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Hello,

We have delayed sending this report to you because we have been waiting for
announcements as to next year's forecast dairy payout.

Twenty shareholders and partners visited Eastbourne in March this year as part of the
shareholders open day. All were impressed with the farm and the young couple we have
employed to look after our investment. Ben and Penny are passionate about the industry
and are do an extremely good job on the farm.

Our consultant Jack Ballam told me recently the Eastbourne cows were in the best condition
of any of the dozens of farms he supervises. Every time | have visited the farm | am
impressed how well it is being managed and the condition of the livestock and plant.

We budgeted on a $6.80 payout for Eastbourne (which is the average payout of the
previous five years). However, you will be well aware from articles in the media that prices
have come back significantly from last year’s record and our milk processor (Open Country
Dairy) are forecasting a payout of $4.70-54.80. This is expected to be slightly higher than
the Fonterra payout.

This forecast payout is very close to the cost of production of most New Zealand dairy
farms, before any debt servicing costs. Debt servicing costs for the majority of New Zealand
dairy farms are assumed to be $1.00 to $1.50 per kg ms. Eastbourne Dairy Farm was
structured with no debt putting us in a better position to work through the lower payout
year.

The outcome of this drop in payout is, we do not anticipate being in a position to pay a
dividend this year.

For the season ahead, beginning June 1st, there is considerable speculation by analysts
predicting next seasons payout climbing as China increases purchases and other competing
suppliers reduce production, Open Country have conservatively announced next seasons
opening payout at $4.80.

It's still very early days, but we can only hope that it climbs as the season progresses. Below
is a comment from the International Dairy Report.
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aggressively traded in key markets, such as Middle East, North Africa and Asia (excl China),
at prices below the last GDT auction result. This is expected to continue for at least the next
three months. Chinese imports continue to track downwards. While it is believed China will
have worked its way through inventories by the end of 2015, import demand will still be
lower than 2014 levels, as domestic milk production meets a portion of the demand
requirements. On a more positive note, growth in milk supply from major exporters is all
tracking downhill, some at a rapid pace, which implies a degree of price recovery later in
2015.

The farming season finishes at the end of this month. At that time we will get the accounts
finalised and circulated once audited.

Following is Ben and Penny's farm report.
Regards

Roger Dickie
Director

Report from Sharemilkers Ben Worker and Penny Timmer-Arends

The first half of the 2014/15 season was challenging. August
was wet and cold, which placed additional stress on both
man and beast. It was made more difficult for staff as the
cows the farm had purchased came from a rotary shed. This
meant all 405 cows and 115 heifers had to be trained to
walk into the herringbone and row up for milking. After
months of heifers jumping into feed bins, cows turning
around on the platform, and a lot of kicked cups, the herd
now walk in and row up well. Next season will be a lot
smoother, as the cows will help teach the heifers to row up.

The annual rainfall in Southland is around 1200mm, half of

which fell in October and November. The wet conditions

caused the cows to trample grass into the ground and

waste feed, and it was too wet to get the mower on the

paddocks and keep residuals down. Grass quality became a
e # challenge in early December when the rye grass goes to

: @X\ 4,,," ) ! seed, and we baled the lowest quality paddocks for

' ) supplement rather than forcing the cows to eat it.

Wrapping up the season

As the saying goes, “Southland might get you down, but it will never let you down”, and autumn has
been remarkable. From February to April we’ve had a surplus of grass, allowing us to increase our
grazing round from 30 days to 50 days, and create a buffer of feed for May. We switched the in-shed
feed off in early January, and have fed out minimal balage in April/May, keeping our feed costs low.

As we head towards dry-off at the end of May, we’ve set the farm up for good grass cover in Spring,
and have the cows in excellent body condition for calving. Everyone on farm, cows included, are
looking forward to a break over winter.



Stock

Currently we have 434 MA cows, and there are still 19 culls to go. VetSouth will do a final pregnancy
scan on 19 May, to pick up any empty cows that have aborted since mating. The cost of wintering in

Southland is around $350/cow, so it’s worthwhile to identify and remove empty cows before dry-off.

At 31 May 2015 Eastbourne will have the following stock to winter:

Class of stock Number Comment

Mixed age cows 415 We had to cull a higher-than-expected number of cows this
season due to lameness/udder issues that were inherited
with the herd purchase. Our high in-calf rate has mitigated
this to some extent. And the high beef schedule has helped
offset this loss, with culls achieving $600+ from the meat
processors.

R2s (first calvers) 105 Because of a high cull rate in the cows, 105 heifers were
required for replacements next season. The livestock market
is low this year and Eastbourne was able to purchase quality
animals at a good price $1475/heifer (c.f. $1650+ last
season). The R2s arrived on 1 May and are now grazing at
the run-off where they will be wintered.

R1s (yearlings) 111 There are 111 yearlings grazing at the run-off, and will winter
there also. 82 were reared on farm, and 30 boughtinon 1
December. The yearlings are growing exceptionally well
under our direct care at the run-off (many farmers send
them away for grazing) and will easily meet the 300kg weight
target for mating in November.

Feed

- - i Approximately 106 tonne of supplement was fed through
i!‘ g : AR D the shed between August and January, an average of 216kg

W . per cow. This is below budget, as we moved to a grass-only
diet from mid-January to keep costs down.

We have enough grass at the milking platform to milk
through until 31 May, however the rainfall over the past
few weeks may see us dry-off slightly earlier to reduce
pasture damage. The downside to being ‘summer safe’ is
that we get very wet on the shoulders of the season.

140 cows, 105 heifers and 111 yearlings will winter at the
run-off and 270 cows will be wintered in Dacre aprox 40km
away. A nice short truck ride for heavily pregnant animals
to manage when they return in early August.

Because we’re wintering 140 cows at home and can walk
them down the road to the run-off at any time, we have
flexibility around drying these animals off. Our kale crops
(/% 2 1 haven’t yielded as well as we had hoped, but we have

enough balage to pad out the worst of the crop paddocks, and winter the number of animals
originally planned.




Fertiliser

Ravensdown completed a whole farm soil test in July, and calculated the amount of annual fertiliser
required. Superphosphate, a specially formulated mix for the kale crop, and lime was applied
according to the plan.

Our use of nitrogen fertiliser was above budget this season (200kg of nitrogen/Ha), as we artificially
increased growth to get out of a feed deficit in August/September. We'll be reviewing this with our
Ravensdown rep over winter, and looking to use a lower spreading rate next season.

Mating

Eastbourne Dairy Farm achieved good mating results this season. We used 6 weeks of artificial
breeding (AB), 4 weeks of natural mating with the bulls, and finally 3 weeks of short gestation AB. By
using short gestation semen for the last three weeks, we’re able to manipulate the gestation length
of the cows, and have them calve up to 10 days earlier.

6 week in-calf rate = the percentage of the herd that gets in-calf during the first six weeks of mating.
The 6 week in-calf rate is one of the most powerful indicators of how well a farm is operating.

Much more than a basic measure of fertility, it also delivers: more days in milk in early lactation;
more AB replacement calves (to keep or sell); and fewer empty cows.

Results:
Eastbourne Industry target NZ 2011
14/15 average
6 week in-calf 78% 78% 66%
rate
Empty rate 8% 6% 13%

Comment from VetSouth: Awesome result. You are among the top 12.5% of the country with this
result. When taking into account that this is the first season for you on this farm and that previous
operators have struggled to get anywhere near this you should be very very proud of this result.

Production
Eastbourne’s target for 2014/15 was 217,500kg based on 500 cows producing 435kgMS each.

With the difficult spring, and slightly lower stock numbers (490 cows at peak) we anticipate finishing
the season at 206,794kg total. This is an average of 422kg/cow, and all things considering a good
result.

Eastbourne Production Summary
2014/15
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Open Country Dairy pays a premium for milk with a low somatic cell count (SCC); a measure of white
blood cells in the milk. A SCC below 150,000 receives an additional $0.08/kgMS.

The 168,970kg Eastbourne supplied 1 October — 30 April, received the $0.08 incentive, equating to
an additional $13,518.

The target next season is 220,000kg = 440kg/cow.
Thanks

Ben and Penny



