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Executive Summary

Scope of thiseport

AgriFood Skills Australia engaged Nous Group (Nous) to undertake two research taakgrthaithAgriFood
Skills Australianission to help the agrifood industry better meet its future education, training and skills
development requirements.

These two research taskgich wereidentified inAgriFood Skills Austraka2014 Environmental Scare:

1. Analysechanging business models and structures across the agrifood supply chain andestbaduat
implications for work organisation, workforce composition and job roles

2. Sope current knowledge transfer modghwithin the agrifood industryincludingformal, non-formal
and informaltypes oflearning

The scope of this research is confined to two key stages in the agrifood value apeaoultural producers and
food processors shown inFigurel.

Figurel: In-scope elements of the agrifood value ch@NFF, 2012; Department of Industry, 2013)

Producer Intermediary Food processor Intermediary Retailer Consumer

$48.7bngross valueadd $24.4bngross valuedd
$32.5bn inexports $18.8bnin exports

134,000farm businesses 13,018businesses
307,000employees 225,100employees

Thisreport was informed by an extensive literatureviewand consultations with businesses, government
staff and academics working in the agrifood industry &ppendix Aor a full list of stakeblders).

To guide tle collection of evidence and analysis, the two research tasks were broken down into five lines of
enquiry:

1. How are current business models and structures changing across the agnifstiy?
2. What are the characteristics of the currdatowledge transfer models in the agrifoawlustry?

3. What are the impacts of changing business models on demand for education, training and skills
development?

4. How should current knowledge transfer models evolve to better align with changing businesks mode
and structures?

5. What are the key implications for policyakers?

| 31
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Key findings
The key findingof this reportresearch are summarised below.

1. Any analysis of changing business models and structures needs tdigeggiknowledging the
profound structurakhanges that have occurred in the agrifood industry over the past three decades as
Australia has made the transition from a low to high cost exporter in the face of declining terms of
trade and total factor productivity.

2. While it is important to recognisthat the impacts of these changes dot apply uniformly across all
sectors the key developments over this period can be summarised as:

a. The increasing segmentation thie agriculture sector with the consolidation of many farm
businesses, and a growiggp between low and high performing farptharacterised broadly as:

i. Stability in what is described 2 W YSyY A 18 Q F I NI &tiéndfdréeysivhol Y2y 3 LI
value the amenity or lifestyle benefits that come with farm ownership

i. CtdzE SAGKAY QI RS IAVISH DA NIAG F2 WIVESNBE SAGKSNI | Redza
YF1S GKS o6A3 €SI Ayld2 GKS WLINRRAdzOGAGSQ asS3ay

jii. hy32Ay3 ANBgGK Ay (GKS WLINRPRAdzOGAGSQ FyR WwWO2NLJ
significant role in the increasing size and produttief Australian farms

b. The intensifying financial pressure on food processors due to rising costs, increasing import
competition and changing market dynamigkere:

AAAAA

. /FLAGEE SELSYRAGIZINE A& Ay ONBI athafdgidwingoRA NS OG SR
investing in new capabilities (even for global conglomerates)
i. SMEs who account for 98% of the 22,000 businesisethe sector- are being squeezed out

(without the scale or management expertise to meet the demands of major supermarket
retailers).

c. Theemergence of only two viable strategiesiche prodution of differentiated productsor large
scalevolume prodution¢witho dza Ay SdasSa Ay (GKS WYARRES 3INRdzyRQ

3. In addition to these longetem structural changes, over tHast decade or sfive key trends have
emerged that hae had significant implications for business models and structures in the agrifood
industry. These are:

a. Theongoing erosion of profitabilityfor producers and processers as a result of greater market
power among major retailers and high input costs

i. Supplying supermarkets is now beyond the realm of the average business wittritduction
of closed loop supply chains, and the increase in price discounting and pabate

ii. Businesseshat do supply supenarketsneed a wide range of marketing and technical stdlls
meet ther stringentrequirements, especially with the growtt $hformakYegulation

iii. Meanwhile, niche producers and processors are targeting alternatigenels (independent
retailers, farners markets, online) with sophisticated marketing, branding and sales skills

b. More businesses aractively seeking alternatives to bank deltd grow their business through
corporatestyle models of business ownership and management or new sources afdinan

i. Overseas direct equity investment in agricultuiisgncreasing (albeit off a low base) with
interest frominternational pension funds, sovereign wealth funds and multinationals
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ii. However, businesses need to meet minimum requirements (scale, governarargial
performance), and have the management capabilities (and access to advice) to sheozed

iii. To achieve scale, traditional lease and share farming models are gaining popularity (albeit
Y2RSauteosz a ¢Stf | a WwOzandslggeackiveth pgadicklarS Q O2 f €
knowledge requirements

iv. New forms of finance such as crovMiithding may present growth opportunities for some
businesses

c. Theincreasing levels of risk and complexi#gsociated with greater climavolatility, the
emergence ofhew types of technology, and reforms to water markets and statutory marketing
authorities

i.  The technologydriven trend ofincreasingoroduction and processing complexity,
sophistication and automatiowill require a more highly skilled but smaller workforce

ii. Broadly speaking, new technologies require workers with higher language, literacy, and
numeracy skills, hile highly specialised skillare required for some proprietary technologies

iii. High level risk management skills are required to mar@ignate volatility, particularlyfor
more complexproduction systemsvhere a poorly managkadaptation can be very costly

iv. The 202-07 drought diminished the financial capacity of many farmers to absorb and manage
the risks associated with greater business complexity

d. Inaeasing consumeademand for highly differentiated productwith specific attributes and
characteristics

i. Consumer demand for products perceived to have social responsibility or nutritional value is
increasing e.g. organic produce, free range eggs, nitraterhilk, hormone free beef

ii. Many opportunitiesfor highly differentiated products have been captured by niche processers,
although large processors aréikelyto increase theimarketshare, often through acquisition

iii. Key capabilities required faapturing price premiums associated with these types of products
include market research and development, branding and effective use of social media.

e. Therapid growth of social mediaand the emergence of new and leswst ways for agrifood
businesssto engage with prospective consumers, clients and partners

i.  Online channels are now critical to successful marketing, and a significant leveller for niche
food processors who can bypass traditional channels and communicate directly to customers

ii. Online cecreation for product, service and strategy development is being used successfully by
major businesses like Kraft and Unilever, but is alspedible optiorfor nicheplayers

iii. Social media can also threaten licence to operate if not managed; wedstbusireses and
industry groups do not have sophisticated social media and crisis managementissateg

4. These longer term and more recent trends, and the business models and structures associated with
them, will have profound implications for the future agofbworkforce

a ! dzZA OGN Al Qa FdzidzZNB F ANRTF22R ¢ 2 NJith Btddg §rowkhiin £ A 1 S
the proportion of professionals and technicians

b. Knowledge needs will be profoundly different: more advanced production techniques, leadership
management, mentoring, risk management, and the capability to translate R&D into products

|51
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c. Insome instances, businesses will need teskill their existing workforce. For other new and
emerging capabilities, the industry will need to attract and groveatirely new cohort of
technicians and parprofessionas that have yet to leave school

d. Larger and more sophisticated businesses (and some niche entrepreneuce)ntifilie tohave
the resources and capabilities to access new types of knowledge anécpsaatth minimal
government support

e. Inagriculture, the challenge for policy makers Wlto help those migize farm businesses with
seriousaspirations forgrowtt 1S G KS Wi SFLIQ Ayid2 GKS (2L 0NI Of

f.  Young farmerare best phced to make this leap, given thignd to be:attracted to larger farms,
better educated and connected, more receptive to new technologies, and more open to risk.

5. In the agriculture sector, the knowledge and innovation systieat support these changdsas also
been undergoing substantial structural changes, partly in response to the trends described above

a. The National Primary IndustriesIR& E-ramework isvorking toincrea collaboration,
ALISOALFEA&FGAZ2Y | YR gidsfaniial lDfragmeNtedieseardh yapabiiti€s y I G A 2 y

b. aSysgKAt S gKAtS SEGSyarzy Y2RSta KIFI@gS 06S502YS
sector investment has fallen dramatically as state governments have wound back their programs

c. These have been replaced ayvide range of increasingly sophisticated alternatives: consulting
services, value chain intermediaries, RDCs, industry groups, and farmer driven research groups

d. The need for new approachés verify, translag, packag and curae knowledgegiven the volume
of information that is now available vihe internet

6. In the food processing sectanuch of the research andnovationis undertakenby larger companies,
G & LIA Oy t K, Altmiighdhere are initiatives tbroaden researckollaboraion in the sector

a. Thestructure of the food processing sector means thke forgovernment is smaller, with a small
number of public research institutes working with a handful of food processing companies

b. However, there is concern that financially stieéc SMEsre failing to invest in R&D and/or
collaborate effectively with research partnets source echnologieghey need to advance

c. New types oR&D hubs/networke.g.Food Innovation Australia and the CSIRO Food Innovation
Centreareimprovingindustry access to publicly funded research and innovation

d. There areopportunities for researchers in these hubs to develop better connect with VET students
(particularly those already employed in agrifood) to raise the profile of new innovations.

7. Demandfor formal education and training has typically been low given industry preferences for easier
to access, more relevant informal learning modes, but there are moves to try and correct this

a. The number of higher education graduates, and VET enrolmentsamnpletions, have been
FLEftAy3a adSIRAfE@ O0FlYR 62yQli 06S KStLISR o6& +9¢ N
b. Many factors stymie demand including: the challenges of delivering into regional areas, industry

scepticism about the ROI fifrmal training, and a low regard for the career opportunities in the
sector

c. The willingness of employers to invest in workforce development will be tested by the increasing
expectation that they contribute tgovernmentsubsidised programs.g. thelndustry Skillsund
There are opportunities to make formal education and training more relegakill sets, a new
generation of agrifood coursesjassive open online coursedut it is too early to gauge likelihood
of success
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8. There isa need for greater cross indugtdirection setting and decision making relatedstalls and
workforce development, with apecificfocus on the following key challenges

a. Attract a new generation of motivated, skilled and smart workers that are not deterred by
traditional and unrealistiootions of what it is like to work in the agrifood industry

b. UpportSY G SNLINR&ASA Ay (GKS WFEALANI GA2YyIFEQ aS3YSyi
successful niche products that want to make a major productive leap

c. BEmbedworld-class business managent capabilities in formal and nefiormal learning channels
across the industry

d. Reconceie the role and relevance of VET in light of recent market reforms and the ongoing need
for more skilled agrifood employees

e. Supportindustry associations to work witheir members on workforce development

f. QeaeSYLJX 28SNE 2F OK2AOS I ONRaa GKS AYyRdzZAGONER GKI
development

g. Reconceie the role of government in quality assuring, translating, and disseminating knowledge in
the new digitalera.

Report outline

These key findings, and the supporting evidence and analysis, are described in much more detail in the sections
below. The structure of the report is as follows:

»  Sectionl provides theBettingl¥or an analysis of recent trendstime agrifoodindustryby first
describing how several decades of structural adjustment have been shaping the agriculture and food
processing sectar

«  Section2 to 6 then describe the fivanost significant trends thadtaveemergel over the last decade
or sq providing examples of new business models and strategies that have arisen in response to these
trends. Where helpful, the knowledge and skills implications for agrifood bussese summarised

»  Section7 summarises the key implications of these trends for the knowledge and workforce
requirements of the agrifood industry

» SectionsBand9describeK 2 g (1 KS WAYT2NNYI f QsydthdhStisuggosthe y R A Yy 2
agriculture and food processing sectors is evolving in respongesechangs summarising the key
consideratbns for policymakersof new developmenti research and innovation

»  Sectionl0repeats the analysis of the previous two sections for the formal education anmmrtgai
system that supports the agrifood indusifincluding the policy considerations associated with new
developments)

»  Sectionll concludes by outlining the oppantity for a coordinating body to champion skills and
workforce development for the agrifoaddustry, listing the key challenges that should be the initial
focusfor such an organisation.
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Therelationship betweerthesesectionsand thelines of enquiryoutlined abovels described below.

Tablel: Linesof enquiryand Relevanteport sections

1.How are current business models and structures changir * Sectionl (longerterm trends)
across the agrifood sector? v Section2- 6 (five most significant recent trends)

2.What are the characteristics of the current knowledge ~ * Sections8-9 ¢ informaland nonformal learningnodels
transfer models in the agrifood sector? . Section10 ¢ formallearningmodels

3.What are the impacts of changing business models on  * Section7 ( summary)
demand for education, training and skills development?  » Section2- 6 (specific implications for knowledge and skills

4.How should current knowledgeansfer models evolve to

better align with changing business models and structure * Sections-10 (analysis of new developmendmdgaps)

v SectionsB-10 (specific policy considerations)

5.What are the key implications for politcgakers? . o
» Sectionll (challenges for a coordinating body)

| 81
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1 The arifoodindustryis becomingmore polarised

Thelast threedecadeshave been geriod of significant change and ongoing adjustment across the agrifood
industryas Australia hasansitioned from a low to high cost exportandterms of trade and total factor

productivity (TFPyrowth have both declined. The resulting structural adjustment has seen the gap between

high and low performing businesses widen across the agrifood indggarticularly within the agriculture

sector. The growing levels of complexityh §t KAy GKS Ay RdzZAGNE QA o0 NRFRSNJ 2 LISN.
agrifood enterprises employing a wider array of strategies and business models and seeking the knowledge
required to make these strategies successful through a more diverse range of channels.

The following five sections of this report will explore some of the key trends that have bahapang
agrifood industry over the past decade and will continue to inflieethetypes ofstrategies andbusiness
models employed bproducersand processerfor the foreseeable future. These trends include

1. Theongoing erosion of profitabilityfor producers and processers as a result of greater market power
among major retailers and highput costs

2. More businesseactively seeking alternatives to bank deld grow their business through corporate
style models of business ownership and management or new sources of finance

3. Theincreasing levels of risk ancbmplexty associated with greater climactic volatility, the emergence
of new types of technology, arréforms to water markets anstatutory marketing authorities

4. Increasing consumafemandfor highly differentiated productswith specific attributes and
characteristics

5. Therapid growth of social mediand the emergence of new and levost ways for agibod business
to engagewith prospectiveconsumersclients and partners

Beforeexploring the nature and impact of theige trends, it is important to first understand tleamulative
impact of several decades of structural adjustminboth the agricilire and food processinggectos.

1.1 Consolidation and bifurcatiols acceleratingvithin agriculture

There are increasingly fewer farms

Between 1982 and 2013, consolidation within the agricultural sector saw the average farm size increase 13 per
cent from2,720 to 3,077 hectares and the overall number of farms reduce by more than a ginanter

178,000 to 128,917ABS, 2013Figure2 belowillustrates that the number of farm businesses has decreased
more rapidly than the area of land devoted to agricultural productiohiclv implies a trend towarsllarger

and amalgamated farm@roductivity Commission, 2014)

This pattern of consolidation does not apply uniformly across all industries. The shift towards larger farms has
been most evidenin the cotton, grains and pig farming industride decline in overalarm numbershas

been greatest withirthe pig farming industry. Other industries experiencing significant declines in farm
numbers ovethe past three decadesclude eggs, sheep and daihgdustriesthat havegone against the

trend of declining farm numbers include cotton, grapes, nurseries, poultry and beef @lductivity

Commission, 2005)
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Figure2: Number of agricultural enterprises and total area of fa(hBARES, 2013b)
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Structural adjustmentwill continue to drive productivity growth

It is important to recognise that the trend towards fewer, larger broadamnd dairy farms in Australia

combined with output growth at both the industry levels and for farms on average, suggests that farm exits
and entries have made a significant contribution to productivity growth. A re&astralian Bureau of
Agricultural anl Resource Economic8BARBEI.J- LIS NJ | NBwz3ide, dhdades il indiistry structure

and resource reallocation between exiting and entering farms have been an important source of productivity
growth in the broadacre and dairy industrig&Gray, et al., 2014)

¢CKS ! .1 wo{ LI LIS idrd ptodutivity grawth dependslonivhethierfscarce resources,

including farm land, labour, irrigation water and other capital, can move freely between farms to higher value
useg Y IR (i &buiice réaNdcation whether through structural adjustment or, more generally, resources
moving between farnts is an important productivity driver at an industry le¥éGray, et al., 2014)

ABARES argues thaisitherefore important for @vernmentsto promote productivity growth byensuring

L2t A0 aSidAy3aa R2 y2i AYLISRS Qy2NXNIFfQ adGNHzOG dzNI £ |
farm businesseés ® | A a UAdstaliggoverihrdent holiciesssociated with selected programs litk®ught

and rural assistancéhave tended to hamper, rather than facilitate, structural adjustnigi@ray, et al., 2014)

! Farm numbers across all years are not directi;mparablein this analysisUntil 198586, farms with an Estimated Value of Agricultural
Operations (EVAO) of $2500 or more were included in records of agricultural establishments.-87 1886EVAO threshold was raised to $20
000, and in 199D2, wagraised to $22 500, before being reduced to $5000 in 1983Further, from its 20086 agricultural census onwards,
the ABS has used a register of agricultural establishments maintained by the Australian Taxation Office, whereas iy piEadoitslown
register. This change is represented by a series break in the graph above.
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The gap between high and low performing farms is increasing

Thelast two decadebavealsoseena greater bifurcation in performance betweéighand low performing

farms in AustralialFigure3 illustrates that the gap between top and bottom performing broadacre fagras

defined by cash incomeincreased through the 1990sllowed by a period of stability before once again
increasing in the three years ending 2Q12. ABARES data indicatestthéile the bottom 25 per cent of

broadacre farms have struggled to generate positive farm cash incomes over the past 20 years, the top 25 per
cent of farms generated cash incomes exceeding ®BW0(in real terms) in 13 of the 20 years preceding 2011
(ABARES, 2013d)

The characteristics of the top 25 per cent of broadacre farms include:

» Higher rates of returng The top 25 per cent of farms recorded average rates of return of 5.9 per cent a
year¢ muchhigher than the average annual rate of return of 1.1 per cent a year for all broadacre
farmsover the three years ending 20¢12.

»  Disproportionately large share of productiog The top performing farms accounted for 53 per cent of
the gross value of broadee farm production over the three years ending 2612 compared with just
9 per cent for the bottom 25 per cent

«  Greater levels of investment Top performing farms accounted for 65 per cent of net capital additions
compared with 8 per cent for the botto@5 per cent of farmg over the three years ending 20412.

» Found among all locationg Top performing farms are found in most regions of Australia despite the
impacts of seasonal events and price changesoss differenpart of the country(ABARES, 2013d)

Revenue gowth is occurringprimarily among‘roductiveCand Worporatefarming segments

The patterns of consolidation and bifurcation over the past several decades has seen the emergence of a more
diverse range of farming enterprises that can be segmented according to multiple dimensions such as size,
financial performance, ownership struckiand famer aspirations.

Building on the work of Neil Barr in Victo(Barr, 2008)the Australia farming landscape can be categorised
into the five distinct segments listed belofDPI, 2012)Thespecificcharacteristics of these segments are
outlined in more detail imable2 on pagel3.

1. Amenity ¢ Smaller farms typically located in peniban areas operated patime for lifestyle reasons

2. Static¢ Medium farmsthat are focused primarily on dag-day operations witmo or moderate
growth ambitionsthat may range from financially stressed to comfortable and content

3. Aspirational¢ Family farmers making adequate returns on capital looking to grow their farm income
4. Productiveq Sophisticated large scale family farms run by professional farmers.

Corpaate ¢ Large scale farms with external (réamily) equity and/or a board of management with
external directors.

The approximate proportion and difference in out@ag measured by Estimated Value of Agricultural Output
(EVAO#cross thesdive segmentsareillustrated inFigure3 below.

| 11]
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Figure3: Farm segments High level distributiofDPI, 2012)

Aspirational

$ Estimated Value of Agricultural Operatiopsr farm

Number of farms

Using tle abovesegmentation, the agriculturalectoris currentlycharacterised by the following trends:

7

v~ StabilityintheWl YSy A (i @ Q HrhoNgpardirseIarh&rs/wiho value the amenity or lifestyle
benefits that come with farm ownership. These smaller size farming ventures provide rich social capital
to regional aeas and are a counter to the aggregation of traditional-simbd farmgRAI, 2014)

v CfdzE GAGKAY (KS adlfaimeds eithefiakljdsyoutfofarning & ¥t@nyfpf to make the
OA3 fSILI Ayild2 GKS WLINRBRAzOGAPSQ aS3avySyi

v OngoingANR g G K Ay (GKS WLINE RdzO {wwhiiSwl contyite toplayza Nigiddiddat (i S Q
role in the increasing size and productivity of Australian farms.

In looking at the current prevalence of corporate farritgs important tohighlightthe lack of consensus about
how they are defined (using either ownership or revenue metfid$)ere is agreement though thabrporate
farmsareproportionallyfew in numberbut extremelysignificantin termsof the sharevalueof production
output (McKinna, 2010)

It is also important to note that despite increased corporatisatiotiin the sector variants of thefamily
farming model whichcurrentlyaccount br approximately for98 per cent ofall farming establishmentswill
continue todominate the agricultural landscape in Australia for the foreseeable fukamily farming moded
have severatharacteristis whichcan provide greater resilience and flexibility relative to some corporate
farming malels. These can include higvels offarmer motivation, multi-generational and localised
knowledgeand skills, and lower overhead cogiécKinna, 2010; Keogh, 2013e)

It is important to recognise that challenges @i by sector

It must be noted thathe macro trends of adjustment and consolidation outlined above are not applicable
acrossall sub-sectors with agricultureAppendixB.1highlights some of the key trends and challenges across a
selection ofsub-sectors

For the purposes of this discussion, corporate farms are defined as businesses where there is an entity other thanitionitoaddamily or
individual that owns and operasethe business

| 12
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Description

Avg. turnover

Ownership
structures

Funding sources

Proportion of total
enterprises*

Predominant areas
of involvement

* Estimates only

Smaller farms typidly located
in periurban areaghat are

operated parttime for life style

reasons

$40,000

v Sole proprietor
v Partnerships

v Off-farm income

32%

Beef/sheep

Table2: Farm type segments

Medium farms with no or
moderate growth ambitions

that may range from financially

stressed to comfortable and
content.

$80,000

v Family farm
v Family farm partnerships

v Off-farm income

20%

Beef/sheepcropping

Aspirational

Aspirational family farmers

making adequate returns on
capital that are looking tgrow

their farm income.

$150,000

v Family farm
v Family farm partnerships

v Multigenerational family
partnerships

v Leasing
» Share farming

v Banks

v Pastoral finance companies

20%

Croppingbeef/sheep,dairy,
horticulture

Sophisticated large scale famil

farms run by professional
farmers.

$550,000

X

= Family farms

% Multigenerational family
partnerships

X

Multigeneratbnal company
and trust structures

v Leasing
» Share farming

v Banks

v Pastoral finance companies

25%

Cropping, beef/sheep, dairy,
horticulture, forestry

Adapted from(McKinna, 2010yilkinson, et al., 2011; SPP, 2008)

Large scale farms withxeernal
(non-family) equity and/or a
board of management with
external directors.

$4.400,000

Ya

X

B

B

X

Ya

Ya

Ya

X

External domestic or foreign
ownership

Listed venture

Managed investment schem
(MIS)

Family equity partnership

Direct equity investor

superannuation or private
equity fund)

External owner
Banks
Pastoral finance companies

2%

Dairy, horticulture, mixed
farming,beef/sheep, cropping
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1.2 Food procesers areunder increasin@inancialpressure

The performance of businessinthe food procesimgsector can be viewethrough the lens of the

three segment®utlined inTable3 below. All three segments in the sectqibara relatively small

number ofsuccessful nichprocessos ¢ are currentlyunder significant financial pressure. This is due to
changing market dynamiegithin the Australian food retail sectorincreasing costs and rising imports
from overseas food processorEhe firstwo of thesetrends areexploredin detail in Sectiong.1and0

of this report

Table3: Food processing sector segmeriddcKinna, 2012b)

Thriving in the specialty, gourme¢ Threatened speciegsmany are in  Australian strategies of many

Status channel. receivership. multinationals under review
i - v Global production footprint
’ _Typl(_:ally started by-2 v Often regionallyfocused p. . P
, individuals , % Welkcapitalised
Overview ) . v Usually outgrow family } .
 Growth often limited by ownershi » Able to invest to exploit the
I - p . .
availability of capital growth in Asian markets
Revenue < $10m $10- $300m >$300m
Multi-nationals listed on oversea
Ownership Privately owned Family or privately owned stock exchanges or private famil
companies.
Products Highly specialisedroduct ranges Narrow product ranges Diverse category mix
Brand Emerging brand awareness Weak to moderate brand strengt Global super brands

Larger companies account for the bulk of domestic consumption in supermarkets

Companies in the global conglomerasegment of thdood processingector account for the large
majority of goods consumed domesticallyough supermarket channelsigure4 belowillustrates that
the largest thregorocessorsvithin nine major food processing categories account for between 66 and
98 per cent othe salesof branded products in that categofyWoolworths Limited, 2014)

As a result of the high levels of dominance by global conglomerate across major food categories, the
opportunities for SMEs and niche producers to grow the miaskare of their branded products in these
categories will always be inherently limited.

3 All bar two of the top 20 food processing companies in Australia are multinationals with global headquarters outsideAustrali
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Figured: Supplier shareof supermarket sales across nimajor categoriegbranded products only)

(Woolworths Limitegd2014)

Dairy - Milk Dairy - CheesBairy - Yoghurt Breakfast - Small goods - Proprietary  Soft drinks -
Cereals Deli bakery Bottles and
cans

Top 3 Suppliers m Other suppliers

Uncompetitive SMEs are being squeezed out of the market

Small to Medium Enterprises (SMEsyhich comprise 98 per cent of the 22,000 busineshén

Australian food and beverage sectqrarethe segmenturrentlyunder thegreatestfinancid pressures.
Many SMEs are family owned businesses that have grown opportunistically rather than strategically.
They often do not possess the scale or management expertise to meet the demands of the major
supermarket retailers who generally denthminimumsale thresholds, yeamound supply capability,

high quality and safety standards supported by sophisticated IT systems, sophisticated marketing
support and above all, attractive trading terms. Many SMEs also lack the agility and marketing
capabilitiesof the emerging generation afichefood processors

Global conglomerates in the food processing sector are also under pressure

Relative to SMEs]abal conglomerates in the food processing seet@ more reliant orthe bigtwo

supermarket chains for sale&s a resulttheir levels oftrade spendon discounts and promotional

allowancesre higher and theyare also more vulnerabl® deep discountindy supermarkets and
growingcompetitionfrom private label brandsThe greater gposure of the large food processing to
supermarkets in their gross sales is shdvigure5 below. Figure51 f a2 Af f dZA G NI G Sa GKIF
businesses haveraore balanced channel breakdown and a greater increased presence in channels that
have lower share of trade spend (as reflectedhia tifference between gross and net sales).

The challenging market conditions that global conglomerates operating in Australia have faced over the
last ten years have also limited their ability to invest in long term growtk.Managing Director of US
owned SimploR a f 2 OI frecéntly®rplaiieih ghallenges faced by many food multinationals
operating in Australia:

In Australia we are constantly bidding for our capital from our international parent against the other
businesses that they have irhet parts of the world. And because most of that capital is coming

from reinvestment, our profit performance is the major criteria on which we get our brownie points
6KSYy ¢S 32 YR Fal FT2NI Y2ySeod {2 AT rs@edehére 21 I
in Australia with the no#tradables cost just climbing and, really, quite a cap on the pricing and the
available profits within the supply chain in Austrglidie Australian, 2014)
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Figure5: Gross and net sales mix by participant group (F¥NRBFC, 2014b)

2.0% 1.3%

Gross sales Net sales Gross sales Net sales

Majors Tier2

m Top 2 retailers m Other retailers m Food service m Direct to consumer m Export

b2GSY ¢KS NBaLRYyRSydGa G2 GKS ! CD/ adz2NwSe OflFaaAFASR | a
$1bn and greater than employeesz n nn® ¢ KS NBYFAYAy3a SAIKEH QAW NI AOA LI yi

Businesses are increasingly focused on just surviving

As a result oflecliningprofit margins across the sectdibod processorbaveincreasingly focusetheir
capital expenditureon just staying in busineggrather than growing or investing imew capabilities
Data froma recentAustralian Food and Grocery CounaiFGEsurveyfound that ketween 2010 and
2013 the Compound Annual Growth Rate (CAGR) of capital expenditure ditegted NR& Wa
0dzaAySa4Q O0ADPSD YIAYdGlIAYy SEA&GAY3D | (Bgued.a | yR

Figure6: Purpose of capital expenditure among food and grocery manufacturing
companies with production facilities in Australia (n=@&F@&, 2014b)

FY10 FY11 FY12 FY13

m Stay in business (CAGR=16.2%) m Growth (CAGR 8.6%)
m Cost savings/productivity (CAGR 9.3#4) (CAGR -20%)
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Scale is needed to survive

Given herelatively smala A T S 2 ¥ domdsiidinMiket dntl thedstsassociated wittservicing
exportmarkets,means thatopportunities for food processing companies to grow significantly are

primarily imited to the acquisition of their peertn their 2012 report, the Government funded Food

Processing Industry Strategy Group suggesk | {ittout & significant increase in the domestic or

export markets, further consolidation of the sectorfietonlyY S ya 2F 3ISdGAy3 aolfSéod
notesthat increased scale through consolidation does come with cbsdsistry feedback fromesearch

conducted by PwC into businesses in the food oils and flour millingesttbrs found thatonsolidation
keepsoverheads such as head office costs down, and can allow for economies of a scale in sourcing and
producing productsBenefits from these economies of scale can be dissipated though thiogigér

distribution costswvhich can be associated with consolidet{DIISRTE, 2012)

Opportunities and challenges differ byub-sector

It is important to recognise that the historical performance and future challenges and opportunities vary
across the food processing sect8ppendixB.2highlights some of the higlevel trendsand challenges
across major food processisgb-sectoss.

1.3 Successfullsinessesrerespondngin two ways

Inlight of heightening competitive pressures and ongoing adjustment and consolidatioasthe
agrifoodindustry, businesses face two fundamentally different types of strategies if they are to be
successful going forwardsheseare to become either amall scalgroduceror processorof niche
products or alarge scalerolumeproducer orprocessor These strategies are explained in more detail
Figure7 on pagel8.

In light ofthe declining number of mediursized farmsn the static and aspirational segments and the

decline in more traditional food procesgi{ a9 a3 (KS WY A RRThét of pridiciag o & G NI { S
differentiated mainstream goods without a clear cost advantaggookingincreasingly less viable.

Those producesand processorshatareA Y G KA & W YwillRlIRia®ly fAcK Ihetiffidui0

decision to either pivot their business towards proding moredifferentiated niche productsor to

invest ingrowing sufficientlyto compete in larger markets

It should be noted that that the bulk of the value generated by successful businadbesagrifood
industrygoing forwards will be through the large scale volumeducersand processordiVhile the
importance of nichgproducersand processors will continue to increase, their contribution to the overall
competitiveness and profitabilitgf Australian agrifood is likely to remain limited (RAI, 2014).
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Output
share*

Sourceof
advantage

Knowledge

acquisition

Summary

Key challenges

Figure7: The three main strategic positions for businesses iratrood industry

Farmersor food processing business
typically small in sizethat have
successfully captured price premiums
through theproducing highly
differentiatedproducts for specific
customer segments or markets

Small to mediunfarmsor food
processing SME® longer able to
compete on pricevho lackthe capital
and capabilities required to service
major domestic and overseas markets|
or develop new ways of vakaslding.
They may be takevertargets.

Niche producer Middle ground Volume producer

Corporate or large productive family
farms and large national or
multinationalfood processing
companieghat haveinvested irthe
capabilitiesand infrastructure required
to meet theneedsof supermarketand
corporate overseasiarkets.

5% 15% 80%
2 Egﬁ;ﬂ:'ﬂaézd products A Scale efficiencies
i . A Quality and safety
A Novel marketing approaches A Limited .
A Consistency
A Alternate sales channels A Capacity to invest in R&D
A Elevated importance of brand pacity
A Growth A . ) .
A Access to capital Ac_hlevmg agoing productivity
e . gains
A Mamtamn_'ng_umque product . o Achieving scale A Maintaining a safandreliable
characteristics and/or production > . .
techniques 0 Seel@ddltlongl capital required to supply of products )
A Compliance with informal remain in business A" Access to labour and capital
regulztion o Sell up to a largezompetitor A Compliance withinformal
A Developing new sales channels A ﬁgﬁ:g;gi?]s social license
A" Finding a buyer (eventually) 9
A Advisors/consultants
. o Advisors/consultants 4 Professional networks
. Professional networks ) )
. Higher education o Extension programs A Nat!onal and global experts
Mentorin - RDCs A Online
° Suppl cgain artners . TAFE » Research groups
° PPl P o Print media A Higher education
4 Internal programs

*High level estimate
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2 Changing market dynamics and higher costs
have erodedorofitability

2.1 Thetransferof valuefrom pre-farm gatehas accelerated

Value in theagrifood industryis now largely created posgfarm gate

Over the past 100 years, the proportion of the value of the final product that farmers have received has
steadily decreased as show inFigure8.

Figure8: Value creation in thagrifood industr Commonwealth of Australia, 2014b)

100% -
80% -
60% -

40% -

Share of total selling cost

20% -

| I

1900 1950 2000
Year

0% -

m Average cost of production Additional price to consumers

Note: Graph represents a general trend, which also applies to agricultural production.

The share ofralue forproducers and processotsas rapidly decreased

The past ten yearbas seen a dramaticansfer of value fronproducers and processots consumers,
supermarkets and corporate food servicangpanies. An indication of th&hift isthe relativefinancial
performance of theood and grocery manufacturing industayd the supermarket industry. The former
declined by 0.1 per cent CompoundAdnual Growth Rate (CAGR) between FY08 and FY12. Within a
similar period of time FY08 to FY1@supermarkes grew by 4.7 per cent CAGRFGC, 2014b)

Arecent AFGC survey of found that the profitability of the survey particgofell over the last four years

¢ with gross margins reducing from 41.0 per cent in FY10 to 38.5 per cent in FY13. Over the same period
of time the trade spend the sum of trading discounts and promotional allowangéscreased against a
backdrop of flaflining sales result$zigure9 below shows the increase in trade spend and desein

gross profit for the past three FYs among respondents to the AFGC survey.

| 19



AgriFood Skills Australia
Contemporary business strategies and learning models in the agrifood industriarch2015

Figure9: Gross profit and trade spend of survey respondents (nfABEC, 2014b)

$6,000

wool e
$4,000 |
& $3,000 - |
$2,000 - |
$1,000 - |
$0

T T T 1

FY10 FY11 FY12 FY13

m Gross profit m Trade spend

The market powerf major supermarketsetailers and corporate food services hascreased
The pasten years have seen a step change in the corporate stratefitne two big supermarkets. The

catalyst for this change can be largely attributed to the takeover of Coles by Wesfarmers in 2007 and the

subsequent appointment of a new management team at Coles in ZD@&. the last five yearshe new

managementat Colé& | @S SYoF Nl SR 2y Iy 33aNBaaAdS odzarySaa |

market share. Key strategies have included widespread store refurbishments, aggressive price
discounting, and initiatives to improve supply chain efficiencies.

Inresponsez / 2f SA4Q &4dz00S&aa¥dzZ SFF2NIa G2 NNBad Ad

YIye 2F aiGN}GS3IASE R2LIIISR 0& AGA YIF22NJ NROIf
- which Woolworths responded to in 2011 with its own "Knockdowarhpaign and its lodeading
discounting of key staples such as milk and bread.

The current private label market share has also grown dramatically over the past ten years. Recent
research by Nielsen found that private label products now account foiroaeery five supermarket
dollars spent in Australia, a close to doubling of the same figure in 2006.

As a result of these pricing pressurtge growth of private label market shassnd ongoing range
rationalisations on supermarket shelygsoprietary band owners are having to discount to protect
market share and sheffpace As a result of these pressures, maegond tier brands are disappearing
from the market. It is also getting harder fprocessos to get products into the market, with
supermarketsrequiring promotional support and significant investment in branding and marketing for
packaged goods prior to their initial listinfhe cumulative effects of increased price competition,
private label share and market entry costs have resulted in arativeet decrease in branded Stock
Keeping Units (SKUs) over the past four yeas illustrated irFigurel10 below.

* Coles launched own brand 2L bottles of milk for $2 and own brand bread loaves for $1 in22fidve that vas immediately copied by
Woolworths.
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Figurel0: Volume of SKUs produced by food and grocery manufacturing
companies with production facilities in Australia (n=(@§GC, 2014a)

2,000 -
1,500 -

1,000 -
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| 1,004
500 1,030 1,048 Deleted branded SKUs

. . . ) New branded SKUs
Sy Py FY13 ——Net branded SKUs
-1,179
-1,681 -1,743
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-500 -
-1,462
-1,000 -

-1,500 -

-2,000 -

The current challengingonditions forfood processorsvorking with the two big supermarkets were

KAIKEf AGKGSR Ay bAStasSyQa -tN&oORShéprocessdrislinfeyed hy Nidlgriy S G S NJ |
in 2013 for the report believéthat conditions had deteriorated in the past yeRrocessor&entified

their biggest concerns as pressure on trading terms, an inability to pass on price increases and the

increasing cost of serving major retailers. Feaviyp per cent ofprocessorsad that their volume had

grown but only 34 per cent saw profit growth and 22 per cent had profits fall during the survey period
(Ferguson,201® ¢ KS | ANR Odzf GdzNI & / 2YLISGAGAGSYySaa DNBSy ¢t
edSt 2F YIFN] SO LR6SNI GKNRdAK GKS adzZlll & OKFAY wAaeg
(Commonwealth of Australia, 2014b)

Evidence suggests thtte marketpower of the two big supermarkets in particularay beplateauing

with an increasing public backlash against supermarkets practices with suppliers and the Australian

I 2YLISGAGARZ2Y 9 [ 2yadzYSNI / 2YYA&aaA2yQa RSOAAAZ2Y AY hi
related to alleged unconscionable conductarst five suppliersThe recent ACCC action indicates a

broader trend towards regulators intervening more frequently and actively irséggnent of the

market.
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2.2 Costdor agrifood businesses continue to rise

Input costsin food processors are high relae to other countries

The cost of doing business in the Austrakignifood industryis high. Commonly citecst pressures
from businesses in the sectircludelabour,transportation, utilitiesandrent. Recent analysis by KPMG

F2dzyR GKIG O2ada Ay !'dzAGONFfAlFIQa F22R LINRPOSaaAy3d a:
from North America, Europe, and Asia Pacific that included in their benchmarkingcsagdiustrated
in Figue 11 below (KPMG, 2014)
Figue 11: Ten year average annual location sensitive costs within agrifood indud{#&sG, 2014)
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Country
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An increase in informal regulation through private standards has also increased costs
Over ten years the level afgrifood industryhas seen a significant increase in the volume and scope of
private standards developed and applied by supermarkfetsd services companiesd major
restaurant chainsThese standardsancover anything fronaesthetic such as size, colandshapeto
logistical issues arounroduction, packaging, and handling of food products to food safety
NEBIljdZANBYSYyGas 2NJ WONBRSYyOSQ OflAYa adzOK & GK2&S |
which relateto food safety are often now more stringent than public standards set by government
bodies dealing with food safe(fRichards, et al., 2013)
The costs associated with applying these standgndkich typically are not harmosédc and of
undertaking third party auditing are borne pyocessos. Farmers have also been required to invest in
specialised equipment and technology to fulfil the requirements of buyers and their systems of
complianceOne local food regulator recentbbserved that:
¢CKSNBEQa GSNER aA3dyAFAOFIY(d YIFEN]QSG akKAFda gAGK (KS

[Woolworths and Coles], but also the independent chains have, in the past 10 years increased their
demands for food safety and quality, their demda for Hazard Analysis and Critical Control Point
(HACCP) systems, pushed back the costs of production, and the costs of inappropriate production,
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such as recall costs, back through their systems, so thairdeessos are bearing more and more of
thosecosts(Richards, et al., 2013)

The value of theAustralian dollarhas risen dramatically post I@bal FinancialQrisis

The rapid rise of the Australian doliggkUD)over the past decade has challenged Australian agrifood
busiresses across the value chain. In 2011, the AUDAU& (USDgxchange rate was more than fifty

per cent above the average exchange rate for the period since the dollar was fipaseshown in

Figurel2 below. This was the result of a series of factors including capital investmem iAdstralian
resource sector, high commodity prices and investors seeking stability during the Global Financial Crisis
(and later, the European sovereign debt cri@rton, et al., 2012)

Figurel2: Effective real exchange rate over the past ten y¢Bemk for International Settlements, 2014)
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¢CKS KAIK R2ffFNJalg ! dzZAAONIfAFIQa AYGSNYyFriGAz2ylrt O2Yl
exports depend, deaie heavily(Department of Industry, 2013AFGC, 2013Australia, a high cost

processol(with some of the highest labour and utility costs of all mature manufacturing economies)

suffered a signif@nt decrease in export demanBrocessas revenues and margins dropped, which in

turn restricted their ability to invest in innovation to achieve productivity growth. This exacerbated

difficulties for farmers who were already suffering from low yields ttudhe ongoing droughfPotard,

2014) In the domestic market, international competitors took advantage of the high value of the dollar

to increase exports to Australia. Imports from global exporters (especially of processks) focreased

its share of total food and grocery turnover and in 2009 Australia became a net importer of processed

foods and has stayed so in subsequent years.

2.3 The big two supermarkets have-shaped supply chains

In an effort to reduceheir costs andncrease the predictability of supply, tieo bigsupermarkets
fundamentaly re-shaped the nature ofdomestic agrifood supplghains over the past ten yearBhe
impact of these changes on business models across the sector are explored below.

Y/ f 222RIQ adzli & OKFAya FINB y2¢ (GKS R2YAYlLYyd Y2R
Coles and Woolworthisave led a movementtowardéS ¢ (@ LJSa 2F WOt amkidhRret 2 2 LIQ ¢
based uporstrategic links between partner§heyare managed centrally by supermarkets or by a
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supply chairicategory captaifbr fulfilment manageron their behalf An example of these new types of

WOl GS3I2NE OFLIWIAYaQ Aa (GaS studdanipage2R NR dzLJs g KA OK A& |
2 KAES WwWOf2aSR 221LJ0 adzlll) @ OKFAYy&a &aKFENB a2vYS OKLF NJ
supply chains, the hybrid owenship models they employ are fundamentally different. The common
FSIGdzZNBA 2F (GKS (eLlSa 27F WOt wabfBRupenmkdid@re shondidt &8 OK I ;
Figurel3 below.

Figurel3: Key features of a closddop supply chairiMcKinna, 2010)
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2 KAES a2YS StSySyida 27 wOt 2cwmlSdRorotessskiuchasithapdineg OKI A y
book pricing modél(which can make it easier to manage seasonalaigkrelationships with supply

chain partner¥¢ supermarkets often use their bargaining power to negotiate highly favourable trading

terms. These trading terms with the supermarkets are typically around 12 pe2€entof the

wholesale selling price, which is comprised of a combination of settledisobunts, volume deals and

rebates. Other costs for suppliers associated with more sophisticdt®d 2 &8 SR f 2 2 LJQ & dzLJLJ @&
arrangements include:

v MAYAYdzY GKNB&aK2fR ljdzr yGAGASE YR LISYyFfGASa F2NJ

»  dgnificantinvestment in inventory management systems and quality assurance systems and
skilled staff to operate them

»  Investment in logistics technology such as compliantdmating, labelling, scanning devices,
updated product codes, et(Mcknna, 2010)

tfy2ad Fff WOt 2 a Sdmnioditg linéhova ziaksihigtoricalknkermgdiaries fudhlas

central markets, with produce goimirectly from farms to stores. For example, fruit and vegetables are

now packed into returnable tes which arghe same containers from which the shopper selects the

produce. In the meat category, supermarkets have moved to a case ready system where they buy store

cattle from breeders, have them finished on feedlots, slaughtered, boned and packgzbition cuts,

weighed, priced and delivered to shops on a demand basis. A handful of largeadgdacilities are
NEBalLR2yairoftS FT2NJ &SNIA OA y{McKitng, 201@ dzLISNXY I N] SGAQ NBIj dzA |

The growth irclosedloop supply chiaas and the evolving expectation of the big two supermarkets has
also led to a growth in new types of supply chain intermediaries that work with businesses wishing to
build new relationships with the major retailers. An example of this includes RANG&anline

service that connects agrifood producers and processors with major retailers which is pro@lasgen
study2 on page26.

® Under this modesuppliers paid at cost for produce plus an agreed margin.
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Supplying supermarkets now requires critical mass and smaller players are being sedeet

¢tKS ySi STFFSOOG 2F wOf2aSR 2210 adzZl)S & OKIAya
discussemn page 22is thatdirectly supplyng supermarkets is now beyond the realm of the average
producer or processorAs theDirector of Industry Affairs at the Australian Food and Grocery Council
(AFGC) recently noted:

It has never been harder to build, sustain and grow a successful foodaathgbusiness than it is
today. Traditional suppleretailer relationships continue to be tense, with considerable influence
applied by retailers to a broad range of key areas such as delivery requirements, packaging
specifications, transport and stock megement(AFGC, 2013)

Smaller to medium producers or processors that no longer have the volume, working capital or
administrative resources to supply the major supermarkets are forced to sell through other channels
such as cemal markets or intermediaries (such as agents and merchants).

Case studi: Costa Group SA

Costa Group SA Supply chain fulfilment manager

/ 2&i1 DNXRdzL) A aprotedsarinitketerrahd@x@porterlofNiHit&udid egetables, providing leading logistics
supply chain capabilities to major retailers.

While many major retailers including the large supermarkets are pursuing elogpdupply chains, Costa Group remai
one of the few vertically integrated businesses in horticulture. In recent years, it has reduced its number of horticult
categories to those in which it judged itself to be the strongest and where the greatest market opportunities existec
Today, its core prodie categories include avocados, bananas, berries, tomatoes, grapes, citrus and mushrooms.

According to Richie Roberts, the South Australian Divisional Manager of Citrus at Costa Group, closed loops supp
provide a level of credibility and qualitpmtrol that other producers cannot guarantee through only partnerships and
agreements. According to Richigrtically integrated businesses that grow, pack and market their own horticulture al
better able to identify supply chain efficiencies and inceetige volume of produce into major market segments.

Today, Costa Group has more than 40 farming, wholesale market and distribution operations natieqakying to oer
4,000ha of farmed land and 20ha of protected glasshouse production.

According to Rhie Roberts, the focus of Costa Group, at least in horticulture is as much on supplying major retailel
is in international markets, particularly Asia. To cater to consumer demands abroad, Costa Group uses advanced
machinery For example, it is caful to measure the brix level (the sugar content) of its citrus exports, particularly to
sugarsensitive markets such as Japan.

Costa Group is a highly geaghically diversified busineswith farms throughout the country to reduce extreme climate
riskbut also to ensure yealR dzy R & dzLJLX & 2F AG& LINRRdzOS® C2NJ SE YLX
Queensland and the north and south of New South Wales, ensuring it can deliver on the demanding supply schedi
required by the major supermarkets.

For midtier managers, Costa Group has a specially designbdiiae professional development program edi¥/ 2 a (i
alyF3SND Ay 6KAOK LI NILGAOALIyGa fSENY Foz2dzi GSFY | yF
level. While a formadjualification is preferred to reach this level, there is recognition in horticulture that experience it
sector is often as valuable as a formal qualification.

¢KS NBad 2F /2adGl DNRdzZJIQa 62NJ T2 NDS A andYolvskilfled dasdal2z T &
workers. In South Australia, Costa Group is a major employer of unskilled labour, recruiting up to 1000 casual worl
pick and pack citrus fruits during peak seasonal periods.

The pack houses in which these casual employees arerlasually large enough to justify automated efficiencies. As a
result, there are a small group of highly technical Costa Group employees and select specialist contractors that Cg
Group can call upon should there be specific technical issues.
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Case studp: RANGEme

RANGEmMe connecting niche processors to major retailers

[ FdzyOKSR Ay al NDOK wnanmnX w!bD9YS Aa | WRANBOG fSIR 3
time-scarce category buyeet major retailers.
w! bD9YS C2dzyRSNJ FYR /9hs bAOl& WHO1&d2YyZ F F2NN¥SNI YL

and Pepsi, developed the idea for RANGEme followinghiénst difficulties in attracting the attention of major bugeio
stock her baby skincare range.

In its initial exploration phasdacksorundertook an extensive market research exercise to confirm both the demand
supply for what would eventually become RANGEme. The research confirmed there was a sigrsicanedit between
category buyers and processors. Small processors were finding it exceedingly difficult to gain the attention of retall
0d2SNBEI IyR $gKSy (GKSe& RARI ¢SNB 2 Taitéhymatiaht mddiniSbusngsses F
Oy &LISyR tFNBS FY2dzyiia 2F GAYS | yR NB daekdosiySMeanivigl® | A
major retailers are increasingly looking to stock locally produced, healthy, functionalddmddind it frustrating that the
large majority of small processors often do not present all the right information.

G{ dzLIJLX ASNBE YAIKG KFEGS FlLydlradgad ARSFa FyR LINBRAzOG &
whileo dz&2 SNE I NB @ ARSBYy QR 2By @ 6 KE YAdaa 2dzi .2A¥sughRANGEfd: A
been developed in conjunction with buyers to get the pitch right the first tiAeit is today, RANGEme streamlines the
supplierbuyer connection by allowing suppliers tplaad their products and information. Category buyers, confident t|
the correct information will be presented, select processors with whom they would like to explore partnership
opportunities.

To date, buyers using the service include major retaileck 13 Coles, Toys R Us and leading retail chemists. Howeve
sellers registered with RANGEme are many and varied. Accordiiagkeonbuyers will vary from small, new processor:
seeking to develop their first retail offering to large international preoes seeking to enter the Australian market
through a major retailer.

The success of RANGEme is in part due to the push by major retailers to shorten their supply chain through direct
with partners (removing the brokers or agents that have tradiilynlinked the various segments of the supply chain).

This is driven by the continued fragmentation of the agrifood industry in recent years. In particular, the rise of healt
WILIINB Sy il 0ABSQ F22R 27T TS NAhofmediunksizeiprodeSsSrywithi gteniurs pr@IneB.S vy ¢
Consumers now have a wider variety of produce from which to select and increasingly, are choosing these premiu
brands over large scale processors.

In less than a year, RANGEme has grown to include over 30 na&taikdr groups that buy products for more than 600i
retail sites. Its greatest challenge and opportunity going forward is growing the number of suppliers using the servif
help them communicate directly with buyers in a cefficient, effective andtraightforward process.
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Knowledge and skills implicationSupplyingsupermarkets, foodservices companies and major
restaurant chains

As discussed above, the evolutiondoimesticsupply chaing particularly the growth of informal regulationhas
imposed a raft of new knowledge and skill requirements on agrifood enterprises supglyagmarkets, foodservices
companies or major restaurant chains

For managers of food processingnepanies, the following capabilities are now critical success fattasder for
business to meet the requirements of supermarkets and ttreéid party auditors:

Marketingand sales

% brand development

v product development

% packaging

v category management

% supply and demand management (i.e. Sales and Operational Planning (S&OP))
% business management

% pusiness planning

% risk management

v negotiation and communication skills

Technical skills

% developing and managirepamles$HACCP plans and systems
v transport andogistics

v sustainability and measurement oérbon footprint

% OH&S.

It should be noted thathird party auditors typically require detailed documentation as proof of compliance, much of
which needs to baigned by formally qualified staff

For frontline production staff in food processing businesses, key skills requirements now include compliance with ¢
requirements anchow to usethe types ofelectronically controlled equipment thahat arenow used to comply with new
quality, safety ad integrity standards.

For farm businessethe advent of integrated supply chains, higher levels of supermdekketegulation and a greater
focus on traceability has increased the imperative to be trained in processes and systems that impact frpwirntheir
the supply chain, all the way through, includiMcKinna, 2013a)

v supply and demand and logisticeanagement
v HACCP accreditation and auditing

% compliance accreditation

% chemical handling

v general food safety

v product quality assurance

“ OH&S.

The major supermarkets have developed formal training programs to better serve the needs of their suppliers over
past five years. For examples, in 2011 Coles partnered with Advancing Food S&etyistered Training @anisation
(RTOY; to develop and deliver three qualifications (a Certificate and Diploma in Quality Assurance and an Advance
S5ALX 2YF Ay vdzZrfAGe al ylF3SYSyido T2N SyLX 2e88S8a 2F [/ 2f
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2.4 Businesses are outsourcing roare activities

With the everincreasing need to seek efficiences a resulof declining profitability many agrifood
businesses are otgourcing what they view as narore competencies to external parties. Functions that
are commonly ousourced include logistics, mafacturing and marketing. Increasingfgod processors
are also contracting out parts of their production process which cannot be economically dbioeise

(e.g. slicing vegetables or manufacturing products with small production runs).

A 2010 survepf 500 food processing businesses in Queensland focused on contract manufacturing
found that 19 per cent of businesses reported contracting out and 28 per cent contracting in. Business
growth and product expansion were the most commonly cited reasons forgemg&n contract
manufacturing at 83 and 69 per cent respectiv@geensland Government, 2013)

The rate of outsourcing varies across industries and within them, the size and nature of a business. While
small businesses mayeseutsourcing as an effective method of remaining competitive with larger
businesses (without the need for significant capital ougayhich they may not possess), larger
businessesnay also see it as a good overall approach to cost redu@@oeensland Government,

2013)

Within agriculture, outsourcing rates differ across industries. For example, an analysis of farmers in
Western Australia found that wheat farmers are much more likely to outsource cropping tasks as the
production stages in cropping tend to be short, infrequent and require relatively few complex and
distinct taskdRose & Kingwell, 2009)

It isworth noting thatAustralia lacksn integratedfacility akin to the Food Bowl in Auckland (€&gse
study 3 below) where food processors can outsource multiple parts of their operations related to
product development, testing and production.

The trend towards outsourcingis particularlycommon amongyounger agrifood entrepreneurs

An extrememanifestation of the trendowards outsourcingnon-core competencies are those
businesses that focus solely on product development and branding. These businesses typically
manufacture niche products with associated price prenstinat allow them to outsource the majority
of their operations. Examples of this business model include the iced tea Nexba and Yuermeéaly
to-eat bircher muesli tub. Both companies directly employ very limited numbers of staff.

Anecdotal evidence suggests that this busimasslel is particularly popular among the younger

ASYSNYX A2y 2F FT22R YR 0S@OSNI 3IS Sy i NS LNBufdsrdzNE & Ly
G2S gyl (G2 T2 Qdeiing#hgbrandkahd ofirgmssigaliivaeyiew product

RS@St 2 (BxilSyaD¥4)

The growth in onlingdirectto-consumer sales channefsgiving younger and socially mediavvy

entrepreneursa route to market outside of the supermarket channel. Often the following of these
entrepreneursbuilds to a point where they are approached by supermarkets with an offer to supply

them. At this point, these entrepreneurs typically require access to additional capital to exqahdill

either bring in an investor or sell out.
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CasestudgY ! dzO1fl yRQa C22R . 2
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Food Bowlg Purpose built facility for processors to develop and esburce new products

¢S LLlz YFA 62NJ GKS WwC22R .26fQ0 A& | FrOAtAdGe ol aSF
Auckland Airport that opened in 201The Food Bowl is
designed taenable food manufacturers to develop and test
new products for trial marketing and eventual
commercialisation, specifically for the fast moving consum
goods market. Users of facility have 24/7 access to six a
processing halls that are food safe and expartredited in
most major overseas markets as well support from produc
developers, certification agencies, business development
experts.

According to Tony Nowell, chairman of New Zealand Food
Innovation Auckland and operators of the centre, the Food
BowlAda RS&aA3IySR G2 | RRNBaa i
companies who want to commercialise products and the
NEaz2dz2NDSa I grAatlroftsS G2 SylotS GKIG O2YYSNDAIFtAALlI GAz
Since opening, the Food Bowl has also been used by Australian companiesntlelseorganicoffeeprocessos Di
Bella Coffee who plan to use the Food Bowl facilities to develop their new Espresso Kick + Latte energy drink whic
requires hightemperature pasteurisatioig a production technique that only large milk and beverage companies poss
iy 1 dzZ2aGNFfAFID® ¢KS T2dzyRSNJ 2F 5A .Sttt /2FFSSs ttHers f |
nothing like this in Australia."

Sources(Morgan, 2013; Goh, 2011; Food InnovationWak, 2014)

Knowledge and skills implicationsOutsourcing norcore activities

The recent Queensland Government survey on contract manufacturing found that many businesses do not take ac
steps to protect themselves against legal disputes over quality of products and services, or ownelrgeiteotual
Property. Of concern wa that that over half of businesses surveyed operated on verbal agreements, with only 31 pe
having agreements drawn up by external legal experts. A common source of conflict is when there is no clear
understanding of liability of parties when transgiog product, which can arise when there is:

% breakdown of refrigerated transport
v failure to handle and deliver products correctly at point of dispatch or delivery
v divergence between actual and expected delivery time fraf@seensind Government, 2013)

It is also becoming more important for businesses to clearly understand their legal liabilities and responsibilities an
managing the risk associated with outsourcifgr example, under chain of responsibility regulati@sompany that
uses a trucking contractor can the held accountable if there is an accident if it can be proven that it put ppastere
contractorto meet a time schedule. Similarly business using a contract labour firm are responsible for OH&@ismd
compliancefor migrant workers; something that many stakeholders are not aware of.
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2.5 Producers and processoase pursuing alternate channels

Smallerprocessor and processsrare proactively targeting norsupermarket channels

Manysmall andhicheproducers and processoese proactively targeting neaupermarket channels
such asndependent retailersfarmergmarkets and farm gate sales, or-tne (McKinna, 2010)Success
in thesealternatechannels is usually contingeon developing more sophisticated marketjranding
and sales skills.

The importance of alternate channels for niche and SME ¢ Af&odlprocedsorss illustrated by the
relativelyhigh contribution that sales througihe directto customer channel made to the net sales

NE@SydzS 2F NBaLRy RSy i aFigirgl4telovp AlBcughhtB &b gmall wihdahlygg S & 0 & ¢
3.9% of total food and grocery sales in FY2@&ks through théirect to customer channel also

experienced the largest percentage growth among megfents to the AFGC survewith a CAGR 13.3

per cent over the past four yea(dFGC, 2014b)

OneSEFYLX S 2F | LINBRdzZOSNJ LIdzNEdzZAy 3 Ayy2@F GA GBS | GSNJ

banana grower. Mackays triatleselling their bananas through two vending machines. Following the
initial success of these machines they recently established vending machines that dispenses a range of

inaSkazy FNUzZA G yR @S3Sil qABS, 2a19)l O1 4 (y26y a GKS Wi

Figurel4: Net saleSby channels for respondents to AFGC survey (nGIBEC, 2014b)

1%
Majors I 13% 28% 57%

1%

Tier 2 %) 12% 34% 44%

Export mDirect to consumer mFood service mOther retailers mTop 2 retailers

Farmer€dmarkets are growing in popularity

In recent years, farmef¥narkets have grown so rapidly in popularity that they are now considered a
significant channel in their own right. Many of the 150 farn@emarkets in Australia are professionally
run and managed. Farmeé@varkets currently account f@evenper cent of fesh food sales in Australia
but this figure is rapidly growing. Compared to central markets, farheaskets are perceived to be of
fresher and higher quality due to the direct connection witiecessos and processarProcessasand
processomare oftenable to sell their products at farmelnarkets at a premium (or at a minimum, more
than would be paid by wholesalers). Farn@narkets have worked well f@green Eggsa Victorian egg
farm, who sell the bulk of its product through a highly coordinatechtExsCmarket network (and
restaurant channels) and in doing so, avoiding major retailers all tog@thefinna, 2010)

® Net sales are gross sales less trade spend on trading discounts and promotional allowances.
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Sales through online channels are likely to grow

Supermarkets are one of the few retail industries renmragrin Australighat havenot beenprofoundly
disruptedby e-commerce Over the next five to ten years this is likely to chaggarticularly with the
suspectedS Y G NBE 2F ! YIT 2y Qa 2 \Chsk siusly) mtdlRuSialsBanglely, P0G4a)2 NY 6 a S

The online platforms of the two major supermarkets are still relatively modest and viewed as
complementary, rather than supplementary, sales channels. In 2011, Coles reported that their online
sales were equivalent to just five stor@=o, 2011)More recent data indicates that strong growth in

the Coles Online channel following a recent relaunch, with the volume of new customers increasing by
48 per cent and visitors up by more than 70 per cent in in fWb&farmers, 2014)

The success of Aussie Farmers Digaghich was established in 2005 and has been the fastest growing
franchise business in Australia for the for past three yeallsistrates the growth potential in the online
sales beyond thehannels offered by the major retailefidemphill, 2014)Under the franchise model
adopted by Aussie Farmers Direct, each of the 226 franchisees is allocated a geographic area with set
boundaries and delivery days.

Online maketing is also becoming a profitable extension to cellar door sales for boutique wineries,
where they can maintain customers and relationships after cellar door visits through databases or wine
clubs(McKinna, 2010)Niche proessors are likely to benefit from a significant shift towards online
grocery shopping. With greater shelf space flexibility, online platforms would afford boutique processors
a space in which to offer their produce without the requirements often made bjpmnatailers.

Case study: AmazonFresh

AmazonFreslg The online giant that may enter the local market

AmazonFresh is the online grocery service of Amazon.s@sinitially set up as a
pilot in Seattle in 2007, AmazonFrasbw provides a same day grocery delivery
service in Los Angeles, San Francisco and San Diego. In the five years since i
inception, AmazonFresh has become a dominant player in the online grocery
market with an estimated $15.4 billion of sales in 2013edent study indicated

that 40% of egrocery shoppers preferred AmazonFresh over other online groce
NBiFAESNED® LGQA NBLERNISR FYoAlAzya
twenty urban areas in 2014, including some cities outside the United States.

If AmazonFreskvere toenter the Australian market may possessignificant competitive advantageser the major
supermarkets and existing smaller local online services. These potential advaintZlgde cheap labour, low taxes,
highly innovative spply chains and a recognised and trusted brand nafuethermore, it would leverage its leading e
commerce capability to deliver an as yet unparallqled online grocery shopping experience for Australian consumer
extensive virtual sheépace capacity)aR Tt SEAO0Af A& y20G aSSy Ay GKS (g2
¢CKS LRGSYGALIt AYLIOGa 2F !'YIT2yCNBaKQa 1 dzyOK Ay !¢
« ¢ KS RA&NMHZIG ¥ Ry Y2 NI W ol RIusztds adXdndides prefetences shift to online grocery shap)

v Grocery retailers, online and physical could move into operating twéniy hours a day, seven days a week to bette
suit the shift in modern retailOvertime, this could lead to sigmifant change across the supply chain with shorter lez
times and smaller batches as businesses improved their forecasting from improved data and analytics. Business
also require new marketing techniques to actively manage share of screen

v Greater g@portunities for niche processors and businesses. AmazonFresh could be a highly profitable alternative
distribution channel for farmers. Boutique suppliers in Southern California have experienced great success with
AmazonFresh, with some independentsufpNE a4 St f Ay 3 ( KSA NI g(Kdd B145Thesande Q 4
could apply to small scafgoducerand processors who have yet to engage with the major supermsirket

v Greater flexibilityfor new or existing agrifood businessésat wish toconduct product testing iselected regions

Sources{Rabobank, 2014b; Housel, 2014)
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2.6 Some farmers are pursuing éarm value adding

In light of increased price competition domestically and in overseas markets for agricultural commodity
products, some farmers amaore activelypursuing oafarm value adding strategies with a view to
capturing some of the price premiums associated witttaia niche products.

Stakeholders interviewed for this report cited a wide diversity of farm vallding business strategies
currently pursued by farmers. These includexdrd farmers producing boutique cheeses, cotton farmers
looking at new ways to dginning, beeprocessos selling their own brand meats through butchers,
almond farmes milling specialist meal fanacaroons chick pea and lentil farmers manufacturing
premium private label branded organic vegetarian burger patties.

There is currentlyery limited evidence about the growth and relative financial performance of new on
farm value adding business strategies. Anecdotal evidence suggests that mapetiggming farmers
have successfully pursued these types of diversification strategiesn @ie everincreasing

competition from overseas food processors, the challenge for Australian farmers going forwards is to
move beyond first stage valegdd production and to stay focused on genuinely niche products.

Another income diversification stratgghat selected farmers continue to pursue grisourism.While
agritourismas a strategy is not nevanincreased focufrom selected consumersn provenanceand
understanding how food is producédrve increasedgritourismopportunities forsomefarmers. The
importanceof agritourism a® source of income diversificatisaries amongst businesses. A 2010
Commonwealth survegf primarily family run agritourism and food tourism businesses in regional areas
around Australidoundthat 21 per cent of resporehts earned over 90 per cent of their income from
agritourism(Ecker, et al., 2010Anecdotal evidence suggests thagritourismis moreactively pursued

by farmerswithin the amenitysegment due to the proximityof most ameiity farms to urban areas and
surroundingregional tourisminfrastructuresuch as hotel accommaodation.

Knowledge and skills implication®©nfarm value adding

For many farmers, effectively capturing the price premiums associated with postfateprodiction of niche products
requires an entirely new set of skills and capabilities. These skills and capabilities inctudenssearch and
development evaluating the best channels to marketahding effective use of social media, identifying and
understanding rew processing methods and technologies, food safety and labelling and buiddatmnships with new
supply chain partners. Farmers that sell productss@a also require skills related to customer service and developing
effective aritourismstrategies.

In July 2014 the Rural Industries Research and Development Corporation (RIRDC) launshed fdmendiversity.com.au
website which allows farmers to investigate almost 100 options for diversifying their entegoribieh include food
processing.
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3 More businesses are actively seeking growth
through alternatives to bank debt

Over the past ten yeayslifferent types of ownershi@nd managementodelsand new sources of
financehaveopened up alternatives to more traditional forms of financing for agrifood businesses
seeking to grow and expand. The uptake of these new models and sources of finance acrosssthe indu
are explored below.

¢CKS | ANROdzt GdzNI € / 2 YLIS G A (danghdng Setv awn@siib &hgl managedemM | NB dz
structures or alternative financing models is central to attracting more investment from both domestic

and international sources @ LIA G f ¢ ® |1 23SPHSNE | Fdzy RFYSy Gl OKLFf§
LINE GARAY3I FIFENNYSNE 6AGK | a3INBFGSNI dzyRSNRGEFYRAY 3 2°
Ol y &Y ihférmed 8eNiBons about the best model for their circums&rEg€ommonwealth of

Australia, 2014b)Another challenge for farmers is to effectively identify and manage the range of

business consultants, paraprofessionals and specialist contractors that farmers are increasingly reliant

upon as they implement and manage more complex business structures and ownership (AGUIEIA,

2013b)

Australian agriculture has historically been funded by bank debt

Australian farm businesses are largely funded byt fieancing, with funding being relatively cheap and
accessible for established businesses overpidmt 15 years or s@romlinson, 2014For most family

farms, the sources of capital for investment are limited to the funds available to the family, the farm
returns that are generated (including earnings retained in Farm Management Deposits) and borrowings
(mainly from banksjCommonwealth of Australia, 2014a)

Australian farm debt levels grew rapidly from the early 2000s onwatdgely as a result of the 2002

07 droughtc as shown irFigurel5. Farm decisions to increase debt levels were usually made for one of
two reasonsto remain in business (in response to the 2@2drought and declining terms of trade) or

to increase productivity through expansionddor investment in technology (and a demonstrated
willingness to borrow with rising land values and lower interest rates)

Figurels: Total farm debt, land value and net value of farm production 12@03(Baker, 2014)
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Though farm debt levels have declined in the past two years, the real level of farm debt per hectare of
the average Australiabroadacrefarm is still twice the level it was twenty years d@vaw, 2014)

Increased debt levels have been exacerbated by changing bank policies in relation to farm debt levels
(e.g. requiring higher than normal deposits) but also the general desire amongst Australian farms to
reduce debt to a more manageable level followingltiple droughts and input price fluctuations since

the early 2000s.

Australia has historically lacked alternatives to debt financing

Compared to international counterparts such as Brazil and New Zealand, there are relatively few
alternatives to debt in Astralian agriculture. For example, the United States, it has been estimated
that non-owner-operating investors, such as institutional investment funds, owned arourgk&ent
of farm land in 2007.

This is signifiantly less common in Australia whdegm business assets are considered to be less easily

converted into cash or to be experience more volatile cash fl@wsnmonwealth of Australia, 2014a)

As such, the domestic equity market has traditionally been limited byitjuidity bias of domestic

ddzLISNY yydzr 6A2y FdzyRa FyR GKS 101 2F | @SydzSa F2NJ I
a result, the domestic superannuation industry invests only two percent of their $1.7 trillion investment

pool into the grifood clasgMcKinna, 2014)

Accesdo capitalis a barrier for smaller food processors

Access to finance is the most commonly cited barrier to expansion (especially to overseas markets) of
Australian food processors. For exgle, in 2011a surveyof 92 food processing companiesnducted

by PwQound that the cost of business expansion was one of the major inhibitors in increasing
investmentc with 44 survey respondents nominated the cost of expansion as an inhibitocteasing
investment in their business.

TheD 2 @S NJ/ FoBd/Riioessing Industry &tegy Group foundhat the issue of access to finance is
particularly acute amongst SME food processors who face limited options to fund investment decisions
compared tdarger businesseSMEs typically fund growth through debt or internal finance (such as
retained earnings and contributions of capital by the owner). Abouttfanals of lending to small
businesses is through commercial bills and other loans with vaiiiatelest rates. Conversely, larger

firms are typically able to access equity markets to finance grd@iternal equity finance in the form of
venture capital is generally unavailable to SMEs without strong growth prospects. This includes both
venture capial funds and individual private investors suchaagel investor¢DIISRTE, 2012)

3.1 Corporate farmings becoming increasingly common

The last ten years has seen a growth in the prevalence of corporate farming nfeateise prposes of
this discussion, corporate farms are defined as businesses where there is an entity other than, or in
addition to, a family or individual that owns and operates the business.

As highlighted in Sectidh1on pagel?2 of this report, there is a lack of consensus about how they are
defined (using eiter ownership or revenue metrics) or data that indicates the relative proportion of
corporate farms across Australia. It is generally agreed thoughthhatorporatefarmsare
proportionallyfew in number (roughly two per cent of all farming enterprisdsit extremely
significantin termsof the sharevalueof production output.

The four most common variants of corporate farming in Australia are outlingdlite4 below. The
model that has seen the highest growth in popularity in Australia ectequity investment
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Table4: Common corporate farming modé\icKinna, 2010jTomlinson, 2014(The Australian, 2014)

An equity investor, such as a superannuatio

scheme or a private equity fund, invests in  Increasing in popularity but primarily among with
corporate farming operations either directly | large farm businessstill not very common.

as a partnership

1. Direct equity

Contracting in number after PrimeAg was wound
up in late 2013 and the majority of its assets solc
Agricultural companies listed on the stock  US pension fun@IAACREF. Listed agriculture
exchange companies in Australia and internationally are lik
to remain a very small proportion of overall listed
enterprises.

2.Listed venture

Decreasing in popularity after the scandals
associated the collapse in 2009 of Timbercorp ai
Great Southerrg the two of the biggest listed MIS
companies in Australiaas well as the ATO ruling
2007 that impacted horticulture

3.Managed
investment
schemes (MIS)

A variety of structures based on collective
investment in a common entprise.

A joint venture between related or nen

related individuals who have come together Yet to gain the same levels of poarity asin New
pool their capital and possibly skills to enabl Zealand despite several predictions over the pas
the partners to obtain revenue and growth five years to the contrary.

from their investment.

4. Equity
partnership

Levels of overseas direct equity investment in agriculture are increasiadpeit from a small base

Traditionally, domestic equity investment has been limitgtthe bias of domestic superannuation

funds towards liquid assets and sha@rtS Ny NB G dzNya yR GKS t 101 2F | @Sy d:
investors to invest in agrifood. As a result, the domestic superannuation industry invests omlgrtwo

centof their $1.7 trillion investment pool into the agrifood claddcKinna, 2014)Recently, these same
fundsareNE O23ayAdAy3d (GKS Tl @2dzNI 6fS NBGOGdzZNYy 2y | INRAOdz G
0dzA f RAYy 3Q LJ2 ( Srn/agrikcuitdral ehdFthehalud B anvesdtigyyh assets that traditionally do

not correlate with market movemer(idler, 2014) Interest levels from Australian superannuation

funds in agricultural assets still remain low thouglhative to internationafunds(Tomlinson, 2014)

Several recent highrofile investments suggest that international pension funds, sovereign wealth funds

and multinational companies are all showing greater levels in Awstrafjriculture. The most recent

example is the $3 billion fund that was established in September through a joint venture between

/| KAYlFQa ! ANROdz GdzNIF f Ly@SadySyid CdzyR FyR (KS | dzKdz
formula, beef, lamb andeafood(McAloon, 2014)Another investment vehicle that is likely to gain

traction in Australia are the new food and agriculture real estate investment trusts (REITS) listed in

Singapore that are raising between US$500 millind 1 billion in fundingThe Australian, 2014)

¢tKSaS INRoAy3I tS@Sta 2F AyiaSNBal -f@h gate pr&ductiain G NRA 6 dzd S|
costs, low political risk, strong reputation for food quality and safety proximity to key Asian markets.

Another, often unspokenmotive for foreign investors particularly governmentontrolled sovereign

funds¢ relatesto enhanéngfood security for that country.

The growth in overseas investment is also due toglual trend for institutions to increase their
allocation to alternative asset classe$ which agriculture is increasingly being considered as a part of
this type of portfolio. In 2013, global institutional investment in commodities, as @estbf alernative
investment, was expected to grow from US$39.2 billion in 2009 to US$124 #ldd Australia, 2013)
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The ownership and management models of direct equity investors vary

The model favoured by international pensiomés is toinvest inAustralian agriculture through a

manager or a responsible entity (RE) which buys/leases, operates and manages farms on their behalf

rather than directly owning and managing the property in their own right. This is partially because of

SUzZLISNY yydzl A2y Ay@SadyYSyd NdzZ Sa FyR LI NLufeée oSOl dzas
with accountability and an exit courg®licKinna, 2010)This model is used most commonly b

pension funds such as WestchesfseeCase studyb below).

Another common model used by domestic and international investordVaeakirri andHassad
Australia(seeCase stud below) is to invest idand either through freehold or leasehold that is
typically adjacent or close by so that economies of scale through aggregation can be achieved. The
option to lease land on a short or long term basgis usually employed to assess the value of the land.
Investors that employ this model typically contract back the management of their assets to the prior
owners(Foss, 2011)

Case studyb: Westchester

Westchester: Buy and leadeack throughspecialist ayricultural assetmanagement firm

Westchester is a USased specialist agricultural asset management firm. The Teachers Insurance and Assuiigtion
of America has a controlling interest in Westchester, which runs the International Agricultural Investors fund.

2 53G0KSaGSNDE dzald NI EALY Ay@dSaldySyida 200dzNJ G KNER dz3 K
12 staff lased in Wagga Wagga. It is estimated that Westchestemivasted up to $900m in agriculteacross Australia.
Westchester's passive investment model relies on buying and then leasing the properties back to the former owne
more commonly to farmers darming management companies looking to expand their operations. Under the
Westchester model, a fixed rental rate and term are agreed under a formal lessee/lessor arrangement. This arrang
represents a significant saving for many farmers given they ire no longer making interest repayments on bank deb
Anecdotal evidence indicates that some farmers who have sold their land to Westchester have been able to drame
increase the size of their farming operations after unlocking the value ofldm&r There are some suggestions that
farmers under the Westchester model have experienced difficulties in accessing bank financing for working capital
that that they are no longer able offer their land as security. Some farmers have overconsstigidy successfully
seeking working capital from large input supplier.

SourcesfFoss, 2011; Thompson, 2014; Whitley, 2012)

Case stud®: Hassad Australia

Hassad Australia: Di ownership and management of geographically dispersed assets

Hassad Australia (HA) was established in 2009 as an investment vehicle for the Qatar Investment Authority (QIA).
past five years HA has invested $425m in grain and sheep meat pradactioss five states.

HA pursues a strategy of geographic diversification of different asset types. Hassad also seeks scale efficiencies tl
the acquisition of adjacent or nearby assets. To date, Hassad has created 14 aggregations through theracfuisite
than 40 properties across an area of approximately 250,000 hectaresOK 2 F | ! Q& | 33INB I (A
property manager who in turn report regional operations managers. Some of the functions that are centralised with
I 1 Q& K Sih SydreyFrElndd Brestock marketing and exports, finance, Human Resources, OH&S and legal cg
Il NBO23yArasSa GKIFG OFLIidNRy3a SO2y2YAsSa 2F aodltS NBY
submission to the Australian GovefriS y (i Q& ! INR Odzf G dzNI € / 2YLISGAGA GBSy Saa
have eluded a number of large corporate investments over the years often due to cumbersome management struc
unwieldy governan8 + yR (22 YdzOK OSYUNIfA&lF(A2YED

Sources(Hassad Australia, 2014; England, 2013; Heard, 2012)

| 36|



AgriFood Skills Australia
Contemporary business strategies and learning models in the agrifood industriiarch2015

Direct equity is likely to remain focused on a small cohort of large and high performing businesses

Large scale international investors typically impogaimum requirements around scale, governance

and financial performance when investing in Australian agricultural enterprises. The average size of

overseas investments therefore rules out the majority of enterprises in Australia as potential recipients

of international capital. According to ex Olj dzt NA S SESOdzi A @3S ¢AY | 2Ny AONER?2
Y240 LI NIGZ A& y2id adGdNUHzOGdNBR (2 | O0OSLIi SEGSNYyIlf Ol
GKS JF20SNYI yOS 2 NIThekAGstraidp, (2B Ay 3 Ay LI | OS¢

90Sy 6KSy odzaAySaasSa R2 YSSi GKS YFr22NARdGe 2F AydSi
through. Danny Thomas, the Asia regional director for the global commercial real estate firm CBRE,

suggests that, "the challenge for farmers is to get themselves investment ready. They need to make sure

they appoint good advisers and understand what the capital is lookingdet themselves ready to

NEOSAGS (KS (XhgawdtdayalR 200 tlawidithuiméthis typically requires farmers to

have a clear business plan and robust data related to their historical and likely future financial

performance.

According to David Williams, the managing director of corpoFat@nce Advisory firm Kidder Williams,

growth in international investment in Australian agriculture is currently being stymied by a lack of depth
AY FENY YIEYF3ISYSyld OFLIoAfAGASE 6KAOK KS RSaONA
GAYDSAGRWNAAYVEB2d8 GKS 101 2F YIylFr3aSySyid Ay azy
| KAySasS AyoSaidz2NB NB y20 ¢AfftAy3a G2 aLI @& dzLXk i
transactiongKitney, 2014)

N O

If farm enterprises are successful in attracting overseas investment, there are still challenges to be
overcome in ensuring that the investment is a success. These challenges include managing cultural
differences related to communication and relationshiglding, educating investors about local
agricultural conditions and cycles, managing any disconnects that may arise between cash flow based
valuations and the underlying value of land, overcoming reluctance to assign value to capital
appreciation over opeting returns. Challenges specific to pension fund investors include managing the
line between direct and passive investment which can become bl§Hedper, 2014)

Equity partnerships remain attractive but are not likely grow

Despite a concerted push over the last five years by firms like Harvest Capital Partners and the potential
for it to be used in succession planning, the equity partnership model has not reached the same levels of
popularity as New Zealand where theaee estimated to be over 1,000 ndamily equity partnerships
primarily within dairy, but also in the sheep and beef, cropping and viticulture indug&iés, 2014)

Case study below provides an overview of how equity partnership models are applied in practice in

New Zealand.

One of the major reasons why equity partnerships have not been adopted in Australia to the same
degree as New Zealand is the lack of liquidity in the farm land leasing market. Farm land in New Zealand
does not attract capital gains tax whenstsold, and this means that stakeholders of farm businesses,
involved in land ownership, can bity and seHout of equity partnerships more easily than their

Australian peerg¢Tomlinson, 2014)

wlk o206l y1 ! dzi ledudivé of codhtty bahkiiiPazed KiBlancheemains cautious about the

future growth of equity partnerships and highlights the challenges associated with getting interested

parties¢ particularly those across multiple generationg@ 2 y 1 2 (i K S ththeif BershdktideS & A
Fo2dzi GKS aidN}XdS3eé¢ad ! ANROdzZ (GdzNIF £ al yF3ISYSyd / 2YLJ
/| KENIAS . f2YFASER ftaz2 y2iSa GKS STTF2NI NBIjdzA NBER i
management systems required to @fte the businesses at the level expected by investors [and that]
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Case study: Equity partnerships in New Zealand

Equity partnerships in New Zealand
Equity partnerships are a joint venture Total capital million

between a few individuals who pool their 10 1
capital to invest in a business venture. There 9 -
are typically less than teshareholders in 10 8
and may be any one or more of individuals, 7
partnerships, trusts, or other companies. The Shareholder agreement
equity partnership owns the land, plant and 6 T
any stock, and employs a manager to run-day 3 $3m (50%)
to-day activities. Often one of the partnersis 4 1 Employment
employed aghe farm manager, or more 3 4 Agreement
cpmmonlly r.e.ferred to as an equity manager. | $2m (33%)
Limited liability companies are the most
. 1 - ——
common form of ownership structures. Other sim (17%) Equity Manager
structures include trusts and limited 0
. .. e L Partner 1, Director
partnerships. Under the limited liability B oebt o .
X . artner 2, Director
company model sharesaissued to each I cquity ,
Source: ANZ Partner 3, Director

member according to the amount of capital
each investor provides. An indicative example of a simple model of an equity partnership set up under a company
structure to purchase a 200 hectare dairy farm is shown to the right.

Some of the beefits that equity partnerships can provide include:

v Opportunities for farmers to pool capital to overcome high capital requirements and in some cases low casl rate
return (i.e. sheep & beef)

v Additional opportunities for farmers to invem a new seair and/or region

v Faster growth opportunities through greater scale

v Greater diversification of risk

v Qpportunities for newcomers to the industry to establish a stake in a farm business
v Finance from external investors that are not interested in direct farmenship

ANZ New Zealand have identified several critical success factors in an equity partnership which include: having a |
achievable strategy for value creation; ensuring all the appropriate due diligence has been completed; having gooc
relationstips, common objectives and motivations between shareholders; having an appropriate business structure
ensuring there are robust business processes and systems in place; clear communication with regular meetings; a
agreed procedures for entry/exit of steholders, as well as for resolving any disputes.

Source(ANZ, 2014)
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3.2 Family farms are also becoming more sophisticated

Traditional models of share farming and lease farming are increasing in popularity

Anecdotal evidence suggests thhe relatively high cost of land arttie perpetualquest for scale
efficiencies are gradually increasing the populaoitynoretraditional models of land leasinfjlew
variants of collaborative farming models that adopt giiees common to corporate farms are also
becoming more popular.

Lease farming

Lease farmingalso known as tenant farmingas been used in Australia since the second half of the
twentieth century.The leasing model is considered to be a relatively aaémue for young people to
gain experience anenter into farming and for more experienced farmers to increase efficiencies of
scale without the expense of purchasing more I@Rdrliament of Victoria, 2012)

A farm lease is eontract between a tenant and a landownehich allows theenantor Wt S24SSQ (2 NI
land from the owneor W { S foaaixéperiod ofime. The leasing of land can occur on a skerm

basis (i.e. one year) or a longer period. Annual leasing is conmrthe cropping sector which requires

long rotations (e.g. potatoes which typically work on a one in five year cycle). Under this type of

F NN} y3SYSyias GKSNB A& dzadztte 2y +y lFyydzft FSS |yl
field into pastre at their cost. Under longderm lease arrangements, the tenant typically negotiates a

rate for three or more years, usually on a rolling basis. Most of the land that is leased in lease farming
arrangements is owned by d¢amily farmers or their widower absent childrerffMcKinna, 2010)

A 2012 Victorian Parliament inquiry looking at the attraction and retention of young farmers highlighted

some of the contemporary models of lease farming that are emerging in the staténdtiey noted

g2N] O0SAy3I R2YyS o0& adaNNI} & D2dzf 6dzNYy / 2m2LISNI GA DS &7
LINEY23GS Ayy20FGA0S fSFLaAy3a Y2RStaod t+FddSy . NAR3IS
example of a new type of leasing model thatinvolveda KS f S3a4SS Fdzy RAy3a (KS 0 dzA
2y GKS FIENY YR GF{Ay3 GKS OFLMAGEE SELSyasS 27 ¥Fdzyl
(Parliament of Victoria, 2012)

Anecdotal evidence frorthe recentVictoriay t I NI A YSYy G AYyljdzZANE F2dzy R (KL
0SO02YAYy3 AYyONBFaayate O02YY2y | ONR&da +AOG2NRFE£3Z |yl
0KFy Ay (ParliargeitdfNdctbrié, 2012)ongterm leasing is ab likely to become more common

though, as the current generation of farmers approach retirement and matigireners make their land

available for commercial use by another party while remaining living on their profiddiinna, 2Q0).

It should be noted that lease farming is not likely to grow in popularity in areas where land may be over

valued due to pressures from amenity farming or property development, given that leases are based on

the return to capital of the market e of land.
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Knowledge and skills implicationd.ease farming

In educational material on leasing models designed for their members, Dairy Australia hggeiggnial key ingredients
common to successful leasing arrangements. These include: mutual respktust between both parties; a written
document which clearly states the expectations of each party; a realistic individual budget developed by the lessee
contingency plans for covering the repairs and maintenance expectations by the lessor; arél &h&I1& | @2 A RA
FGGiGAGdzZRSEAQ YR y2G YI{Ay3 2y32Ay3a Ay@gSadySyida Ay 0+
where alessee has grown assets in a lease situation, they have left the farm in a far better state thatheyhkrased it
codzi KSe& aLSyid YzzySe Ay | NXB (Dairy Australin, 20048 S Y2y Se T2 NJ
The leasing model imposes a fixed financial commitment on lessees for the duration of the lease which can somet
prove problematiag particularly in instances where commaodity prices fall dramatically. The Victorian parliamentary
inquiry therefore notedhe need for young farmers to be well informed about the positives and negatives of leasing
the importance of carry out due financial diligen€arliament of Victoria, 2012)

A final note of caution on the skills and knedtje implications of lease farming models relate to the risks of sbam
leases. In the Victorian parliamentary inquiry, NEbwansF N2 Y G KS A OG0 2NALFY 5SLJ NIYS§
office cautionedhat if agriculture becomes dominated bt NIi mGd SN t SF aAy3x (y26f SR
farmers gain from working an area over tinsdikely to bdost.

Share farming

Variants of the share farming model have been used in Australian agriculture since the early twentieth
century¢ predominantly in the cropping andhiry sectors. Share farmirgpically involves a business
partnership between two entities whereby one party provides the land and infrastructure and the other
the labour and operating equipment. Profits between thetpars are shared according to a pre
determined agreement. Within the dairy sector, a common model involves one partner providing land
and infrastructure (dairy, irrigation, feed storage, etc.) and the other the cows and |éllaitinna,

2010)

The Imited data that is available sugge#tat the incidents of farmers using the share farming model is
increasing. Data from Dairy Australia shows that the proportion of Australian dairy farmers increased
from 15% in 2009/10 to 18% &drms in 2012/13Dairy Australia, 2013#pairy Australia, 2010)

More sophisticated corporate style models of collaborative farming are emerging

More sophisticated variants of the traditiondlare farming models are starting to emerge with joint
venture farm enterprises like Bulla Burra in South Australia and DB Group in NSW (see
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Casestudy8 below). Elements of these new collaborative farming models can include the padling

joint venture partner resources, the creation of a new business with an independent board in which the

LJ NIYSNAR FFNB akKlFINBK2f RSNAX (GKS fSFaAay3a 2F LI NIy SN
of heavy farming machinery, and collectiveesjalisation in crop rotation.

In 2007, the owner of Bulla Burra, John Gladigau, established a private consulting cempany

Collaborative Farming Australia (CEAQ support farmers to form collaborative farming ventures.

Levels of interest in this modef farming have far exceeded the ability of CFA to provide support.

According to Gladigau, they have also had to dissuade some farmers from pursuing the model as they

RAR y20 LlaasSaa (GKS (dellSa 2F Odz (dzNBsquaseBndl G G A G dzR S«
O2ff 1 02NXGS STFFSOUAGSte gAGK 20KSNERE GKFG FNB TFdzyl
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Case studg: DB Group

DB Group, Corporate style collaborative farming in Southern NSW

DB Group is a group of bussses located in Southern New
South Wales. Formed in 2008, it is the result of a merger
between four familyrun farming businesses. Rather than
pursue a debfinanced farm growth model, DB Group
operates as a simple limited trust, whereby each family
retains the land they own in their individual names, but least
the land to DB Group who provide either fixed or variable
income streams. This approach provides land access certai
through formal legal arrangements. DB Group itself owns
everything but the landincluding machinery and livestock
and employs the labour responsible for growing and
marketing the crops. To maximise the returns from the % e o
machinery and personnel they manage and reduce G R R TP e A 5
operational risk, DB Group also grows and markets crops on lease:dal operated an offarm retail stock feed and
saddlery.

The alternate structure of DB group arose from five tumultuous years for broadacre farming including challenging
seasons, significant increases in input costs and the pending deregulationwlfiéiae market. This need for change was
KSAIKGSYSR o0& (GKS AYLISYRAyYy3a 3ISYSNIGA2YIlf AKATG 27F 1
leaving farms and it has not necessarily been the drogghti Qa G KS T O ( KS @&ssflly woky Q
GKNRdzZaK a4dz00S8&aarz2y LXIyYyyAy3a a2 (KI G S OSedEDB &S0, thre | f
generation farmer and former agribusiness consultant with Westpac and Rabobank.

Dart, with the assistance of professional adwjsirms> NB @A S SR KA a FlF YAf&Qa 0dzaA)
operations needed to scale up and retain their own intellectual propettyreduce the burden of rising fixed costs and
achieve greater efficiencies. However, continuing to use debhéieavould only increase the financial stress felt during
poor seasons, perpetuating the cgaf farming debt. Friends of Daahd his wife, David and Alison Burcham also had |
same problem and together, the Darts and the Burchams decided to develghé#ned business model which became
DB Group. In 2014, an additional family, the Coopers was added to the business, thus demonstrating its flexibility.

According to Dart, one of the greatest challenges in setting up DB Group was convincing banks talpealatié
financing to purchase machinery and livestock. Banks discouraged the separation of farm land ownership and
management, seeing the prospect of doing so as far too risky. DB Group swiitcheasjor retail bank, and wamly able
to gaintheirfulf & dzLILI2 NI F FGSNJ 51 NIiQa FlFGKSNJ) KFR LINROJARSR K|
succession of profitable yearsccordingtDart, i KA & Wgl & |y SEOSLIIA2Y NI GKSNJ
background in agribusiness bankingg I 1 S& FIFOG2NJ Ay &adz00SaaFdzZ te Al Ay
Today, DB Group farms approximately 10,000 hectares of crop for its owners, around 4,000 to 5,000 hectares of ¢
others and 4,006,000 ewes as a part of its core businesst Baes many opportunities for the business going forward
However, the DB Group maintains a Board structuréa@visory committee which together ensures DB Group remains
strategic in its business decisions.
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3.3 New sources of financare emerging

There are several cases in Australia of businesses successfully utilising crowd funding

The internet has facilitated the development of the cresalrced equity fundingCSERs a potential
alternative to traditional bank debt funding for Australian &gopd enterprises. Several countries,
including the United Kingdom and New Zealand, have recently implemé&®&fegulatory regimes.

In May 2014, the Corporations and Markets Advisory Committee (CAMAC) released a Government
commissioned report onrowd-sourced equity funding. The CAMAC report found that that the current

fl g YIHr1Sa AG RAFFAOAA G F2NJ O2YLI yASa Ay ! dzaGNIf AL
capital to help innovative staitips and other small enterprises develop. CANM@@mmended an

alternative regulatory framework be developed which could boost competitiveness and innovation by

increasing the funding options available to entrepreng@AMAC, 20149 | Y RSNJ 6 KS D2 3SNY Y S
Industry Inn@ation and Competitiveness Agenda, the Assistant Treasurer is currently consulting on the
regulatory framework to facilitate CSHPepartment of Prime Minister and Cabinet, 2014)

Once a new regulatory framework has beggproved by Government, there will likely be new types of

CSEF opportunities for agrifood entrepreneurs in Australia in light of the expansion plans of AgFunder

the first agrifood CSEF platform based in the US Csese stud@ below).A note of caution is important

in assessing the potential growth of C®Bportunitiesin Australia. Dr Paul Kelly, the managing director

of venture capital firm OneWe(i dzZNB &> &adza3Sada GKIG /{9C Aa I GOSNE
1y26y lo2dzi ¢gKIFIG Aa + &2dz00SaafdAZ ONRGRTdzyRAY3I S| dz
F LILNR F OK GKAA OSNEB Ol dziA2dzaf & ¢ & |rScapitdl fardlingt NBHdzSa K|
rather than seed funding is the greatest challenge for Australian stddl.Jd ¢ K2 & NB ISy SNI f |
look elsewhere for larger capital investments and as they succeed and they grow, they are forced to go

offshore in many occasi@néWhite, 2014) In their submission to the CAMAC review the ASX also noted

GKIG /{9C aGKI&a F¥20dzaSR (2 RIFIGS 2y NIrA&aAy3a avlrtt |
NI GA2yFfSa GKIFyYy o0& LINRKILIS OUMIDSA aF Ay iy OQtF S NDIF KA/ @ €Y [\
0S FOGGNY OGSR (2 dzaAANSX 20MP 6 R &2dzZNOSR FTAYIlI yOSé

A variant of the crowd funding model that does not involve any equity stakes is already well established

in Australa. Under this model, businesses use online platforms like Indiegogo, Pozible, and i®ledg

4SS1 R2yl{dA2ya 2N WLX SR3I SKndreWwaNiR Suchyd modilcl® NI SNE Q 6 K 2
merchandise or experiences (s€ase study0 below).These rewards are proportional to the monetary

value of the pledge that supporters make.
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Case stud®: AgFunder

AgFunder: Theg 2 NI RQa& -SalrbeH équit N@ligghplatform for agrifoods

AgFunder, the first dedicated crowsburced equity funding focused on investments in the agrifood was launched in t
US in in September 2013 by CEO and founder Rob Leclerc, a former padeedRock Capital Group, a venture capite
firm focused on natural resources and agriculture.

AgFunder offers both debt financing and equity offerings for individual and institutional investors. AgFunder is initig
focused on funding smaller opportities that range between US$500,000 to $1.5 million. The geographic scope of
AgFunder has been limitdd US and Canada based opportunities, although the business has plans to offer investm
Australiaand South America. Going forward, Leclerc believes that the companies that are most likely to get funded
through AgFundeare W & Ssta-upsc like aerial drones and robotigsor those with an overt social mission.

The first oppotunity launched in February of this year by AgFunder was to raise US$400,000 for OnFarm, a Califor
companywhosesoftware integrates data from multiple sources as +@@le soil moisture, image and weather data. Pric
to the offer being closed, AgFundeised $80M00¢ double the initial target.

Companies that have raised funding through AgFunder since February include:

» Kuli Kuli ($355,00@ A Californian company which manufactures glulemNB S y dzi NA GA 2y o N&
moringa which they source from 2 Y S gf@ving cooperatives in West Africa

» aWhere ($7,000,000) A Coloradebased software and analytics company that providesv/jule reaitime, hyperlocal
agronomic or agraneteorological data to subscribers

v Tree Global ($400,00Q An international tree nursery service company based in Ontario

» TerViva ($1,200,00@)A Californian company developing a new class of agricultegeschat can be grown on sub
prime agriculture land with far fewer inputs than crops such as corn and soybeans.

The AgFunder business model is base@rondersClulg the world's firstonline venture capital firm. AgFunder sources i
own investments and then creates a dedicated investment fund for each company, into which it can then syndicate
investors. AgFunder conducts due diligence before companies are listed on the platforme Beath that it sources,

AgFunder takes a 20 per cent carried interest, or a share of the profits once the principal is returned to the investol

As AgFunder scalep, Leclerc hopes to work with acceleratarsenture funds and angel investors who at#eto
develop deals locally and then use its technology platform to syndicate their investment. These accelerators would
listed on the AgFunder platform as sponsors or managers of the investment, and AgFunder would then syndicate i
into the wehicle that they manage. With this model, AgFunder would vet the investors, and then the investors woulc
due diligence on the investments.

Sources{Gould, 2013; Gillam, 2014; AgFunder, 2014)

Case studiL0: Jonai Farms

Jonai Farmg Crowd funding pioneers

The Jonagamily established Jonai Farma freerange rare breed pig farmoutside Daylesford in Victoria in 2011. In
2013 they become the first farmers to sigssfully crowd fund an efarm infrastructure investment.

In mid-2013 they raised $27,57Qusing the Australian website Pozilgi¢o build a licensed boning room and retail
0dzil OKSNIDA aK2L) 2y GKSANI FI NYo ¢ KéehoNS2EAEMNGR day 19tfe 40aldy S ¢
campaign. The Joe@rovided Jonai Farms calendars and a total of 400kg of meat to their 166 supppiriegsts that
were proportional to the size of their pledge. Approximately 30 of their supporters fromdhipaign also attended Jon:
Farms odfarm Salami Day mid last year.

Establishing an ofarm butchery has giventhe Jana & Fdzf t O2y G NRBt 2@SNJ GKS |jdz £ )
OKFAYZ YR AGQa [tt2¢SR dzay ke OB AaRBYRNB YRR JARIKIE T &I
LINE RdzOGa ' NB LINBaSNBIGAGDGS YR YyAGNISSIFNESAIl dz¥RISHC
iKAy3a aANRsY KSNB 2y GKS FIENNYI AyOtdzZRAY3I |ff 2dzNJ 2¢
Their most recent campaign which ended in June 2014 raised $33,265 (of a target of $30,000) to build temperaturi
humidity-controlled curing room for making artisanal smallgoods like prosciutto and salami, and a commercial kitch
producing cookeaharcuterie such as paté de téte and rillettes.

SourcesfJonas, 2013; Jonas, 2014)
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4 Businesses are dealing witlicreasng
complexityand risk

The operating environmerfor businessem the agrifood industryis becomingever morecomplex.This
complexity stems fronthe adoptionof new technologiesieforms to the water marketincreased
climaticvolatility, and government reforms of statutory marketing arrangements

It is becomingly increasingly important for businesses iratipgfood industryto effectively manag
these complexitieby employing effective risk management strategies and cimgae right business
models.It isalsoimportant to recognise that th@002-07 droughtdiminished the financiatapacity of
many farmers to absorb and manage the risks associated with greasgmesscomplexity.

4.1 New technologies will continue to profoutydmpact
businesgracticesin agrifood

The wave of @jital agiculture is gaining traction

Spatial and information technologies have been responsible for a number of important innovations in
agriculture, and particularly cropping, including:

»  The use of Global Positioning Systems (GPS) for more precise control of heavy machiner
reduce soil compaction and ensure the most efficient application of inputs

»  The use of remote sensing, combined with sensors fitted to harvesters, fespgtfic crop and
weed management strategies e.g. variable rate technology and decision sigypteins
(McKinna, 2010)

The next wave of digital technologies, and particularly the convergence of sensors and robotics, is likely
to have profound impacts for the management of food production systems.

The Commonwedit Scientific and Industrial Research Organisation (CSIRO) and the University of New

England have recently set up the Kirby Smart Farm in Armidale to demonstrate the potential of sensors

and supporting services. They describe how a series of sensors drousenitor soil moisture,

temperature and livestock, together creating an information stream to support flexible decision making

for pasture and livestock management. Local wireless networks allow the fixed and mobile sensors to

send a continuoustseam of data to a remote clouthased computing and analytic service that is

supported by a baseline arm database comprising of numerous sp&igfly 0 f SR WAYF2NX I A2y
(Griffith, et al., 2013)

Meanwhile, robots armed with sensors that can crawl through paddocks, identifying and treating
individual plants, are already under development. The Queensland University of Technology, for
example, is developing agricultural robots that feat(lPerez, 2014)

» Cheap sensors to obtain high accuracy in robot localisation and navigation

» Cameras to detect and avoid obstacles (potentially removing the need for expensive radar and
laser range sensors)

«  Cameras for weed deteioin and classification that can be used to control variable rate
technology in herbicide application (and ultimately study weed population dynamics)
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»  Operating speeds of 5 to 10km/h, which could enable novel, alternatiged destruction
methods e.g. bagkon mechanical methods, microwave technology, thermal and solarisation.

These types of robots are likely to become more attractive as the limits are reached in terms of the size
of farm machinery. Widespread deployment of senrsoabled robots is probabla decade away,

although leading farmers are already pointing the way to the future. For example, Zéépn
%BSEElyRQa f I NHS &imowdded dronNds © Nddettdke drap inspéactibigiaid to guide the
application of treatments.

Policy Hodons Canada recently identified key emerging technologies likely to shape the future of
agriculture. These technologies are outlineddippendix Glong with the year that each technology is
projected to become mainstream (defined as when start up and venture capitalists widely inthestén
technologie$.

The full productivity gains of biotechnology remain untapped

Ly GKS |/ 2YY2y g S IAgridukuraDCd@etNigéness GieehPaper, the potential for
genetically modified crops to better equip cropping systems to withstand drought, frost and other
climate challenges was cited as a significant opportunity for Australian agriculture going forward
(Commonwealth of Australia, 2014a)

I ANR Odzf GdzNF f 0A20GSOKy 2t 238 Ay@2ft 3Sa (GKS AYLINROSYS)
through an improved understandingf their DNA Biotechnology is widely viewed having an

important role to play in dealing with emerging challenges, ranging from climate change to pressure on

global food supplies. Specificallgreultural biotechnologies, such as genetically modified crops, have

the potential to transform agricultal productivity by delivering increased yields and lowering input

costs. They can also improve environmental outcomes by reducing the need for inputs such as

herbicides and watefCommonwealth of Australia, 2014a)

Genetically modified crop productionn Australiais highly regulatedCurrently, canola and cotton are
the most commonly produced genetically modified food crops produced inr&lizstbut a variety of
other genetically nodifiedfoods can be imported and uses an ingredient in packaged foods.
However, Feld trials of pineapple, papayas, wheat, barley and sugarcane are underway in Australia.
These products have been modified for insect resistance, herbicide tolerancet,algroduction,
sugar compositionflowering and fruit developmern{Pazzano, 2012)

There is additional potential for biotechnology to enable agricultural systems to be adapted to produce
pharmaceuticals and products with industrial applications, thus exparti@ markets in which farmers
can operatg Commonwealth of Australia, 2014a)

Food processingechnologies are continually evolving

Thefood processing sectdras been relatively fast to adopt new processing and packagingdéadies

either to reduce cost or to differentiate their product. Examples of new and emerging processing
technologies include: high pressure processing; microwave technology; ultrasonics; thermal processing;
pulsed electric fields; sensory analysis andagechnology. New packaging technologies include

modified atmosphere and smart barrier filmeydbiodegradable mateals(McKinna, 2013a)
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The potential impacts of new technologies will continue to be profound

While it is difficult to anticipate howew technologiesassociated with digital agriculture and
biotechnologywill transform theagrifood industry the impact is likely tocontinue tobe profound.At a
macro level, theadoptionof newtechnolodesin the sector willincrease productionprocessing
efficiency and quality and heighten the need for a smajleat more highly skilled workforce.

In the shortterm within agriculture the amount of information available to support decision making
combinedwiK G KS OF LJ OAGe& 2F AYRAGARdAzZ f WINBIGYSYydQ 27
in the capacity to produce to specification at lower cost (particularly for more intensive production

systems like dairy and horticulture).

A recent research pregt conducted by CSIRO and the University of New England anticipated that:

»  Sensor data and related digital services will be integrated into vertical supply chains to create
efficiencies and innovation in processing, distribution and marketing

»  Agribusinessompanies will increasingly focus on using digital services to optimise supply chains
and complement their traditional focus on physical products and processes

»  Biosecurity and food safety initiatives will increasingly use agricultural sensor data for early
detection and monitoring of incidents

«  The development of tools and methodologies for biomass and carbon accounting that can be
used for farm operations as well as emerging carbon maiatfith, et al., 2013)

Knowledge andskills implications Achieving higher productivity through technology

The technologydriven trendof production and processing complexisgphistication and aatmation will require a
smaller but more highly skilled agrifood workforce that is engageleas labour intensivectivities.

At a fundamental level, the effectivaperation ofnew technologies requiresorkers to have higher languadéeracy,
numeracyand digital literacyevelsc an issue that needs to be addressed first at a school.ISkélls andnowledge
requirements are also becoming more specialised and fragmented with the emergence of proprietary technologies
associated with specific industries, companies or technology manufactlmeseme cases, new technologea® highly
sophsticated with usesfriendly interfaces, making them intuitive to usehile othersrequire considerable upskilling of
workers and changes to training produ¢sVPA, 2013b)

Stakeholders consulted by AWPA for the faod beverage workforce study indicate a level of frustration with the
generally slow uptake of new technologiesthe sector. This tardiness watributed to anumberof factorswhich
included, hoor perception of relevance, attitudes towards risk, likebd of return on investment, observable outcomes
and complexity and tegration into existing systemgAWPA, 2013b)

4.2 Effective vater trading isnow key to risk management

The recent experience in Australia witw water allocations and changes in water trading regulations
have meant that theise and allocation of water now plays a critical ioléarm management and
decisiormaking. A key turning point in the sector was when marocessos began to purchase
temporary water to supplement the reduced availability of permanent water. Many irrigators in
particular then adapted their farming methods to take advantage of the additional flexibility the
restructured water market has given them.
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Some farmers arengagedm profitable water trading strategies

The escalating price of permanent and temporary entitlements and the declining allocation of
permanent water entittements are providing new water trading strategies for some farmers. As a result
of these new dynamids the market, four quite distinct but opposing strategies have evolved:

1. Transition to temporary waterg Water entittiement holders sell their permanent water and buy
GSYLR2NINE 4FGSNI 2y |y Wra ySSRAQ o6Farao

2. Opportunistic sales during good yeacsTheowners of permanent water entitlements
opportunistically make the decision to sell off water onto the temporary market, depending on
seasonal conditions. Under this scenario, if the seasonal conditions are favourable and water is
plentiful, they plant a cropnlyears where seasons do not look favourable and water is scarce
and more expensive, they sell their water and put the proceeds straight to their bottom line.
This strategy only applies to annual crops as permanent horticulture needs water to survive.
Anedotal evidence suggesthat this strategy has become highly profitable for some
businesses

3. Buy and lease Investorssuch as superannuation funds buy permanent water and lease it out
on athree to five year basis. Underpinning this strategy is an exgtmh that water will increase
in valueover time

4. Dairy¢ Farmessell their water either temporarily or permanently and buy in feeal strategy
that only applies in dairfMcKinna, 2010)

Knowledge and skills implicationdanaging water trading

The ability to use water inputs flexibly, such as though water trading, is a key risk management capability for farme
(Commonwealth of Australia, 2014@he effective management of water is akin torguexity of managing a share
portfolio. Farmers are required to navigate a range of complex decisions on a regular basis related to selling perm
water and buying back temporary water, irrigating pasture or buying in feed, planting a crop or seting wa

4.3 Increasingclimaticvolatility ischanging farming practices

There is a general consensus tolimaticvolatility is increasing. Projections of future climate change for
Australia involve changes to a range of climate variables including average temperatures, precipitation
and sea level. As a result of these changes, projections also indicate that therfoygand intensity of
extreme weather events will changBroductivity Commission, 201Zjhe Bureau of Meteorology and
CSIRO have predicted that droughts are likely to become more frequent and severe in parts of Australia
(Commonwealth of Australia, 2014b)

Within agriculture, climate change will affect the yields and quality of agricultural outputs. Farmers have
already responded to changing weather patterns by adopting new risk managementaautpon

practices such as modifying crop planting times, crop types (e.g. the opportunistic planting of summer or
winter crops)(Productivity Commission, 2012)

Managing climatic volatility is particularly challenging for mowenplex production system&hanging

practices and technologies alwagarriesriskfor ¥ F NY SNE | & (KSe& WLISTMBEEND Q G KS
is enhanced if farmers need to adapt production systems in response to changes in climate (e.g. moving

from perennial to annual pasture systems to reduce evapotranspiration losses in drier-yeslew,

difficult and expensive transitionlf. implementation is poorly executed (which is more likely when

dealing with complex systems and sophisticated technolodges)ers risk losing a lot of money.
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4.4 Marketinghas become more complexith the phasing out
of statutory marketing authorities

Sngledesk marketing arrangements, either at state or federal level, whereby a statutory authority had
compulsory acquisition, arketing and price setting righteave been gradually phased out in agriculture
since the 1980s. Statutory marketing arrangements are ongoing in some industries, namely rice and
potatoes(Gray, et al., 2014)

The Productivity Commission argued that the ways in which many of these domestic marketing schemes
were implemented reduced incentives to improve productivity by differentiating production.

Compulsory statutory marketing arrangements in particular preverigemers from searching out new
markets that would yield more than average retufRsoductivity Commission, 200Burthermore, the
restrictions introduced by Statutory Marketing Authorities (SMAS) reduced incentives tcaitenoy

improving quality or finding new ways of marketing, as farmers were prevented from choosing how,
when, at what price and to whom they sqidFF, 1998)

The phasing out of statutory marketing authoritiegsmeantthat farmers transitioned from providing
their produce to a single desk authority to being responsible for the sale of their own protinee
deregulationof SMAs has provided opportunities for farmers to develop new products and find new
markets that yield more¢han average returns, which has improved productivity growth through higher
value products. The reforms have also allowed buyers to seek speciaahtters and processors
without being constrained by SMA regulatiqi@ray, et al.2014)

The deregulationof SMAs hafavoured sophisticated, large farrtfsat have beerableto manage the
additional complexity. Conversely, many farmers who had previously relied on good agronomy or animal
husbandry realised they needed to adaptriew opermarket dynamics by acquiring business

management skills with which they are unfamiljgtcKinna, 2010)

| 49|



AgriFood Skills Australia
Contemporary business strategies and learning models in the agrifood industriiarch2015

5 Consumedemandfor differentiated products
IS Increasing

The increasingolume of information available online coupled with an ovegaiwthA y ! dza 4 NJ € A | y & ¢
standards of livingpave resulted in increased consumer demand for fpomtlucts that are perceived to

have social responsibility or nutritional valgsuch as organicrpduce, free range eggs, nitrate free

milk, or hormone free beefConsumers also noexpect products to have multiple characteristiasften
simultaneously for example nutritious, value for money, ethical, and tasty.

It isalsoimportant to recognisethe symbiotic relationship between supermarket marketing campaigns

and consumer preferences and concermsmany instances the initial demand from consumerstar

differentiated productshas beerdriven in the first instance by supermarkefsn example tthis is the

recentColesled marketingcampaign to sell hormone free bedf. some instances, Government has
RSY2yaidNIGSR || gAftAy3adySaa G2 WydzZRISQ O2yadzySNB i
and regulation.

To date many of thegrowth gpportunitiesassociated with types of highly differentiatéabd products
havebeen captured by nichprocessos ¢ at least in the initial stage of new market developmehnts
expected that largescaleprocessos willcontinue toincrease their share of production in these markets

in coming years often through the acquisition of successfuhall scalaicheprocessos. A common

pattern has emerged whereldgrge food processing companies leave the investment and risk associated
with deweloping markets for new types of products to smaller niphecessos. If a product is successful
theselarger companies then pay the premium to acquire $inealler businessesnd the market for their
product

Wt NEGSy il GA @8 bekoding nio&KcOmnRiA S (i &

One manifestation of evolving consumer demands is the increpsmalence and speedier adoption of
WLINB @Sy il G A anbthefgdwirfg in&rket fdR preédniudproductsassociated with these diets
such asuch as gluteifree pasta oractosefree milk. Highprofile nutritionist Dr Rosemary Stanton
notes that thatpeople who come from a higher soeéagonomic background are more likely to declare

themselves glutetiree because they can afford the more expensive foods that come with adopting the
diet’ (Whyte, 2013)

The market for éinctional foodsis growing rapidly

Functional foods are considered to be any food or food component that may provide demonstrated
physiological benefits or reduce the risk of chronic diseases, above and beyond basic nutritional
functions(CSIRO, 2004 xampés ncludechia seeds andlgae.The globalfunctional foodindustry
increased 150% between 2003 and 2010 witbAGRf 14%(Nutrition Outlook, 2011)

[ KFy3aSa Ay O2yadzySNEQ RASGI f AT gaithiadd welbeing &res | NBy Sa & :
factors creating a demanplull for products with the potential to deliver beneficial health outcomes.

Supplypush factors aralsoevident. Expanding scientific knowledge and technological capability,

particularly ingredient expl@ation and development, has led increased product innovation

(Leatherhead, 2011)

" A recent analysis by The Age newspaper sugmbitis assertion by finding that Medicare data shows that the highest rates of the
diagnosis of coeliac disease (a condition that affects less than one per cent of the population) in the country are imklelbastern
suburbs, including two of the &tQ & 6 S| f (i KTo&rak &nd Ridaéndabtld &
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However, it is warned thatie proliferation of functionalfood businesses will only lead future market
growthif substantiated witth Y RS LISY RSy i NBa Sl NOK FTAYyRAy3Ia I a
ldza GNJ £ A Qa NBfFGABSE & tréng RptatiorSiféotl Guali®y &nd Safety add &
investment in food research and developmémdicates that domestisupply aad demand of functional
foods has significant room for growtHowever, consumers demand proof, as substantiated by
independent scientific research, that a functional food will deliver the benefits prontissatherhead,
2011)

G2 0K
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Publicly funded campaigns arouncehlthy eating will become more common

The overwhelming trend towards healthful habits such as better diet and nutrition is attributable to
increased consumer awareness as well as increased focus on preventative healtfhtbiet and
nutrition. This latter factor has seen the governments play a more proactive role in discouraging the
consumption of energglense, nutrierdpoor food and drinks and promoting consumption of fruit and
vegetables, low fat dairy whole grainscalean meat and fisfiUniversity of Wollongong, 2013Jhis has
resulted in the 2013 revision of the Australian Dietary Guidelines, an authoritative source of dietary
information used by health professionals, policy makerseshacators in Australia.

More recently, the 2014 Australian and New Zealand Ministerial Forum on Food Regulation Forum

comprising Commonwealth, state, territory and New Zealand Ministers agreed that a Health Star Rating

system would be voluntarily implem&d over the coming five years. Such a system would give

LJ O1+F3SR F22R YR RNAYla | NIXdAy3a 2dzi 2F FABS (2 |
Wi SIHEAGK {GFNI wkdAay3 OFfOdz Fi2ND 6AGK (KsSo SELISOGL G
make better dietary choices. Already, major retailers, Woolworths and Sanitarium have committed to

adopting the new systertBainbridge, 2014)

Consumers are more concerned about theveronmental impact of food production

One important trend has been the mainstream incorporation of values that were once seen as the

R2YFAY 2F GKS WSy @ANRYYSyidltf Y2@8SYSyiQo !'a | NBad
Yol RAQ | aa& 2LiancelirfiuencedAinddstriad fhodiquiuction. Supermarkets in Australia and

20KSNJ RSOSE2LISR yIdiAz2ya KI @S NBaLRYRSR (2 02y adzySl
creation of retaileded private standards, certification, accreditation, dabelling, and branding

systemgSmith, et al., 2010As discussed on pag@8 above these private standards impose additional

costs onproducers and processars

Provenanceds becoming moresalued

Another trend associatedith rising incomes and increased access to information through the internet

is thegrowing interestamong Australian consumers abauhbere food is producedThishas been driven
inpartbyades N 068 &42YS O2yadzySNBA (G2 NBRdAzOS (K&s WF22R Y
well as a preference by some consumersupport locabgrifood businessesncreasing numbers of

consumersg, particularly those with higher disposable incongeare willing to pay premam prices for

local products. Subsequentlyusinessesire following consumer demand by stockigd using more

locally produced productdt is also worth noting that the increased value placed on food provenance is

closely linked toHe increasing popularity of farme@markets around the countrgnd growth in farmers

selling directly to restaurants
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Knowledge and skills implicationgroduction of highly differentiated products

The ability to successfully capture the price premiussogiated with differentiated products depends on sevéest
capabilities. These includmarket research, market development, branding and the effective use of soeiih For
business processing products witery specific characteristicand attribites additional skillsequirementsaretypically
associated with food safety and quality assurance, raw food material storage and handling methods, investigating
nutritional characteristics of products before, during and after processingmicrobiologi@l sampling and testing
(AWPA, 2013¥or livestockprocessos that emphasise the provenance or ethical attributes of their products, key skil
include buildingelationshipswith supply chain partners to ensure that animal welfare practices are consistent acros
value supply chain and managing lstwess animal handling.

Maintaining a social license to operate is increasingly important

The increased demands and activism from Australian consumers around issues such as animal welfare,
sustainable sourcing, and the use@¥ products, pesticides and antibiotics has meant thainesses

in the agrifood industrynow need to make sure that #y confirm with societal expectations and
YEAYGF R OGKSANIANDOSYyasSQ (2 2LISNI S

Many agrifood businessegre frustrated that theseocietal expectations and norms around food and

food production are constantly evolving and not always wetrmed. In their submission to the

ldza 0N f ALY D2OSNYYSYyldQa b lAdskaftayf Centre@®@erddd Irgety 1 Yy INB Sy |
echoed these frustrations

Agriculture and food production continually risk their Social License and freedom to operate due to
the lack of factual information independently available to the media, consumers, policy makers and
other influential commentators. There is no process in placeild densumer trust in our ever
changing food systerfAustralian Centréor Food Integrity, 2012)

Knowledge and skills implication$aintaining a social licenst operate

Historically farmers have had a mixed record in responding to public criticism of their farming practices. In his rece
review of agriculturaB RdzOF i A2y X WAY t NI} Gf Seé adl G§Sa K theiattdckerQusiNgY 2
science alone to justify current practidesp t NJ G f S& yappiioSchds indtféctive it Buildig stakeholder trust
and support, and it tends to anease suspicion and scepticism about the industry being worthy of publi€ {Risitley,
2013)

Rather thardefendingK S WNA IK{G G2 FI N¥YQS | Y2NB LINRERdzOGA GBS | LI
license igo pro-activelylead communityattitudesA y S& Gl 0f A4KAyYy 3 GKS G4SNya 27F |
(Williams & Martin, 2011)Ths approach requirestrong leadershipsavvy communication and marketing avaluntary
accountabilityamongprocessos. It also requires a willingness to accepiticism everwhenit might seem unfair or
incorrectwhich may result irshort term pain in search of the long term gafomore proeactive and positive approach
recognisathat both primary industries andommunity attitudes and standardgeed toevolvein parallel(Pratley, 2013)

A key skill for those in the sector that want to take a more-@ctive approach to maintain their social license will be th
effective use of social medand crisis managemelfsee pagé7 for a further discussion of this).
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6 Social medidascreated new ways to engage
with consumers

Access to information has accelerated through social media and the internet

The last ten yars hare seen massive changes in how Australians use social media and the internet to

interact with brands and consume products online. Recent research by Nielsen found that the majority

of Australians (82 per cent) now spend an average of 23.3 hoursadich week, from just an average

of 6.7 hours spent online by 73 per cent of Australians ten years previouSly. BiSy Qa NBa St NOK |
foundthat seven in ten Australians actively use social media, a major behavioural shift since 2003 when

less than oneni ten online consumers engaged in any online social networking acti{htielsen, 2013)

The rise in Australian users of key social media platforms over the past five year is sitagureh6

below.

Figurel6: Australian visitors to social media platfor§®ocial Media News, 2014)
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Online channelsare now critical to successful marketing strategies

With the advent of social media, consumers have an unprecedented capacity to cgmmainly with
businesses, but also with each other. Consumers can instantly and publicly evaluate their experiences
with goods and services online and engalgrectly with companies through online chat features.
Consumers are also increasingly able to shape the nature of their purchases by, for example, designing
goods over the internet.

The advent of online marketingaidK S INR gGK 2F WoA3I RIGFEQ gKAOK (NI C
patterns and preferences, has also made it significantly easier and cheaper for agrifood companies to

tailor their marketing directly to individual customers. A reflection of the increased irapoet of online

channels is that online advertising now accounts for 27 per cent of total ad spend across Australian

companieg; an eightfold increase from 200@Nielsen, 2013)
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The advent of social media has been significaveller for nichefood processos who can access the

same free online platforms as large scatecessos. Social media has allowptbcessos to bypass
traditional communication channels and instead communicate directly with custofeee£ase study

11 0n pageb5for an example of thisMany nicheprocessos now use social media and online platf@m

to rapidly test, develop and launch produdhis.contrast, larggrocessos are often encumbered by the
hierarchical processes that preclude it from swiftly taking products to market (e.g. new products would
require national product launches as accomgahby a multimedia marketing campaign).

Online cacreation is becoming more common

Online cecreation is the practice of produce, service and strategy development that is executed by

consumers, staff and stakeholders together in online collaborativeespddajor businesses such as

Kraft and Unilever have utilised online-creation with great success. In 2013, Unilever announced a

F2NXIf LI NODYSNRKAL gA 0K NBS (iSH12yQ 30 20YKrSizy A AINT IR (B3, S6| A TR
creators worked acrossyY A f SOSNRA& 6Nl yRa o0adzOK Fa /2NySaaz2 I yR
their marketing and communication campaign (eYeka, 2013). In contrast, Kraft used ortieation

G2 RS@St2LJ Iy SyGANB LINRRdzOG f A grévidleda pradycHconteptS W/ 2 Y
GAGK | @GSNE &aKEWINOEYQISAAYRDEO YVA2ISITKSNE YNI Fi ONF
5AS0Q 0N} yYRSR LINPRdzOGa (GKIFG 3ASYSNIGSR bPmnn YAffAZ2)
(Communispace, n.d.).

Though both hese examples are global food and beverage conglomerates, it is important to note that
these platforms are also highly accessible for niche processors. Unlike traditional approaches, enline co
creation does not require significant capital investment ireersh and development, which is a distinct
competitive advantage of large corporate processors. Furthermore, crowd sourcing of product ideas has
the distinct benefit of generating consumer binyand decreasing product launch risk.
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Case studitl: Madame Flavour

Madame Flavour Premium herbal tea with a personal touch

Madame Flavour is a Victoridbased manufacturer of boutiqueas. The company was founded in 2007 by Corinne
Noyes, a former marketing executive wlBiimplot Australiavhose experience included creating and branding Leggo's
Thru Sauces and the Talking Italian campaign.

After conducting market researcNoyesidentified a nichdor leaf teas with a feminine focus. Given that women are th
large majority of specialty tea consumers, the bulk of specialty teas and many of the existing major brands such as
¢CHAYAYIAaT YR S5AfYFK adAatt KFER Fd GKFEG GAYS 402t 2y
An early breakthrough for the company came afdyesO2 y i OG SR 222t g2 NIIiKaQ GSI |
jdzA 01 LA GOK® GCNRBY GKS 6S3IAyyAaAy3d L LIEIFIYYSR ¥2NJ al RI
marketing background | knew what it took to get there too. You must have a proidick (G Q& ISy dzAi y St &
YENJLSGAYy3d LIy (2 &aK2¢g LIS2LIX S Attt gtyld G2 ode AlGZ
consumers aware of your product. | also wanted to build a business of a certain scale as

AlQa 6KIG L 1ySse oFNRMthedutsstN@YqsmteBiwwndR 6 & ¢~ S FN
that to achieve the efficient scale required to supply major supermarkets, Madame
Flavour needed specialist expertise across the supply chain. ThereforeNeki#sand MADAME

her team personally develop the tea blends; productiararehousing and transport for
Madame Flavour are outsourced. A key challenge at the beginning was securing
sufficient finance. The business began with only a small amount of savings which grew
GKNRdzZK Go2NNB gAY I f AldfE Sbaoks indrtgagisgNB | y R
SOSNEBGKAY3T 6S 26ySRDE

From the beginninfNoyesintended to give Madame Flavour a personal touch and
provide a level of interaction with customers that is unusual for a supermarket brand.
G9BSNE LI O1S8SG 2F @S nkFlavourto duScistodaydr A y 8 A R I
YAYRNBR {LANARGO® ¢2 RIFGS 6S8SQ0S NBOSAOSR BT HAZ NN
2F0Sy FIRRNB&aasSR (G2 WalRIFYSQ KSNBRStFo ¢ Ja az2YSick
RANBOGt& O02yySOlAya 43 0B2YiKEYRYIZNE 2F (GKS T22R &2 d«
Madame Flavour also actively uses social media to promote the brand and interact with customers, even receiving
gAUK GKS CNBYOK YR DSNXIY GNIyatldAz2ya FT2N G6KSANI L
meRAIF® aL Y lfgrea YT SR i K2¢ 3ASYySNRdza 2 dzNJ Odzi i
After securing distribution with Woolworths and ColBkyeshas actively tried to diversify Madame Flavour through
supply to hotels, cafes arairlines. Food service channels are the fastest growing part of the business, and accordin
Noyes represent a significant opportunity going forward.

NoyesK & ARSYOGATFTASR a32Ay3a (G2 adzLISNXI NJ Sia ¢ ysetotcialenge
I2Ay3 FT2NBINRSG {KS y22i8a GKIFIGZ aDSGGAY3I NIy3aISR Aa 2
FRHSNIAAAYyIDd 2SS | NBE y2g 02 YLIS( ingtiginalg thdl dkallengey e atodnd fioddd
GKFG Fa | GS Nogescbgnidedzhat muitiBadoBal domporations entering the tea market have significar
advantageg including economies of scale, leading production and logistics capabilitigelieves the ability of niche
providers such as Madame Flavour to innovate fast and develop genuine relationships with their consumers to be i
strength.
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Farmers are also using social medtapromote their businesses

The use of social media for business purposes is alsasingevithin the agriculture sectorResearch

from 2013 found that 76 per cent of farmers in the United States between the ages of 18 and 35 use
social media to share knowledge, connect with consumers and promote their bufiRessbank,

2013) Anecdotal evidence suggests social media use among younger farmers in Australia is reaching
similar levelsAn increasingly common strategy for many ddaymers is to use Facebook and Twitter to
attract readers to their blogs.

Louise Stock a communications coordinator f@airySAwvhich is leading a campaign to increase social
media usage notes that the majority ob I A NB { | (séise FaSebanlSand other programs socially,
but that only a smaller proportion use it for business purposes.@insee the potential benefits of

social media ipromoting and selingafarming business and in countering negative perceptions of rural
life, "you can get true information out there about whigtrming is about, a farmer's love of the land

and their animals and thepassion for farming(Anderson, 2014 Sam Livingstone from the virtual
farming community AgChatOz notes that social media can be used to highligehprme

OKIF NI OGSNR&AGAOaT &adzOK a fSGdAy3a O2yadzYSNA (Y
NFA&aSR 2y 3INI &aa¢sz 2N G2 LINRBY2:GS It GSNYyFGS al ¢
market you are going to be at on the wesld so that they can purchase your produd¢®abobank,

2013)

LouiseStock notes the importance of farmers using satiatia to engage idialogue, "listeningo
what others are saying, and responding, is just as importaptiaking information out when it comes
to social medigAnderson, 2014)

7

I

2
S

Case study2: Bulla Burra

Bulla Burrac Multiple uses for social media

Bulla Burra is a farm in the Northern Mallee region of South Australia [l ¢
which was created in 2009 using a collaborative farming approach (se
page40). The page na has over 3,800 likeswith the most common
group of followers being young people aged28years old.

In mid2013, Bulla Burra established a Facebtwogromote. dzf f |
work and operating philosophy OO02 NRAY 3 (2 W2KY
Exeaitive Director their Facebook page has provided a widrge of :
opportunities for them to connect with people in Australia and oversea: ...
! OO0O2NRAY3I (2 DfIRAIIdZE aoKSyS@S
get people making comments from all around the warlde are
constantly being challenged by people as to why we do what weitlo
has created a lot of discussion and we have learned a lot. We have als
had a lot of overseas farmers on study tours come visit as a result of tl
LI 3S¢ o

Y
On a practical leveéhe page has enabled them to get feedback on certa‘
farming practices (e.g. pest control), sell their old equipment, and recr|
skilled staff from around the world during harvest time.
Gladigau says that the page plays an important role in counter inagstiereotypes by portragg positive stories of farm

f A Fa&rders@an be their own worst enemiewe have responsibility how we present ourselves publicly and we nee
LINBASYy(d 2dzNJ g2N)] & LINRPFSaarazylitsxs 002dzyiltoftSzT IyR
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The power ofsocial media can also advensampact the sector

It is important to recognise that social media can have positive and adverse impacts on businesses in the
agrifood industry When an issue emerges that causes the general public to question the soces lden
farmers (see pagg2), the power of social media can rapidly impact the industry in question if the crisis

is not managed effectively. The majority of businesses and industry groups in the sector currently lack
effective social media and crisis management skills.

An exampleof the potentially adverse impacts of a poorly managed media crises is the scandal that
enveloped the live cattle export industry in 2011 after a story about live exports to Indonesia was aired

2y GKS 1./ Qa C2dzNJ / 2 Ny S NE& braaticRsHaNd a¥SubseflueriddSal ndedid a |

campaign supported by Animals Australia and GetUp, the Government suspended live cattle exports to
Indonesia shortly after afterward®eogh, 2013d)A more recent example includes thaecgl media

campaign in 2013 against the use of sow stalls in piggeries that led Coles to announce it would only sell
'sow stall free’ porKABC, 2014)

Knowledge and skills implicationdJsing social media effectively

Develging an effective social media presence requires a range of skills that in@saenbarketing andommunications,
how to identify and engage effectively with target audiend®sher key elements include adal media strategy with
clear objectivege.g.awareness, leads, sales, community building, sharing knowlelgealign with business goaded
provide aclear rationale for whiclsocial mediahannelsa business will utilise. Maintaining an effective social media
presence requires a business to geste unique and interesting content on a regular basis and en=amsistency in
content and messaging across all channels

Thekey elements for a business or industry to effectivanag a social media related crisis inclubeing prepared by
having pans or protocols in placeesponding in aitnely fashion, directly acknowledging and engaging with the issues
maintaining consistent messaging, and providing agmtive strategy to deal with the particular issues
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7 Thefuture agrifood workforce wilbe smaller
andmore skilled

I dza ( Ntureladrid@d workforce will be more skilled and smaifesizerelative to theA y R dsa (i NB Q
current workforce(Agrifood Skills Australia, 2014&his shiftrepresents theongoing adjustment and
consolidationpatterns discussed ire$tion 1 of this reportas well aghe increasinglynore sophisticated

and @mplex businesseeds ofagrifood enterprisesutlined insections2 to 6 of this report

Modelling suggestthat employment withinthe agrifood industrywill continue to contract

The Australian Workforce and Productivity Agency's (AWPA) 2013 study of the food and beverage
workforce included fouscenarios for Australimagrifood over the period until iR025 as a basis for
modellingthe sector's workforce needs. These scenariosoarténed below:

1. Long Boont the high demand for resources traded with China and other countries continues.
Industries challenged by the high terms of trade undertake structural adjustment. This results in
a scenario of sustained prosperity andeatructured economy.

2. Smart Recovery the challenges facing Europe and the United States affect financial markets.
This means low growth for Australia to 2@1%. Growth then improves and Australia benefits
from industry and government strategies to impient a knowledge economy.

3. Terms of Trade Shoakresourceprices fall mainly due to increased supply from other countries,
the Australian dollar falls and we move to a broalesed economy.

4. Ring of Fireg arisky world with multiple economic and envinmental shocks resulting in
ongoing lower growth.

Within the ANZSIC Industry related to agriculture, employment levels were projected to decrease in the
period to 2025 under three of the four scenaripas shown ifmrable5 below. Within theagriculture

industry subdivision, the only industry grqas expected to grow under all four scenarios were Poultry
Farming and Other Crop Growing, which employed 13,600 and 11,500 people respectively in 2011.

Within the food and beverage manufacturing subdivision, AWPA pdjglting employment levels
under al scenarios with the exception of Ring of Fjr@hichlikely reflects the protectionist trading
assumptions within this particular scenaf®@WPA, 2013h)

Table5: Projected annual average change in employment levels by inddstPA, 2013b)

Agriculture, forestry anfishing* 337.6 ¢0.4% ¢0.4% ¢1.6%

Food, beverage and tobacco produt

0, 0, 0,
manufacturing** 246.9 ¢1.4% ¢1.3% ¢0.9%

* Industry total excludes Forestry and Logging and Forestry Support Services industry subdivisions.
** Industry total excludes Cigaret@nd Tobacco Product Manufacturing industry subdivision.
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Projections show acontinuingtrend towards employment in more skilled occupatien

Currentfive-year employment forecasts by thgepartment of Employmerdlso showa likely decrease

in lowerskilledworkers in theagrifood industryover the next five yearszigurel7 belowshows a
contraction inagrifood industryoccupations within the Labourer ANZSCO occupation group and strong
growth in the Professionals and Technicians and trades workers gidgps.detailed data related to
individual occupation level forecasts can be found\ppendix D

Figurel7: Projected employment levels across thgrifood indwstry by ANZEO occupation
(Department of Employment, 2014)
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The knowledge needs of the future agrifood workforce will jpeofoundly different
If the agrifoodindustryis to fully exploit dza G4 NI £ A I Qa 02 Y LIS iequiiekrdBledgeR G y (I 3 S
and skillsn areas such aamdvanced production techniques, leaghip, management, mentoring, risk
management and the capability to translate research and development into successful new products
(AWPA, 2013bAs the Australian Council of Deans of Agriculture argue in their submissibe
Agricultural Competitiveness White Paper
AANA Odzf GdzZNBE Kl a 6S02YS | (y2¢fSRISnNAY(iSyardsS SyR
qualified in traditional agricultural subjects, but they are also competent financial managers, have an
ability to comply with complex legal regulations, are éece communicators and negotiators, have

a savvy understanding of domestic and international markets and are competent HR managers
(ACDA, 2012)

This transition to new and more complex knowledge and skill sets will fundarhergahape all layers

of the current agrifood workforce. In some instanglegsinesses will need to egkill their existing

workforce. For other new and emerging capabilities, the industry will need to attract and grow an

entirely new cohort of techniciamand pargprofessionals that have yet to leave schablK S A y Rdza (i NB Q&
future thereforelargely depends on its ability to understand what changes need to the skills base of its
workforce and how to make that change.
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Larger and more successful businesses lagtter ableto meet their future knowledge and
workforce requirements independent ofjovernment

There is a strong correlation between the size and sophistication of an agrifood enterprise and its ability
to successfully access and incorporatgth minimal government supporthe types ofknowledgeand
practices that agrifood enterprises need to continue growing.

Within theagricultue in particular farms in the corporatgdroductivesegmentof the sectorare much

more likely to have the capability amdsources to access the new types of knowledge required for them
to maintain or enhance their productivityas illustrated irFigure18 below. Figurel8 alsoshow how

the knowledye needs of producers become more advanced and sophisticated in direct relation to their
EVAO.

Figurel8: Typical knowledge requirements and levels of-safficiency bydrm segment

Aspirational

$ Estimated Value of Agricultural Operatiopsr farm

Level of selbufficiency

Adjustment (static) / Capabilityand  Advanced business
Landand biosecurity management business management, access
(amenity) development to latest R,D&E

Some of thenewwaysin which farmers in theorporate/fproductivesegment are preactively accessing
new knowledge include:

»  Applying for scholarship and leadership programs such as the Nuffield scholarship and the Rural
Leadershig-oundation

»  Qrganising pxate international study tours
»  Facilitatingstudy tours of Australia by internatiahfarmers and industry experts
»  Establishing direct relationships with national and international researchers and research teams
F2NJ SN & | 00Saa G2 WySg 1yz2eft SRISQOD
Unsurprisingly, these savvier and more innovapveducerstend to share similar characteristics. Key
determinants of farmer innovation include farm size and profitability and farmer education levels.

An ABARES survey of farmers found that more than 90 per cent of large family farm businesses in
Australa ¢ those with an annual turnover exceeding $400,@0tad made innovative changes over the
two years ending 20008 and more than 40 per cent made at least one change to a great extent. In
contrast, only 77 per cent of small family farm businessti®se with an annual turnover of up to
$400000¢ made innovative changes and only an estimated 29 per cent made at least one change to a
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great extent(Liao & Martin, 2009)The same ABARES study found that generally a higher picpof
farm owner managers who were educated at a psstondary school level made innovative change
compared with those farmers with secondary education or bglbiao & Martin, 2009)

At the larger end of the corporatpfoductive segment of agriculture, some of the large corporate
farming businesses in Australia have started to develop their own internal workforce development
strategies and initiatives. For example, Hassad Australia recently launched its Next Generagos Lead
Program. This program offers four graduates from agricultural tertiary institutions the opportunity to
rotate over a tweyear placement through corporate and operational rolelsssad Australia, 2014)

The ability to accedesnowledgeand engage in workforce development independentgaivernment is
also highemamonglargerglobal conglomeratewithin the food processing sector. For example,

O2YLI yASa tA1S a2yRSETT LYGSNYyLFGA2Y !l fpmdntfd@ms{ A YLI 2
I f &z

that manage internal development programs for staff and graduates. Imnridun a2 Yy RSt T1
launched the Master of Food and Packaging Innovation, a joint initiative between the University of

aSto2dNYyST az2yRSETI LyGa&ddmeni. A2yt YR GKS +AOG2NRI

It is also important to note that many of the entrepreneurs that have started businesses in the niche
processoisegment are also highly sdiifficient. Anecdotal evidence suggests that some of the more
successful founders of niche producingerprises have previously held senior roles in large food
processing companies or have come other industries like banking and finance.

Effectively targeting enterprises that want to make a productive leap will be critical

As highlighted in thégricultuial Competitiveness Green Papéiting the performance of the middle
50 percent of farms in Australia towards the levels achieved by the tope28Bent will bea major
challenge for policy makers going forwardsie Green Paper argues that successulsuring this

transiiona g Af £ ©6S ONRGAOFE G2 IGGNYOGAY3 GKS OFLRAGEE

FKSIR ¢6KAES YIF1Ay3a &adaNB FrYAf& FFENya OlFy adal e
(Commonwealth oAustralia, 2014b)

Effectively supporting the middle Fi&r cent of farnsto grow will require careful targeting of those
farmers in aspirational segment that want to make a major leap in productivity, rather than those that
are slowly downsizing @&djusting out of the sectog as illustrated irFigurel9 below.

Figurel9: Longterm aspirations within the aspirational farmer segment

Making the
productivity leap

Downsizing or
adjusting out

$ Estimated Value of Agricultural Operationsr farm

Number of farms

Aspirational
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Younger farmers are well placed to make the productive leap

Anecdotal evidence suggests that the many members of the current geneddtimung farmersre

well placed to make the productive leap required to increase agricultural productivity in an age of
increasing complexity. Based on predominantly qualitative anecdotakvidence several
generalisations can be made about the attitudes, preferences and ambitions of young faratleo$
which directly and indirectly shape how they access the knowledge and support required to run their
businesses successfullthese characteristics inclugBarr, 2014; UMR Research, 2012)

»  More attracted to larger and more successful farmdimited available evidence suggests that
younger farmers are more likely to be found on the largem&that produce the bulk of
l dzZA G NI £ Al Qa | 3INR Odzt ( egdlierational daimidgAandlied, tifis igildgely OF a S 2
due to the fact that older farmers must continually invest in growth to counter the terms of
trade decline to maintain the athctiveness of their farm to the next generation in their family
(Barr, 2014)Perceptions of the risks and difficulties associated with farming as well as attractive
and lucrative career options outside of farming mean thatngpeople from farming families
may not necessarily be interest@dassuming responsibility for their family business.

»  Aspirations are set more broadly the aspirations of the next generation of farmers are being
set by the expectations of their peersither than the income of their parents. These
expectations are less geographically and indubtyynd than in previous generations, as
younger farmers are now starting their careers later after longer periods efguming
education and employment wheithey are able tanix with a wide range of peers.

»  Better educated; increasingly, young people from farming families and backgrounds are
pursuing tertiary qualifications in a diverse range of fields. Historically, studies would be in
agricultural sciencesra other agrifood related courses. However, increasingly, many young
farmers are gaining formal qualifications in ngpecialised courses such as economics, business
or science. These farmers will sometimes pursue early careers in areas tangential g farmi
such as commodity trading or agribusiness banking, building a sophisticated understanding of
business and markets which they apply once they return to farming later in their careers.

»  More receptive to new technologyg younger farmers have been raiseata society more
globalised and connected than any of their predecessors. A New Zealand study of dairy farmers
found that the most progressive dairy farmers are far more likely than older farmers to be
interested in investing in new technology to help irope their farm§pbroductivity. Similarly,
they are more amenable to electronic channels of communication to share farm capability
information

»  Better connected through notraditional and informal networksc young farmers tend to have
multiple nontraditional networks which do not follow traditional physical boundaries. These
farmers are generally technologically savvy, wralvelled and better networked into urbanite
colleagues than older generations of farmers. This trend has seen an inareéhsenumier of
professional networking forums for young farmers in recent years (such as those organised by
Future Farmers). These farmers tend to be more interested into learning from their peers than
pursuing traditional policy advocacy networks.

» More open to rsk and growthg the current generation of young farmers are less likely to have
dependents than farmers of theame age in previous generatiorihis enables them to be both
more mobile and to take greater risks in career risks.
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8 Knowledge generation andnovation inin
agriculture ignulti-faceted and complex

The ways in which knowledge is generated, translated and transferred in the agriculture sector has

profoundly altered over the last three decades. Higtorical governmentiominated and more linear
continuum of knowledge generation and transfer in agrifoetiown inFigure20 below ¢ has been
replaced by a more diverse and mudimensional matrix model.

Figure20: Actors in the agriculture knowledge and innovationteys
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This new model of knowledge generation and transfer inagefood industrydiffers from historical
approaches in several profound ways:

»  Crowdedc The number of public, private and nfir-profit sector organisations with an interest
in knowledge tansfer has increased over time with a general shift from public to private funding
sources. The internet has also dramatically increased the ability of businesses to access new

sources of knowledge.

«  Fragmentedg The requirement for specialist knowledgssaciated with specific products,

technologies and business processes has increased the volume and diversity of niche knowledge

that is generated and transferred.

»  Fasterg the advent of new technologies has dramatically shorted the lead time for

disseminaing new knowledge after it is generated, which in turn has created new expectations

about how quickly people expect to access new knowledge.

Several of the major trends that have influenced these changes in how knowledge is generated over the

past two decdes and transferred in thagrifood industryare explored below.
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Public funding foragricultureresearch is declining but from a relatively high base

Public sector support for agricultunasearch and developmenR&D has gradually decreased over the
past several decades. In 1995, Australian and state government research agencies undepio&e22
and 53per centof agricultural R&D respectively. By 2009 these shares had declinedoter t&ntand

50 per cent resectively, with the share of publicly funded agricultural R&D provided by universities
increasing from 14 per cent to 34 per cent (Australian Bureau of Statistics @BARES, 2011)

A number of bodies involved in agrifo®e®arch, Development and ExtensidR¥&E are funded

through a mix of private and government sources. Key stakeholders include the 11 Cooperative Research
Centres (CRCs), CSIRO, 14 Research and Development Corporations (RDCs) and Collaborative Research
Networks (AWPA, 2013b)

Public research and developmebeen a primary driver of productivity growth

Modelling by ABARES in 2011 confirmed the historical role of publiciR@riving productivity growth

in agriculture. In their analysis of TFP growth betw&852;53 and 200607 ¢ which averaged around
1.96 per cent a year ABARES concludétht growth in public R&D knowledge stocks accounted for
approximately half the bradacre TFBrowth over this period. The same analysis found that extension
knowledge stocks accounted for 17 per cent of TFP grawthillustrated irFigure21 below.

ABARESrgues that increasegublic investment in R&D is required f&ignificaniongterm productivity

growthin the sectorTothat end, ABARES cautionstithed af 26 3ANB oG K Ay Lzt A O NB
years may cause a significant drop in broadacre TFP growth in the future, to the extent that there is no
IANRPGGK 2N I NBRdAzOGA2Y A ycgivénEhe loddey time BetweenFesdargh2 6 f SRIS
investments and their contributions to the stock of knowled§&eng, et al., 2010)

Figure21: Contributions to annuabroadacre TFP growthetween1952-2007(Sheng, et al., 2010)
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The National RD&E framework is consolidating research capability

In 2008, the Primary Industries Ministerial Council (PIMC), the Australian, State and Northern Territory
governments, rural R&D corpdrans, CSIRO, and universities began to jointly develop a National
Primary Industries Research, Development and Extension (RD&E) Framework. The intent of the
framework is to increase collaboration, specialisation, and critical mass and decrease fragmentati
FONRaa (GKS O2dzyiNEBQa NBASEFNOK OFLIoOATAGASAD
The PIMC had endorsed the following RD&E strategies:

»  Fourteen sectoral strategies for beef, cotton, dairy, fishing and aquaculture, forestry, grains,
horticulture, new and emerging industries, pork, poulshieep meat, sugar, wine, and wool.

»  Eight crosssectoral strategies covering animal welfare, biofuels and bioenergy, climate change,
water use, plant biosecurity, animal biosecurity, soil, and food and nutrition.

An evaluation of the National Primaliydustries RD&E Framework conducted in 2012 by Allen
Consulting Group for the Department of Primary Industries (Vic) found that the framework had:

» Created a national approach to primary industries research, development and extension

»  Quccessfully promotedadlaboration and cooperation between partidseaking down state
barriers and shifting attitudes from competition to cooperation

» Reduced duplication and reallocated resources to areas of priority

» Provided a greater understanding of national capabilitgntifying gaps and areas of capability
that need to be maintained and/or enhanced for the future

» Increased knowledge and information shari#dlen Consulting Group, 2012)

Privately funded knowledge generation iagricultureis increasing

The proportion of privately funded agricultural R&D has increased over the last thirty years to the point
that it comprises roughly onguarter of total R&D funding. ResearchAwstralian Farm InstitutéAF)
indicates that most of the res@ch sponsored by private entities is at the more applied end of the R&D
spectrum(Keogh, 2011)

Private funding for agricultural R&D comes from three main types of sources:

«  Industry payments to the RDCmdustrycowned reseech institutions such as BSES Limiteah
entity that performs some $2fillion a year of sugar researgtand statebased research
organisations such as the South Australian Grains Industry Trust and the (WA) Agriculture
Produce Commission.

» Large commerial farming companiesuch as Auscott Limited, Clyde Agriculture, Huon
Aquaculture, PrimeAg and Twynam.

» Chemical and fertiliser research companigsch as BASF, Bayer, Dow, Monsanto, Nufarm, Pfizer
and Syngenta, which also make large investments in r@&Bl iRternationally.

The role of privateompanies, predominantly large multinationals funding agricultural R&D research
in Australia has increasedlheir investment is rewarded by the ability to sell the technologies at a
premium price, due to théntellectual property ownership rights over specific technologies or plant and
animal speciesThe increase in privately generated knowledge with IP related protections has
implications for knowledge transfer within the sector, particularly for thpezcessos that cannot

afford the upfront investment in certain technologi@dcKinna, 2010)
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Despite the increased role of companies in agricultural R&D, the proportion of privately funded
agricultural R® still represents a small proportion of total R&Particularly when compared with
other developed countries (as illustratedRigure22 below).

It is also important to recognise that the division betwgmiblic and private research is not always
clearcut with the emergence of new types of diddprivate partnerships. An example of this includes

the partnership between Dow AgroSciences and the Victorian Department of Environment and Primary
Industries (DEPI) through its commercial a#griculture Victoria Services. Since 2009, Dow and
Agricuture Victoria Services have worked on a number of research projects such as improving the
performance of canola varieties.

Figure22: Private sector share of total agricultural R€®¥oductivity Commissio2011)
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McKinna suggests that further growth in privately funded R&D will be constrained as the Australian
market for new technologies is too small relative to cost of investment and the length of legal protection
for the IP generated. As a resul&R by the larger multinational companies is increasingly being
undertaken at a global level. An example of this shift can be seen with the IP associated with many new
chemicals currently being developed globally for agricultural use which are not registerese in
Australia(McKinna, 2010)

The pominence and nature of publicijunded agricultureextension has alteregbrogressively

As the role of the private sector in extension has increased over the past several decades, thie level
publiclyfundedextension has decreased. In 1853, extension activities represented 24 per cent of

total public agricultural R&D funding. In 2@Q&, this had shrunk to around 19 per cent. This decline is
largely due to the withdrawal of state and territory governments from providing extension services and
has been accompanied by increasing private sector involve(@BARES, 201

The publicly funded extension services that remain today are fundamentally different from historical

programsg such as the Commonwealth Extension Services Grant that was abolished in 1981. As Core

notes in his background report for the Nationdl 81 4§ S3A O wdzN} f wg5 Ly@SaidyYSyl
has shifted from onen-one to group approaches and a production/economic fotas broader

platform involving environmental and social concef@sre, 2009)

Historicallzy (G KS LINBR2YAYIlI Yyl Y2RSt 2F SEGSyaAirzy KIFa 0SSy
discovering new information and technologies, and these being transferred to farmers by extension

agents, with the aim of achieving a change in farm management pesdid improve productivity. In

Y2NBE NBOSyid GAYSa Ay Yz2ald RS@OSt2LISR ylriAaz2ya GKS Y
model, under which farmers identify challenges and opportunities for researchers to investigate, and the
extension agent playsfacilitation role between researchers and farmékeogh, 2014b)
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Farmers aremore reliant on information or services provided by consultants

With the ongoing evolution of publicly funded agricultural extension services (seesppgustralian

farmers are becoming increasingly reliant on-feeservice advisory and consulting services provided by
the private sector. A 2011 study bye GrainsResearch anddevelopmentCorporation (GRD@stimated

that around half of grain growersationally use a range of different types of consultants. These
consultants provide primarily agronomic and farm business advice, but increasingly also include areas of
marketing, finance and price risk managem@aRDC, 2011)

The transition from a primary reliance on publicly funded services to private sector advisors will continue
to occur over the coming decade. This change will also occur at different rates for different agencies and
sectors(NationalPrimary Industries Research, Development and Extension Framework, Z0&3)

current relative progress of key agricultural sectors in this transition from public to privately funded
advice is shown iRigure23 below.

Figure23: The Evolving Extension Modblational Primary Industries Research, Development and
Extension Framework, 2013)
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Longitudinal data from ABARESs annual farm survey demonstrates thatskeaigefarming businesses

pay higher advisor costs than smaller businegsas fiown inFigure24 below. As Keogh et al note, this

GNBYR A& y2i dzy$SE LIS QhaStHe hankgeérs df largsaale Sagiibésingsges arey RA O (1 S
more willing to seek out and pay for advice, perhaps a response to the higher level of risk and

production complexity faced by the operators of laged I t S odzaAySaaSaé¢d LG Aa | f
the cost of agronomic advice may be included in the overall cost of inputs (such as fertilisers or farm
chemicals) which makes it difficult to identify trends in advisor expend{iKemgh & Julian, 2013a)

Figure24: Average annual amount spent on advisory fees by gross farm income
(all broadacre farms nationallfABARES, 2013d)
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The diverse nature of private sector advice is illustrated by the advisors within the gréurssry.

Advisors in this sector may operate on a-fee-service basis and provide agronomic advice to a range of
different farm clients in a particular region. Alternatively, these advisors may be employed by a farm
input supplier, agrichemical company fertiliser manufacturer, and provide agronomic advice as part of
a sales support function. Other crop advisors also work in partnership with farm business consultants
(Keogh & Julian, 2013a)

Recent research by the Australiearm Institute into the private sector crop advisors in Austaba
sector with a highly established and evolved model of advisors relative to other industgesaled the
following characteristics about the current advisory industry in cropfitepgh & Julian, 2013b)

»  There are approximately forty private sector crop advisors in Australia for every one-public
sector crop advisor.

«  Approximately two thirds of crop advisors are employed by crop input suppliers (retail crop
advisors) and one third operate independently generating income from fees paid by grain
growers. Approximately 550 of the estimated 1,500 retail advisors in Australia are employed by
the three biggest national farm service organisations.

v ¢ KS Wi @& laihiébk i§ auniv@iNi@dukated male aged in his mid to late thirties who has
between ten and fifteen years of experience as a crop advisor.

»  Sixty per cent of crop advisors work ftithe as crop advisors and service an average of
approximately thirty tents.

The literature available about the effectiveness of private sector extension models is very timited
particularly in relation to the effectiveness of different systems of integration between public research
agencies and private sector extensiomsees.

Maintaining a supply of suitably qualified advisors and consultants will be a key challenge for the sector
going forward. Historically, many private advisors and consultants began their careers with state
departments of agriculture where they gaith an acquired set of expertise and local regional knowledge.
The gradual reduction in the regional presence of these agencies has therefore reduced the supply of
advisors and consultants from what used to be a key training gr@eadgh & Julian, 2013b)

Policy considerations: Provision of public good knowledge

The longterm decline in publicly funded extension and the increasing reliance of farmessreites provided by private
consultants and advisors raiseFalzy RI YSy (i f |j dzflitA2 ¥ RO OPYA s KGRI Y GAf €
in the future. Public good knowledge that was previously conveyed to farmers byfstated extension officers and
regional natural resource management personnel includesas related to soil management, sustainable gvapture
rotations, disease and insect pest management, biodiversity maintenance, fertiliser and nutrient runoff, chemical s;
FYR 6l GSNIljdzZ fAdGe YIFEAYGSYylyOS ¢ wofadiisorsitticatediBadiSsyas sublids ¢
natural resource management are of relatively low importance in the advice they provide to their (Keoigh & Julian,
2013b)
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Case studi3: RuralDirections

Rural Directiong; leading South Australian agribusiness consulting firm

wdzNF f 5ANBOGAZYAE Ad 2yS 2F {2dz2iK ! dZAGNIf Al Q& 1 NHS:Z
employees. Established in 1997, Rural Directionsigesvagribusiness consulting services in three core areas: farm al
regional business, corporate agribusiness and industry development.

I OO0O2NRAY3 (2 51 @AR | SAyadzax wdzNI f 5 A NB Buidezayging Therksiyie =
archetypical client (in terms of size, problem or industry). Rural Direstionsults with family farms, corporate farms,
small regional businesses, agribusinesses and government, as well as Research and Development Corporations.
issues are siitarly varied and can include, but are not limited to, succession planning, employee management, lanc
purchase, governance structures, benchmarking financial performance and weed management.

Heinjusrecognises that consultancies such as Rural Directiaus filled a nofformal knowledge transfer vacuum,
especially astate govenment funded extension servic@s South Australia have declined significantly in recent ygess.
a result, armers, who are continually inundated with information of varying lewé reliability and relevance, are now
more willing to pay fomdependent andailored services from consultancies such as Rural Directions.

Heinjusidentifies a lack of understanding of business, economics and management as the key skills and kengayedg
amongst Australian farmers. AccordingHeinjus it is that leading 50 per cent of farmers who are applying formalised
management principles rather than working with intuition. David maintains that formal qualifications will always be
relevant, ifnot at least to meet compliance requirements. However, he cautioned that VET qualifications must deliv
value for employers and students. He warns that rapid,-aeek diploma courses devalue the currency of accredited

training and will not lead tormaemployable graduate.

Rural Directions is a lead investor in the newdiablished Farminvest Australia. Farminvest Australia is managing the
Australian Farmland Investment Fund whieifl purchase farm land and lease it to professional farmers with the
intention of building a geographically diversified portfolio of cropping, dairy, grazing and intensive agricultural ladd.
believes the greatest opportunity for Australian agriculture is a significant increase in domestic and foreign investm
investors continue to express interest in Australian farm land. While still in the equity raising ld&ggishopes that
Rural Directions can assist Australian farms to professionalise their operations and open up greater opportunities f
alternate finarcing and ownership structures through funds such as Farminvest Australia.

Policy considerations: Ensuring that high quality advice is provided by advisors and consultan

With a greater reliance on advice provided by advisors and consultants comes a need to ensure that this advice is
quality. Two ways to ensure this are to ensure that advisors and consultants have easy access to relevatu-g8ateup
informationand to also ensure that those individuals providingnilbrmed advice to their clients are identified.

Ag Institute Australig the peak organlsatlon representlng professmnals in agrlculd;lﬂsgues that Government should
encourageongomgtralnlng/aR G K Gadl yRFNRa FyR | OONBRAGEFGAZ2Y LN
FR2LIISRé d ! 3 L)faul\udzus 1 dzZA G0N £ A NBOSyidfe AyidNRRdzOS
YSYOSNE® ¢KSAS (62 LIp@eAdyhreaiféled @2al$BIs Seyby GIU Teaimhgdes Sturt
''YAOSNBAGEQE wehad ! 3/ NBRAGSR YR 9YJANRONBRAGSR | f 2
Competency under the Australian Quality Training Frameygkinstitute Australia, 2012)
¢KS 1 CLQA HamMo NBLE2NI 2y dhLIGAYAAAY3A FdzidzNBE SEGSyas
NEO2YYSYyRIGA2ya | 02dzi Dw5/ Qa NRBtS | a | ad Sisied bERw. Ahésel
recommendations could also be adopted by other industries and their relevant RDCs.
v GRDC should develop a centralised registration system for private sector crop advisors which can be utilised to
the access crop advisors haweresearch outcomes and technical information (including a national grains industry
innovation portal), and to provide them with targeted information specific to their interests and needs.

v Grains industry representative organisations and relevant advistustry associations should be encouraged to ente
into discussions with the aim of fostering the staged development of a national accreditation system for crop adv
and should also undertake to develop incentives to encourage crop advisors to becomaéited, including
encouraging grain growers to employ accredited advisors, once the system is developed.

% GRDC should take a leadership role, under the auspices of the national grains industry R, D&E strategy, in seek
ensure that available publgector grains extension resources are utilised in a coordinated way with the private se
crop advisory sector to optimise their effectiven€kgogh & Julian, 2013c)

| 69|



AgriFood Skills Australia
Contemporary business strategies and learning models in the agrifood industriiarch2015

Value chain intermediaries are playing a more paative role in supplying knowledge

The role of value chain intermediaries in supplying knowledge to agrifood enterprises is well established.
For example, input suppliers like Landmark and manufacturers of dairy equipment have long played a
role in providing ¢chnical advice to farmers. The role of value chain intermediaries in knowledge

transfer is evolving though.

Specialist agrifood finance institutions like Rabobank and Rural Finance advise their clients on a range of
complex topics like business planniegd reporting, succession planning, future trading, risk

management and wealth management. Financial institutions are also taking a more active role in
facilitating formal learning opportunities for current and prospective clients. For example, Rabolmank ru

an Executive Development Progranwo-weeklong intensive modules run over consecutive years at

the Macquarie Graduate School of Management in Sydney. The bankiatsseeklong prograns for

farm managers that cover topics such as business managermmeahaging yourself, managing others

and managing a busine@Rabobank, 2014a)

RDCs are moving into extension at varying rates

To differing degrees, all of tRDCs also provide extension services related to their research activities.
This may variously involve engagement with extension groups, the conduct of workshops, funding for
demonstration farms and dissemination of research publicat{®meductivity Commission, 2011)

For example, in the grains industry, the Grains Research Development Corporation nhow shoulders an
increased share of the extension load in the grains industry, both directly through its own activities, but
also ndirectly through project funding of research providers like the State Departments, CSIRO and
universities, which funds extension and engagement activities by researchers involved in those projects.
Since the midl990s, the GRDC has been developing marfafsteraction with grairprocessos and

their advisors. These include hosting grower and advisor updates in regional areas on a regular basis,
encouraging the growth and development of grower groups, and supporting groups engaged in specific
regional resarch initiativegKeogh, 2014b)

An example of more direct RDC involvement in extension services is Cottqmljdimt venture

between Cotton Australia, Cotton Seed Distributors and CRDC which fungseesah team of regical
development officers (located across the cotton growing valleys from Emerald in central QLD to Griffith
in southern NSW), technical specialists (who are each experts on a range of cotton research priorities),
and myBMP staff members. This team is thiegipal pathway by which the outcomes of industry R&D

are packaged, promoted and adoption of improved practices is evaluated. They act as network to
facilitate industry R&D communication between researchers, growers, consultants, agribusiness, NRM
bodiesa ¢Sttt & 02002y FyR 20KSNJ AyRdzaGNE 2NHI yAal GA
capacity to respond to emerging or emergency issues at either a regional or national level. The intention
is that Cottoninfo will meet the needs of growersmantly unmet by private knowledge transfer

channels.

Farmers are increasingly liketo engage with farmer industry organisations and production or

commodity groups

The Drivers of Land Management Practice Change in Australian Agriculture (DPC) pndjectiecbby

ABARES conducted a national survey of broadacre and dairy farm managers in 2010 and 2012. The
adzNBSe F2dzyR F YFENBAYLFE AYyONBFAS Ay FIFENNSNI YSYOSNI
over the two year periodTable6 below shows that there was a small increase in proportion of

respondents who were members of farmer industry organisations and production or commaodity groups
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Results from the survey also showed differences in membership patterns across industries. For example,

G. NEI RIF ONB | YR RI ANE T lephited tdy yWérehtemiers of tadmér industly Ij dzSy 4 £
organisations and Landcare groups [while] horticulture farm managers were mostly members of farmer
AYRdzZGNE 2NBFYyAAl GA2ya |y KankdNE ®adzP01)2y 2NJ O2YY2RA G«

Table6: Farmer membership of grouggkancans, et al., 2014)

Farmer industry organisation 36% 41% 5%
Landcare group 27% 28% 1%
Local farming systems support group 16% 18% 2%
Production or commodity group 14% 19% 5%
Research and development corporation network 10% 11% 1%
Conservation group 5% 6% 1%

Farmer driven research groups have become more prominent over the past twgagrs

Thewithdrawal by publiesector extension agencies fronm-éarm advisory activitiehas coincided with a
growth in theadoption of group activities and other processes that aim to efficiently extend information
to large numbers of farmerd&eogh, 2014bFamer-driven research groups¢ which are soratimes
referred to as graver groups¢ emerged in Austrliain the early 1990s. These groupsve been a

growing feature of the agricultural RD&Eenvironment in Austalia sincethat time, albeit to different
degrees in diferent regions andcommodity groups. These sethanaged RD&E groupange in sze from
substntial organisations with morethan 500 nembers and 20staff (e.g. Birchip Cropping Grouppwin

to much smeller groupswith lessthan 50 memiers and nofull-time siff, and appear to be playing an
increasingly important role in applied research and extension activities in Augt¢aligh, 2014b)With
reduced investment in governmesitension services, grower groups will likely take on a more
prominent role in extension activities in the future and proactively seek to directly partner with public
and private knowledge generation institutions. It should be noted that the coveragastingxBrmer-
driven research groups is not consistent across geographic areas and industries.

Whether such systems are more effective is not clear, and they have often been adopted by necessity
rather than by deliberate desigiikeogh, 2014b)Challenges for farmer groups in delivering research and
extension services include the need to achieve financial and administrative stability, to maintain a
sufficiently diverse membership base, and to avoid the exclusion of farmer syisyras it has been
observed that these groups are often dominated by the more progressive and wealthy fdBireey &
Anderson, 2007)
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The need for new approaches to collaborations that involverifying, translating, packging and
curating knowledges becoming more evidenwith the advent of the internet

The role of verifying, translating, packaging and curating knowledge is a critical link between the
generation of applied research and its adoption by end users in indushis role has historically been
played by governmerdnd levyfundedRDCsnd state level primary industries agencieglewever, the
traditional roles and relevance of publicly funded agencies in translating knowledigeing disrupted
with the advent of the interneaind the subsequent explosiontine volume of accessible research

The importance of targeted and relevant knowledge verification, translation, packaging and curation is

now even more important given theeed to developnewii @ LJIS& 2 F & (0 Nbdineéi y SG 62 NJ aé
environments Producers in the agrifood sector are generally time poor,thodthere is a substantial

opportunity cost associated with finding and digestingi NXz#fcing#org on the latest research
evidenceemergngfrom RDCs, CSIRO, universities, government departpibetprivate sectoand

other international sourced~urthermore, the searctosts associated with finding relevant research in

journals or on various different government, university or researebsites may be higher than benefits

of implementing the research findingBWC, 2013)

As the volume of research available via the internet has increased, so too has the number of providers
that translate, package and curatedmledge onlingo meet the obligations of their Commonwealth,

state or territory department funders or industry levy paye&s2013 review by th€rimary Industries
Ministerial Council (PIMC) of primary industries' agency websites identified 254 prodatctssed the
internet to deliver services to industries across the following eight theimesiness development and
managementfarm managementbreeding/geneticsfood/nutrition; industry regulationresource
managementbiosecurity (including welfareandindustry communication€DAFF (QLD), n.d.)

In additionto the prevalence of online content that is often duplicated, the current online environment
for knowledge translation is characterised by:

»  Fragmentationdue tothe very slow adoption of effective eline collaboration platforms that
are underpinned by institutional and individual contributor agreements that allow for efficient
collaborations via cross institutional and cross jurisdictional IP sharing agreements

» Inoonsistencyin the quality and timeliness of information as a result of the different processes
used by each RDC and government departmenteieelop priorities, align policy aspirations,
negotiate project based contracts on a case by case basis and sebdggaview and publish
information, both in scientific journals and as practiceange content published via project
based web sites and the use of social media platforms.

»  Variations in the provision of local advicdue to of a lack of any coherent appaoh to sharing
resources, content and lessons learned between geographic regions and across different
jurisdictions.

»  Lack of sustainability and continuitthat comes from a reliance on individual program or
project fundingand the current lack of any agreégrotocols to support continued access to and
efficient re-use of high value legacy content beyond the life of flagship programs or projects

» Lack of contemporary capabilitiet® negotiate and adopt standarddevelop, adopt and apply
tools andapplications to support consistent approaches to the description of research
collections, resources, programs, strategies idina environments.

The recently launched eXtensidbS pilot projeahas been established to test the applicability of the
US malel eXtension model. This pilot project has beaeitiated bythe Department of Environment and
Primary Industries (DERf)ctoriaand GRDCIt has been designed as an action research project in order
to develop a preliminary foundation faddreseng some the issues identified abovEheeXtensio®US
pilot project commenced in November 2013 and two communities of practice (CoPs) have bee
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established; the field crop diseases Cd&d by DEPI Victoria and tieeop nutrition CoRed by DPI NSW.
Thepilot resourcebased websitavent live in July 2014.

TheeXtensio®US pilot projechas been fundedor an initial 12 monttperiod with an opitbn to extend
for a further four months. lis focusecdexclusivelyonly on the graisindustry.A draft case study related
to the outbreak of the Beet Western Yellows Vinushe winter growing period of 2014 provides one
type of evidence of the potentidibr this type of collaboration platform across other sectors and cross
sector strategies. It is hoped thater time that aneXtensiontype modelcan be further developed
gAUKAY (KS 02 Witiéngal Primary IndusidasiRR&E Framewark.

Policy considentions: Content curation, quality assurance and adoptiohknowledgevia ortline

learning communities

The success of the eXtensildSpilot and other Government led initiatives support effective content curation, quality

assurance and adoptioof knowledge via otine learning communities will become increasingiytingent upon certain

enabling capabilities and frameworks being agreed to and introduced across multiple stakeholders and jurisdiction

context of the new eXtension pilahese enabling capabilitigaclude

New ways of working

v Developing capabilities to support collaboratioris on-line envirormentsthat involvethe use of a wide variety of
systems, tools, social media applications and quality assurance processes.

v Committing to a new type oBystems approaclhat explicitly draws in a wide range of stakeholders (including the
private sector) beyond those traditionally involved in the continuum of research, development and extension acti

v Developinginstitutional and individual contributor agreementto support efficient and effective IP sharing;design
of solutions and cevolutionary approaches to problem solving, between institutions, including with the private se
and across different levels of juristion.

Support systems and infrastructure

v Agredang and consistently applyingnetadata that support a national and international standardased approach to
capturing, preserving and distributiregithoritative information about research, development and ertion activities,
research collections and resourdesluding the publishing of national RD&E sector and cross sector strategies.

v Expandingthe currentdata tagging systemto further develop the use of common sets of keywords and support the

evolving usef appropriate key terms, subjects and concepts across primary industries and natural resource
management sectors.

% |mplementing dficient content curation systemgo support theability of learning communities to curate existing
resources for and obehalf of their communities.

v Committingto the ongoing managemenprogram legacy contenbeyond the life of funded projects in ways that
allows for effective and persistent access to archival resources, collections and contextual information

% Integrating spatial mapping serviceso support the provision of geographic services, including local, regional and
national impactmonitoring(Jones & McCarthy, 2013)
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9 Access tolkowledgeand innovation is easier
for largerfood processingompanies

The knowledge and innovation system within the food processing sector is coguulesitless

crowded and diverséhan the equivalent system within agricultur&€he role of governments in

generating and translating knowledge wittthe sector is also fundamentally different to agricultare

being much more akin to the roles played by government in other forms of manufacturing. Key actors in

GKS FT22R LINRPOSaaAy3d aSOl2Nna | y2oAgdR5bslowt YR AYyYy2Jl i
At present there is a bias in thedder towards larger food processing businesses being better able to

I 00Saa |yR 3ISYSNIGS @ tdzS FNRY (KS (1y2¢ftSR3IS FyR
tfFy DNBSY t I LISN *hidBhEre appearsito he RighSilityipkbliclamilaté R&D

relevant to the food processing sector, much of this work is fractured as public research institutions are

only working with the small number of processed food businesses with the capacity and ability to

engage productively in R&MDAFF, 2012)

Key characteristics and dynamics witttie Australiarfood processingt S OsikBoMd®dge and
innovation systenare explored below.

Figure25: Actors in the food processing knowledge and innovasigstem

Knowledge .
. Business
translation

Internal R&D Internal R&D Internaltraining
Advisors/Consultants
Equipment/input
manufacturers . .
Private/industry
Major retailers
Hubs/networks Hubs/networks Hubs/networks
Universities Universities Universities
CSIRO CSIRO CSIRO Government
Advisors/Consultants
TAFEs, RTOs
Internationalresearchers Journals Media, internet Public domain

D2 @S NY Y S ii knovieddeBenedation in food processingmore limited than inagriculture

Commonwealth Government involvement in knowledge generation in the food processing sector is

relatively low compared with its role in the agricultuieS OG 2 N> ¢ KS D2 @SN$livSy 1 Qa Odz
across a relatively small number of research institutes and progcaimes majority of which have some

level of formal industry partnerships. Tfeod processing sect@so draws on general government

programs and incentives for innovation and R&D activities (such as the R&D Tax Incentive). It is

important to note that the eight active Cooperative Research Centres (CRCs) with mandates related to

the food industry do not currently conduct any research thatpiscific to food processin@he Senate,

2012)
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