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DIRECTORS ANNUAL REPORT

Hello

You will see from the attached Performance Review Summary Report that
the farming operation at Pukekaka was again carried out in a very efficient
manner by our manager Rob Stratton ably assisted by his wife Maree and
staff member Jack (who left half way through the year) and Sam.

As independent consultant Paul Hughes discusses in his report, we had yet
another dry finish to the farming year, (this year it was February to June).
Many of you who are farmers or have visited the farm will realise that late
summer/autumn is a very important time of the year for grass growth to
finish lambs.  As well autumn rains ensure the ewes are well fed so that mating is successful and
lambing percentages the following year are at the highest level. A moist autumn also ensures there
is a good bank of feed to carry into the winter months. Of course, something has to give when grass
is in short supply and Rob was forced to sell lambs early and at lighter weights in order to look after
the other issues (discussed above).

Lamb prices were again at the lowest end of the range over recent years, we averaged $77 per head
which is well back from the $113 per head we averaged 4 years ago.  With 6920 lambs sold it is
interesting to note that a price $30 higher would bring in another $207,000 and increase the farm
return by around 2.5%.  These lower lamb prices have affected all farmers for much of the last
decade and have significantly impacted on profitability at Pukekaka and the sector in general.

The dry autumn also had a financial cost to us as lambs were sold at lighter weights because of the
grass situation.

The cash position for Pukekaka showed a trading profit for the 2015/16 year of $335,952 before tax,
principal repayments and fixed asset purchases.

On behalf of the directors I would like to congratulate and thank Rob Stratton for his exceptional
input and outcome in regard to all parameters of the farming operation that he has influence over.

Despite the difficulties of dry climatic conditions (which appear to be rather regular over the past
decade) Rob, Maree and their staff have made the operation of Pukekaka a trouble free one.

We have undertaken a review of the future of Pukekaka and this matter is discussed on the
following pages.

I look forward to seeing you at the AGM.

Kind Regards

Roger Dickie
Director
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PUKEKAKA SHEEP AND BEEF FARM -- OWNERSHIP REVIEW

At the Annual General Meeting last year it was decided that we would undertake a review of the
farm operation and bring forward recommendations as to the future, to this year's Annual General
Meeting.

Leasing of the farm has been considered and rejected because research showed that lease returns
were likely to be considerably less than farming returns.  As well, with farm leasing there are issues
regarding maintenance of the asset value and care of farm improvements.

Here is some relevant information/facts pertaining to Pukekaka

PURCHASED: In 2006 for$6,111,810.00

SHARES: 6,300,000 shares issued; 130 Shareholders

LOAN: Original Loan, $2,000,000.00, Current Loan Balance: $1,358,565.95 (as at 30th June 2016)

VALUATIONS:

Asset Valuation: Land & Buildings – $7,175,000.00 (prepared by Morgans Property Advisors,
12th August 2016)

Stock Valuation: $1,376,04.00  (prepared by PGG Wrightsons, 29th June 2016)

Market Valuation: Land & Buildings - $7,250,000.00 to $7,700,000.00 (prepared by Bayleys,
10th September 2016)

CASH Trading Surplus: $335,952 from the 2015-2016 year (before tax and principal payments).

I have discussed the Real Estate Agents market assessment with him and he is reasonably confident
a sale could be achieved at $7.5 million.  With the stock value approximately matching the debt level
and plant value close to covering the agent’s sales commission, a $7.5 million sale value would
return around $1.19 per share.

At our directors meeting in September, the Directors voted to propose a sale of Pukekaka subject to
discussion with the largest shareholders who hold 37% of the shares in Pukekaka.

This discussion has since been held and was inconclusive. Some of the larger and smaller
shareholders have advised they would be interested in retaining the property and some said they
would be interested to purchase additional shares.

We normally have attendance at meetings in person and by proxy of around 92% to 95%.  A vote of
75% is needed to approve a sale i.e. about 71% of investors.

For this reason we have decided to poll shareholders on the options available.  Based on this poll we
will then bring forward a resolution to a general meeting which will hopefully be approved by
shareholders.

There are two options available:
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1. To sell the farm by the end of the present financial year.  (Farm sales are normally completed
near the end of the financial year i.e. around May/June 2017).

2. To retain the farm and reconsider sale in two years time.

An important factor in all of this is the situation in regard to our managers, Rob and Maree.  They are
performing at a very high level; a sale offer will be unsettling for them and may result in them
leaving the farm.  The prospect of a new incoming manager performing at the same level as Rob
especially in the first two years is unlikely.

We have given an undertaking to Rob that if a sale is voted for then they would be remunerated for
the full financial year, also I feel that if a proposal to sell is agreed to, then it should only run for say
six months and then if unsuccessful be postponed for say two years to give our manager certainty on
his future.

Some factors of interest in no particular order:

 The farm is running at a high level of productivity
 The two main factors affecting income are dry climatic conditions and lamb prices
 Most of the development on the farm has been completed and no major new expenditure is

contemplated.
 Budget showed a pre tax cash return of around 4.4% last year, (is forecast to be lower this

year) the normal for this type of farm is around 3.5%.
 Improved lamb prices and climate would likely bring about a higher return and property

value.
 Market sale price is estimated at $7.5 million but cannot be guaranteed.
 Some shareholders would be prepared to buy additional shares perhaps up to 10% to 15% of

shares (my guess), but as is normal in these circumstances they would want to purchase at a
discount to asset value.

 The Directors may approve a buyback of perhaps 600,000 to 700,000 shares to take debt to
$2 million.

Accordingly we are asking you to express your preference in either of the following choices.

1.  To sell the property for not less than $7.5 million (with directors to have rights to vary this
downward by up to 2%).

2.   To retain the property and carry out a poll with shareholders in 24 months time to consider sale
or retention of the farm.

As noted, the result of this poll will determine the Directors recommendation to be put as a
resolution to a special meeting following the AGM with online proxy voting.

Kind Regards

Roger Dickie
Director
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PUKEKAKA STATION – PERFORMANCE REVIEW

Paul L Hughes BVSc MRCVS MIPIM CMInstD

This review builds on the history of reviews since 2009.  As with the last two reviews the
beef and lamb economic service (provisional 2015/16) data is used for comparison with its
limitations as previously discussed.

The 2016 year yielded another dry autumn which puts a strain on our breeding and finishing
district.  Pasture cuts at the high country pasture monitoring site averaged 5kgDM/ha/day
for the period from February to the end of the June year.  It should have averaged
13kgDM/ha/day over that period, that adds up to a lot of missing pasture (1200kgDM/ha).
This tests management in our pasture based systems.

Again the store lamb prices were flat until
mid-winter (which is obviously not timing
that Pukekaka can aspire to).  Rob had a
strategy of selling lambs down at weaning
and then finishing the remainder later in the
season.  This strategy proved to be sound
because of the modest autumn grass
production and lack of lift in the store
values.

The lambing percentage was again
exceptional at 148%.  Rob has these ewes in prime condition for tupping so some
compromise has to occur in the lamb finishing programme (especially in a dry autumn).

Having just had a farm visit to Pukekaka I can assure investors that all the stock are in
excellent body condition and that the pastures are well set up for the season ahead.

Production Parameters Summary 2015/16
Pukekaka Station B & L Provisional

Stocking Rate (su/ha) 10.9 10.4
Ewe Lambing % 148 134
Hogget Lambs as % Total Lambs 12.1 5.6
Ave Lamb Price ($/hd) 77 87
Ave Wool Price ($/kg) 4.33 4.12
Wool Production (kg/ssu 4.82 4.95
Ave Cull Cow ($/hd) 983 905
Calving % 88 86
Deaths & Missing Sheep % 7.1 4.5
Deaths & Missing Cattle % 6.6 1.9



7 | P a g e

Revenue Summary 2015/16 (not adjusted for stock changes)
Pukekaka Station B & L Provisional

Sheep meat ($/sheep/su) 78 85
Cattle ($/cattle su) 79 85
Wool ($/sheep su) 21 24
Sheep ($/ha) 785 640
Cattle ($/ha) 240 300
Gross Farm Income ($/ha) 1032 1008
Net Cash Increase ($/ha) 397 227

Expenditure Summary 2015/16
Pukekaka Station B & L Provisional

Wages ($/ha) 150 240
Animal Health ($/ha) 56 46
Fertiliser ($/ha) 164 113
Shearing ($/ha) 59 52
Vehicles ($/ha) 23 40
Repairs & Maintenance ($/ha) 20 96
Administration ($/ha) 41 23
Rates & Insurance ($/ha) 30 46
Feed ($/ha) 17 36
Total Farm Working Exp. ($/ha) 635 781
Interest Charged ($/ha) 63 137

Overall Economic Performance (B & L definition with stock adjustments less depreciation)
Pukekaka Station B & L Provisional

Economic Farm Surplus ($/ha) 343 204

Pukekaka has again performed well in comparison to the B & L economic service data for a
farm class that is in fact easier in contour and significantly smaller (421ha).  Notable features
this year are the lower costs overall, with R & M, vehicles and feed standing out in this
regard.  Fertiliser costs are in line with previous years and is significantly higher than the
mean for the farm class. The Pukekaka input is now deemed to be maintenance by our
fertiliser advisor Paddy Shannon.  This is concerning in that the soil fertility status of the
3,640 farms in this class must be continuously eroding.  Administration is as always, on the
high side but interest payments have significantly reduced reflecting the benefits of debt
reduction.

If you look back to when Pukekaka was purchased in 2006 and compare to the property now
it has come forward in a huge way particularly in terms of infrastructure, soil fertility,
pasture and stock quality.  In addition that decade will go down in history as being one of
the most difficult climatically to farm in the Taihape district. It is a significant achievement
for all involved to have been able to develop the property to the standard it is now and pay
down debt during that period.  Cash returns on sheep and beef farm investments have only
ever been modest in the last several decades so that is no surprise.  This should not detract
from a decade of hard work and a job well done by all involved.
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VALUATIONS
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Comparative Sales
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