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GENERAL

Woolworths takeover near completion but not guaranteed, yet

Augtrdian supermarket Foodland Associated — which dready owns NZ' s Progressive Enterprises with
a 21 percent New Zealand market share — has agreed to pay NZ$ 690 million (US$ 331 miillion) for
the Woolworths New Zedland chain to its Hong Kong-based owner, Dairy Farm Internationd.
Foodland indicated that it wants to expand operations, opening at least five new supermarkets each
year, estimating capital expenditures for the Woolworths network and support facilities to exceed NZ$
45 million (US$ 21.6 million) each year. Thiswould provide the business with the critica scdeto
support greater investment in technology and the development of world-class operating procedures.
Foodland expects synergy benefits to emerge over athree year period, driven by brand rationdization,
reduced marketing costs and supply chain economies. According to Foodland, increased purchasing
power will mean increased competition and better choice and value for NZ consumers. Foodsiuffs,
NZ’slargest supermarket group (annual turnover of NZ$ 4.8 hillion, approx. 55 percent market share)
and Foodland' s only serious competitor in New Zedand, still argues that a merger between the number
two and three players (Woolworths and Progressive Enterprises) is bad for competition. Foodstuffsis
seeking aHigh Court judicid review, contending that New Zedand' s Oversess Investment
Commission, which approved the transaction, had acted improperly in doing so. Foodland has
Commerce Commission gpprova to merge with Woolworths until July 13, 2002. If it isnot eble to
successfully defend dl of Foodstuff’slegd chalenges until then, it will need to lodge a fresh gpplication
under the new tougher competition rules which took effect on May 26, 2001. It isunderstood that if
thejudicid review, set for June 24, overturns the Overseas Investment Commission’s decison, then
Foodland might have to divest its Woolworths shares. Foodland istrying to raise NZ$ 345 million
through indtitutiond capita raisng to fund the purchase.

Merger imminent between Enza and Turners & Growers

Guinness Peat Group (GPG) wants to create an internationa produce marketing company by merging
two of itsinvestments, Enza (which it fully owns) and Turners & Growers (46 percent-owned), to
create added-va ue for shareholders and the companies suppliers and customers. Turners & Growers
isadggnificant player in the domestic produce market with a comprehensve digtribution network,
wholesding and distributing fruit, vegetables and cut flowers, and supplying packaging equipment to the
fresh produce industry. Enzais the largest apple and pear exporter with a comprehensive overseas
network. A team of executives from both companiesis investigating the feasibility of afull merger, and
they are expected to report back by the beginning of August. The two companies have annua gross
receipts of between NZ$ 500 to 600 million (US$ 240 to 288 million) and collectively employ up to
1600 staff during pesk times. Enza has sgnificant gpple digtribution infrastructures in the UK, Europe,
and America, which could be used to get other NZ produce into those markets. Potentia synergies,
according to GPG, exigted in areas such as shipping, trangport, container management, warehousing
and back office functions. Turners & Growersis seen to supply Enzawith products other than apples
or pearsto create abig international horticultura company. The suggested merger has been predicted
by industry insiders ever since GPG took control of Enzain May. Enzahasjust paid out over NZ$ 100
million to locd growers for the current season, which ends on September 30, an amount similar to last
year's.
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NZ Farmerscall for increasein trade negotiators

Federated Farmers, the independent NZ farmers' representative body, wants the Government to
increase its team of internationd trade negotiators because it is concerned New Zedland will be | eft
behind by Audtrdia, which is suspected by the industry to befirg in line for afree trade agreement with
the U.S. Federated Farmers said that any new free trade agreements by Austrdliawould have a
negative impact on foreign investment and trade in New Zedand, as Austrdiawas negotiating al
agreements without New Zedland. The federation said it believed the team of 15 trade negotiators
from MAF and the Ministry of Foreign Affairs and Trade was inadequate and under-resourced when
compared to Audtraia, which had quadrupled its team to 85 with a further 60 peopleinvolved in trade
advocacy. Because New Zedand relies 90 percent on trade (Australia 60 percent) the Federation
believes that New Zealand needs more complementary skills for WTO negotiations, bilateral and
multilatera agreements, free trade agreements, and the closer economic relations agreement with
Audrdia (ANZCERTA).

HORTICULTURE & PRODUCTS

Kiwifruit exports off to a good start

Shortages of non-NZ kiwifruit had dlowed New Zedand kiwifruit to have an unusudly strong Sart.
Tota saesare well ahead of sdesthe same period last year. European customers were impressed with
the fruit quality this season with both brix and dry maiter tests indicating good keeping quaities. Sales
in Jgpan had been drong with early shipments sdlling out early. Itdian fruit ill avallable in Japanin
May was of poor qudity and customers were eager to switch to New Zedland kiwifruit. Early sales of
gold kiwifruit had aso been very good in Asan markets. However, the gold crop is below
expectations this season as about one third istoo small for export. However, the crop is still up on last
year with about 8 million trays (5.2 million last season), as vines planted in 2000 matured and start to
bear more fruit. Next year’s gold volume is expected to be twice thisseason’'s.  Zespri forecasts that
green and organic kiwifruit production will be down by between 5 and 10 percent compared with the
2001/02 season when green volumes were 54.64 million trays and green organic 2.52 million trays.
Compared with the same period last year (week 24) the season is developing strongly in Europe,
Japan, and East Asa Thetotd volume sold in dl markets by week 24 was 14.7 million trays,
compared with 12 million (2001/02), and 8.8 million (1999/00 and 2000/01).

Suggested organic kiwifruit top up payment and kiwifruit pools become industry issues
The recent decison by Zespri to support organic kiwifruit growers by trying to maintain aprice
differential of NZ$ 2.30 (US$ 1.1) per tray of organic kiwifruit compared with conventionaly grown
green kiwifruit has met some resstance among the ‘green’ growers. Zespri arguesthat it needsto
provideits retallers with afull range of kiwifruit (green, gold, and organic) to secure busness. Recent
price declines for organic kiwifruit and problems with getting organic kiwifruit into Japan without
fumigation coupled with recent law changesin Japan that fumigated organic fruit cannot be sold as pure
‘organic’, have meant that the premium for organic kiwifruit has been decreasing from about NZ$ 3
(USS$ 1.44) per tray in 1999. Zespri is concerned that more organic growers may decide to return to
growing conventiond kiwifruit only, as organic grower numbers have areaedy dropped from 186 to
150. Consequently, Zespri suggested short term price support to ensure future organic kiwifruit
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supplies by offering organic growers to maintain the price differentia. If the market isnot able to
provide the full differentid, the top up would come from the conventiond pool, which iswhat green
growers oppose. At the moment it gppears that organic growers may need to receive about NZ$ 0.5
(US$ 0.24) per tray to maintain the differentia. Thiswould mean that growers from the conventiona
green pool would receive 2 cents (US 1 cent) less per tray.

Zespri’srationde for maintaining an adequate incentive for organic production isthat it wantsto
increase its share in the North American market, but to clearly differentiate itsdf from Chilean and
Cdifornian fruit it needs to have an organic line (asswell asagold line). In Europe, category
management cond derations aso require Zespri to be able to supply afull range of kiwifruit. While
market returns in North America are subgtantialy lower than in Europe or Japan, Zespri argues that
growing that market would benefit the entire NZ kiwifruit industry. Y e, the volume of organic kiwifruit
has been decreasing over the last two seasons.  In addition, the risk of losing organic growers would
mean that up to at least 1.5 million additiond conventiona fruit would have to be marketed. Industry
indders argue that the vaue that the organic line of kiwifruit adds to the returns for conventiond
growersis about 20 cents (US 10 cents) per conventional tray.

Inarecent AGM of the KGI (Kiwifruit Growers Incorporated), the industry body representing kiwifruit
growersin New Zedand, the question of how the pooling system should work in the future was raised
to growers. How organic, gold, and conventiona fruit is sold in markets has affected returns to
individua poalsin the past, with some ingders claming, for example, that green kiwifruit growers
subsidized the development of gold fruit, which has since been placed in high priced markets at the
expense of green kiwifruit.

Avocado crop revised down to 1.5 million trays

After estimatesin March this year that the next season’s crop would be up to 1.8 to 2 million trays,
most recent estimates are now down to 1.5 million. Some orchards are reporting mid-period fruit set
problems with severe ridging that was not previoudy experienced. One theory about ridging isthat it is
related to cold westher; some overseas authorities attribute it to insect damage. The problem will be
the number one research issue thisyear. With these fruit quaity problems, more fruit is expected to be
supplied to the growing domestic market. The industry is planning arange of in-market promotions to
gtimulate domestic market demand.

HortResearch suffers NZ$ 5 million funding cut

HortResearch, New Zedand' s premier pipfruit researcher, announced that reduced funding from the
Foundation for Research, Science and Technology (FORST) would see the end for severd study
programs and significantly reduce resources available for research on apples and pears. FORST, which
is charged with alocating government funding to Crown Research Ingtitutes, has reduced HortResearch
funding by NZ$ 5 million (US$ 2.4 million) across dl activities. One million dollars will be taken
directly from gpple and pear research, while afurther NZ$ 4 million (US$ 1.92 million) will come off
gene science, plant genomics and programs to develop drugs from plant extracts. HortResearch stated
that funding cuts reflect the Government’ s shifting priorities from funding in primary production to aress
in the economy where it perceives the potentia for socid rates of return to be higher.
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FORST is suggesting to HortResearch to try to attract private sector investment, which over the past
decade has, at best, kept pace with inflation and a wordt, remained gtatic. If no industry co-funding
can be attracted it will be highly likely, according to HortResearch, that staff numbers will be reduced
and entire facilities be closed down. "Zero funding” for bio-active research means that those programs
areadso over. FORST has sat guiddines for gene science work, leaving HortResearch with some
discretion over which fruit programs it wishes to continue. HortResearch indicated that it was giving
priority to programs that where strategically important to the industry to ensure continuation of relevant
short and long-term projects. Varieta research, which has been credited with providing NZ growers
with acommercia advantage over Northern Hemisphere competitors -- such as the recent rel ease of
the JAZZ gpple variety — issaid not to be safe from cut-backsin funding. Apple and pear exporter
Enzais believed to continue to provide about NZ$ 1 million annualy towards commercidizing
advanced sdlections. Those funds are not amed at new cultivar development, though. Thus
HortResearch is now looking for NZ interests to be partnersin globa tenders for gpple breeding
research to fill the NZ$ 1.5 million (US$ 0.72 million) funding gap for plant and gpple breeding.
HortResearch bdievesthisto be crucid if New Zedland wants to retain access to new cultivars. Under
the proposed regime New Zedland interests would co-own new varieties with the ability to
commercidly exploit them. Pipfruit New Zedland aso recognizes that New Zedand istoo smdl a
market to judtify the sde of science in New Zedand done, which means that information will have to be
sold worldwide.

LIVESTOCK AND PRODUCTS

Woolboard officially disbanded

Asaresult of agrower referendum on the future of the Wool Board held in early June, 98 percent of
the 6500 growers who voted (representing 45 percent of the industry) supported the move to
disestablish the board. The referendum’s result backs the Board' s plans to distribute the NZ$ 109.1
million (US$ 52.3 million) it hasin reserves. The Board proposes to take NZ$ 38.9 million (US$ 18.7
million) out to wind up its operations and pay off saff penson schemes and then divide the remaining
NZ$ 70.2 million (US$ 33.6 million) into assets and shares to be owned by NZ's 15,000 sheep
farmers. Another outcome of the referendum was a 65 percent support for an initid two year
restriction on trading of shares in the companies being formed to acquire the board’ s assets. Thiswill
confine share ownership initiadly to woolgrowers and limit the proportion of shares able to be held by
any sngle grower. The move is now on to reped the Wool Board Act and set up a new entity, Wool
Equities, after payment of NZ$ 32.1 million (US$ 15.4 million) to fund the sart-up of the new
commercid companies. At that time, ordinary shares would be issued to farmersin this company. The
remaining NZ$ 35.9 million (17.2 million) from the reserves will dso be converted into sharesin Wool
Equities, but at first as redeemable preference shares, and distributed to farmers. The board aso
proposes that at the end of the reform process, when its empowering legidation is passed by
Parliament, farmers will be given the option of cashing in these preferences.

The new structure proposed would see Wool Equities manage the distribution and commercia
exploitation of assets. It is further recommended that the separate structures for commercid activities
and research should be further separated according to whether they dedl with fine wools (Merino) or
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gtrong wools (mgority of New Zedand's clip). Wool Equitieswill hold grower interestsin Ovita (a
biotechnology consortium to capitaize on the intellectua property of the sheep genome), Covita (to
commercidize discoveries), Woal Interiors, and the New Zedland Merino Company. A separate
incorporated society, SheepCo, will be respongble for research. Thiswill need to be formally
established and growers need to gpprove a plan to fund it through a levy.

Commodity Situation

Increased supply of beef on globa markets (U.S. suppliesin particular), coupled with arising NZ$
versus the US$ in which most of the NZ export beef trade is conducted, have led to sharp fadlsin farm-
gate prices and an increasingly gloomy outlook for exports. The Stuation is made worse by NZ
farmers sending cettle in increasing numbers to the works because of fears that the increasing NZ dollar
would lead to further price declines. Export production to June 8 has been: steer 330,391 (down 15.2
percent), heifer 133,433 (up 9.8 percent), cow 562,901 (up 18.4 percent), bull 539,907 (up 3.2
percent, and bobby veal 152,139 (up 62.3 percent).

The export outlook for lamb is good, as prices remain high and supplies limited. Growing awarenessin
European markets that NZ lamb production could be down by 1 million on last season has helped to
firm demand alittle. Returns have been more insulated as most trade is done in euros and serling.
Export production to June 8 has been: lamb 20,381,721 (down 8 percent), hogget 4,096 (down 58.1
percent), and mutton 3,546,062 (down 11 percent).

The venison market remains dow. While exports were up at the end of March, they have dowed
consderably since, as has production, which is running about afifth lower than ususa. Schedule prices
arerdatively stable— down 12 percent on the five year average for thistime of the year. Industry
estimates place the year-end production at the end of September 2002 at 460,000, 8.7 percent down
on last year. At year-end March, venison exports decreased to 16,306 M T (down 1 percent) but
returns increased to NZ$ 229 million (US$ 110), up 13 percent.

DAIRY

Fonterra further consolidates Australian market

Fonterra now owns 75 percent of the NZ$ 2.3 billion (US$ 1.1 billion) Australasian Food Holdings
(AFH) through the merger of its consumer food businessesin New Zedand and Audrdia, with those of
Bonlac Foods. The existing JV between the two companies, Bonland Dairies, will aso be part of
Audrdasian Food Holdings, dong with the Manland and Tip Top operationsin New Zedand and
Peters and Brownes in Western Audtrdia. The company will try to get established in Audtrdia s east
coast supermarkets, and try to strengthen brands such as Mainland, Meadowfresh, Tararua, Galaxy,
Bega, Boddlla, Perfect Italiano, Cadbury |cecream, Ferndale, Huttons and Kiwi. Benefits from the
consolidation are estimated to be worth up to NZ$ 20 million (US$ 9.6 million) annualy. Direct
benefits of NZ$ 10 million (US$ 4.8 million) would add 1 NZ cent (US 0.48 cent) a kilogram milk
solids to the New Zedand farmer-shareholder payout. AFH, employing 4000 people, would be used
as a springboard for further acquisitions. Commentators speculate that Fonterra might add Audtrdia's
listed Nationd Foods, in which it aready holds 18 percent, to its expanson. Fonterraindicated that
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such amove would be unlikely to creste problems with the Australian Competition and Consumer
Commission.

Fonterra - Nestlé joint venture expected to earn NZ$ 770 million in Brazl

Sdes by the dairy partnership forged by NZ’'s Fonterra Dairy Cooperative and Nestlé in Brazil are
expected to be worth NZ$ 770 million (US$ 370 million) initsfirst year. The JV, Dairy Partners
Americas (DPA), was crested to improve efficiency of milk production and the manufacture of dairy
products in South America. DPA will start production next year in Venezuela and the Mercosur trade
bloc countries (Brazil, Argentina, Uruguay, and Paraguay) and will expand over the next three years
into the rest of South America, Central America, the Caribbean, and NAFTA countries (the U.S,,
Canada, and Mexico).

Fonterra sells dairy stake in Philippines

Fonterra has sold its 30 percent stake in Philippine Dairy Products (PDPC) to JV partner San Miguel
Pure Foods for NZ$ 8.3 million (US$ 4 million). PDPC makes butter, margarine, and cheese,
including Fonterrd s Anchor brand.

Fonterra’s Shareholders Council approves changes to board member structure

Fonterra s 14,000 milk supplier-shareholders are asked to consider a condtitutional change to alow
the appointment of an additiona fourth independent non-farmer director to its board, and to reduce the
number of farmer directors from ten to nine. Fonterra s watchdog, the Shareholder Council, has
approved the condtitutional change, which meansthat the proposed changes can now be presented to
al shareholdersfor a gpecia vote, which will take place on July 26. At least a 75 percent shareholder
goprovd isrequired to effect the condtutiona change..

NZ dairy farmers continue to fund industry good activities
In alevy vote turnout of 56 percent, 63 percent of dairy farmersvoted in favor of the levy-funding of
Dairy InSight, which will take over industry good activities, formerly undertaken by the Dairy Board.
Dairy InSight must now gpply to the Minister of Agriculture for alevy under the Commodity Levies
Act, which may take up to eght months. In the meantime, dairy companies continue their interim
funding of three cents (US 1.5 cent) akilogram of milk solids from each dairy farmer. Based on
predicted milk production, the levy rate for each kilogram of milk solids will be 3.4 cents (US 1.6 cent)
inthefirg year. The biggest proportion of the levy income — about NZ$ 18 million —will be spent on
quaity-related activities, including disease eradication, biosecurity and product safety.

FORESTRY

Citic and Fletcher Forests (FFS) to acquire Central North Island Forest Partnership (CNI)
After the collapse of the Vela Brothers' dedl to purchase the CNI’ s assets (which was owned by
Fletcher and Citic but went into receivership more than ayear ago) from its receivers, FFSwill now
purchase the 163,000 ha of forest and three processing facilities for US$ 650 million. Thisis paid to the
receivers of CNI, and owed to the partnership’s bankers. Of the US$ 650 million, US$ 450 million
will come viaanew bank facility from a consortium led by the Bank of New Zedand and HSBC,
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which will extend afurther US$ 137 million to replace FFS' exiting facility, to provide working capitd,
and fund transaction costs.

The remaining US$ 200 million will be funded by issuing 1.1 billion shares. These shares will be picked
up by Hong Kong-listed South East AsiaWood Industries (Seawi), which is 9 percent -owned by
Chinese Government-owned Citic (ChinaInternationa Trust & Investment Corp and has four directors
on Seawi’s board), for 37 cents (US 17.8 cents) a shareto takeit to a 31 percent shareholding in FFS.
The transaction will increase Citic’ s shareholding in Seawi to 41.4 percent and see Seawi act asa
holding company for the stake in FFS. However, Rubicon, an FFS off-shoot and cornerstone
shareholder, which holds 17.6 percent in FFS will give up 75 percent of its shareholding to FFSin
return for the 11,874 ha Tahorakuri forest (vaued a US$ 64 million), and the remaining 25 percent (at
NZ 37 cents or US 17.8 cents a share or US$ 48 million) to Seawi, bringing Seawi’ s shareholding in
FFSto 35 percent. The dedl till has to be approved by shareholders, and Xylem, which holds 7.6
percent in FFS, does not agree that the dedl should go ahead, asit consders the ded unfair and
unreasonable for minority shareholders. The Shareholders Association reportedly promised legd action
if the partnership deal proceeded, as Rubicon got a high 37 cents (US 17.8 cents) per share, and
minority shareholders would be stuck with a partner they knew nothing about. If shareholders were to
vote againg the package they could invoke the Companies Act’s minority buyout provision, which
could alow them to require FFS to buy back their shares at an arbitrated price. Fletcher’smgor
indtitutiona shareholders are thought to be worried about the effect another management failure by
Fletcher, if it bought the forest partnership, would have on an aready low share price. FFS and
Rubicon will both hold a specid shareholder meeting in August to gpprove the ded. FFS comments
that Citic will not have a managerid or marketing role in the company. FFS saesthat it would
operate independently and that the deal should open new opportunitiesin the Chinese market.

Carter Holt Harvey makes deal with I nternational Paper Pacific Millennium

Carter Holt Harvey’ s (CHH) Sydney-based Pinepanels has done a dedl with International Paper
Pacific Millennium, which is a Hong-K ong-based company and 25 percent-owned by CHH. Currently,
Pinepand s exports about 40,000 cubic meters of MDF (medium density fibreboard) to China's
southern provinces. The ded would see exports increase by about 30 percent. Panel products, mainly
used for furniture production, would be marketed to 5 of China s northern provinces. About 80
percent of the MDF will come from CHH’s New South Wales plant, and the remainder from its plant
in North Canterbury.

Overdl MDF capacity in New Zedland is 875,000 cubic meters (Austraia: 830,000 cubic meters)
which is not expected to increase sgnificantly before 2006. Australiaand New Zedand currently have
aUS3 350 million sharein the globa MDF market. Industry insders predict that North Asian
consumption of MDF will increase by more than 50 percent, driven by a 70 percent risein MDF
demand in China
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