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THE LEGISLATIVE COUNCIL SELECT COMMITTEE ON THE DAIRY INDUSTRY
IN TASMANIA MET AT BURNIE ARTS AND FUNCTION CENTRE, BURNIE, ON
THURSDAY, 16 FEBRUARY 2017.

Mr SIMON ELPHINSTONE, CHAIR, AND Mr MARK SMITH, EXECUTIVE OFFICER,
DAIRY AUSTRALIA (DAIRYTAS), WERE CALLED, MADE THE STATUTORY
DECLARATION AND WERE EXAMINED.

CHAIR (Mr Hall) - Welcome. What you say here is covelsdparliamentary privilege
within the committee hearings, and it transcribgdHansard. Anything you say outside is not
afforded such privilege.

Mr SMITH - DairyTas is funded through the national levy and role is a service provider
for dairy farmers across research development sxien Because we are a regional body within
Australia our focus tends to be on extension anctldpment not so much on research, which
happens in larger organisations.

Our constitution does allow us to get involved iattars of industry development, education
and training around the industry and a whole rasfgaings, but one thing we don't do is directly
advocate on behalf of farmers for things like mgkice or contracts with processors, as |
mentioned at the Senate hearing. We don't gegiggalbeyond the farm gate. Because we are a
farmer levy funded body our focus is on deliverprggrams for dairy farmers. Whilst we work
on programs like the Dairy Industry's Strategy Plahich has an element to it that encourages
supply chain co-operation, value adding and howwaek together with processors.

We have no responsibility for what happens to noifice it has left the farm or influence
directly over what processors might do in valueiagldhe milk. Being a fairly big player in the
Tasmanian industry we have a reasonable underataniflthe issues and activity that happens in
relation to what dairy farmers are doing.

The industry's growth has been driven essentidfiyhe back of export markets and with
major processors who are investing in stainless steproduce products that go globally. Being
businesses that have production bases across aenwihifggions in Australia, and in the case of
Fonterra, internationally, sometimes their interestpromote a local brand isn't particularly
strong.

The quantum of product coming out of Tasmania ireses, butters, powders and so on
generally tends to come out not in a branded -neme product, which is what you are aware of.
We are nearly 10 per cent of national productiow,nand that is nearly a billion litres of milk.
That milk has to find a home so if there is moréugaadding it is probably not going to be a
guantity thing, it is going to be niche, smalleals¢ and we are still going to need those export
markets driving our industry. | think that is angortant point to make.

| suppose the background to that is the four majocessors are all multinational companies.

Mr ELPHINSTONE - Except for Murray Goulburn, as the major coopieeain Australia.
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Mr SMITH - The main conclusions we have come to - we belibrvoadly there are
opportunities for building the Tasmanian brand asrthe dairy industry and these will require
existing or new processes to take advantage obthisd. | think generally, yes, that probably has
not occurred to the degree it could. There arengkas now starting to emerge of businesses
doing that. We have made reference to what VDLehalenned and to the possibility of further
development around organic milk supply, which @éd directly into a product that hopefully
will have a Tasmanian brand, whether that is a @mgike Bellamy's or others in the organic
space.

We think this can compliment what the existing isialy is doing now in terms of its export
base. That is going to continue and the Tasma@iavernment and perhaps Brand Tasmania
may have an opportunity to play a greater roleeip promote the opportunities for further value
adding around the Tasmanian brand.

CHAIR - In regard to Brand Tasmania, do you have a v@swto how well they have
performed? Have you seen much activity from theadlan the dairy industry?

Mr SMITH - Not directly, no, but as | said at the staisihot a space that we, historically,
have ever had a role to play. | would imagine thewld have played a role with some of the
smaller scale operators who might be looking tommte their local brand elsewhere, perhaps
Pyengana, for example.

Mr SMITH - | am not sure how well resourced they are amd imich involved they can get
with supporting businesses. It might be more gstép type of role.

CHAIR - We will be talking to them anyway next week or s

Mr SMITH - We are meeting with them tomorrow to talk abdhis project, called
Providairy. It has come to DairyTas from a privatdividual who is interested to set up. It is
like a dairy gourmet guide, so it is promoting lodairy operations people can buy different
Tasmanian dairy products from.

MsRATTRAY - Like a food trail, perhaps?

Mr SMITH - A bit like that, yes. | have a couple of copidsam sorry to do that at the last
minute. We provided a small project grant. Thaocept was developed by Rachel Brown, who
does some contract work in the NRM space for Dasy@nd is an agricultural consultant. She
came to us with a plan she thought was an oppdytémi us to do more to showcase dairy to the
tourists and to visitors to Tasmania.

CHAIR - Sorry that name, having not seen it yet - it aargpecific businesses, small niche
businesses within that?

Mr BROWN - Yes, it will identify locations of businessesthvould then have advertising.
MsRATTRAY - There is a problem though, Mark, it only hasoener of Tasmania on it.
Mr BROWN - It is very much a draft, an example, that conhcdphas some issues around

how it can be funded. For example, Rachel as\aj@ibusiness and hasn't been able to secure
funding to get it to a point where it can fly. Thaould be an example of something the State

LEGISLATIVE COUNCIL SELECT COMMITTEE ON THE DAIRY INDUSTRY IN
TASMANIA, BURNIE 16/2/2017 (ELPHINSTONE/SMITH) 2



PUBLIC

government might be interested to support as atwaglp promote some Tasmanian dairy brand,
if you like.

Mr FARRELL - Following on from that, do you feel that maylheere is a gap where
Tasmanian dairy is not being marketed? If yougeiing private people coming in, is it a little
ad hoc, do you feel? From your point of view, ettesugh you are not in that space, do you think
there is room to improve the marketing of Tasmampiaucts?

Mr SMITH - My sense of it is there are certain businessatsate doing a good job in that
space, but there is nothing happening in an oveegise, really. Some of those small businesses
probably could benefit from a little bit of a framerk that they might be able to operate in and
something like this might help them along that peti.

Mr FARRELL - We heard yesterday that the wine industry, feangple, has a good
encompassing body that pushes that Tasmanian lwaride producers. It seems that with the
dairy industry there is a bit of a gap there.

Mr SMITH - Yes. No organisation has got a real brief tesparthat objective, | don't think.
We come from a position of being a service proviftar farmers to help them run their
businesses, whereas Wine Tasmania has probabdyiter brief that they are there to promote
- sales of Tasmanian wine and development of lbasinesses, cellar doors.

CHAIR - Following on from Craig's question, he is sayisghat there is an opportunity for
an expanded brief or somebody to perhaps do songglike that.

Mr SMITH - That is why DairyTas thought they would put ititde bit of money to look at
the feasibility of this. It has probably workedtdbat to make it happen, it is probably bigger
than was contemplated and it actually needs a hitl of shoulder to the wheel from some of the
major players, supporting this type of concept asdie.

Mr FARRELL - Do you think that is something that would fitdem your auspices, to
branch from just being an industry group into akating body? Is it something you could see
DairyTas expanding to do?

Mr SMITH - It is probably something for the board to considbet it is not seen as any part
of our historical activity. Certainly Dairy Austia do not see our role in that space. It would
need to be considered and resourced. We areutagevvicing what we are doing with farmer
programs and industry development broadly in edoicadnd training, and helping build career
opportunities, those things; this would be anottienension which would require expertise as
well as some resourcing. | am not sure how thghbhplay out.

CHAIR - | understand what your brief is, Mark.

Mr SMITH - The other way to answer that question is thattisfitting anywhere now. It
is falling between the cracks.

CHAIR - In the any other states like Victoria, the mdairy state, are you aware of any
similar programs to this at all or not?
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Mr SMITH - No, not directly, but there could be a localioegor body that might take
something up to do it, like Cradle Coast for examplf they saw a value, they could take a role
to play. | imagine some of the regional bodie® lik South Australia, the Fleurieu Peninsula,
they have probably got some of this type of thirguad the value-added local food and beverage
activity.

MrsHISCUTT - It seems like it is an evolution. It was milgieows, total commodity, off
to the factory, and this is like the artisan comingand maybe it is an evolution and it will get
going. Do you reckon that is possible?

Mr SMITH - | would hope so. | think essentially that's wthg board was prepared to put
something behind it initially, but we have got twther level and now the question is, how can it
proceed, because we can't resource it, and at tment it hasn't got enough private sector
backing to make it fly.

MsRATTRAY- Who has got the strongest shoulder to push it?

Mr SMITH - It really has to come back to the state govemtm@dre they serious about the
Tasmanian brand, and supporting value-adding ¢ldad quite well with that tourism side of
agriculture, which is probably something that hateptial.

Mr ELPHINSTONE - There are two spaces in the Brand Tasmania #s W& have got
the artisan cheese makers, that kind of touristéddsnd of document - that's great but that it's
never going to consume all the milk we produceerthere is a branding opportunity around our
commodities and can we add value through quality where do we produce those kinds of
things in Tasmania and add value to our commoditgygcts as well?

| think there are two pieces to the puzzle. Thare the tourist, artisan, smaller
manufacturers but then there are the big manufactuas well and these add value in the
Tasmanian brand for them as well and it's probabiyething we should explore.

CHAIR - Outside that space, do you think there is arodppity - it is always commercial -
for a private investor to come in and say, 'l| wanset up a factory and produce specialty cheeses
and | want 30 suppliers' of whatever? It is alwaysossibility. The commercial figures have to
stack up, don't they?

Mr SMITH - Yes, and hopefully we will see more of thosegisi. For example, one of the
investors in one of the new dairy conversion fafmesn Europe is keen to be able to look at
value-adding the milk that they are now startingget involved with producing off farms.
European private investors who are partnering inydarm development in Tasmania with local
people. | have had comments back that they sepportunity for Tasmania's more small-scale,
value-added product utilising that milk.

Some of our new dairy conversions have differerpitah sources and often it is in
partnership with either local landowners or logabdastors. | just use that as an example of
comment | had heard back from one of those investhio sees Tasmania having potential in that
space that is underdeveloped.

CHAIR - | think you made clear in your submission, andtally agree, that always we are
going to have the bulk of our milk in those marke¥hat we are trying to do here is to find out
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any other opportunities to pick up any other snnatleestors in the other niche markets. It might
take a little bit of the milk out of that bulk conmaiity system. You also mentioned, | think, that
you had to fill the factory's program - we had thatear or two ago, didn't we? Now we have a
200-megalitre surplus, it would seem.

Mr SMITH - Yes. It exceeds capacity.

CHAIR - Just at the moment. Do you expect that to changhe next year or two? It
seems that world milk powder prices seem to bdistato move up a bit again. What do you
think as far as our capacity goes at this stage?

Mr SMITH - We have to be careful there because the procsesgdm own the capacity are
the ones who make their decisions based on notvjost is happening in Tasmania but what their
other capacity situation is and what is happenimiipé world market.

Historically, we have seen them continue to investhat capacity, both from the point of
view of the volume they can handle, but also tlehnelogy that they are using. | think that
shows a confidence and hopefully that will continse they will invest as they see the
opportunity. We don't know anything beyond thateawhat they may or may not do.

They have to send the right signals to farmers iv@ ghem the opportunity to invest.
Probably at the moment, farmers are going to bé@amtsbecause confidence has dropped as a
result of some of the events of last year. Prawedsave to be fully conversant that farmers can't
just turn milk on and off. They have to be givittgem opportunity in the longer term to
participate with them in their business and notthein off at the knees if something goes wrong
and they have to make a change.

It is important that that partnership work welltbe farmers have the confidence to invest. |
think it will take a bit of time to come back. Vdee in a bit of a consolidation phase, overallhwit
milk production in Tasmania. | think that afterxhgear they will go back up again but in the
meantime the focus is on profitability of the buesises for farmers.

CHAIR - We had that rise in production for three or fgears, but this year what are we
down percentage wise on last year?

Mr SMITH - Year to date we are about 8 per cent down, leuthink we will finish about
4 per cent down, because we will pick a bit morenugne last part of the season, compared to last
year. There will be about 30 or 40 million litresmilk less than the year before.

CHAIR - It was also put to us that if you take othes luf volume out of the market then it
could fragment the industry as far as the procesam concerned if they get less milk in. That
may not help their cause either. Do you have angent on that?

Mr ELPHINSTONE - Having factories full helps offset the fixed t@s running them. A
full factory is going to be more efficient to run.

I've been a dairy farmer for four years. Priottat | worked in the processing side of the
industry. | converted a family farm from beef tainy with automatic milking robots. We are
currently milking a couple of hundred cows and gtibwing.
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MsRATTRAY - Where is that?
Mr ELPHINSTONE - In Flowerdale.

Ms RATTRAY - It was suggested yesterday by one of the wigsefisat the average that
Tasmanian dairy farms operate at is at around B@gy& capacity. He reckoned there was still a
lot of capacity left in most dairy farms to produwere.

Mr SMITH - That might involve more cows or throughput of thairy?
CHAIR - | think it might have been on a statewide basis.

Mr SMITH - Our industry is fairly intensive in terms of hawe measure cows per hectare.
Tasmania is probably the most intensive off theydaggions of Australia. One issue we have to
be mindful of is that level of cows per farm and pectare, and the impact that has on the
landscape. The future | think on that number sbpbly more the potential for other land to
come into dairy farming to add to the total numbgfarms, not necessarily more on individual
farms.

MsRATTRAY - So most of the farms that you see are realbapacity for what they have?

Mr SMITH - It's hard to say what is capacity because thatdepend on the season. The
farmers are going to run an economic and profitalaey farm. They have to have a certain
stocking rate that helps drive that. Stocking rateretty important for driving the profitabilityf
the farm in terms of what is produced on farm, whatonsumed and then the impact that has on
the bottom line.

Mr ELPHINSTONE - If you are under-utilising your asset, your farttnen you won't be
profitable. Thirty per cent on current farms?ohtd know.

Mr SMITH - | think farmers can tweak where they are attatait | would have thought
there is probably not a lot scope to say okay evanyer can milk another 100 cows, so away
you go.

Mr ELPHINSTONE - There are always opportunities to improve owibesses and grow,
and that is what we try to do everyday.

CHAIR - It usually involves perhaps buying next door arganding and doing it that way.

Mr SMITH - Yes. The big advantage of Tasmanian dairy syva-based system, which is
the lowest cost feed and probably good value moiad feed for cows. If you are going to move
away from a pasture-based system, you are goipgyanore money for feed costs and probably
change the nature of that operation. That thenahakole flow-on effect as to the risk around
managing a dairy. Tasmania's advantage, and #semat is probably a little more resilient with
what has happened in the dairy industry natiomahgr the last 12 month, is that we have a lower
cost system to run to. Farmers can pull that heakdbback a little when the price is down and
when times are tough, whether it is seasonal cepeand then make an adjustment to that.

Mr ELPHINSTONE - That lower cost system is a result of pasturgetdarming.
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Ms RATTRAY - Are you seeing a shift away from that in somgpeet and using more
grain, for instance?

Mr SMITH - It is only at the margin. There is a little bit @fshift there but predominantly,
no. lItis still at that spring calving focus arauiarm production.

Mrs HISCUTT - | would like to touch on discussions with theogessors. In your
submission you have on page 2: "'

It is unlikely that MG or Fonterra would be inteiesss in marketing a branded
product. Discussion with processors should takeeto be clear on this point.

Bearing in mind that Fonterra does not brand Newalated products at all, do you reckon
there is any chance if we as a government, or wdroevas to talk to some of those processors to
encourage them to brand some products as Tasmanian?

Mr ELPHINSTONE - | think Fonterra probably do brand. NZMP isitheommodity
brand, New Zealand Milk Products, so | think thatwNZealand piece does play a part in
branding of some of those products.

MrsHISCUTT - Look at Lion, for example; their cheeses arsnianian Heritage. It does
not say 'Lion'.

Mr SMITH - No, but they have made a decision to consolitta& cheese making into
Tasmania and build on the Tasmanian brand in thgt WWhereas Murray Goulburn is producing
a product in Victoria under Devondale and they willt Tasmanian milk into a Devondale
product, but it is not a regional brand.

Mr ELPHINSTONE - There has been brand consolidation happening aweumber of
years.

MrsHISCUTT - Can you see in the future where one of thesgebigrocessors might make
Tasmanian products?

Mr ELPHINSTONE - If they think they are going to make a doll&ey will.

Mrs HISCUTT - We did hear yesterday that minerals coming out siaAssomewhere are
not allowed to leave the country without being gssed further down, value-adding before they
leave the country. | am not suggesting legislatamake them do that; | cannot see that being a
good thing. Have you got an opinion? Obviouslycdn see you to leaning towards
commodityism and that is the way it is.

Mr ELPHINSTONE - | think there is certainly value in Brand Tasnaan
MrsHISCUTT - For the Tasmanian brand.

Mr ELPHINSTONE - Yes. It would be great if the processors cdeltkerage that, but |
think we are probably a little way off that. Hovepull that together, | am not sure.
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CHAIR - We are going to talk to MG and Fonterra down titaek, but MG have a new
facility in Circular Head and whether or not theight consider changing their packaging, if you
like or however they do it, to say 'product of Tasma'. Whether that would attract a premium or
not, | am not sure.

Mr ELPHINSTONE - | suppose that would depend on the customewefcan find
customers that see there is value in Tasmania.

MrsHISCUTT - They would know the customers.

Mr SMITH - Yes. History tells us maybe that is not goieghappen. They had the
opportunity to do it and they have not done it.

Mrs HISCUTT - You talked about DairyTas looking at programs dairy farmers. Does
that include education and training for young apdaming interested folk?

Mr SMITH - Yes. That is a big part of our operation nowehcourage young people into
careers in agriculture and in dairy. We are daankpt more in that space, supporting school
programs. We ran a careers day in Burnie the lyefore last. We did not run it last year; with
the way the industry was it was just not the righte.

MrsHISCUTT - That was a very successful day. | came ta tiébuld you like to tell the
committee a little about that day?

Mr SMITH - Yes. The point of that was to show what dairy \wwhsut, not just milking
cows but the whole chain of service providers aaldiey added to process as well. We brought
together about 30 businesses and organisationfidliata role to play in supporting the industry
in one part or other of the value chain, going framking cows through to production of an end
product. To a young person at school, they cantlsae dairying offers an opportunity for
agronomy, veterinary science, dairy technologyha factories, and there is a lot of use of
science. It is not just about milking cows. Thisran integration between those operations in the
ways that people move in careers between diffedes.

MrsHISCUTT - What did you call it?

Mr SMITH - Cows Create Careers is a school program that sgalifgoes out to high
schools to engage students in an activity, and wikyaise calves for a period of time. They will
research a project around industry. That is armggorogram nationally that we support locally.
We do additional things with the careers day. W&ewvaorking with Beacon Foundation to run
school programs. Subject to our resources and ammk we are only an organisation with four
people working for it and a board and some contractwe can only service so much, but we
certainly see it as very important to continue ionpote and make people aware of what dairy can
offer them and understand it - to open the dodhemn.

MrsHISCUTT - How is the participation going?

Mr SMITH - Cows Create Careers is going very well with schtdwds are participating - in
the north-west, the north and some in the souttho8s make the choice of whether they are
going to participate. A lot of those high schootsitinue to do it year in, year out, with students
that come through their grades. We are more thapyhwith that.
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We are running a camembert in the classroom progndmch is focusing around making the
product, which adds a different dimension. Thas waanational program. Dairy Australia had to
pull out due to funding constraints, but we decidedkeep running with in it Tasmania in
partnership with Lion.

Ms RATTRAY - In hindsight, do you think you probably should hawed your Cows
Create Careers option, even though there was segaine comments around the industry? That
tells me we do not have that much confidence ino you think you should have had that
program running so that people could see we betieme is a future? Would that be fair to say?

Mr SMITH - The program for schools still ran; it was just #apo day. We had gone
further and put on this dairy careers day whereinvted in schools and set it up with the
industry. There was a lot of pressure on the itrglued the time. There was a lot of pressure on
the service providers. We could not do it withthdir support. We had to make a decision with
our own resources as well as to where we were émtusét the end of the day, our priority is our
farmers. We had to put effort in to running a perg that was going to help farmers - the Taking
Stock program, for example. We can only do so mutivould be good to do everything.

The way things happened deflated everybody. tedesverybody's resilience. We had to
come out of that and we have done that and wilyy@ss onwards.

MrsHISCUTT - | would like to touch on organics for a momerih your submission you
have 'recent developments are of interest’. Yastrpoint there was organic milk. It has:

Processor interest in sourcing Tasmanian organic mais risen dramatically in
2016 and announcements are expected soon.

What announcements? Are you able to divulge?

Mr SMITH - They are not our announcements.

MrsHISCUTT - They are not yours to divulge?

Mr SMITH - No. From discussions we have, in part, been garpout organic interest in
farm milk, we have been led to believe there wél $ome opportunities coming one way or
another with processing of organic milk.

Mr ELPHINSTONE - Organic milk is one of those chicken-before-tugr scenarios. You
have to have enough scale and enough organic mitkake it worthwhile for a processor to

process it. Then you have to try to get farmsaiovert to organic before there is an option.

CHAIR - Also be able to provide some long-term supplytiacts as well, otherwise you are
just not going to do the conversion.

Mr ELPHINSTONE - Yes. There are a number of farms currentlyanversion in Tassie,
and | am one of them. It is happening and thegoisg to be some scale and there is going to be
milk available.

MrsHISCUTT - We heard there were four or five; does thatrégeound about right?
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Mr SMITH - Probably a few more.
Mr ELPHINSTONE - At least.

CHAIR - | just want to go back to your point (3) - thasmanian government and Brand
Tasmania need to promote these opportunities madelyv That is in regard to any further
processing et cetera. That hasn't happened.pbsegt becomes something under the auspices of
State Growth. Do you have any ideas on that?

Mr SMITH - Just going back to an earlier comment about dungethat has fallen between
the cracks, it is like this sort of thing. Dairyugtralia do a little bit of that nationally, but
generally the industry doesn't have a body thapsup that as part of their mantra. From a state
point of view, it would appear that State Growttd aheir offshoots, like a Brand Tasmania,
would be in a position where they could perhapsableit more proactive to encourage it to
happen. They cannot do it, but they can encoupaggle to look at that opportunity. That has
partly driven the organics, where people want ® aelifferent future. They don't want to see a
business that is going to be subject to regulaatity. Other farmers say, 'Well, can | look at
value-adding in my business and going into thacese'. Is a state body able to give them
appropriate support, encouragement or whateverelp make it happen? As part of our
AgriGrowth thing that certainly should get consteyn.

CHAIR - It was suggested yesterday that perhaps to guisimage for Tasmanian dairy that
clean and sustainable was perhaps a clearer patimaaytrying to get the organic bit in there as
well. Do you have a comment on that?

Mr SMITH - | think there is space for both of them. Thbse are quite compatible.

CHAIR - The clean and sustainable, as we stand rigtiteatnoment, without having to do
any more work, we are probably sitting there anywaierms of world dairy production, quality
of milk, pasture-based and everything else.

Mr SMITH - If you have investors interested in supportimgoaganic industry here, then
why wouldn't you? It is the ideal place to dontdave haven't had it. It happens in other areas of
Australia, it happens globally, and it is just dret segment of the industry that offers some
potential.

Mr ELPHINSTONE - What a story to tell - Tasmanian organic GM free

Mrs HISCUTT - You talk about things falling through the cradks governments or
someone to pick up on. Is there a lobby groupitifatms the government of what falls through
the cracks, because sometimes you don't know yotil are told. | do not know if the
government would have known about anything like.tha

Mr SMITH - This is a fairly recent initiative.

MrsHISCUTT - Who is that someone? Is that your job as daybor brief?

Mr SMITH - Probably not directly. We take a role and watikh TFGA, for example, on
the dairy industry's strategic plan, which againukes on farms, but it is going beyond that.
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Unless somebody is prepared to take a bit of thhBaand push out there a bit, it won't happen.
You will sit back and then you get the same ashae had in the past.

MrsHISCUTT - That is a very interesting concept and | hacenéeard of it before.
Mr SMITH - It is new and is something that has come fropnivaate individual who works
around the industry and sees an opportunity. Thatow things happen. With the right

encouragement and maybe a bit of resource supebiidbit, hopefully it will work.

CHAIR - Thank you very much, gentlemen.

THE WITNESSESWITHDREW.

LEGISLATIVE COUNCIL SELECT COMMITTEE ON THE DAIRY INDUSTRY IN
TASMANIA, BURNIE 16/2/2017 (ELPHINSTONE/SMITH) 11



PUBLIC

Mr MURRAY JEFFREY, LION AGRICULTURAL PROCUREMENT DIRECTOR,
Mr CAMERON BRUCE, GENERAL MANAGER, LION SPECIALITY CHEESE, AND
MsSELISE GARE, EXTERNAL RELATIONS DIRECTOR, LION DAIRY AND DRINKS,

WERE CALLED, MADE THE STATUTORY DECLARATION AND WERE EXAMINED VIA

TELEPHONE.

CHAIR - Welcome. What you say is covered by parlianmnpaivilege in this meeting.
Anything you say outside is not afforded such peiye.

Ms GARE - With me today | have Murray Jeffrey, who is respible for procuring more
than 900 million litres of milk from farms undermdoact, and this includes 71 farms in Tasmania.
Cameron Bruce is general manager of Lion Specidiheese business, which includes our
speciality cheese manufacturing site, the HeritagBurnie, and the King Island Dairy.

Lion Dairy and Drinks forms part of the Lion groupJeading food and beverage company
based in Australia and New Zealand. We enjoy @ngtipresence in Tasmania through both our
dairy and our brewing operations. We employ diyeatound 460 people in the state and in our
dairy business we have three dairy sites: dairyufeuring site in Lenah Valley that makes
white milk, flavoured milk and cream; and we hawe tspeciality cheese manufacturing sites; as
| said, the Heritage in Burnie, and King Island ipain the island. We work with 71 Tasmanian
dairy farms, including 11 farms on King Island, athis includes the two farms we own and
operate. We purchase around 131 million litresndk annually in the state, and we also partner
with independent, family-owned and operated chitledribution businesses.

As a domestic brand of business, Lion is focusetwlding long-term, sustainable value in
the Australian dairy industry through four key dnig. The first is putting nutrition at the hedirt o
everything we do, to address the fact 90 per ceAustralians do not consume the recommended
three serves a day.

We are seeing dramatic changes in nutrition towéutidat, higher protein, gut health and
more natural and less processed products. We r@oetiping the winning categories for
flavoured milk, yoghurt and specialty cheese vethasvhite milk category when we lose money.

Quiality brands and unique products that sell fpreamium are key for us, and all of our dairy
farmers. We are investing around $200 million ur smanufacturing assets across Australia to
improve efficiency and this includes around $4 imillcurrently invested in our Burnie and King
Island dairy sites. We value every drop of milkotigh our farmer partnership program.

| would like to share a little bit about how crdicfarm partnerships are to our business
through a commitment that we term the 'three R®mpetitive pricing, partnership and a clear
purpose. In terms of competitive pricing, we detbs notion of retrospective changes in milk
price as they undermine trust and damage farmdityato plan for and invest in their
businesses. That is why, unlike some processaos, did not impose retrospective price cuts in
response to market conditions last year and doesupgort them, as a matter of principle.

We have enormous empathy for those farmers who ingracted by these decisions. Lion
offers all of our dairy farmers contracts that igaise local dynamics and offers secure pricing in
a commodity driven southern region of Tasmaniatdafia and South Australia. We received
very clear feedback from our dairy farmers that Wodatility of pricing has highly negative
impacts on their businesses.
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To provide greater certainty and clarity arounccg@rior our farmers, since 2013, Lion has
offered its southern region farmers a range ofdiaed variable farm-gate pricing options. We
have also offered them a choice of secure conttaatss of one, three or five years. This was
designed very much like a fixed or variable honmenlavhere the farmer could choose the option
to provide the certainty and reduce the risk tir thesiness.

These options available include variable pricingaderpinned by a minimum pricing
guarantee, fixed pricing for those who prefer aaset determined price. This involves the farmer
fixing up to 50 per cent of their volume for a tbwgear period and then electing to fix the
remaining 50 per cent of their volume for a perddadne year, or they can opt for a combination
of fixed and variable pricing. Our fixed and véli@pricing options have enjoyed strong take-up.
For the current milk season, we are seeing 89 gq@raf our milk volume has been locked in on a
fixed price for at least part of the volume theypply. That means that all farmers, including
those here in Tasmania that supply Lion, curreelypy a greater measure of price certainty than
those who are wholly exposed to the market pricing.

Due to the carry-over of fixed contract from pasasons, we expect to pay the majority of
our direct farmers in the 2016-2017 season in thehern region, the net weighted average price
of $5.67 per kilo of milk solids. This represemtgpremium of 27 per cent over the forecast
opening price that was announced by the pricergatte southern region.

In the milk market drinking states of New South ¥&lQueensland and Western Australia,
we either pay the highest or the second highese priEven though we are paying this, it has very
little consumer or customer benefit to be supported

We see partnership as a very important part obosmess. We have a specialist dairy farm
services team that work individually with all of rodiairy farmers. Help them plan and improve
their businesses and manage the natural varianosiupply.

Last year we were very proud that we launched a aaivy farmers sustainability program
called Lion Dairy Pride. Eighteen months in theking, this program offers our farmers a unique
way to measure, evaluate and improve key areasstdigability on their farm.

The program a website and has an easy to use @dlhassessment tool that look at their
areas of the dairy business including quality, atinvelfare, environment management, farm
safety, labour management and effective businesmgement. We see this as critical, ensuring
best practise, improving the cost of production ahidnately, in years to come, we would love to
see a consumer trademark that underpins a susasgtply relationship.

We also partner Landcare Australia and we offerdairy farmers the opportunity to apply
for grants of up to $10 000 to help improve on-fanvironmental efficiency and profitability.
Today, 52 farmers have received grants under toigram.

In an initiative with our Lion beer business we @also gained access to a by-product of
beer production called brewer's grain. We offés for sale as stock feed for our dairy farmers,
currently in Queensland and South Australia. Br&sagrain offers high quality nutrition for dairy
cows and it has great benefits for farmers. As$ pha balanced diet brewer's grain can help to
increase milk output, enhance starch and protemposition, improve farm productivity and
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drive down the cost of production. This year we laoking to expand this program to farmers in
other states and that will include Tasmania.

At Lion, we offer all of our employees and theimiidies access to free, confidential,
professional counselling services. The wellbeihguw farmers is paramount. We have extended
this program to all of our farmers and their fapsli They can access it at any time, free of
charge, without us knowing. We also believe thatfarm services team has the opportunity at
times to recommend help if they see individuals \ah® struggling at that point. We believe that
the challenges and demands of work and persomasdimetimes require that additional support
and that is why we are happy to provide this.

Lastly, purpose. Lion has a clear and crediblatatyy that is focused on the long term and
committed to driving value and profitability baakto dairy. We want our farmers to feel part of
our business. We want them to take the same ghatewe do that we make some of the most
iconic dairy brands in this country. Engagemerthwur dairy farmers is key. To this end we do
a number of things. We have two roadshow predentato our farmers in every state, every
year. Our managing director, Peter West, hoslsagt one of those in every state, every year, at
which time we share our business strategy. We @tsoe confidential plans around our future
innovation, our marketing strategy, and we alse tidedback from farmers and what we think
they think we should be doing better in dealingwatr business.

We host farmer visits at all of our factories anérmthe last 12 months | know we have had
visits in WA, Tasmania, South Australia, New SoWhles, Victoria and Queensland. We've had
farmers at our Burnie and our King Island dairyesit We provide monthly informative
newsletters. We have evolved easy to understanilambs that use plain English. We have also
conducted 1500 one-on-one face-to-face farm vikitsugh our farm services team in the past 12
months. We provide direct and timely phone comatgras with every farmer on any changes to
pricing.

We also believe that there is a significant opputjufor processors operating in Tasmania to
leverage off and contribute to the brand growttBodnd Tasmania. The region has a strong
reputation for quality and artisan products. We passionate about this. We are also extremely
proud of the role that we've played in helping timdp this reputation to life through our specialty
cheese brands, such as the King Island Dairy, SOafie, Heidi Farm and Tasmanian Heritage.
We welcome the opportunity to work closer with Goweent on this. With that, we're happy to
take any questions, thank you very much.

CHAIR - | take the point you are paying end-of-seasdareprof $5.67 for milk solids, which
is fine. | suppose your major competitors, sucMasray Goulburn and Fonterra, are exposed to
the world commodity markets and that is where tffer@nce is in the pricing at the moment. As
you know, it has always been cyclical and when skiitk powder prices increase in the world
market it would probably be they will put pressoreyou, because once again they may go up a
dollar a kilogram, for example, and then you wdlie to follow.

Mr JEFFREY - Our business tries to take out that volatiliyve're very passionate about
that and that's why we do offer the fixed-term cactt When the market does move the other
way, we might pay the highs of the others but witagdy don't want to pay the lows. We want
to make sure that we underpin our pricing and itha¢ based on sustainability and shared wealth
amongst both the farmers and the communities ichwvthiose farmers are operating.
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It is also fair to say, from a competition point\wéw, that Fonterra and Murray Goulburn
pretty much play in every market that we do as w#lle believe, because we have great brands
and a lot of those brands come out of Tasmaniaallee them to pay what we do, but it doesn't
make us immune to the competition from elements fiiwose two parties.

CHAIR - Part of what this committee of inquiry is ab@twhat we can do on the back of
the marketing opportunities for the Tasmanian brahdote that you have won several awards
recently for cheeses based in Burnie. Elise hstssaid, and it is in your submission, that there
are significant opportunities for processors opegan Tasmania to leverage off and contribute to
the growth of Brand Tasmania et cetera. Do youtkese as being medium, small-sized or
large-sized? What do you see in terms of thagstant?

Mr BRUCE - | would see those opportunities and | would tis® term 'more ongoing'
because, like Lion, particularly with our Tasmanidaritage brand and with our King Island
Dairy brand, | would say we have a lot of histofypoomoting the quality and purity that comes
through having our products produced both on Kislgarid as well as in the north-west of
Tasmania. Itis an ongoing opportunity that undesphe strength that those brands are for us.

CHAIR - Do you see opportunity with, say, a smaller esgalestor? It might be a foreign
investor coming into Tasmania and perhaps goirgtimat specialty cheese market - which would
be obviously in competition to Lion and others - yu see opportunities for some people like
that to come in there and grab a nucleus of, <aguppliers and then go to work?

Mr BRUCE - The way | would answer that is that the brandraémania exists, and we
know through our research and through the steplsave had with our products, that Tasmania is
a shortcut to purity and quality. So, any procesgioo would enter the market and come off a
platform of 'our products come from Tasmania' wdodshefit from the investment that we have
made over a number of years around building thet&tgr brand, if you like, of Tasmania and
then also perhaps for King Island. The answeesg they would certainly benefit from that.

CHAIR - In terms of the actual organisation called Braadmania which, as you know, has
some public taxpayer subsidy in it, have you hadamtact with that particular organisation?

Ms GARE - Not through our dairy business; we have throoghbrewing operations in the
state.

Mrs HISCUTT - Elise, for clarification, throughout your subsien you refer to Brand
Tasmania. Would you say that you really mean thgnfanian brand and not Brand Tasmania
Council?

Ms GARE - That's correct.

CHAIR - To preserve the integrity of any Brand Tasmamidranding Tasmania, do you
think there should be any sort of regulation ortaimg else that should apply to make sure that
the actual product is sourced from and process#dnwlasmania?

Ms GARE - We are certainly very passionate in ensuringdhg prominent claims we make
are accurate and can be backed up. Obviously thaeutd be competition and more issues if you
were unable to do that. We take it extremely sestyg particularly in regard to the King Island
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Dairy brand, and we would certainly never considemake any other products and use the King
Island Dairy badge if they weren't actually maddlmisland using milk from the island.

Mrs HISCUTT - | am looking on my iPad at pictures of your Hage line and | see
Tasmania is prominent and the Heritage is promingdbviously you see the value in pushing
Tasmania as opposed to pushing the Lion name. fdoeh of a dollar advantage do you see in
that?

Mr BRUCE - We did a significant research piece on the TasabBleritage brand last year
and | think for us Tasmanian Heritage as a brandtherently linked to the providence of
Tasmania. Tasmania and Heritage sit within tha@dh@nd we have the map of the island within
our logo.

MrsHISCUTT - Yes, | can see that.

Mr BRUCE - | would say that for us the brand Tasmaniantdge is inherently linked to its
origin within Tasmania.

Ms GARE - Moving on from that, we also, whenever we aikitg about the specialty
cheese business, we certainly do talk about thguenposition that we have in Tasmania and how
the purity of the milk and the environment doesphtel make what we believe are some of the
best specialty cheeses on the market. Just last, wehen we were presented with those dairy
awards for our products, our head cheese makaimgrdid highlight the unique positions that
present themselves in Tasmania and why we beliehadps us make those fantastic brands.

Mrs HISCUTT - Elise, | would like to talk to you a little bébout your Lion Dairy Pride.
We often get people complaining about red tape.is T industry-driven red tape which a
government doesn't have any control over. Are saying that it's necessary to cement your
place in the market?

Mr JEFFREY - For us, Dairy Pride is certainly about enablmg farmers to get the best
tools available for them to make smart decisiomgHeir business moving forward. It is certainly
not a red tape program, it is certainly not a paogithat just provides added issues with farms
because there is enough red tape out there alra&@yhave 80 separate programs that run within
that Dairy Pride, all around helping the farmersitaly make smart choices and decisions for
their farms and also to give them all the up-tcedabls around farm safety and also environment.
We see it as a massive benefit. We are rollingdbacurrently in Tasmania but in the mainland
area with 60 farms. We have now rolled out andmeted 10 of those farms and the feedback so
far has been very good.

Mrs HISCUTT - All your farmers at the moment, | presume, wolbéve to go through a
guality assurance program that is audited to be tabmaintain supply to you?

Mr JEFFREY - That's right. That's part of a normal dairghce, yes.
MrsHISCUTT - Part of normal business.
Ms RATTRAY - This one is probably for you, Murray, but ifig not, please hand it to

wherever it needs to go. Growth for your businegs$:farms in Tasmania, 131 million litres per
annum. What growth is there that you see for damy for your company in Tasmania?
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Mr JEFFREY - | will answer the first part of that and mighags it to Cameron. Our
business is a demand-driven business so our growtiarm is dependent on the brand that we
invest behind and sell throughout Australia andresas as well. Our growth opportunities, |
think, are very sound. We don't have any restmstion growth with our current farms as they
stand today. Generally, most of our farmers ar@ gnowth mode and in fact we have just signed
an agreement with another farmer who has now iedesh his third farm and is going to start
supplying milk to us in about six weeks' time. \Ate actively talking to our farmers, we are
communicating with them. When do look for growte talk to our farmers first and foremost
and then, if they can't supply the milk we requike then go to the open market and look for
sources. From a brand growth point of view, | \walss over to Cameron.

Mr BRUCE - Basically, in terms of the numbers | will pregait with the fact that we are
also publicly listed so | can't share our most negerformance numbers with you until they have
been released to the market.

What | can talk about is the market data out of graccery channel, because that is publicly
available information. We are in the specialtyadee market. We are predominantly driven by
what we would term key selling weeks or occasitike,Christmas, Australia Day and Easter, for
example. | would say the market for specialty ceegs a whole has been growing at high single
digits for the last three years and continues twgr We are also growing alongside the market
and we have just had a successful Christmas anttafiasDay period. We've also just launched
a quite successful new product into the markeedallittle Entertainers. If you get down to the
local Woolworths store you will see them in thefiehey are currently only ranged in Woolworths
and are smaller 85-gram portions of cheese. Tastbleen very successful as an innovation to
come into the marketplace. We certainly have leqreriencing growth, as has the rest of the
market.

CHAIR - A question regarding where your main markets ar¢he moment. Are your
focusing just on the Australian domestic marketu@ you looking to do any export at all with
your specialty cheeses?

Mr BRUCE - At the moment our business is predominantly dsiradusiness into the rest
of Australia. We do have a small amount of busrasoss into the US and also up into Asia.
Our focus remains predominantly into the domestark®at with an emerging business into the
international market.

Ms GARE - If you look more broadly across our businessilsthve are predominantly a
domestic dairy company we are pushing more fornirarselect categories, mainly yoghurt, into
South-East Asia and into China.

CHAIR - How difficult is that for you logistically andnia marketing sense to achieve,
bearing in mind we are in a global economy andetien lot of competition out there?

Mr BRUCE - | will talk about a specialty cheese standpoihthink logistically it is quite
difficult to get the product into another countrgybnd Australia, particularly with our bries,
camembert and blue style of cheese, which is tedgminant part of our business, because they
do have a short shelf life. That is why the domsestarket is logistically more sensible for us.
We're still looking at opportunities to grow furthiaternationally off the back of that.
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Ms GARE - If you look more broadly to our business, in dton International Dairy space
we have been operating with yoghurt and also sortended shelf life milk in South-East Asia
for about 10 years. Over the last couple of yearshave seen a 30 per cent growth in what is
called potted yoghurt. That is certainly the areaare playing with the brand of Dairy Farmers,
Thick and Creamy, Farmers Union Greek and Yopl&etting up into the Chinese market we
have in the last couple of years seen a real iseregacold chain compliance logistics networks
being put in place for Australia into that markéit the moment we're doing a small amount of
business, but it is mainly through that [inaudidbannel.

CHAIR - As we know, at the moment there is Moon Lakepanticular, and maybe one or
two others, who are dabbling in the white liquidkimarket into China and directly air freighting
in there. That is not of interest to you at thage?

Ms GARE - We're currently contract packing that for Mooake, as well as being their
contract pack partners; we are doing that out ofLemah Valley site. We are certainly watching
[inaudible] to see how that is happening.

MsRATTRAY - With export, and you talked about the 10 yearthat area, do you find any
impediments to export from Tasmania into that imdional market?

Ms GARE - So the 10 years that we have been in the Soasgh-Bsian market is
predominantly in the yoghurt space, so that is ogmirom Victoria into South-East Asia,
predominantly Singapore. We also have some créamse going out.

Mr BRUCE - We do have some cream cheese and some of alerldreeses as well. They
are shipped from Tasmania into our distributiontieeat Laverton in Victoria and then exported
from there. Obviously the logistics of moving g@duct out of Tasmania into Victoria adds to
the lead-time. With these cheeses that have &taiglf life we are able to manage that in terms
of our supply chain up into international markets.

Ms RATTRAY - You have not come across any hurdles that patBngovernment might
be able to lend a hand with in smoothing the road?

Ms GARE - More broadly we have probably looked at trade acdssues. Free trade
agreements have certainly helped with some oftibathere has been quite of lot of trade market
access issues to be able to get things throughko, Als very hard at times to deal with regulators
in those foreign countries. At times, the regulatdl want to deal directly with the Australian
Government and then the Australian Government dall with us, so that can be quite a timely
process if you need to work back through the ragula

One of the things we have seen and have apprecitheedupport from the Tasmanian
government recently was the King Island shippiriguen just being able to move our products
from King Island onto mainland Australia, does comith its logistical issues. We certainly have
been very appreciative of the government steppimdoi ensure we would have a shipping
arrangement. It would have become quite a diffipokition for us and potentially unviable if we
were unable to use ships and had to look at onfiyegght options off the island.

CHAIR - Obviously you have built your business and arecessfully moving volumes on
the back of the clean and sustainable Tasmanial laathis stage. Do you see that you need to

LEGISLATIVE COUNCIL SELECT COMMITTEE ON THE DAIRY INDUSTRY IN
TASMANIA, BURNIE 16/2/2017 (JEFFREY/BRUCE/GARE) 18



PUBLIC

go down an organic pathway at any stage, or arehgmpy enough to continue with the model
you have?

Mr JEFFREY - At this stage, our investment is relatively newhwitthat the Burnie facility
that has been now running for a year and a hale s&e the opportunity for us now is really
bedding in what we have, really make sure we exeeaty well through that supply chain and
market those products the best we can. At the mgreganic is not on our short-term radar but
you never say never.

Ms RATTRAY - In your submission, towards the end you say ti@tAustralian mainland
must be part of any strategy for the market fornfasian branded dairy goods. We heard
yesterday in some evidence about how successfaotimg Tasmanian wine had been because it
got into the Australian market and then flowed oto ithe international market. Do you want to
elaborate anymore on that comment?

Mr BRUCE - | deal with specialty cheese. For us, we actubHye just finished an
advertising campaign up the eastern seaboard dfrgiasfor Tasmanian Heritage products for
Australia Day. The line we for that one was 'intpdrfrom Tasmania' and basically used the
comment that the product has travelled overseagpedition the fact that our Tasmanian products
are right up there to compete with internationaeses that are coming into our market.

Do we see the positioning of Tasmania as a prempitaduct or a premium attribute? On our
specialty cheese products that enables us to cemagainst these international cheeses.

MrsHISCUTT - In your submission on page 10, dairy processinbasmania and the role
of government, you have touched on some thingstaheiufederal government. Is there anything
you think that the Tasmanian government can do%olr submission you said 'assistance for
farmers to invest in technology and efficiencie&hat sort of assistance?

Mr JEFFREY - For us, we have a strong view that the technolagthe farm over the next
15 years is going to revolutionise dairy. Theraasv quite a lot of investment in robotic dairies.
We have now four robotic dairies now operating withur Tasmanian farmer group. In another
15 years time, there will be a lot higher perceatdwan that. There is a lot of drone technology
around to take labour units out. There is a loewtlence to suggest you can basically sit in a
lounge room and run a farm, hands-free, for a pesictime. Clearly that is not going to happen
overnight but there is no doubt, as that technolagyroves, that capability will improve with it.
With that sort of capability comes the opporturidy those farmers to really change the way they
dairy farm in a very distinct manner.

The great opportunity that brings is to get youalgrit very interested in that area back into
dairy farming. | think one of the challenges werdndad is making sure that the young farmers
coming through the network stay live and stay eisety Technology is one of those key tools of
keeping young people engaged in that marketplace.

From a Tasmanian government point of view and wlwat can do, our advice would be
really looking at farming for the future forwardrfaow and making sure we have pathways to
success for all of our young dairy farmers thatehaveal appetite for the new technology coming
through.

MrsHISCUTT - You are saying education and training is mogtdrtant.
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Mr JEFFREY - Absolutely, and awareness of what is happeniecpbse there are some
very exciting things going on.

MrsHISCUTT - We have just had a briefing from DairyTas whdigated they get into the
high schools and encourage that sort of thingydoare saying more of that?

Mr JEFFREY - Absolutely. In fact, our farm services guides lidgh school and private
school talks now as well. The more educationbitter. The amazing thing that has changed in
the Australian landscape over the last 30 yeatseslisconnect between farming and the actual
consumption. 1 think it is fair to say that 30 y®@go people were probably one or two steps
away, now it might be three or four steps away eaally don't understand what goes into
producing a litre of milk. We are extremely passite about it and making sure that education is
certainly one element and also on the back of édaication, researching development in new
technologies, | think, is exciting for young peopdebe attracted to, say, dairy farming. | sessit
a key platform moving forward, especially for ediima on young minds as they come through.

MrsHISCUTT - Your other point was steps to ensure the costtsires faced by processes
to be as competitive as possible. How do you Bee3overnment stepping in there to help the
competitive nature of the private sector?

Ms GARE - A great example of that is how you stepped iremvthe King Island shipping
looked like it wasn't going to go ahead. That wiobdve put a huge risk to our business and it
would have made it very difficult for us to havdidered on some of our consumer volumes, so
certainly that was one thing.

| think when you look at some of the other thingds just helping to ensure any cost of
doing business, whether it is energy costs or wdrathis freight and transport costs, that when
they do come through they are fair and reasonatilenat to the extreme. It is all about making
sure that they are acceptable to all.

Being on the island, we certainly find it very difflt. Unfortunately when there have been
instances where the ship went down, having toeagffit a number of planes off that island does
add additional cost to our business.

Mrs HISCUTT - One point you have here is business taxatiorhatVdre you suggesting
that the state government could do?

Mr JEFFREY - With all active processing opportunities you wém be making sure the
taxation fits the purpose. It is always regularhallenging ourselves to make sure that the right
tax is paid through the supply chain.

CHAIR - Sometimes people criticise multi-nationals, yotir parent company is Kirin, and
therefore there is opportunity for investment imte of capital. At our Burnie site, for example,
do you expect to increase the volume or the capatihat site in the short/medium term?

Ms GARE - As you would be aware, we have invested $150ianilin that site and we
opened that about 18 months ago now. What wepakeérg to do is grow volumes and where we
can grow volumes. At that moment that site isatatapacity, so we would look to be able to try
to improve and grow our business so that we caaremaore volume going through that site.
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Mr BRUCE - There is a lot that is commercial-in-confideticat comes on the back of that,
but we are absolutely exploring multiple pathwagd dow we continue to increase the volume
coming through the factory. It is a focus for us.

Ms GARE - One of the only other things we have noticedésrecently applied for a state
government tender for milk with one of your depatits, the Department of Health. One of the
things we added to that submission is we notedithedsn't something you were required to do,
to include in that around the sustainable, etlsoglply chain that would be required to bring that
milk as part of that tender. One of the thingswege thinking would be quite good is if any state
government milk tenders could include a section re&itbe companies would have to include
what their sustainable supply chain is. Just ®oeths real transparency around how that milk
would go from farms into being processed and otihéorelevant government department.

MrsHISCUTT - So you are suggesting more red tape?
Laughter.
Ms GARE - We added it ourselves this time.

Mr JEFFREY - Our expectation is a fair go at all tenders wivendo the right thing for our
farmers, and others may not.

CHAIR - Thank you all very much.

THE WITNESSESWITHDREW.

LEGISLATIVE COUNCIL SELECT COMMITTEE ON THE DAIRY INDUSTRY IN
TASMANIA, BURNIE 16/2/2017 (JEFFREY/BRUCE/GARE) 21



PUBLIC

Mr ROBERT WOOLLEY, CHAIR, TASFOODS AND BELLAMYS AUSTRALIA WAS
CALLED, MADE THE STATUTORY DECLARATION AND WAS EXAMNED.

CHAIR - Welcome. What we say is transcribed by Hansamd, any evidence you do give
is protected by parliamentary privilege. What gaty outside is not.

| think you know that what your company has beemglas applicable to what we are
looking at, as compared to what is perhaps a Senqtgry, which is looking back into ACCC
matters and all sorts of business. We are lookingard to what can be done locally. | will hand
it over to you and if you would make some commanis we will ask you some questions.

Mr WOOLLEY - | chair two public companies in the state, bmiolved in value add in
dairy, so I'm quite open to any questions to dd\Biéllamy's Australia and/or TasFoods Limited.
They are entirely different businesses in termthefproduct and style of product, but | thought it
best to come along and you can ask me any questions

I've had a deep role in the development of botthose businesses and the philosophy that
sits behind them, which is in value add. One efths organic and one, TasFoods, is very early
in its days of going forward, but Bellamy's hasrbeery successful in growing a business from
nothing to a very large business. We've had atepss two lately, but it hasn't changed the fact
that it is still a very good business.

We aspire in Bellamy's to develop an organic daidustry. The fact of the matter is that
people think that can be done with a switch. Tée fs that it can't be done at a switch. It
requires a lot of infrastructure build and requiaegroup of farmers to make commitments. There
is no organic dairy industry of any consequenceth@ whole of Australia. To put it in
perspective, if all the organic milk was turnedipbwdered infant formula it would barely cover
two months of our production requirements.

The reason why there isn't an organic industrptisresting to reflect on, but part of it I think
is that Australia has such a good food safety histolhe other part of it is, and we always
complain about the Europeans, for instance, hagiotection, but they have been able to build an
organic industry behind that protection becausg tleen't had manufacturers being focused on
volume. Here we have manufactures focused on \@lamd commodity, if you really scratch. |
think your previous people are an outstanding examivalue add, but it is not big volume when
you get down to it. We've lost some wonderful lbisaras a result of that, because the
manufacturers were really focused on getting volomteand that's been a pity.

| think it is both those things, so when we'vedria the past to get production going with

organic milk for the factories in Victoria, for it@ce, and there isn't equipment here that can do
infant formula. For the factories there to tureithmachines on they need so much milk and it
has to be fresh, or reasonably fresh, for it tokwarit just doesn't happen. It can't happen aad w
tried earlier on. What we have to do is build frdme ground up and we're working at Bellamy's
to do that. You hear all sorts of fictions andfttalths about this, but the fact is to build a
reasonable industry you're going to have to takeettyears to convert a farm, to convert the
animals, to convert the ground and to change things

CHAIR - Was it two or three years?
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Mr WOOLLEY - Three years. There are very limited circumstangou can do it for less,
but not the sort of volumes we're talking aboutydu think about it we want really good dairy
farmers to convert. It is the only way it will wor The farmer has to take time to think about it
and work through it, because they're going to havehange their whole capital structures, they
are going to have to change the way they farm hadvay they think about it. They also have to
be confident they will be able to source the nemgsmgredients into the farm, whether it is feed
or other things at a price that makes it econontids a chicken and egg situation and it needs
people like us and people like the big manufactuterjoin together to make it happen, so it will
take time.

Bellamy's has had a misstep, but we still aspir@atdhat. | think that gives you a flavour of
my thinking, because my thinking is all about thetfTasmania is a small volume producer. We
have the good fortune to be in some of the beswigg areas in the world with the temperate
climate, and the change is on. The change takes thut the change is on where value-added
product is coming out. You only have to drive dailva highways to see all the covered farmland
with the small fruits and so on.

At TasFoods we have invested in chicken, where Wleoe announcing a release of further
value-added chicken products towards the end oftMaand that comes from a variation of
farming practices. We've got the wasabi businegsch is the only one in the Southern
Hemisphere, | think - or it is the only one in aagion of any volume, and we are doubling that
production now. If you look at it, you've got gafi, you've got wonderful changes in the wine
industry with sparkling wines coming to the foreftoprobably some of the best in the world.
There is a lot of change happening. It will taikeet It is gradual. |look across here and yau ar
all experienced in the farming industry. You caonhange farming practices quickly.
Unfortunately, it doesn't change within the poéticycle, which happens really quickly.

CHAIR - | understand it is a difficult pathway. Onetbé& previous presenters put to us that
there may be a role for State Growth to look atféaesibility. | don't know whether that has been
done or not within the Department of Primary Indestfor conversions of conventional dairy to
organics. Are you aware of anything that has lokee at all?

Mr WOOLLEY - No, | am not aware of any particular things. eTdctual work that has
been done at Bellamy's has been done by the maeagéeam. The fact is, there is an organic
industry in New Zealand and that was pioneered bgtdfra. It was created by Fonterra
committing to it. | think they probably did it byistake because it was such a small part of it.
Someone took it into their head and it is reallgblke. If you think about it, if it is viable in
Europe it has got to be viable here.

CHAIR - As you pointed out, to get people to make a cencral decision to change from a
conventional dairy operation to an organic opemai® a bit of an arduous task. Going back
personally, we did a bit on raspberries at oneestagl there were many hurdles, | might say, too
many. Anyway, that is beside the point. You wookkd to have to provide some long-term
supply contracts, | would have thought. That isngao be number one. A lot of people are
going to think about that in a commercial senss fip.

Mr WOOLLEY - Yes. | think that has to be done in conjunctwith one of the
manufacturers. We don't own any supply chain. WWim rely on is being able to build a
relationship from the farm through to the tinning/e do that off the back of brand, interestingly
enough. It will require rolling contracts that neatkhe farmer feel confident to be able to do it.
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| would add one side bar to all this. The work ae so far indicates that a lot of dairy
farmers actually farm with very close to organiagiices and that is probably as a result of the
fact that in Tasmania we have so many of the weathd environmental aspects that make
organic farming easy. We don't have to farm deaws intensively. We can grass-feed them and
do all the things that really are fundamental t@eganic industry. A lot of them want to do it, in
other words. That is our interpretation. Them ssme good bases there but you are right, Chair,
it does need contracts and that's what we arergodi: looking at how they can be put in place
to make sure that everybody bears an appropriateiainof risk through the supply chain.

CHAIR - | suppose the other side is, as a commerciay darmer you do have to look at
potentially that there can be a loss of productarsra while or loss of income, so therefore you do
have to achieve that premium to make the wholecseworthwhile.

Mr WOOLLEY - You do, and that is one of the initial challesdpecause you are rolling it
to 10, 20, 30 farms all at once where somebodyhsidising the milk production for that period.

CHAIR - What sort of volume of milk or how many dairyrfags would you need - it is a bit
hypothetical - to make the job work here?

Mr WOOLLEY - Those numbers don't stick in my head. It wdwdste to be 15 or 20 dairy
farms with 300 to 400 cows each.

We will prefer owner-operators. You might findghitomment a bit peculiar when you think
back on some of the things | have done in thetfestyears, but | do believe that farming is better
in the hands of the owner-operator. They do s&ebg@ib, they pay much more attention to things.
When you look at the dairy industry, as | underdténthe quality milk production primarily
comes from owner-operators when they actually nreate performance in the milk.

CHAIR - Would you agree from your company's businesatpafi view, and there has been
some criticism that has come through and obviowsljknow the reason why, because there is not
an organic industry here, you are not sourcingrocgssing within Tasmania and yet, by most
perceptions, people think that it all comes fronsmanian milk and it is processed here et cetera,
that is something you would like to obviously ad$®

Mr WOOLLEY - We have never ever attempted to hide from the tfeat we have been
bringing milk in from overseas. That has alwaysrben our websites and so on. We have been
proud of our Tasmanian heritage. We have someedflp in the Launceston office. We have
built it up from three. The answer is that we haeger hidden from it.

When we look at how our customers view the brahdret are two aspects to it. First, the
domestic customer looks at it and says it's orgalite don't make a big fuss about the fact that
we source all our food from Australia - all our ébbnes, with very few exceptions. The only
exception | can remember is when we had a droughthad to go and get some rice from
somewhere else for our products. The customerslabkt and says it's organic. While we don't
make a fuss from the fact that we always try tae®from western countries, the reason we don't
do that is that a lot of our customers aren't ister countries, so we don't want to be insulting
about it. The domestic customer knows that becawsealo not hide from it. We don't just
promote it in our marketing.
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The Asian customers, in China and elsewhere, thely &t it and say - and it's changing a
little bit now - it comes from Australia. We haseme of the best food safety. We shouldn't be
delusional, they'd do the same for Western Eurogaducts and if you look at the volumes
going into China, you can cut through it, a lot ;mepmes from Europe and elsewhere than here
in Australia. They look at it from a food safetgipt of view and they are gradually moving
towards this organic concept. When we went to &Wn2007 there wasn't a word for organic.
Things are changing, but that is the two ways thek at it.

We would love to turn the key and have a Tasmawigyanic product. That would be,
personally and for the company, a great achievem&we can't do it quickly, we haven't been
able to do it to date but we are working on it.

CHAIR - Have you had much assistance from or dialogtle Biand Tasmania?

Mr WOOLLEY - We have a good relationship with them. I'm sate whether the
management has used them much, | don't think $dBramd Tasmania has done a terrific job and
we do benefit from that.

| remember the first in-depth focus groups we ranere all the advice we were getting was
that Tasmania wasn't going to have a big impaéraas custom was concerned. Once we did the
focus groups, we were quite confident that Tasmwmaald be well recognised as a really good
source. Part of that is Brand Tasmania and patti®fust the way people view Tasmanians.

MrsHISCUTT - Are you saying Brand Tasmania or the Tasmaniand®
Mr WOOLLEY - Both, but Brand Tasmania has done a terrific jabink.

CHAIR - We ask that because we have had some adversmargmon some different
things.

Mrs HISCUTT - On your plight in Tasmania, do you have somen&as on board, the
conversion, and how long a process do you thinkay be?

Mr WOOLLEY - We've had to step back, as you know, at Bellamghd reset our
production levels and reset our whole marketingraggh. We have been accused of mis-
stepping in terms of our channels to market, wiscibsolutely wrong. What happened to us - if
| can be longhand in answering - for many yearsetlvgeren't adequate ingredients for organic
milk in the world, so we were always limited. Witilwe continued to grow our quantities we
never grew it at the demand levels.

In 2016, we knew we were getting some new techsicpfedeveloping whey product in
Europe. It allowed for that to be developed muatrerguickly so we had extra volumes. We
took a lot of volume out, but we hadn't set our keting properly. Our marketing didn't lead the
volumes, the volumes got into the market and byte&Seper/October we were in a discounting
cycle to manage volumes that were not there. \Weemetting that. We have stepped back a little
bit and we will stay there, | suspect. Some tim¢hie second half of the year we will renew the
project. We slowed the project down because we @y many other things on our plate.

The other point about organic is that it is a fimenth lead time from the time we put the
order in to the time we see a tin. Our competigoesall conventional A2 milk, conventional milk
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with a marketing twist; it is a month. They camsaeeasily, we cannot reset easily. That is a
strength in a growth environment but if you wantstow things down, tell me. You have a
mountain of milk coming at you for a little tim&Ve are managing all that.

Mrs HISCUTT - Just moving away from Bellamy's for a moment amdo TasFoods
Limited, you have acquired the great chicken pladeat other sorts of foods or products you
envisage having in Tasmania that you can market Basmania brand? Or are you pretty well
busy at the minute?

Mr WOOLLEY - They're pretty busy at the moment because théytook the chicken on
in June last year, and the wasabi the same. Tkabwv#s three-quarters of the way through its
first real harvest in the greenhouse we've got ddveme near Port Sorell. Jane is developing
some really nice value add, high value dairy pr¢gluic goat and cow, so we are working on
those. We would like to keep evolving those.

MrsHISCUTT - TasFoods Limited is not particularly going dotke organic path?

Mr WOOLLEY - No, at this stage we have no organic producti®hat doesn't put it off
the agenda, because organic is high value, théyosk at that too. There are lots of really good
value add opportunities out there. | don't think will go into aquaculture. 1 like a lot of the
value add products, the cider and there is the wntethings like that, but we haven't looked at
anything in particular. We are very open to sonmgthbut we would only take it on if we could
see that we could add value to it and that we cgrda it.

MsRATTRAY - | am interested in something | heard yesterdawyfa dairy farmer who has
spent a long time in the industry. He said he wddike to see somebody with credibility measure
the dairy product that Tasmania has, because het felas as close to organic as you could
possibly get. | know the Chairman as referredléarc and sustainable, if you like. Has your
company ever done any evaluation on the qualithefproduct we have?

Mr WOOLLEY - No, | don't know we have done anything | canchawer to you. As | said
earlier, the quality is really good.

MsRATTRAY - You mentioned that. You said it is very close.

Mr WOOLLEY - The interesting thing about organic is - antiihk | have said it to you
casually - you can argue, scientifically, this prodis as good as organic but it doesn't matter.
The only thing that matters is what the customentaia The dairy farmer can tell me - and | am
not going to argue with them because they are pitghaght - we have seen all the scientific
argument, it doesn't matter - it only matters whatcustomer wants.

The customer in Bellamy's case is a mother, prijyabut a mother and family making
decisions about their children. We talk about @hraluing their children but, trust me, everyone
values their children. | look across this tabj@u all value your grandchildren and the children -
and that is how they make their decision. You tedk all you like about 'this is as good as that',
but the fact is they will pay more for 'that’, amd can't get around it.

MsRATTRAY - Thanks, | appreciate that. It was an intergstomment and he was a long
time in the industry.
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Mr WOOLLEY - We are really proud of the Bellamy's brand arelare working on the
brand in TasFoods because the brand drives the.vdau can have the best product in the world
but if you don't have a brand - you have to distialy between the name and a brand.

When Bellamy's started | remember we looked atdhi they were all pretty proud of the
name, but the reality was they had a name. We Haveloped that into a brand and a brand is
something where you say, 'What does Bellamy's meayou?' to the customer and they talk
about it being quality and things like that. Whhbry can define what the brand means to them,
then you have a brand.

Mr FARRELL - Rob, you mentioned how the commodity-driven nearkad probably
watered down the Tasmanian brand and we heardrgagtérom a dairy farmer that Fonterra
bundle all the Tasmanian milk into a generic honmiggd product. There was some talk before
about in the old days when we had co-ops and shaalhanian companies. Do you feel the horse
has bolted to a certain extent now we have thegedmpanies selling Tasmanian product? Do
you feel there is a way to step back with smalampanies and really focus on the Tasmanian
product?

Mr WOOLLEY - | could talk to you about that for a long whil&eriously, we get really
good relationships with Fonterra, and in Bellanoase with Bega, and they like working with
companies that have a brand - it is interestingt vi2e are not taking the volumes they need.

One of my early brand experiences was when | waslved with the old UMT. They
appeared, and perhaps the Chair may correct maigntd put a lot of their brands aside and
started to sell their cheese through the Dairy Ga@ijon, | think, wasn't it Mr Chairman?

CHAIR - It might have been back in Bob Campbell's dakijnk.

Mr WOOLLEY - That was when | had a bit to do with it, butwias, ‘'my way or the
highway' in those days. | remember they used etiteir cheese in the Singapore Cheese
Competition. Someone said to me, 'We always wenbisst cheese'. The same bloke said to me,
'‘But we had a call the other day' - this was wlidrecame Bonlac - 'and people wanted to buy our
Tasmanian cheese'. We said, 'We can get you lweedse but we can't guarantee it will be
Tasmanian'. He said, 'No, you can have a big acaddong it is that cheese’, and they couldn't
provide it.

You think about that for a minute. They pushedrtbeand - the old Table Cape, all those,
all gone - and that is because of the way they @htd market it. In many ways the way the
Dairy Corporation functioned. They essentially,l asmember correctly and | might be wrong,
funded UMT. If you have a funder, it hides all fireal decisions. It is not easy to run a brand.
Bega is a great cheese brand. Fonterra sell malséio product through Australia. Bega sell it
elsewhere. It is hard to manage a brand and ifhauwe a factory, which works? The factory
works or the brand works. Which drives the busiffes

CHAIR - Following on from Craig. The points were madsterday that Fonterra, they are
a New Zealand company so they will look after thareholders of the long white cloud most of
the time and still produce a lot of that basic cardity product, even though they will branch out.
As you have said you have some sort of relationshilp them but | suppose in terms of where
the commodity markets go it has always been cydiicathat. Whilst the price is down now, in
a couple of years time people will forget about sarfithe speciality stuff again because they will
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be getting $7 a kilogram milk solids. Suddenly rgtleing is rosy again and they will be after
great volumes of milk and everybody will say, whyther about trying to do this other stuff?
That sometimes happens. That has been the ndttire lousiness.

Mr WOOLLEY - | have often reflected on exactly what you hasi&l. There was quite an
interesting survey and | would have to get the iketd was done by a federal department on
farming on the north-west coast. Whilst it camewdh a lot of very positive things, one of the
negatives was that the farmers themselves ardtutrally aligned to work together. They tend to
compete.

CHAIR - Rugged individuals, they have been described as.

Mr WOOLLEY - I think you might have seen the same surveyu. s you think about it
that is a real barrier to getting on. | do notnkhicooperatives are a bad thing. People say
cooperatives are for the past but | am not sureautabimat. | think you have a wonderful
cooperative here in the Yolla Cooperative, verycsgsful, but it sticks to the netting. It is not
getting outside the netting. Cooperatives thatl tenevolve and then someone gets a thought
bubble and we will go this way and that way andytbet too big, that is when they get into
trouble. Cooperatives are a good and sensibleofvearmers working. Whether it is getting their
supplies together, or working out how they can gnaugh milk together to get it to market in a
branded form. The one thing rugged individuals finvery difficult to do is to be a farmer and to
sell their products. You see these farms that laahile brand, and there are many of them, but
once they have to try and get outside the farnmeasket as a point of distribution it cannot do it.
When you talk to them after they have been atritoee or four years they say too hard, | cannot
do it, | haven't got time to argue with the freigigople, | have not got time to do this because |
have got to milk the cows. Itis a killer.

CHAIR - Yes. ltis.

Ms RATTRAY - Following on from that, you mentioned farmersitil@ppear in your view
to work together | thought the Farmer of the Yeavatd and the Share Farmer of the Year
Award. | thought here is something promoting theéuistry to trying to get a step ahead of the
next person or the next farmer. In some respéetisdoes not help the industry work together.
Would that be fair to say, Rob, or am | clutchingt@aws here?

Mr WOOLLEY - It may be in evidence. We should not be hardasmers. 1 think they
really do a fantastic job.

MsRATTRAY - | agree.

Mr WOOLLEY - | feel uncomfortable starting to be too critieaid too general. There are
many times they will work together, particularlyoand education and development, that type of
thing. They get together really quickly to work tivat. It is just when they do things like the
Chair said - the milk price is really high so wdlwtop supplying that one, we will supply that
one.

Chair, you will remember one of the early thingsll&ay's did was that we owned the
factory at Parramatta Creek. We had on our bdaad Bob Wilson who is as a good a factory
operator as you will get in this state, but we domibt find supplier of vegetables, for instance,
where they were prepared to supply us year in, yadar We could not even have the
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conversation with them, and there were some big.ohsaw them all, several times - where they
would supply us year in, year out. We didn't egento the price. They just said, 'No, if we have
good-quality fresh vegetables, we are selling thleene, and if it's seconds we will sell them to

you. If we haven't got enough seconds, bad lugké can't run a factory like that. Your factory

has got to be running six days a week, two shilftisn you make money. We failed. We quite
openly failed. We lost a lot of money but we tried

Mrs HISCUTT - | was looking for your opinion and comments amecof our terms of
reference on the roles of government. Can youassghing there other than education and
training - we have got that message - that goventsnean do? Everyone saw it as red-tape
reduction, but we have gleaned the fact that aolothe red tape is industry-driven, not
government-driven. Have you got any ideas?

Mr WOOLLEY - | do. Infrastructure is important. One of tleally great infrastructure
projects in Australia has been the irrigation. Yadiuought to be very proud of the fact that it has
been done by two different colours of governmermt tey have been able to be very coordinated
and very fixed on a project that has been 15, Z0syan the making. The value-adding that is
bringing to Tasmania is enormous. That is infradtire.

Fixing infrastructure, | heard them talking abcug fproblems on King Island. That island is
so productive. | go over there, as you know, ftome to time and it is unbelievably productive
and it is really throttled by the freight issudafrastructure is really important and a preparasgne
to do that.

| think focused R&D is an area where the statedsplend a lot more time. We have got a
really good university now that, in the last fewag® in particular, has engaged with the
community and the state. That is a huge oppostuhiwe could do that, if we could change the
focus of the research done at the university tmmbeh more commercial. That is something that
can be done, working with the state. That woulddadly good.

MrsHISCUTT - Do you have a comment on the university asseadagrees? | know they
have agricultural ones.

Mr WOOLLEY - I think they are big. | have been interviewsadtibem and | think they are
really good. That's the sort of thing we shoulddbeng. If we can up-skill people, then people
will do things.

The one thing government should be very wary tfyisg to pick a winner. They don't have
a very good record, it doesn't matter whether yoisr side of politics or your side of politicsjlfa
time and again.

MrsHISCUTT - Are you talking grants?

Mr WOOLLEY - Grants, yes. Don't take grants off the tablepletely but be aware that
picking a winner is -

CHAIR - There are probably other models that are mattaicghan the grant system.

Mr WOOLLEY - When the winner gets into trouble and businesyatic, | can assure you
| know that, they come back to the government &ed there is a political pressure to make sure
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it looks all right. All it does is waste our moneyou shouldn't try to pick winners too much.

We should celebrate when we get investment thaafigtadds value to the country to us. Where
we are getting investment in factories and things that, that is really adding value. | heard you
talking about it to the people before.

| don't celebrate people coming and being land &emk| have got a land banker next to a
property | have on the east coast, which Tania lenalout. He has visited that property once in
20 years and it has got a really good crop of gorsé. | don't like those sorts of things and |
don't celebrate people that do that. They mighalide to put a lot of money into property, but |
only celebrate that if that property is enhanced iarproved.

MrsHISCUTT - How can the government help with that?

Mr WOOLLEY - | just make the comment because there has bden @ talk about
bringing investment into the state in terms of @sm or Middle Eastern or something. You can
get English land bankers as well. | make the conirtteat it is not to be celebrated. What is to
be celebrated is something that really adds valudon't care whether the corporate comes from
China or wherever they come from. | prefer it ®Here because you make much more money in
the state if your head office is here. We jump gqoakly if someone comes and spends a lot of
money on land - well, prove it to me, show me gt are enhancing it and improving it.

MsRATTRAY - A really good point.

CHAIR - Thank you for appearing.

THE WITNESSWITHDREW.
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Mr BASIL DOONAN, MACQUARIE FRANKLIN, WAS CALLED, MADE THE
STATUTORY DECLARATION AND WAS EXAMINED.

CHAIR - Thank you very much, Basil, for appearing tod&yhat you say here is protected
by parliamentary privilege and what you say out$sdeot.

Mr DOONAN - | have had 20-odd years experience in the dadystry. | started with the
Department of Primary Industry as a dairy adviddnave a degree in agricultural economics and
a masters in farm business management. The las&ak8-plus I've been consulting privately and
| have dairy, beef and sheep clients primarilyhave my own property and we also have about
6000 dairy cows and approximately 3000 dry dainynats under management directly. They are
no issue; the 22 people who go along with the caneghe issue.

CHAIR - You also consult overseas as well.
Mr DOONAN - That is correct. | spend quite a lot of timeSiouth Africa consulting.

The main issue is around the Tasmanian brand. Rroat | heard on the radio it is going all
directions, so it is all things dairy, but | willytand stick to the brand stuff. 1 will also speak
briefly about the issue of commodities versus nipt@lucts and where they fit in because they
link to branding and that sort of thing.

| do think there is some value in the Tasmaniamdhraut it has to mean something. | think
we already have some meaning around it in terma it of the compliance stuff that dairy
farmers and ourselves are forced to do. We doseei to get any real recognition for that
because it is not put under a brand to say thé#tisf brand is on a product or ingredient or
whatever it actually does mean this.

The second part is that more and more brands mebd tlefendable, because if you cannot
defend them then they are not worth anything. df say we have product being produced or
represented under this brand, it will be reasonabteonly a matter of time before a consumer or
a group of consumers say to prove it, show me. @ribe things that the beef industry through
the processors does do a lot better than the dadostry is to put their product on show around
their brands. | will use Greenhams but JBS da ivall. Greenhams have Cape Grim and Never
Ever, but they mean some very specific things. yTdre more than happy, as well as their Aleph
brand, to take you to a farm and say here is tbgram around how cattle are treated. Here is all
the prescription around they administer drugsf ¢ihey are or not, and here is how we record it
and demonstrate it. It is highly defendable arelthave got unbelievable mileage out of them,
whereas | do not think we are doing that.

| do not think whether that sticker or brand or velver it appears on matters whether it is a
commodity product or a niche market product. laifundamental way of producing milk that
ends up being consumed by people, but infantslot af instances, which then brings a totally
different perspective to it, that it is produced ansafe manner for people, animals and the
environment.

In my experience | have found the consumer to b&ra They will tell us that they will pay
for all these extra things, but my experience & they don't. There are heaps of examples. |
also think that we as an industry misinterpret taoothe time what the consumer wants. We
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caught up in philosophy rather than practicaligight at the moment | think the consumer just
wants a safe product that is produced sympathititalanimals and the environment, and the
people working on the farms and processing anthatl A good example is organics. There is
organic milk, transitional milk and | guess theseconventional. With transitional they were
looking for a name, and I think they called it &rdgtic and chemical free. They had to drag milk
back from the organic pile to satisfy the markétith organics, people | do not think really know.
They suspect it might be produced a certain waytheitquality is a bit iffy versus being very
clear about what this is. It is safe, there areantibiotics and there are no artificial chemicals
being used. They are the things we can say. Twilralways be a few bad eggs, but primarily
in my experience we produce milk outdoors; the ahénare really happy or they do not produce.
We have come a heck of a long way in the envirorirapace. In addition we are now starting to
get on top of a lot of the people issues. Many&as now have workplace health and safety
plans and those sorts of things. That is my statém

MrsHISCUTT - | am a little stunned because it is almost opgpds what we heard in the
last one, really.

Mr DOONAN - Now you don't know who the idiot is.

MrsHISCUTT - We have heard in evidence that the consumeoisnig for organic brand.
They want to make sure that is organically sourcédey were very savvy, we were told. You
don't think that is case for the whole of the irtdg®

Mr DOONAN - | think organics in a consumer's mind is codedafe, well-produced and
sympathetic to the environment. My experiencdésd is as much diversity in how organic stuff
is produced as conventional. | don't think theartyihg principle of consumers wanting safe,
sympathetically produced food varies. If organtes tighten up their certification and more
clearly demonstrate the quality is up to spec it have a strong home. | know the day that
happens the corporates will swoop. Right at thenerd the corporates are sitting there saying it
is an untidy rulebook. We don't know what the neaneally wants. We don't really know how
you want us to produce it. If we run 4000 cowsadiarm in a herd that the philosophy over here
is going to be, 'that is not the organic philosd@oywe want to change the rules.

| think there are some issues around organic ptamtuthat they need to look out five, six,
seven years and ask what the issues are going téVieeare also buying market share as much as
the demand is there for organic. A lot of the tithe price premiums that exist now will be
eroded over time as more and more production comi@ghat space. The price premiums at the
moment for both organics and transition milk areagr Literally, you can do whatever you like
as long as it is produced the way you want to aaklenmoney.

My fear always is because dairy farmers are sosedwn price they often forget about
margin. You are always going to have someone lgutyiat milk that is going to try to buy it for
the least amount they can. That is where the priidevel out. When | look at variations in
production systems with different prices for thedarct, it is nearly always less than what it costs
you to supply it.

| will give you a good example. We basically prodicommodities in Tasmania because we
have seasonality. We like to calve them in spand when all the feed turns up and we can feed
them very cheaply. We have, fundamentally, ontheflowest costs of production in the world.
We have one of the lowest associated populatiotis tvat, so we can't send it all fresh. If it has
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to be shipped there needs to be not too much waterso we end up with powders, butters and
hard cheeses and those sorts of things.

| think that is a really great platform for our unstry. We have to be a producer of bulk
commodities to be able to grow our industry goingMard. The issue is the milk there is no
different to the stuff that can be value addeder&hare great opportunities to target niche markets
with our bulk commodity production and then to paghividuals, who have a resource base - say
coastal farm, warmer farm or non-frosting farmgeally capture those benefits.

At the moment we have people who are autumn calvihthey're on the coast they probably
do okay out of that. If they're suited to sprirajving, every autumn cow they milk costs them
$300. That is how much divergence you can getiwi#® to 30 kilometres in Tasmania. We
don't get that, all we get for autumn milk is $@ acurrently, for spring milk you get $4. | would
rather have $4 for spring milk production, unledsatl a coastal farm that was really suited to
autumn production and then | would be going flat fou autumn production. | don't know what
guestion that came from.

Mrs HISCUTT - Do you have any ideas you can share with usam to encourage the
larger companies to change their branding - oraeeha section of Tasmanian brand? Can you
see it being worth their while? Lion do it verylive

Mr DOONAN - Yes, and the Bennetts do it very well as walk, ¥maller. | could say that,
no, | don't but I think the way to do it is staritlwvthat generic approach of fundamentally saying
that the brand, initially, represents clean, safelyduced food, which is little or no cost to them.
Then they will take it forward and say, 'Tasmanikmived butter', and bang. Usually until there
is significant demand over and above for some mdwu don't get differentiation in the market.
So this year hay will be very cheap because therstacks of it. Last year it was very expensive.
There is no issue of quality but in this year peapill start demanding, as purchasers, for them to
differentiate the products so, say, 'Please dstdde me’, and the seller will go and do a tdsts
the same with butter, cheeses, and all of those.

Until there is someone saying, 'We've had a scate South American butter, where does
yours come from?', or, 'We can send you all thuff $tom Tasmania and premiums won't exist'.
| do know, when | go to South Africa and other does that we produce much more safely,
much more environmentally sympathetic and much resgnepathetic to the staff engaged in both
producing the milk and processing it.

| think you have to start with something big aslatfprm rather than go to the niche market
because it will branch out from them and they sy, "'The core business is commodities and we
don't want to get these little specific areas wiveeehave to have five producers, then it becomes
a levelling of the supply curve, another milk syppfficer and it is all cost.

CHAIR - | think what Leonie was alluding to, Basil, wése fact that, say, Murray
Goulburn, they own most of the shares in the p&nBmithton and that is a fairly new plant.
Could they brand what they produce down there aggyommercial? Is it worth it for them to
brand that as being Tasmanian rather than gengrioating it up with all the other stuff out of
Victoria? That is a commercial decision for thesmt it? | suppose the question is, would they
get a premium out of it? Otherwise it wouldn'tviberth it.
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Mr DOONAN - | don't think they probably would. It is so seoto what they have in
Victoria and the Victorians would go, straight awaye have to do that, we just have to get that
same level'. So we would be sort-of competingrivahy.

| think it is more a case if you are going to gairkdy Goulburn and Fonterra, they are going
to go across their whole product range, Australidewand say, 'Tasmania is going to do it,
Victoria is going to do it".

In my mind the first bit of the brand is alreadyingedone. We have [inaudible] care, we
have dairy [inaudible], we have dairy inspections, have the Animal Welfare Code of Practice,
Bobby Calf Code of Practice, NLIS, lifetime iderddtion - all that stuff is being done as small
data. It just needs someone to go, 'Well, it Bgadata issue’, type in their name, and then they
are compliant. We have something, at very litdstcto go forward with. Then we could keep
building on the brand or say, 'That is brand om& ene supplies without brand one.

Brand two is now a differentiation in the markdt.could be Tasmanian organic, it could be
Tasmanian low input - the big is just grass-fectofle out in the real world, way, way out, just
love the concept of grass-fed cows outside. Weehavdo that anyway. We are missing
opportunities that cost us nothing.

CHAIR - In regard to that contentious one, GM, we hdna moratorium sitting there at the
moment. Have you seen any premiums being paidabing that regime in place? The other
issue is if we have Murray Goulburn and Fonterra] ¥ictoria are moving down a pathway, it
would seem, and we are going to have all our stikied in together, how do you see that whole
business working down the track?

Mr DOONAN - Currently, most of our animal production systemshe high rainfall and in
dairy, are based on rye grass. They now have a GMQyrass that is one megajoule higher.
There are about 11 to 13 megajoules in a kilo gfrge grass, so it has gone up one, so it is less
than 10 per cent. It doubles profit. That is gle@etic merit benefit. What that means is, because
they have got access and we don't, it halves alfit,prelatively speaking, which will mean their
cost of production will halve and ours would rem#ie same. The premium we have to get is
very high.

| don't care whether we are GM-free or not. | hawescientific personal bias. What | do
know is that the premiums are going to have toipeifscant and we need to start doing stuff to
offset it. That is one piece of genetic modifioatin one species.

CHAIR - In terms of organics, we have touched on thatadly. You talk about a
conversion to full-blown organic, as you saidsiti bit all over the place at the moment. What is
your understanding of how long that would take #redhurdles that you might have to jump, and
then also the feed products that you might needistain that business?

Mr DOONAN - The analysis we have done is that the averagehesfgime, because there
are differences in how long it would take you degieg on history and that sort of thing, | am no
expert on organics but the average we worked onalvast a three-year conversion. The issue is
the conversion phase historically, whereas nownktlthey have got quite smart about that and
said that the product is different, even in thevarsion space. My feeling is that it will have a
market of its own. There will be conventional, eersion and organic. They will be three
different products, just like Never Ever for Greanh
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Going forward, the transition phase is going to chete a bit easier than it has been
historically. When you had all the costs of orgaand the price of conventional, it certainly
didn't add up. It was really hard to get througattphase. But now, what | am hearing, is that
there are premiums being paid. | know there aeenprms being paid. | have had contact with a
couple of people that have been getting that premiuknow it is real in that middle space, but it
certainly wouldn't be everyone who is trying to mdke leap. Everything is a cost on the other
side. It is all available, everything you needltoorganics. It is just more costly to find organi
forms of fertiliser.

The other thing is, with organics in America intparlar, they have adopted very much more
a corporate and scientific philosophy or approa€urs has been a bit more philosophical in
terms of how you do it. There is a vast amounteally credible scientific data now available
about treatment of ailments for cattle, pasturepection, fertilisers and those sorts of things. To
me, it is nowhere as hard to run an organic prodnctystem as it was because there is now a
body of science that says these things work ansetden't - apple cider vinegar either does or it
doesn't anymore. It's not a case of '‘Grandma reckaloes so you are getting it'. There is hard
data on a lot of that stuff now.

CHAIR - A recommendation we had put forward by one of meople was that perhaps the
government or TIA or somebody else ought to lookhatfeasibility of doing that. But you are
saying it will probably be done in a commercial sgnand is the data out there or could TIA do
something like that and go through that exerci€&?is that a waste of public money? What is
your view there?

Mr DOONAN - The big issue in farming is the system stuffs lHow you run the whole
system. | think TIA would be well positioned todrdss those issues. The pure science is okay.
We'd send a couple of postgrads over to Americpotach it all and then bring it back and we
could then clearly demonstrate it at a systemd.leVke other thing is that transitional period. |
you are going to transition, here are the things geed to do and here is best practice around
that.

Then you have the support industries. If you thaick to when Woolnorth was converted
and the influx of kiwis and all that, it was noetkand, not the cows, not the people to milk the
cows, but rather the service industry that coulkedp up. My feeling is, you are going to drive
into Roberts and ask for a bag of organic sometbimgther, and they are going to look at you -

MrsHISCUTT - 'We'll have to getitin.’

Mr DOONAN - Yes. Whereas, if we were going to push down tingamic or lower-input
track, then we need to prepare the whole of thestrg, the vets, the fertiliser guys and all ofttha
We need to say it is coming, get it on your ragtart to get some information and be ready to go
as we progress. Normally we take care of sciendetlze fundamentals quite well, but we forget
about all the flow-ons.

MrsHISCUTT - Do you think Tasmania is on the cusp of thataf?
Mr DOONAN - No, we're never on cusp of much, | don't thimkthat space, and nor are

any other industries. Everyone wants a demand Ipedbre they react. Whereas, at the
governmental level, if there was a decision maded you can't make a decision that says we're
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going organic - but you can certainly make a deonidio support that process based on some
economic principles, that these are the stratdbegsare going to be in place. A good example is
the inter-dairy one, where it was a whole-of-goveent, whole-of-industry approach to filling
these factories. We didn't have any conflict. Tdwtory capacity was there, we needed to grow
the industry, the government took care of sometape stuff, training stuff and provided some
money in the form of a co-ordinator. Industry pusome money at the grassroots level and away
we went. We got conversions done and all of tHai.me, it just needs a focused approach. Of
course the processors have to be on side. They wgte naturally on side when it came to
filling their factories, but in this one it is prably a bigger challenge.

CHAIR - In regard to organics, too, for a farmer to makeommercial decision, obviously
they are going to need a long-term contract. k isig decision to make. Unless you are not
carrying any debt and you have plenty of land amd think from a philosophical point of view
you would like to go down that track, you are goinghave to have a processor who is going to
give a long-term future contract, | would have thlou

Mr DOONAN - That would definitely help. When you are talkiabout a production
system that you are winding down, for want of adyeword, all the costs in winding it down you
will get back quite quickly, but it is the windingown so you would at least want three- to
five-year contracts. | don't know if you guys at@l in the business of guaranteeing that sort of
stuff.

Members- No.

Mrs HISCUTT - Do you have an opinion on the effectiveness odn Tasmania, as
opposed to the Tasmanian brand, the Brand Tasn@ouacil, within the dairy industry and
getting that brand out there?

Mr DOONAN - I don't think in my dairy circles I've ever hddrand Tasmania mentioned.

Mr FARRELL - One that came up before about education in & échdustry. You have
obviously been in other countries, do you think ave doing enough to encourage people to go
into the dairy industry?

Mr DOONAN - When | go to other countries | reckon our averbeyel of education is so
far behind it's not funny. | don't always see th&ta big negative. | differentiate education from
training. | think we are caught in this dilemmawand training and making it good training,
ticking all the boxes on the training rather thagisg, 'What do you need to know on day one on
a farm, what do you need to know on day two, ana Ho you progress and what is the career
path?'. Then we get caught up on the tools tahgee rather than the capability. They are really
different.

| am saying this from our comparative analysis/bemarking data, in which we monitor
farm business performance and we link that to slefelopment. We run skills audits on the
majority of our clients. We always get invitedliosinesses that aren't going that well. We can
confirm that it is not going well and they will waio say, 'What do | need to do differently?’. We
have to change the focus to how you are going tat differently, which moves from all the
things on the farm, like the soil and the cow yandl the stocking rates to, what are you going to
do, because you are the limiting factor. They wdl, good, now we have identified that and |
haven't been laid out on the floor for pointingttbat, we move forward and then it is really hard
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to get the practical training. | know that TAFEganisations, universities, they have rules they
need to abide by. Sometimes they are not flexahtzugh.

It is hard in my commercial world to develop anrag package to satisfy a dozen people a
year. There is a big hole there. TIA are doingieaeally good stuff in the pasture management
space. That is using up what | call a supportesiniag model. It is theory plus practical
application. You have got a coach. You need thatause in dairy production systems and all
farming animal production systems, they are readijmplex. There are animals, plants, soils and
environment, climate, all that sort of stuff, anebple. To put it altogether is mind numbing at
times. They need support. We would not say tokuds, you only learn times tables at school.
We have got to bring them home and go through anthigpugh, so it is supported learning. We
need to have that approach in dairy.

In my beef and sheep clients, they have a muchehilglvel of education, cope much more
quickly with concepts and theory, and often getlston the practical application. For the dairy
clients practical application is generally no worpyt theory and that is a bit of a struggle. We
have to know what we are trying to help people withis not a case of more training. | always
think we have got to have something good to engrupeople into. It is a bit like those Army
ads a few years ago with the cool music and runamgnd. Everyone joined the Army and got
short and went, gee, it is nothing like the adse &kk a bit like that. We go, oh dairy is greay y
can earn all this money and you are outside anthatl After the pouring rain, you are in the
mud, it is long hours.

MsRATTRAY - Working seven days a week.

Mr DOONAN - Yes. So, we have got to tell people that. If yant the big money, this is
the reality of it, and so if you are encouragedyoy know that. Then you know there is a point in
five to six years where you can come back a lititeand you might only second weekend
working or you might have every weekend off. Thésegs are all possible.

We will often go to the tool. You start off withis, then you are an apprentice, then you are
third manager, farm manager, share farmer, farmeownThere is no capability requirement
associated with it. You are going to get shoved pipe, pop up the other end and own a farm
and it just does not work like that. We have tonmech more frank. We have to have really
practical and supported learning packages for them.

MrsHISCUTT - On the back of that, do you think the apprestige system, the teaching
could be improved or do you think it is just pafrtlte process?

Mr DOONAN - Not necessarily the teaching per se, because Idnthtiave a clue who is
up there doing what, but the content -

MrsHISCUTT - The subjects, yes?

Mr DOONAN - | do. 1 often look at it and go, that looks likdumction of the people who
had to do the training. One year they are doisjeepdog in there and | am thinking, we don't
have sheepdogs on dairy, so why are they doin@ thdtere are not the core things like animal
husbandry, animal welfare, calving a cow, mastitis.
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MrsHISCUTT - So this is something the government could doeelp is by having a look at
those courses and tweaking them where necessary.

Mr DOONAN - Yes. Dairy Australia have made a huge effort iat thractical space and
linking with TAFE, it is getting the right people iront of the students. There is almost a pre-
requirement, they need to spend a week or two aeirg farm and see if they are up for this. At
the moment, we are doing that an employment lewadle are employing them and running
revolving door policies because we do not knovhéyt are going to like it. They do not know if
they are going to like it and it is not a good Idok industry. We have got to better prepared
them and then marry up the training.

| am aware there is a dairy farmer in the roomvaht to be a dairy farmer who has a person
coming to me that on day one, can ride a motorlske;an go and get the cows and can get cups
on a cow - and won't put caps on one with mastitiwould be so happy if they could do that and
they were keen and green and we will take them fitmere. They really need to be productive on
day one because it is busy and they will just get -

MrsHISCUTT - That is why you pay apprenticeship wages, though

Mr DOONAN - Yes. You do not lose too much but just the whobuction. It is a big time
commitment to get a person embedded on farm.

MrsHISCUTT - | am wondering how you can do that. Are yokited about pre-training
training? Because most young adults that haveptitude come off farms already, so they can
ride motorbikes.

Mr DOONAN - If they haven't got an ATV certificate, so tewally they cannot ride a
motorbike on most of our farms anymore. It is gisiff like that. It is like work experience.

MrsHISCUTT - But you have to get work experience somewhedeyan have to have that
first job. How do you get that first job withoutat experience?

Mr DOONAN - You don't. | am saying rather than us employmam to find that out it is a
work experience kind of activity, but structured.

MrsHISCUTT - Okay.

CHAIR - You talked about other countries where the etiluicdevels were lower, but |
would also make an observation and | have travellednd, bike riding and doing all those sort
of things, in those third world countries partialjfan Asia there is a lot more connectivity. |
suppose it is because we are such an urban sdeegybut people in towns understand the
seasons, understand the crops and understandestglé. We have that disconnect here between
urban and rural Australia, haven't we?

Mr DOONAN - Yes. Long ago have | given up worrying aboutatvanyone in the city
thinks. They don't say to country people, you dontlerstand what we put up with, but we are
always saying to them, you don’t understand whatlweut here producing your food. They are
not saying you don't know what | put up with toydmr tax accounts, or represent you in court, or
all these other jobs that | wouldn't have for quadsl | don't even care and want to know, and that
is why we give them jobs. Now | am saying | amt jgsing to look my own bailiwick in that
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space. There is a lot of effort to get them tonsmh now that we have lost it. | reckon we
internalise the investment and effort and money, iithey want to show an interest, cool, well
come and have a look. If not, | am not going taryw@any more, no. | think we have lost it as an
urbanised country.

CHAIR - Yes. Too hard to get back. Anything else fertilou would like to say, Basil, in
regard to what we are trying to do? | think youdnaapsulated it very well and the baseline is we
are reliant on and always will be on the commoditie of things. If we can get those extra little
bits of cream on the top and do a bit of diversie|l and good, but it is not always easy or
simple to do.

Mr DOONAN - Yes. | do not think anyone knows whether we @anan't. | commend the
process and if we find out that we can't that ivasable as finding out we can. | do not think
this process is a failure if we don't end up witbrand that we can sell. We have just got to say
there was not money in it, but we know. We ardidgavith an industry that is under a fair bit of
pressure so there is always a desire to eitherdaokeone else or clutch at straws and that sort of
stuff. When everything is going well you can deda sorts of things. | can imagine the diversity
of issues that are being raised but | think we lwaihit down to the brand, there is either value or
there is not. | suspect there is because we ang ddot of it anyway. If we do not end up with a
brand | am not disappointed, | am very happy thaknow that it is not worth the effort.

CHAIR - Thank you very much for you time.

THE WITNESSWITHDREW.
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