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P A M U N E W Z E A L A N D . C O M  
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Hon. Dr David Clark, Minister for State Owned Enterprises, and  

Hon Grant Robertson, Deputy PM and Minister of Finance 

 

Parliament Buildings 

Wellington 

 

CC:   

Michael Moore and Amanda Wilson, Commercial Operations, The Treasury 

By email 

 

Tēnā kōrua Ministers, 

We refer to the Independent Review of Landcorp Farming Limited (Pāmu) prepared by James 

Morrison Consulting Limited dated March 2021 (Review).  The purpose of this letter is to 

provide Pāmu’s response to the Review including the recommendations made by Mr Morrison. 

Background 

The Review was contracted in late 2020 and follows another independent review undertaken 

by PWC at shareholding Ministers’ request in July 2020.  The terms of reference for the Review 

focus on understanding variances in Pāmu’s performance compared to budgets and plans over 

the FY16-FY20 period arising from a concern that Pāmu’s performance has not clearly 

demonstrated that the strategic approach it is taking is delivering as intended. 

Pāmu has participated fully in the Review process, providing extensive documents as 

requested and making staff available to Mr Morrison as required.  Pāmu staff expended an 

estimated 300 hours participating in the Review.  A draft was provided on 26 February and 

Pāmu responded in writing on 4 March with further feedback on 10 March.  The initial draft 

contained numerous errors and inaccuracies, and insufficient or unclear evidence to support a 

number of assertions and conclusions.  Accordingly, our feedback comments were extensive.  

Most errors have been corrected and some of the feedback has been incorporated in the final 

version received Friday 19 March.     
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Pāmu’s response 

While Pāmu expressed some doubt about the value of undertaking a further review (albeit 

with a different focus), Pāmu looked forward to receiving recommendations and insights that 

would enhance Pāmu’s performance, information sharing with Treasury and alignment with 

the Shareholder’s Letter of Expectations. 

As noted, the Review’s purpose was not to review Pāmu’s strategy, rather to identify reasons 

for variance in performance from business plan projections.  As such, we expected analysis of 

the risks to Pāmu’s strategy delivering in-line with projected performance and 

recommendations to indicate how this interface can be better managed and reported on for 

the benefit of Pāmu and its shareholder.  The Review contains some useful historical analysis 

and observations however, our overall view is it is light on new insights and the 

recommendations largely complement initiatives already in place to improve Pāmu’s 

performance, such as the strong focus on lifting core farming returns and managing costs.   

In addition, while we respect Mr Morrison’s right to form an independent view on Pāmu’s 

performance based on the evidence before him, the Review contains assertions and 

conclusions which are not sufficiently evidentially-backed, are drawn on limited or incomplete 

information, or lack appreciation of the context at the time decisions were made.  Insufficient 

consideration has been given to the dynamic environment Pāmu operates within (such as 

Covid-19, climatic events, market shifts in dairy prices, new legislation, social license pressures, 

animal biosecurity outbreaks such as M-Bovis and TB, and Shareholder expectations).  In our 

view, this diminished both the quality and value of the Review. 

We set out in the schedule to this letter our response to the Review in two parts: 

(a) Pāmu’s position on the 13 recommendations; and 

(b) Other material comments by reference to paragraphs of the report. 

Pāmu accepts the majority of the recommendations, either in full or in some form, noting that 

in many cases they are already current practice.  From Pāmu’s perspective, two main action 

arise from the Review: 

(a) Pāmu should, as part of its continuous improvement process, improve its performance 

reporting against plans and forecast as indicated in the responses to the 

recommendations below, such as: 

 adding a section to its Business Plan explaining differences between 

documents and/or provide easy linkages to prior documents to better track 

performance to strategy and plan; 

 considering options for reporting against the three year business plan numbers 

each year (including outer year of previous business plans). This would then 

become an input to the annual business plan process; 

 Adding NPAT year-end forecasts to the Company Performance Report from 

mid-year; and 

 Improving the segmentation of corporate costs. 
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(b) Pāmu should continue to work closely with Treasury to achieve a better joint 

understanding of information needs, and the alignment of strategy and performance. 

With regard to the latter point, we have initiated discussions with Treasury on the Review and 

acknowledge that there are aspects of Pāmu’s strategy and business model worth clarifying to 

assist understanding of their alignment.  This includes the weighting and focus on off-farm 

initiatives to increase farm gate value (such as Pāmu Foods) relative to Pāmu’s core farming 

business (with emphasis on the best use of land).  We believe that our current strategy is 

consistent with recent Letters of Expectations and our external operating context and we value 

the opportunity to work through the Letter of Expectations process for 2021 (noting the 

process has been delayed pending completion and consideration of the Review).   

We look forward to working with you and Treasury on the Letter of Expectations and Pāmu’s 

Statement of Corporate Intent for FY22.  We are available to meet and discuss our position on 

the Review if that would assist you.    

 

Nā māua noa, nā, 

 

  

  

Dr Warren Parker  

Chair 

Steven Carden 

Chief Executive Officer 



 

 

PAMU  |  12 APRIL 2021    PAGE 4 OF 15 

Schedule:  Pāmu’s response to the Review 

Part A:  Review Recommendations 

1. (Pāmu) must adhere to its principal objective to be “as profitable and efficient as 

comparable businesses that are not owned by the Crown”. (Pāmu) must assert this principal 

objective, even if this contradicts the wishes of shareholders as expressed in the Letter of 

Expectations or otherwise. Likewise, the contrary assertion of “being a corporate farmer with 

associated corporate costs not faced by a unitary farm operation” should be withdrawn, 

because this presumes the necessity of the very operating model which prevents realisation 

of the principal objective. 

Pāmu is aware of and strives to meet the objectives set out in s4 of the SOE Act, including to 

be as profitable and efficient as comparable businesses that are not owned by the Crown.  

Pāmu also understands its statutory obligation to ensure decisions relating to the operation of 

a State enterprise are made by or pursuant to the authority of the board in accordance with its 

Statement of Corporate Intent (s5(2)) – and the role that the annual Letter of Expectations 

plays in the business planning and SCI context. Accordingly, the Board understands it can 

discuss matters in the Letter of Expectations with shareholders and reach agreement on the 

guidance. 

On the point of facing “corporate costs not faced by a unitary farm operation”  Pāmu disagrees 

with the Review’s recommendation – private sector companies do not have to carry out 

Pāmu’s public sector compliance requirements, undertake industry-good activities, nor 

necessarily meet licence-to-operate standards of a government owned entity.  We comment 

further on this point under recommendation 5 below. 

2. Pāmu should be held to account for its long-term strategic goals consistent with the 

principal objective. We recommend the annual business planning process set one-year 

business plan milestones and targets aligned to achieving the long-term strategic goals, and 

that the latter is not changed from year-to-year.   

Pāmu’s Board does hold Management to account for performance to SCI and business plan 

targets.  The annual SCI and business plan include milestones and targets that are approved by 

the Board following consultation with Treasury.  Thereafter, the Board receives a 

comprehensive company performance report at each meeting setting out progress against 

objectives and explaining variances.  

Pāmu accepts that an improvement can be made to link new business plans to prior plans and 

outline why a shift in strategy or change in performance metric or criteria is necessary (such as 

due to Covid-19 or other external factors). 

Pāmu does not accept that the strategic goals should be static.  Clearly consistency year to 

year is desired where appropriate, however, the inference that strategy should not be dynamic 

or that Pāmu should not be agile in responding to its external operating environment (e.g. NPS 
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Freshwater or Covid 19) or to learnings from performance to date (e.g. the shift in the model 

for Pāmu Foods from B2C to B2B) is incongruent with good governance practice. 

3. We recommend that Pāmu governance and performance monitoring refocus on variance 

to business plan, including at divisional and subsidiary level. To enable this, Pāmu Finance 

should create a ‘variance to forecast’ reporting process against three-year business plans 

that enables the analysis conducted in this review to be repeated efficiently each financial 

year. This will provide confidence that the results and inferences drawn from them are based 

on a complete view of financial performance. 

This is present practice.  As noted above, Management reporting to the Board includes year-

to-date performance, variances and explanations for these.  Variances are relative to 1 July 

(beginning of the financial year) and Pāmu’s two detailed reviews in October and February.  In 

addition, Pāmu undertakes where appropriate ex poste capex/business case reviews to 

identify actual vs budgeted variances and garner learnings on improving estimates and/or 

project management.  The nature of Pāmu’s business (i.e. seasonal with heavy costs early and 

returns generally later each season) does not lend itself to monthly variance to forecast 

management accounts.   

Pāmu’s Finance team will consider options for reporting against the three year business plan 

numbers each year (including outer year of previous business plans). This would then become 

an input to the annual business plan process. 

4. Headline financial performance targets are needed for both NPAT and EBITDAR. Neither is 

sufficient by itself. A multi-year rolling average for NPAT may be considered to moderate 

annual revaluation impacts. 

Pāmu’s financial performance is already measured against EBITDAR and NPAT (both in 

Company Performance Reports contained in Board papers and quarterly reports to 

Shareholding Ministers).  Pāmu’s Board has recently reassessed these metrics and concluded, 

after due consideration of alternative methods, that EBIT remains a reasonable estimator of 

balance sheet structure and debt limits. 

Pāmu accepts that it could look at means to increase visibility on potential balance sheet 

adjustments mid-year (e.g. livestock and land values); and facilitate proactive management of 

expenditure and non-cash items relative to Business Plan targets.   

Pāmu does not accept that a rolling NPAT is appropriate for Management Accounts and notes 

it is inconsistent with applicable accounting standards / IFRS requirements.  It is also not clear 

what value or insight a “rolling average NPAT” would bring to the Board, or to Treasury, given 

prior and current NPAT information is able to be readily viewed. 

5.  The cost of the corporate division should be reported, and allocated, as an overhead to 

the operating divisions especially when benchmarking farming operations. The current 

reporting framework obscures the high cost of corporate overheads and overstates the 
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performance of farming divisions, relative to “comparable businesses not owned by the 

crown” without creating sufficient incentive to address Pāmu’s high corporate overhead cost. 

Pāmu accepts that it should continue to assess the cost of overheads relative to business’ 

needs and “benchmark” these against suitable comparators to ensure organisational efficiency 

and use of leading/best practice.  Pāmu should (and has) segment(ed) corporate overheads 

when undertaking comparative analyses to establish Pāmu's performance relative to private 

sector comparators (on a like-for-like basis). 

Pāmu does not accept that allocating corporate costs (e.g. by Activity Based Costing) across 

divisions will drive performance per se but it is useful when undertaking comparative analyses 

to inform the setting of benchmarks and establishing relative performance.  Pāmu also takes 

issue with Mr Morrison’s use of Dairy Holdings and Southern Pastures as comparators 

(acknowledging that he notes the difference in operations between the entities).  The 

challenge is that there is no directly appropriate comparator for Pāmu and therefore we draw 

on a number of industry data bases and corporate agribusinesses for insights.   

Pāmu will consider assessing and segmenting the costs directly associated with being an SOE 

and report this information as part of the Business Plan.  Pāmu also continues to invest in 

upgrading its operating systems to drive greater value from (and where sensible reduce) its 

corporate costs (e.g. robotics/automation, Farm Store, etc).   

6. Pāmu should (and does) participate in industry good, and we recommend that it now do so 

with clarity as to what and how targets for industry good outcomes will be achieved. Also, 

that it accounts for the industry good outcomes instead of just assuming “spill-over” 

benefits. This may be achieved through partnering with industry good organisations who 

already have a focus on measuring and attributing industry good outcomes. 

Pāmu notes that it would be useful to have greater clarity of the shareholder’s view of the 

extent of Pāmu’s industry good role set out in the Letter of Expectations.    

Mr Morrison has adopted a narrow interpretation of “industry good” in the Review.  Industry 

leaders regularly tell us that generating public good-industry spill-over benefit is a very 

valuable role Pāmu provides and a strong reason for Crown ownership. The current level of 

industry engagement through field days, Taste of Pāmu and other events is high relative to the 

past decade. 

Pāmu accepts that it could do more to document and quantify industry good benefits, for 

example via case studies in Annual Reports.  Pāmu also notes it could carry out additional 

activities/communications to transfer knowledge/technology and GMP to industry (e.g. field 

days, hosting farm discussion groups) It does many already and they do come at a cost. 

The inference Pāmu is not working/partnering enough with industry good organisations is 

incorrect.  Indeed, Pāmu is a large levy payer and a member of directly relevant industry 

bodies and take close interest in their work and reports.  
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Partnering and collaboration is valuable (indeed, it is rare for this not to occur at Pāmu e.g. 

SSD, Melody, FarmIQ, farm trials). Pāmu is involved in many initiatives with Beef + Lamb NZ, 

DairyNZ, Forest Owners Association, AgResearch, Plant & Food, Scion etc., plus a large host of 

private sector organisations.  

7. Pāmu is to be commended for its improvements in environmental and workplace 

outcomes. These initiatives, including improvements in animal welfare, should be 

benchmarked and reported against the wider industry sectors in which it operates. 

Pāmu values the acknowledgement of its performance in sustainability and people.   

We note the value of comparisons with others in the sector and are doing this where 

comparative data/published information are available.  However, environmental, people and 

animal welfare metrics are not yet widely captured by the industry, and therefore benchmarks, 

while valuable for Pāmu, are difficult to source. Pāmu will continue to work with industry to lift 

performance in this area.  Pāmu’s adoption of Integrated Reporting in FY18 made it one of the 

leaders in reporting against the IR capitals framework (acknowledged by awards for its FY18 

and FY19 Annual Reports). 

8. We recommend that the Livestock and Dairy divisions be acknowledged for the progress 

they are making in lifting performance in the six capitals across their portfolios, 

notwithstanding the challenges they still face. 

Pāmu values the acknowledgement of the performance of the Dairy and Livestock divisions of 

Pāmu’s business.  This reflects the focus and investment Pāmu has made on these divisions in 

recent years.  It continues to be an area of focus, for example: 

(a) operational excellence in pastoral farming continues to be a strategic priority, for 

instance by refining tools such as “Chewing Grass & Kicking Ass” weekly performance 

monitoring for all dairy farms. 

(b) more investment in developing farm manager capability and staff expertise (especially 

in support of low footprint system changes and meeting supply chain requirements for 

farm gate premiums). 

9.  We recommend endorsement of the Forestry strategy, but more caution in regards to 

Horticulture. 

While strategy was outside the scope of the terms of reference, we appreciate the 

endorsement of the forestry strategy.  Pāmu’s strategic focus is on the highest and best use of 

land with approximately  per annum of exotic and native forestry being 

established over the next .  Carbon credits will self-fund this strategy and provide a 

growing and increasing valuable source of liquidity. 

Pāmu agrees with Mr Morrison’s comment on “caution” on horticulture.  The Board assesses 

business cases and makes appropriate risk/reward decisions for all significant capital 

expenditure so caution is already exercised, as is appropriate for any investment of this nature.  

[37] 

[37] 
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Horticulture is more challenging for Pāmu than forestry due to less suitable land, higher capital 

costs and access to elite germplasm (e.g. G3 gold kiwifruit at >$400k/ha).   

The Reviewer’s approach on horticulture using industry averages lacks the specific context and 

reference to the detailed information provided in business cases to the Board (for example, 

stocking rate in the Avocado orchard is much higher than the industry average and the Kapiro 

site has excellent soils and access to water). 

  Pāmu will continue to explore 

opportunities to increase annual/other cropping (such as vegetables, Lucerne, etc), where soils 

and weather allow this to fit readily into the pastoral farming cycle and they add measurably to 

EBIT. 

10. In regards to the “Foods Group” comprising Spring Sheep Dairies, Pāmu Foods and 

Melody,

  

Pāmu acknowledges that performance of the Foods division has not met expectations but that 

the challenge of lifting farm gate value and decommoditising farm outputs remains 

strategically significant and is of national importance.  This area of the business – small in the 

context of Pāmu’s operations and balance sheet – continues to be heavily scrutinised by the 

Board. 

Pāmu believes that the strategic rationale for Pāmu Foods (bovine programme) remains true:  

primarily reducing risk to commodity volatility and driving better farm gate returns (i.e. value 

rather than more volume from further intensification). It is important to note that the Board’s 

approval for the B2B business plan was subject to the need to hit KPIs and milestones (go/no 

go points) and greater Board scrutiny of performance.  It is too early to determine the future of 

bovine speciality milks and deer milk components of Pāmu Foods under the revised business 

case and the Board has directors with specific expertise and experience in this domain.  Pāmu 

will keep the shareholder (via Treasury) appraised of the performance of this part of Pāmu’s 

business as it continues to migrate from volume to value and meet new market and legal 

requirements for the environment and climate.   

[25], [34]

 

[37]

 

 

[25], [34]
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With respect to Spring Sheep Dairy, this is a 50:50 joint venture and is reviewed continually 

with our partners.  Melody is only one year into operational activity and any review is 

premature.  It is important to note both Spring Sheep Dairy and Melody have their own skills-

based Boards and Management teams. The Review focuses mainly on short term profitability 

and gives little consideration to equity value creation (as in the PWC Report and established in 

Spring Sheep Dairy’s case by valuations at the introduction of new investors).  

 

11.  In regards to the sheep dairy sector, we recommend 

that Landcorp re-consider participation in the farming side of the sector 

separate from its shareholding in Spring Sheep Dairies.  This seems a logical focus for land-

use diversification. 

This recommendation is not consistent with the terms of reference and would require the 

support of our joint venture partner – it is not a decision for Pāmu to make.   

 

Pāmu agrees that sheep milking is a logical focus for land-use diversification – a fundamental 

premise behind the development of the business.  The Pāmu Board considered detailed 

investment cases for sheep milking operations in both FY21 and FY20. The Board remains open 

and supportive of sheep milking but at this time has prioritised other uses of limited capital 

12.  We do not recommend a review of Focus Genetics. This subsidiary generates a small 

return and has good synergies with the farming business. 

Pāmu agrees with the recommendation.  Pāmu issued a letter of expectations to the Focus 

Genetics Board and Management in May 2020 setting out six areas of performance 

expectation and to ensure alignment with Pāmu’s requirements. The Focus Genetics board’s 

skills were strengthened in February 2021 with the appointment of two independent directors 

(Professor of Genetics and an experienced accountant/SME advisor). 

13.   

Pāmu accepts that FarmIQ remains a challenging entity to reach critical mass in subscribers 

(circa at present) given the rapidly changing nature of software development, regulatory 

requirements and the competitive landscape.   

 

[37]

 

 

 

[25], [37] 

 

 

 

 

 

 

[37]

[25], [37]

 

[25], [37]

[25], [37]

 

[25], [37]
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FarmIQ’s shareholders are united in positioning FarmIQ as a national platform for Farm 

Environment Plans. 

  

Pāmu is closely monitoring performance and scrutinising capital requirements.  It is important 

to remember that FarmIQ genesis was in a Primary Growth Partnership in which Pāmu’s 

participation was actively encouraged by the shareholder.  Pāmu remains strongly committed 

to FarmIQ’s purpose and direction (as do other shareholders) as all 119 Pāmu Farms will 

require Farm Environment Plans no later than 1 January 2025 and under He Waka Eke Noa 

GHG emissions plans by December 2022. 

Pāmu will continue to advocate with the other shareholders (Farmlands, Silver Fern Farms, 

MSD, VetEnt) to drive FarmIQ to lift farmer adoption of technology (no easy task) amidst a fast 

changing regulatory and competitive environment.  

  

[25]
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Part B:  Additional comments on sections of the report 

Para ref Comment(s) 

 Discussion and Recommendations section 

9 The Review’s final section identifies three “themes” which Pāmu comments 
on below. 

Governance & Direction 

 Pāmu (Board and Executive) understands its obligations under the 
SOE Act and its interrelationship with the SCI and Letter of 
Expectations.  

 Pāmu rejects the suggestion of a “defensive alignment” between the 
Board and Executive in its relationship with Treasury.   

 Obviously, there is information asymmetry between the Board and 
Treasury – each plays fundamentally different roles.  We continue to 
engage with Treasury over the information/briefings required. 

 Pāmu’s strategy is consistent with the SOE Act and Letter of 
Expectations. 

 This section notes considerable effort was required to generate 
reconciliations against the Business Plan from FY2018.   In fact most 
time was spent making sure that the reconciliation met Mr Morrison’s 
needs (in a format which would be easily understood and consistent 
with work he had previously completed). While financial systems and 
records for FY2016 and FY2017 were not designed to allow easy 
detailed reconciliation of all three years of the business plan to the 
actual results, from Budget/Business Plan FY2018 onwards 
consistency in staff, budget/forecast approach and an upgrade of the 
budget and analysis system all now support the ongoing reconciliation 
recommendation. 

Competency & Ambition 

 Morrison opines that Pāmu “should be seeking excellence in pastoral 
farming.” Pāmu agrees - excellence in our pastoral farming business 
has been, and continues to be, a key priority for the Company.  
Pāmu’s detailed benchmarking initiative provides a basis for assessing 
targets for incremental improvement across the portfolio.  Each 
Director is scheduled to visits at least 2 farms per year and all farms 
will be visited no less than 3 yearly (i.e. the highest level of Director 
engagement with the farming business for many years). 

 The Board is well aware of the risks in pursuing a diversified strategy 
and strives to ensure Pāmu is resourced to manage them 
appropriately.  The benefits of a diversified business (resilience and 
less exposure to commodity volatility) outweigh the risks; and is 
consistent with the Shareholders drive for value over volume. 

SCI & Three-Year Business Plan Forecasts 

 It is demonstrably not possible to accurately forecast commodity 
prices (e.g. current year milk solids price are a good illustration).  
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Current context and long run averages are both appropriate 
references in forecasting prices. 

 Morrison’s conclusion implies that the Board is not currently applying 
an appropriate level of scepticism, scrutiny and risk.  This opinion is ill-
formed and made without the benefit of relevant Board minutes and 
other information, or interviews with Directors (other than the Chair 
with whom this matter was not raised). 

 Balance of the Review 

General Insufficient consideration is given to the dynamic environment Pāmu operates 
within (such as Covid-19, climatic events, market shifts in dairy prices, new 
legislation, social license pressures and Shareholder expectations).  

2.1 Strategy & Business Plans 

Pāmu acknowledges that the language of our strategy has changed over time.  
This is due to natural evolution, Board changes (note that only one of the 
current directors was on the Board in the first year of the review period), and 
to reflect changing governments/Ministers and Letter of Expectations.  In our 
view there have been three consistent themes (not two): 

- Productivity and efficiency in our core business (including through 
Pāmu Promise, benchmarking etc), expressly recognising the 
significance of our core pastoral business to revenue and overall 
performance as measured across the Six Capitals (people, 
environment, systems, etc). 

- Value-add strategy to drive better returns and reduce the risk to the 
business from commodity volatility 

- Land use change with a particular focus on diversifying into non-
pastoral land uses (forestry and horticulture) 
 

2.4 “History Legacy Issue” (Wairakei lease) 

Pāmu does not accept the Review’s comment that the Wairakei lease is a 
‘known quantity’ rather than a business risk.  Clearly, it is a known quantity in 
the sense of understanding the application of the lease terms however, this 
misses the point of the significant risks that the Wairakei lease poses to Pāmu, 
including: 

 

 milk price sensitivity 

 the constraints of the rental methodology – Pāmu cannot control 
dairy land values (and thus lease costs) 

 changing environmental regulatory context/constraints impacting on 
the productive capacity of the land. 

Pāmu does not necessarily disagree with the “psychological and strategic 
impact” comment but opine that it is fully justified in the circumstances.  

2.5 Corporate overheads  

The Review acknowledges that benchmarking is “notoriously difficult” but 
then proceeds to use privately-held entities Dairy Holdings and Southern 

[37]
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Pastures as possible corporate farming comparisons, noting the differing 
operating structures of those entities.   

Pāmu commissioned an independent review of its corporate structure (Jane 
Judd) in 2019/20.  Jane Judd – an expert in organisational design and in the 
context of a much deeper review of corporate structure than Mr Morrison 
had time for in the Review – noted the challenges in finding and using 
comparative data.  Pāmu rejects any comparison, qualified or not, with the 
entities used by Mr Morrison.  The comparisons between Pāmu (a state-
owned, diverse business over a portfolio of Crown land much of which is 
marginal) and Dairy Holdings or Southern Pastures is not comparing 
comparable businesses and, in the brief context in which it is used, is unfair.  
To suggest that the differences are largely a “trade-off” in strategic decisions 
ignores key aspects of Pāmu’s structure and is not a reasonable conclusion. 

Corporate costs are a focus for the Board (hence the independent Judd 
review) and for Management, with significant progress made over the period 
reviewed in its systems to improve efficiency and reporting (e.g. Farm Store – 
Pāmu’s procure to pay system, robotic automation of processes, 
implementation of key payroll and LMS systems, the implementation of a 
Project Management Office to drive execution discipline, etc). 

For completeness, reporting on the Corporate Division first paragraph 
(bottom of page 34, continuing on page 35) – discussed the limited reporting 
on Corporate Costs, and notes that “The Corporate division was reporting in 
the 2021 Budget pack as a column in the table ‘Parent Company EBITDAR by 
Division’”.  However, in this budget pack there are also two additional pages 
on Corporate Costs including one on overall costs and movements from 
forecast FY20 as well as analysis over time, broken into division and a 
breakdown of costs into Governance & Regulatory, Value Add, Industry 
Leadership and Operational.  

The 2020 Budget pack contained three pages on Corporate Costs. 

5.3 Dairy Variances to forecast 

Pāmu notes that Mr Morrison has acknowledged the challenge in forecasting 
dairy prices and generally (and rightly) characterised the issue as “variances” 
however, references to “errors”, implying that Pāmu is culpable for not having 
a crystal ball for future dairy prices, creep into this section.   

This section lacks context, for example, by not referring to the fact that 
Fonterra’s own forecasts of milk price have historically had variances 
compared to actual or the inability of any industry participant to accurately 
forecast milk prices two to three years out.  Pāmu acknowledges the Review’s 
endorsement of the “sensible” approach taken by Management. 

5.4  Reconciliation of variances 

The hypothesis that most of the forecast variance is attributable “to volatility 
in the farming divisions is false” is not accurate – as stated on page 67, in 
some years variance in the core farming division forecasts accounts for almost 
of all the variance or is the biggest contributor to variance to plan. 

7 Performance & Prospects for Off farm investments in Foods 
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While we acknowledge performance has not met plan, as a general comment, 
Pāmu is disappointed with this section of the Review.  The assessment of the 
full context at the time of decisions is inadequate and material is used 
selectively to support Mr Morrison’s narrative of poor performance without 
full analysis or insight into causes, effects, or strategic changes made by 
Pāmu. 

7.2 Spring Sheep JV 

Pāmu responds that this section is superficial and does not address, or fully 
address, key aspects of the joint venture including: 

 

 the Review fails to place this joint venture in its rightful context:   
Spring Sheep is a start-up within a nascent industry (in NZ at least).  
Ambitious targets and evolving strategies (including product and 
markets) are to be expected as the company progresses to a more 
stable, mature stage of its life cycle.  

 

 the leading role Spring Sheep has played in helping private sector 
farmers drive alternative land use in the Waikato towards higher 
value land use with a lower environmental footprint.  

7.3 Pāmu Foods 

Please refer to our response under recommendation 10 above – Pāmu rejects 
any suggestion of a need for a strategic review having recently undertaken 
one initiated by the Board.  In addition, Pāmu notes: 

 It is important to recognise that Pāmu Foods is effectively a start-up 
business within a very established, mature agribusiness.   It has and 
will take on a greater degree of risk than in Pāmu’s core operations, 
evolve quickly, fail fast and move on – the prize of higher value 
products and farmgate returns is worth the higher risk than business 
as usual.   

 

 Generally, Pāmu takes issue with the tone and strength of the 
language used in this section and the fault of the team in execution.  
Pāmu fully acknowledges that the Foods division has not performed 
to date but has confidence in the ability of the team.  See for example 
our comments under supply chain below.   

[34]
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  The Pāmu brand and the provenance and 
traceability attributes behind continue to be a key part of a B2B 
business and how this can add value to customers.   

 

 

34], [37]


