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DIRECTORS ANNUAL REPORT

23rd September 2015

The final production for the 2014/2015 season was 300,458 kgMS
achieved by our variable order sharemilkers Leo and Maricel
Pekar. This was down 7.6% on the previous season’s production of
325,183 kgMS, this can be directly linked to the extremely wet
weather conditions for the first part of the season.  Leo and
Maricel finished the season off with good production in the second
half of the season.

I would like to take this opportunity to thank our sharemilkers Leo
and Maricel for their hard work this season.  Leo and Maricel decided to move on, having
found themselves a 50/50 sharemilking position. This is the next chapter in their step
towards farm ownership. We are all most appreciative of the efforts made by Leo and
Maricel to improve the value of our asset over the last seven seasons and wish them well for
their future endeavours.

With the departure of Leo and Maricel, it has been decided to move back to a Variable
Order Sharemilker (VOSM) for Coldstream.  This has meant that the stock and plant owned
by the Sharemilking Company (SMC) have been purchased by Coldstream Downs Dairy Farm
Limited and the sharemilking business has been put on hold for any future opportunities.  I
would remind you that we formed the SMC so that we could sell some shares in it to the
VOSM to incentivise them to stay with us.  That goal was achieved with Leo and Maricel.
We will look at doing the same again with another VOSM if we have the view that they can
bring long term value to the Coldstream operation.

The 2014/2015 forecast payout announced by Fonterra was $4.40/kgMS, considerably down
on the original forecast of $7.00, which is only reflecting the current world commodity
prices.  The final milk payout for the 2014/2015 season will be announced in mid October
2015.  We also received dividend payments totalling 15 cents per share for our Fonterra
Shares.

As a result of the low payout and the low forecasts for the 2015/2016 season it has been
decided by the directors that no dividend will paid to the shareholders.  We remain
optimistic about the future of the dairy industry.  Even though the price downturn has been
extreme we take a medium term view of prices and it is interesting to see the major banks
are contemplating $4.25 to $5.00 for the current season (up from the $3.85 forecast) and
$6.00 for the following season.

As at balance date, the term loan had a balance of $816,339, and the interest rate for the
term loan was 6.12%.  In the last financial year $236,754 of principal was repaid
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A valuation of all land and buildings and stock were completed by Logan Stone Limited and
Progressive Livestock Limited for the financial year and summary documents are included in
this annual report. Coldstream was given a total value of $12,936,427. This was made up of
land and buildings of $9,710,000, Fonterra Shares, of which we hold 317,750 and were
valued at $4.83 each at the end of the financial year, totalling $1,534,732 in value and all
stock for the operation at $1,691,695.

The share value for Coldstream from the current accounts gives a net asset backing value of
$2.62 per share.  There were no shares traded in the last financial year.

The total capital expenditure for the year was $31,578.  This comprised of a Teatwand 400
System and Automatic Sprayer at $16,970, Chou Cutter at $800 and Deck Ports for the
milking platform at $13,808.

Repairs and maintenance for the season totalled $87,835.  The major expenditures in this
area were for cowshed maintenance of $22,871, repairing and maintaining the farms
drainage of $13,429 and maintenance on the effluent system of $10,921.

2015 also saw another successful farm visit for our shareholders in March 2015.  We had a
great turnout and have received good feedback from those that attended.  The farm visits
are an excellent opportunity for everyone to see the farms first-hand and meet our
wonderful sharemilkers and see what a great job they are doing.

I would also like to take this opportunity to thank my fellow Directors Jeff Whitlock and
Stephen Barr, and our farm consultant Jack Ballam for their contributions over the past year.

Farm Update – Current Season

We would like to welcome Jason Checketts as our
new VOSM for the season.  Jason is a young and
progressive Southland man and has impressed both
Jack Ballam and myself with his potential to take
Coldstream to the next level.

The production forecast for the 2015/2016 season
has been set at 305,000 kgMS.  The season to date
has had a difficult start, which can be attributed to
the very wet conditions this spring.  These conditions
have meant grass growth has been extremely slow
and meant for lower quality feed for the cows.
However, with a bit more sunshine and grass growth, we are still aiming to meet our
production target.

For the 2015/2016, Fonterra has forecast a milk price of $3.85/kgMS and are forecasting a
dividend between 20 and 30 cents.  In light of this payout we continue to work with our

2015/2016 VOSM Jason Checketts
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sharemilkers to minimise all costs where possible, without impacting on production.  All
non-essential expenditure on such things as repairs and maintenance and capital purchases
have been put on hold as we work through these trying times.

In a move to minimise the impact on the farm business the directors have agreed to stop
principal payments for the 2015/2016 season and move to interest only repayments.  We
have also re-negotiated new interest rates for the loan of 4.62% floating.  Though there is an
overdraft facility available to Coldstream at an interest rate of 7.70%, the directors have
resolved to operate at a zero balance and take advantage of the more favourable term loan
interest rate, by drawing down from the available funds.

2015/2016 season continues to be challenging, as the current milk price is still affected by
worldwide commodity prices.  The last few Global Dairy Trades have shown promising signs
that we are in the early stages of recovery, however the long term forecast for dairy
industry is still very strong.  As mentioned above the indications from industry analysts and
banks is that the payout forecast will be revised up to $4.50 – 5.00/kgMS.

I look forward to seeing you at the AGM.

Kind Regards

RR Dickie
Director
Coldstream Downs Dairy Farm Limited
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VOSM ANNUAL REVIEW – Leo & Maricel Pekar

The season started with the most challenging springs we have ever
had with really wet conditions from late July till early December.
There was a brief break in September for a few weeks. Then as soon
as the rain stopped in December, the wind started blowing. This
dried the farm right out creating a drought from late December (3
weeks after the last rain) until February.  Production as a result of
this testing weather fell 7%, compared to our record season last
year.

STOCK
For next season we have 865 cows to calve (incl. 189 heifers). We
are also rearing 224 calves.  With animal health we have made great

progress on mastitis history. This is because we installed a new teat spraying wand which
provides better application and coverage for the cows. Because of this, the Somatic cell count
(which is a measure of mastitis) dropped drastically with only 11% of the herd treated for
mastitis. From our local Vetclub, this is the lowest on record for all their clients which we are
very happy about.  In other animal health BVD has dropped to low levels. Johnes disease still is a
problem, causing 1% mortality or culling.

FEED
The average grass cover towards the end of the season was 2200kg of dry matter per hectare,
this was just behind target with Jacks (the farm consultants) report. We are dried off 40 of the
lightest cows and some low producers to help the grass situation, which meant, we left the farm
in a good starting position for next season. This slightly lower growth meant we didn't quite
make as much silage as we would have liked, but we are still left 130 tonnes of silage for spring.

We have had our crop measured and it is showing 14 tonnes of dry matter per hectare. It has
been
a great growing season for crops, the local area and much of Southland are producing some of
the highest yielding crops we've seen. This additional crop cover should leave plenty of feed for
the cows to eat over the winter.

FERTILISER
This season in a bid to save costs we individually soil tested every paddock on the farm.  This
was to ensure that the fertiliser was allocated as efficiently as possible. Fertiliser was applied at
the recommended rates.

MATING
Mating has gone very well. Without any intervention we have had an 87% 3 week submission
rate. This means we should have a good quick calving, with mid calving expecting to take 18
days. The empty rate is 6.5%.  All the cows being wintered were identified by calving date. Cows
were then dried off based on their calving date and treated with an antibiotic.
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PRODUCTION
After last season's record production we'll end up doing our second best production this year.
Total Milk solids should end up just less than 300,000kg.  After a rough start with poor
utilization, cows and farm have shown improvements by bouncing back and holding production
when under pressure.

SUMMARY
It has been a great autumn after a pretty shaky start of the season weather wise. It has not been
cold and we are getting good growths.

We feel the farm is well set up for the next season and wish Jason all the best for the future.
Thank you to all our shareholders for the opportunity to manage Coldstream Downs for the last
seven years.
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2015 SHAREHOLDER FARM VISIT

March 23rd 2015 saw 12 shareholders and
their partner’s visit Coldstream Downs
farm as part of our bi-annual shareholder
farm visits.

This was a great opportunity for our
shareholders to get the opportunity to see
their investment and meet our VOSM’s.

Leo and Maricel gave everyone a tour of
the cowshed and farm.  The feedback we
had from those that visited was very
positive and they all were impressed with
the condition of the farm and dairy herd.

ROGER DICKIE NEW ZEALAND UPDATE

Farm Administrator

In mid August we saw Kate Murdoch start as our new Farm
Administrator.  Her role will include farm manager support, reporting
and farm budgeting.

Kate, her husband Aaron and three children are dairy farming in an
equity partnership near Patea, South Taranaki. Having worked their
way through the many tiers of the Dairy Industry to farm ownership has
meant Kate brings a broad understanding of the industry to her new
role.

Kate has an event management and organisational background and we are excited to be
getting her expertise and farming knowledge behind our investment farms.

Kate is also very involved with her local community, which includes holding a Governing
Board position for Kindergarten Taranaki, vice-president of the local playgroup and teaches
swimming to local children in Kakaramea.
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INDUSTRY UPDATE

GlobalDairyTrade prices lifted sharply at the 15 September
auction. The 16.5% lift in the GDT PriceIndex was the
largest price increase recorded in the past five years.
Whole milk powder (WMP) prices increased the most, with
the WMP Price Index gaining 20.6%.

The price increases were greater than expected, although
ahead of the auction there was definitely a stronger sense
that prices would firm than was seen at the previous two
auctions.

The NZX Dairy Derivatives markets predicted a 15% lift in
Fonterra’s Regular Grade WMP for November delivery but
the price for this contract actually increased 25%.

NZX WMP May 2016 Futures prices are 11% higher than
current GDT prices. This increase in prices is factored into
the AgriHQ 2015-16 Farmgate Milk Price which now sits at
$4.65/kgMS.

The likelihood that Fonterra will revise up its milk price
forecast for the current season is increasing but we are
cautious as underlying demand for dairy products is still
weak.

In the past few weeks there has been a lot of talk in the
market about El Nino and the implications this will have on
NZ milk production.

Fonterra has held its milk production forecast at -2 to -3%
but others are forecasting a larger reduction in milk output.
NIWA are absolutely sure that El Nino conditions will be
present from September to November, and forecast that it
is extremely likely (above 90% chance) El Nino conditions
will persist into summer.

It is not a certainty that even if El Nino conditions are
present that a dry summer will occur but the likelihood of it
occurring has been heightened.

Buyers are aware that a drought in NZ would most likely result in a lift in prices, particularly for WMP
and anhydrous milkfat – products for which NZ is the largest supplier.

Skim milk powder (SMP) prices also firmed on GDT but not to the extent WMP did. Some product did
trade above European Union intervention levels. Just 14,605 tonne of SMP has been placed into
intervention so far as some European sellers prefer to hold onto product themselves in the hope
prices will rise.Source: AgriHQ Farmgate Dairy – 16 September 2015
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VALUATIONS
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2014/2015 FINANCIAL STATEMENTS
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