it is distributed in the United States by ANZ's New York Branch, which is also located at 277 Park Avenue,
31st Floor, New York, NY 10172, USA (Tel: +1 212 801 916 0 Fax: +1 212 801 9163).
Vietnam. This document is distributed in Vietham by ANZ or ANZ Bank (Vietnam) Limited, a subsidiary of ANZ.
This document has been prepared by ANZ Bank New Zealand Limited, Level 10, 171 Featherston Street, Wellington 6140, New Zealand, ”
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