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Executive Summary  

Landcorp Farming Limited ("Landcorp") is a state-owned enterprise of the New Zealand government. It is 
New Zealand’s largest farming enterprise, mainly in livestock and dairy farms.  Landcorp’s challenge is to 
achieve profitability and resilience in the context of being a corporate farmer with associated corporate costs 
not faced by a unitary farm operation. To achieve this, the strategic approach adopted in 2014 includes 
leveraging off its scale and building resilience through diversification of revenue streams, including through 
creating value in off-farm ventures. However, performance to date has not clearly demonstrated that the 
strategic approach is delivering as intended. This Review was commissioned as a result. 

This Independent Review of Landcorp Farming Limited provides an understanding of the underlying factors 
contributing to Landcorp’s performance outcomes.  It is organised as follows: 

• An overview of Landcorp and the background to this Review. 

• Performance assessment of Landcorp at a Group level, including factors contributing to this such as 
shareholder expectations of Landcorp as an SOE. 

• Performance assessment of Landcorp’s two core farming divisions, Livestock and Dairy, which 
between them account for around 90% of Landcorp assets. 

• Exploration of the variance between forecast and actual results for the Group and also the Livestock 
and Dairy Divisions. This highlights to what extent volatility in the farming business has created 
variance, and also how the remainder of the business has contributed to variance. 

• The performance and prospects for alternate land use, specifically forestry and horticulture, 
including the carbon credits generated by the former. 

• The performance and prospects for Landcorp’s off-farm investments, with a particular focus on their 
business case assumptions and market entry and market development. 

The Review holds the fundamental premise that Landcorp’s principal objective under the SOE Act is to be 
“as profitable and efficient as comparable businesses that are not owned by the Crown”.  Landcorp’s main 
business is in pastoral farming, with Livestock and Dairy comprising around 90% of the company.  Clearly, to 
meet its objective, Landcorp must be as profitable and efficient as comparable pastoral businesses.  We 
also note the directives in the shareholders’ letter of expectations for Landcorp “to be a successful pastoral 
farming company”.  This then is the first priority, and our primary conclusions are as follows:  

• Landcorp’s pastoral farming business is NOT as profitable and efficient as comparable pastoral 
farming businesses, but 

• Landcorp’s pastoral farming business COULD BECOME as profitable and efficient as comparable 
pastoral farming businesses, however 

• There are SUBSTANTIAL RISKS to Landcorp becoming as profitable and efficient as comparable 
pastoral farming businesses. 

In exploring the reasons behind Landcorp’s performance, we identified several important themes outlined in 
the discussion section at the end of this Review document. 

The first theme, titled “Governance and Direction”, highlights a misalignment between views of the Board 
and management of Landcorp versus The Treasury over the principal objective for Landcorp.  This has 
created space for Landcorp to place other directives and aspirations ahead of the principal objective.  The 
asymmetry of information between these parties and the current tensions are also noted. The Review 
highlights the need to adhere more closely to long-term strategies, goals and forecasts, while also 
monitoring long-term performance against these – including at the level of divisions and subsidiaries.    

The second theme encompasses “Competency and Ambition”.  It addresses the transformation of Landcorp, 
from a pastoral farming enterprise into a diversified business with multiple land-uses and downstream 
investments, and explores the risks that Landcorp may not have the competencies or attributes to succeed 
in these.  Critically, it is not clear that Landcorp has a deep understanding of what it can be great at, its 
“Hedgehog Principle”.  Clear risks and costs in the execution of vertical integration beyond the farm gate are 
identified. 

The third theme explores the three-year business plan forecasts and reasons for variance from actuals. 
Overall, financial forecasts for the pastoral farming businesses are acceptable, but issues are identified with 
financial forecasts for the off-farm ventures.  This is a matter for Landcorp governance to address.  

The recommendations and key insights from the review are summarised here and within the sections.  
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Landcorp Review Recommendations 
 

1. Landcorp must adhere to its principal objective to be “as profitable and efficient as comparable 
businesses that are not owned by the Crown”. Landcorp 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.  

2. Landcorp 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. 

3. We recommend that Landcorp governance and performance monitoring refocus on variance to 
business plan, including at divisional and subsidiary level. To enable this, Landcorp 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. 

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.  

5. The cost of the corporate division should be reported, and also 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 performance of farming divisions, 
relative to “comparable businesses not owned by the crown” without creating sufficient incentive to 
address Landcorp’s high corporate overhead cost. 

6. Landcorp 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. 

7. Landcorp 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. 

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. 

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

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

 

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. 

12. We do not recommend a review of Focus Genetics. This subsidiary generates a small return and has 
good synergies with the farming business. 

13. 

 
 
  

[25], [34]

[25],[37]

[25], [37]
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Summary of Landcorp Review Insights 
 
Governance, Strategy and Business Plans 

• The Principal Objective to be "as profitable and efficient as comparable businesses that are not owned by 

the Crown" obliges the Board to challenge directions either from shareholders or the Executive that are 

contrary to this.     

• In our view, the Board must be more proactive in addressing current tensions in the relationship with The 

Treasury.  This requires it to take a more objective, distanced position on the performance of Landcorp, 

and also to address any asymmetry in the information provided to Treasury. 

• Landcorp's frequent changing of strategy and targets is contrary to the principles of performance 

management.  The language and form of the Landcorp strategy (and business plans) has changed 

annually.  The financial targets have also changed markedly: from "12% shareholder return" in FY2016 to 

"EBITDA of $61.1 million" in FY2020.  This inevitably makes it difficult to hold the company to account for 

long-term commitments made in prior periods.   

 
Group Performance 

• Landcorp had negative total shareholder returns (TSR) in the period FY2016 - FY2020. These averaged 
-0.8%.  Landcorp TSR for the FY2016-FY2020 period is below the long-run average for farming of 1.9%, 
and significantly below prior periods when Landcorp was engaged in large-scale conversions to dairy.  
The result is particularly impacted by the NPAT losses in FY2019 and FY2020. This is despite significant 
(22%) improvements in revenue over the period FY2016 - FY2020. 

• Revaluations are a key factor in NPAT, and outside management control, but under new IFRS 
accounting standards lease costs are now reported as non-operating movements and so a sole focus on 
EBITDAR would not be balanced. Performance must be assessed across both metrics and also 
considered over longer timeframes which account for cyclical market movements. 

• The Wairakei WPL lease is a historical issue  

• Farm sales of $37.5 million were concluded in the period FY2016 to FY2020. Land asset sale profits of 
$7.8 million are reported. There is evidence of recycling farm sale proceeds into off-farm initiatives (Pāmu 
Foods, Spring Sheep, Melody) which has a negative impact on the earning capacity and scale of the 
farming divisions.  It also increased the gearing on Landcorp substantially from 10.8% to 15.4%. 

• Landcorp’s corporate overhead cost is high , and this 
reflects the complexity arising from a Landcorp’s strategic choices, the “strategic control” approach 
prevalent in Landcorp’s corporate centre and also tensions in the governance arrangement as an SOE. 

• 

 Companies such a Dairy Holdings and Southern Pastures are valid 
comparisons in the context of providing clear demonstration of what an efficient, singular focus can 
achieve.    

• Higher corporate costs incurred by the ‘strategic control’ approach, and also by tensions in the SOE 
reporting relationship, can be addressed without fundamental changes to the current strategy.  As 
highlighted in the 2014 OAG report, this requires a positive and open approach by Landcorp rather than 
‘more reporting’. 

• Landcorp contributes to industry good but not at the reported levels.  Only seven of the suggested thirty-
two projects were validated as industry good according to our understanding of the term. Given the scale 
of Landcorp, this involvement in Industry Good does not exceed expectations. Other farming enterprises 
also participate in Industry Good.  

• The suggestion that adopting ‘best practices’ places an additional financial burden on Landcorp has not 
been demonstrated or quantified.    

• Landcorp has made significant advances in improving its environmental performance, and is estimated to 
be below national averages for gross agriculture emission intensity, and also has improved at a faster 
rate. Landcorp also appears to be well prepared for compliance with Farm Environment Plans.  

• Landcorp has successfully addressed previous issues with high turnover and workplace injuries. The 
improvements in health and safety are consistent with improvements in the wider NZ agriculture sector, 
although noting the Dairy sector specifically has made bigger improvements. Employee turnover is now 

[25],[37]

[25]

[37]

 

 

[25], [37]
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lower than the national average for agriculture. Landcorp reporting of people performance metrics has 
not typically included benchmarks against the sectors in which it participates. This is an opportunity to 
demonstrate its achievements more publicly. 

• Landcorp does not focus on benchmarking environmental and people performance metrics against the 
sectors in which it participates (the primary reports we saw were internally focused, although industry 
comparisons were subsequently made available), nor does Landcorp report the costs associated with 
changes to farm systems to achieve these outcomes.  This does not allow ready assessment of the 
trade-offs involved, and is potentially an area for further work. 

 
Livestock Division Performance 

• Landcorp livestock farming represents just 5.9% of national livestock farming by area, and with its wide 
geographic this means Landcorp is supplying only a fraction of any single processor's demand, and 
doing so across multiple sites. Supplier market power is hence likely to be modest. Landcorp’s strongest 
supply alignment is with Silver Fern Farms 

• Landcorp's Livestock division has averaged $35.5 million EBITDAR, and $34.9 million NPAT. 

• Landcorp's Livestock revenue has grown 5.6% per annum over the period FY2016 to FY2020 reflecting 
both the sector performance and also the benefit of Landcorp's participation in higher-value and longer-
term programs. 

• Landcorp supply programs with in-season price structures helped to protect the company from a 
significant downturn in pricing throughout FY2020. However, wool revenues have dropped precipitously 
since FY2015, with shearing costs now exceeding wool revenues, and leading to reductions in shearing. 

• Farm expense inflation is above industry trend, and this is a potential area for further investigation. 

• Livestock revaluations in FY2020 hit the P&L particularly hard, and are outside management control. 

• No Corporate Division overhead allocations are made, which inflates the reported profit. 

• Landcorp’s Livestock division is now engaged in farm benchmarking. The Livestock division is tracking 
slightly under the sector average in terms of Return on Assets, but has steadily gained on the industry 
over the last 5 years, increasing ROA by 34% compared to an industry increase of 27%. 

• Landcorp’s Livestock division has successfully reduced staff turnover by 2.8%, improved awareness of 
health and safety, and had some success in harm reduction. 

• Environmental performance is not reported at divisional level. 
 
Dairy Division Performance 

• Landcorp’s dairy division represents just 1.1% of national dairy farming by area and 0.88% of national 

production.  Landcorp’s largest single supply base Wairakei Pastoral represents only 6.9% of Central 

Plateau dairy production. This makes Landcorp a price taker in the milk supply market, and without 

sufficient scale to dominate a single processor. However, the dairy division has been proactive seeking the 

highest milk price on offer, and this is evidenced by its shifting of supply from Fonterra towards Synlait and 

Miraka.  Landcorp has some exposure (18% of milk supply) to Westland Milk Products, and is seeking to 

mitigate this before expiry of the Yili milk price guarantee after 2029. 

• The dairy division has averaged $19.8 million EBITDAR, and $13.3 million NPAT per annum.  The volatility 

of dairy revenues is evident with a $29.7 million (26%) variation between high (FY2020) and low results 

(FY2016).  Revenue is highly (91%) correlated to the Fonterra milk price. 

• The dairy division has successfully pursued a premium milk supply strategy. Premiums contributed 3.2% 

of the total FY2020 milk revenue at a value of $3.4 million per season. The organics portfolio is under 

expansion and will add a further $1.4 million. 

• Farm Working Expenses have increased only marginally (3.3%) between FY2016 and FY2020.  This is 

roughly aligned with dairy sector on-farm price inflation. 

• Livestock revaluations in FY2020 hit the P&L particularly hard, and are outside management control. 

• No Corporate Division overhead allocations are made, which inflates the reported profit. 

• Sector-level level benchmarking in this review demonstrates Landcorp operates relatively low-intensity 

dairy systems, partly reflecting the quality of land and also decisions around the systems. 

• The dairy division is now engaged in farm benchmarking, which has highlighted Landcorp farms harvest 

1.1 tonne pasture less per hectare than the industry average, and have a low ROA. However, against 

internal metrics the dairy farms are improving. 

• Benchmarking of organic farms has demonstrated above-sector EBIT performance and also reduced 
environmental footprints.  This further confirms the direction of the premium milk strategy.   
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• Landcorp has improved awareness of health and safety, and improved all aspects of health and safety / 
harm reduction significantly. Landcorp's Dairy division has also successfully reduced staff turnover from a 
very poor result in 2018, but remains above the industry norm. 

• Environmental performance is not reported at divisional level 
 
Landcorp Variance to Forecast 

• Landcorp has made fifteen Group EBITDAR forecasts across the last five years FY2016 to FY2020 (three 

years forecast in each), of which just five have been within 10% of actual EBITDAR. Historically, there 

appears to be a strong contextual bias from the year in which the forecast is made. 

• The hypotheses that most of the forecast variance is attributable to volatility in the farming divisions is false. 

Landcorp has had several significant windfall gains over the period especially with $8.1m of carbon credit 

allocations in FY2016, and $7 million in FY2020 mainly from the sale of Westland shares. Landcorp has 

also suffered significant losses against forecast EBITDAR through its investment in off-farm activities with 

Pāmu Foods, Spring Sheep and FarmIQ all performing below forecast.  Our analysis of those enterprises 

(see later sections) shows a general theme of over-estimating revenue growth and underestimating the 

risks involved. 

• Analysis of variance in forecast group revenue and operating expenses to actuals shows all of these have 

been within 10% for the period FY2018 to FY2020.  The much higher relative variance in EBITDAR is due 

to a compounding of variances and a smaller denominator in EBITDAR.  

• Analysis of variance in forecast livestock revenue and operating expenses to actuals shows a generally 

higher level of variance than at group level, but a lower level of variance than group for EBITDAR forecasts 

due to revenue and cost variances generally being in the same direction. 

• Analysis of variance in forecast dairy revenue and operating expenses to actuals shows FY2019 to have 

been a particularly problematic year with large EBITDAR forecast variances due to revenue and cost 

variances reinforcing to result in a particularly large variance between forecast and actual EBITDAR. 

• Further analysis of the dairy revenue forecast methodology at the level of milk price and milk volume shows 

variances from forecast milk price have been the most significant source of variance.  As with the overall 

group result, contextual bias is likely a prime cause.  The more recent approach of basing ‘outer year’ milk 

price forecasts on long-run averages is sensible.  

• The inability to resurrect Landcorp's detailed divisional financial forecasts prior to FY2018 highlights legacy 

reporting challenges. The level of effort required to analyse the years FY2018 to FY2020 on a common 

basis points to potential ongoing challenges if this level of variance analysis is to be repeated. 
 
Performance and Prospects for Alternate Land Use - Forestry 

• Landcorp’s forestry portfolio of 10,868 ha is relatively immature due to the recent ramp-up of plantings, and 

also comprises over 400 stands.  This profile likely means high harvest costs, but that most of these are 

not due any time soon. 

• The Forestry Division has contributed an average of $2.9 million EBITDAR and $2.1 million NPBT per 

annum over the period FY2016 to FY2020 (with carbon credits not attributed prior to FY2020). The recent 

attribution of $3.2 million worth of carbon credits in FY2020 to the Forestry P&L is significant. 

• There are strong arguments in favour of Landcorp's strategy to expand the Forestry Estate. Forestry, now 

benefitting from carbon credit allocations and higher carbon prices, has become a profitable and self-

funding part of Landcorp's portfolio. On that basis alone it has become a sensible option for land-use 

diversification. Furthermore, through expanding the Forestry estate, Landcorp can offset future liabilities 

potentially arising from agriculture's entry into the emissions trading scheme.  In addition, increased 

Forestry is also consistent with "supporting the Government's goal to plant one billion trees over the next 

10 years". 

• The risks to the Forestry strategy include mainly regulatory and price risks, 

  It is also worth considering that 

conversion to Forestry is not irreversible, but earlier-than-planned reversion to pastoral or some other land 

use would come at a high price. However, assuming that Landcorp does not over-reach itself, and does 

not convert high-performing and versatile land into forestry, the direction is sensible. 

 
Performance and Prospects for Alternate Land Use - Horticulture 

• It is too early to assess the performance of Landcorp's horticulture investment, but we note the volatility of 

OGR and the sensitivity of the results to this key factor.  

• In regards to the business case assumptions, New Zealand Avocado advises new developments to take 

a more conservative view:  $12 - $20 OGR per tray versus Landcorp business case assumption of 

[25], [34], [37]

[37]
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 and average New Zealand production 2015 - 2019 has been 8.6 tonnes per hectare, equivalent to 

1,550 trays per hectare, versus Landcorp business case assumption . 

• In regards to the proposal to expand the investment early in the first development phase, we suggest 

Landcorp has limited historical expertise in horticulture and therefore faces a potentially steep learning 

curve on establishing its first avocado orchard.  Taking on additional developments mid-way through this 

process could potentially place undue stress on human resources. 

• Conversations with Avocado sector experts suggest that while the current season has benefitted from 

Western Australia (WA) having a very poor result, that region is about to double its production capacity in 

2022. This will likely compete directly with (early) Northland produce in the Australian market. 

• We also understand the other very large horticulture developments already occurring in Northland have 

the potential to transform New Zealand's avocado sector - and potentially create an over-supply in the 

medium-term as export supply chains struggle to grow with them.  The likely intensity of orchard-gate 

competition under that scenario should not be under-estimated and Landcorp's typically high corporate 

costs structures may prove a significant disadvantage. It is hence vital for Landcorp to achieve cost-

competitiveness versus other orchards. 

 
Performance and Prospects for Off-Farm Investments – Foods Group 

• This Review considers Spring Sheep Dairy, Pāmu Foods and Melody as all within a "Foods" story, having 

common origins and linked strategies to integrate down the value chain. 

 

Spring Sheep Dairy: 

• The sheep dairy sector has a positive future for New Zealand, as both an alternative land-use and a unique 

nutritional proposition. It is gaining traction and scale. 

• Spring Sheep Dairy is not unique in New Zealand, except in the sense of having received support though 

public money, both via PGP funding and capital investments via Landcorp.   

  

• 

• Significant questions lie around the export marketing and distribution of Spring Sheep nutritional products. 

• 

• A final question remains around Landcorp's commitment to sheep dairy as they have not taken up 

opportunities to supply sheep milk themselves. This is apparently due to capital constraints and having no 

suitable conversion opportunities on Landcorp farms.      
 

Pāmu Foods: 

• The Pāmu Foods division has not succeeded in meeting any of its business case targets and has cost the 

business  over the period FY2016 to FY2020.   

 

•  

  

 These failures are 

evident in the write-downs of stock and the eventual recognition of business model unsuitability in the 2019 

Strategy. 

• The revised B2B Pāmu Foods Strategy is essentially contract manufacturing.   

 

• The 2019 Pāmu Foods Strategy financial forecasts were premised on gross  margins for B2B sales, 

  The 2020 Strategy has more 

realistic long-term gross margins of  for bulk powders, but still includes  gross margins for 

[37]

[37]

[34]

[25], [37]

[25], [37]

[25], [34], [37]

[37] [34]

[34]

[37]

[34], [37]

[37]

[37]

[37] [37]
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finished goods. 

 

• The premise that investment in the Melody drier would solve the problem of high COGS for Pāmu Foods 

also goes against reason. It is only more efficient than D1. New Zealand already has a highly efficient dairy 

processing sector, and also has surplus processing capacity. The Melody drier is relatively small and 

inefficient. Pāmu Foods is essentially stating that the additional margin capture from B2B ingredient sales 

(versus farm-gate milk sales to a processor) will exceed the efficiency losses incurred.  The additional risks 

of this strategy have not been costed into the business.    

• The Pāmu Foods Strategy also positions the same team to continue managing Pāmu Foods, but with more 

resources.  The planned Pāmu Foods Dairy (B2B) division is large for its main purpose of trading specialty 

dairy ingredients. This role would typically be undertaken by a team of between two and three people in 

any independent dairy company, managing higher product volumes, and those people would already have 

prior experience in ingredient sales and logistics.  The starting overhead cost of  per annum 

from FY2020 is high.  

• 

• 

 

Melody: 

• The Melody Drier investment was approved largely in order to support the Spring Sheep and Pāmu Foods 

investments, but against Treasury advice which raised concerns about no transparency of the end-to-end 

benefits. 

• We note that other mechanisms exist for channelling public funds into infrastructure. Food Innovation 

Waikato was itself established with public funding though the Food Innovation Network of New Zealand 

(FINNZ) in 2010, with construction of D1 completed in April 2012. 

• 

• 

• There are concerns that Pāmu Foods has not utilised the Melody drier more in FY2020 and FY2021.  

 

• 

 
Performance and Prospects   

 

Focus Genetics 

• Focus Genetics complements Landcorp’s core business, and also plays an industry good role.  It makes 

a minor contribution to overall financial performance, but enjoys considerable stability from having a larger 

parent. Landcorp ownership also provides a measure of assurance that NZ IP is retained for the benefit of 

wider sector.  An in-depth review would be required to assess the prospects for higher performance. 

 

Farm IQ 

• Farm IQ is a relatively small investment, but has become an integral part of how Landcorp manages its 

farms. It is likely that this will become even more crucial as the regulatory compliance landscape evolves.  

• Discussion with Landcorp farming divisions highlights a potential bottleneck issue with development in 

FarmIQ, i.e. there is a queue for changes to the system. An ownership position in FarmIQ may therefore 

have additional advantages in securing priority for specific Landcorp development requests to Farm IQ. 

• 

 
 
 
  

[37]

[37]

[34]

[37]

[25]

[25]

[34]

[37]

[37]

[25]
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Disclaimer  
 
This Report has been prepared by James Morrison Consulting Limited (“the consultant”) at the request of the 
shareholding Ministers of Landcorp.  
 
The information, statements, statistics and commentary (together the ‘Information’) contained in this report have 
been prepared by the consultant using information sourced from Landcorp and stakeholders, and publicly 
available information. The consultant has made best endeavours but does not express an opinion as to the 
accuracy or completeness of the information provided, the assumptions made by any parties that provided the 
information or any conclusions reached by those parties. Changes to the information could change the 
recommendations made in this report.  
 
No representation or warranty, express or implied, is made in relation to the accuracy or completeness of the information 
presented herein. No claim or demand or any actions or proceedings may be brought against the consultant arising from 
or connected with the contents of the report or the provision of the report to any recipient. The consultant will be released 
and forever discharged from any such claims, demands, actions or proceedings. 
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1.0 Background to the Review 

1.1 Landcorp Purpose and Structure 

Purpose 
 
Landcorp’s main purpose is to manage the commercial farming and property activities of crown-owned 
lands. The terms of reference1 for this Review further define Landcorp’s purpose in terms of meeting specific 
challenges: 
 

Landcorp’s challenge is to achieve profitability and resilience in the context of being a corporate farmer 
with associated corporate costs not faced by a unitary farm operation. To achieve this, the strategic 
approach adopted in 2014 includes leveraging off its scale and building resilience through diversification 
of revenue streams, including through creating value in off-farm ventures. Landcorp defines its strategic 
imperatives as follows: 

• Drive consistent operational excellence in all aspects of its pastoral farming business 
(environmental, profitability, people, animal welfare, innovation and technology); 

• Create scale and financial materiality in value-add dairy businesses, and leverage these 
learnings and expertise into other food and fibre products; 

• Expand forestry, fibre, cropping and horticulture business: grow ecosystem service net returns 
from carbon, biodiversity, wind and pollination, optimised to complement its livestock; and 

• Maximise returns and value from its subsidiaries and joint ventures.  

 
Landcorp Structure 
 
Landcorp Farming Limited ("Landcorp") is a state-owned enterprise of the New Zealand government, 
operating under the State Owned Enterprises Act 1986.  It was incorporated as a State-owned Enterprise on 
1 April 1987 to assume the commercial farming and property activities of the former Department of Lands 
and Survey.  
 
As of 2020, Landcorp has 54 dairy farms, of which 30 are owned, covering 24,400 effective hectares 
(28,500 total hectares).  It also farms 61 livestock farms, of which 55 are owned, covering 129,700 effective 
hectares (336,100 total hectares).  It farms about 434,000 Sheep, 80,000 beef cattle, 73,000 dairy cows and 
86,000 deer. Those farms which are not owned by the company include those farmed on behalf of either the 
Crown or private interests. The company also has approximately 10,000 hectares in plantation forestry, and 
a small horticulture development underway in Northland.  
 
Landcorp also has investments and ventures outside the core farming business. These include: 

• Pāmu Foods, a business unit of Landcorp Farming Limited.  

• 100% ownership of Focus Genetics, an animal genetics company. 

• 50% JV ownership of Wharewaka East, developing a 500 lot subdivision near Taupo. 

• 50% JV ownership of Spring Sheep, a sheep milk business developing nutritional products. 

• 35% ownership of Melody Dairies, a new nutritional products milk powder drying facility.   

• 26% ownership of FarmIQ, a farm information system business of which Landcorp is a customer. 
 
The company is structured with three main subsidiaries: 

• Landcorp Pastoral Limited holds the investments in Focus Genetics and Spring Sheep. 

• Landcorp Estates Limited works with joint venture partners to develop and sell premium land 
deemed to have a higher value in non-agricultural use (i.e. currently Wharewaka East). 

• Landcorp Holdings Limited holds Landcorp property protected from sale under an agreement with 
the Crown, including those farms likely to be included in Treaty of Waitangi settlements.   

 

 
1 Landcorp Farming Limited – Independent Review Terms of Reference, September 2020. 
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The following figure 1.1.1 outlines the company structure and subsidiaries.  This is simplified, as some 
entities have multiple parts2.  
 

 
Figure 1.1.1 Group Structure 
 
Landcorp currently employs 659 permanent staff and up to an additional 300 staff during busy periods. 
Corporate comprises 70 people (9.7%) and Business Operation 589 people (90.3%), as set out in the 
following table3.    
 

 
Table 1.1.1 Landcorp Headcount 
 
 

  

 
2 A complete list of subsidiary companies and jointly controlled entities can be found in note 33 on page 84 of the 2020 Annual Report  
3 The seven GMs reporting to CEO are allocated to each of the business units for which they are responsible 

LANDCORP FARMING LIMITED – GROUP STRUCTURE 2020

Landcorp Farming Ltd

Landcorp Estates Ltd

(100% owned)

Landcorp Holdings Ltd

(100% owned)
Landcorp Pastoral Ltd

(100% owned)

Spring Sheep Dairy NZ (50%)

Focus Genetics Ltd (100%)

Livestock Dairy
Forestry 

& Hort
Corporate

Landcorp Farming Divisions

FarmIQ (26%)

Melody Dairies (35%)

Wharewaka East Ltd (50%)

Foods

Landcorp Headcount 

Headcount %

CEO Office 2 0.3%

Finance 38 5.8%

People, Safety and Wellbeing 19 2.9%

Sustainability and Farm System 7 1.1%

Corporate 66 10.0%

Dairy Operations 259 39.3%

Livestock Operations 323 49.0%

Forestry and Horticulture 3 0.5%

Pamu Foods 8 1.2%

Operations 593 90.0%

Total 659 100%
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1.2 Landcorp Assets and Geography 

Landcorp is primarily a farming enterprise, with its farms located across the length and breadth of New 

Zealand.  This is demonstrated in the balance sheet, and in the geographic locations. 

Financial Disposition of Assets within the Group 

The $1.94 billion in assets recorded on the FY2020 Landcorp Group balance sheet are broken down in the 

following table 1.2.1 of Landcorp subsidiaries to show that Landcorp Farming Limited comprises by far the 

greater part of the company ($1.69 billion), with Landcorp Holdings the next largest (97.6 million)4. 2020 saw 

IFRS5 Lease adjustments of $240 million brought onto the balance sheet, but these are only accounted for at 

a Group level. In practice, these lease adjustments relate primarily to the Wairakei Estate which is leased for 

the purpose of dairy farming and spring sheep (see later discussion).  Group eliminations are also a substantial 

factor, reflecting the equity investment of Landcorp Farming (LFL) in the subsidiaries LHL, LPL and LEL.  

 

Table 1.2.1 Group Assets – Landcorp Subsidiaries 

 

Landcorp Farming had $1.69 billion in assets in FY2020, primarily in livestock and dairy farming as shown in 

table 1.2.2.  The Livestock division is the largest with $1.02 billion in assets.  The Dairy division is the next 

largest at $471 million in assets.  Forestry and Horticulture account for a further $40 million. The remaining 

components do not involve farming.  Landcorp’s Pāmu Foods division is very small ($0.6 million). The 

Corporate division accounts for $8.3 million in assets, mainly IT and vehicles. Landcorp’s shareholdings in two 

non-farm enterprises are also included – FarmIQ ($1.2 million) and the Melody Drier ($12.1 million).  Note that 

these latter asset values do not reflect the true value of those operations, as will be discussed in subsequent 

sections outlining off-farm performance.  Landcorp Farming Limited also holds $140 million comprising $113 

million in shares in subsidiaries (i,e, LFL, LHL, LEL: see Group eliminations), plus the balance mostly in carbon 

credits. 

 

Table 1.2.2 Landcorp Farming Limited Assets 

 

 

  

 
4 Source: Landcorp Finance 
5 International Financial Reporting Standards 

Landcorp Group Assets ($millions) FY2016 FY2017 FY2018 FY2019 FY2020

Group 1,786.3                   1,814.2                1,857.5                1,781.9                1,939.0                

Group excl. Lease Adjustments 1,786.3                   1,814.2                1,857.5                1,781.9                1,698.7                

Landcorp Farming Ltd 1,775.9                   1,806.1                1,851.0                1,778.6                1,692.3                

Landcorp Holdings Ltd 118.0                       108.6                    110.4                    97.4                      97.6                      

Landcorp Pastoral Ltd 7.6                           6.7                         7.5                         9.0                         9.7                         

Landcorp Estates Ltd 18.5                         15.5                      9.8                         11.3                      12.9                      

Group Eliminations 133.5-                       122.7-                    121.3-                    114.3-                    113.8-                    

Landcorp Farming Ltd  ($millions) FY2016 FY2017 FY2018 FY2019 FY2020

Landcorp Farming Ltd 1,775.9                   1,806.1                1,851.0                1,778.6                1,692.3                

Livestock 1,082.0                   1,101.4                1,117.6                1,087.5                1,018.6                

Dairy 512.6                       536.6                    544.6                    501.8                    471.1                    

Forestry and Hort 27.2                         27.7                      36.9                      38.6                      40.0                      

Foods -                           -                        5.2                         1.1                         0.6                         

Corporate 6.5                           7.4                         7.8                         9.5                         8.3                         

FarmIQ 0.5                           0.3                         0.6-                         1.2                         1.2                         

Melody -                           -                        -                        7.4                         12.1                      

Other (incl. shares in LPL, LHL, LEL) 152.6                       136.0                    144.9                    134.1                    140.7                    

Parent Eliminations 5.59-                         4.53-                      5.42-                      2.49-                      0.26-                      
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Geographic Disposition 

The location of Landcorp’s farms and businesses as shown below6 is largely dictated by history, rather than a 

specific strategic intent.  This clearly highlights the strategic dilemma faced by Landcorp, namely that 

geographic consolidation of farm production and/or alignment with any single processing facility is not possible.  

This greatly complicates, or at least limits the available options for, vertical integration as will be discussed in 

later sections. 

 

North Island South Island 

  

Figure 1.2.1 Location of Landcorp Farms 
 

 

North Island Regions Livestock* Dairy** South Island Regions Livestock* Dairy** 

Northland 7 4 Molesworth/Hanmer 2 0 

Coromandel 1 0 West Coast 5 12 

Central NI 11 0 Canterbury 6 0 

Wairakei estate 0 22 Otago 4 3 

HB & Gisborne 11 0 Southland 15  

Manawatu 2 0    

Horowhenua 0 7    

Wairarapa 2 1    

*  Livestock includes Sheep, Lamb, Beef, Deer and Genetics 

** Dairy includes Dairy, Dairy Support, Sheep Milk and Deer Milk 

Table 1.2.3  Landcorp Farms by Region 

 

. 

 

  

 
6 Landcorp Annual Report FY2020 
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1.3 Relationship with Crown, Treasury and Board of Directors 

Landcorp is owned by the Crown but operates at arm's length from the government, and in competition with 

other entities in the public and private sectors. Its shares are held by the Minister of State-Owned Enterprises 

and the Minister of Finance (50% each).  

The shareholders (i.e. Ministers) have the power to appoint and remove in regards Landcorp’s board of 

directors, as per Part C of Landcorp’s constitution7. They are also formally involved in the process of setting 

the direction for Landcorp as per the annual process outlined later in this section. As part of this process each 

year, shareholding Minister’s provide Landcorp (via the Landcorp Chairman) with a Letter of Expectations for 

Landcorp Farming Limited. The Treasury fulfils the role of advisor to shareholding Ministers on the 

performance of Landcorp. Accordingly, Landcorp is required to providing regular reports and information 

updates as appropriate and/or as requested.  

Letter of Expectations 

The current Letter of Expectations was provided on December 2019 for the 2020/21 Financial Year8.  This 

includes both general expectations (common to all SOEs) and ‘Entity Specific’ expectations. The ‘Entity 

Specific’ expectations’ set out therein are as follows: 

Ministers expect Landcorp, as a state-owned enterprise, to be as profitable and efficient as comparable 

businesses not owned by the Crown. 

We also expect Landcorp to be a good employer and be socially responsible in which it demonstrates 

farming best practice and innovation, and that it assists with “industry good” initiatives. 

We have three primary expectations: 

On-farm Activities 

We consider Landcorp’s primary objective is to be a successful pastoral farming company and so we 

expect Landcorp to prioritise its core, on-farm operations both in terms of best financial returns and 

efficiency. 

With this in mind, Ministers expect Landcorp to investigate ways to lift productivity and profitability at a farm 

level, review its capital expenditure plans and endeavour to manage/reduce risks and volatility of its 

earnings. 

Landcorp should also seek to reduce the environmental impact of its farming practices, in line with best 

farming practices, and investigate ways to meet the Government’s goals of improving water quality and 

the transition to a low-emissions economy. 

Ministers also encourage Landcorp to continue to investigate and research: 

• the highest value land use parcel and where appropriate plans to migrate land parcels to high-

value uses, and 

• farm systems that have a lower input and less intensive farming systems. 

We continue to expect you to investigate opportunities to rationalise and improve the overall quality of 

Landcorp’s current farming portfolio and appreciate the work you have done in this space to date. We also 

expect that Landcorp will consult with shareholding Ministers before undertaking any sales of land. 

Ministers expect Landcorp to continue to support the Government’s goal to plant one billion trees over the 

next 10 years. 

Off-farm Activities 

 
7 Constitution of Landcorp Limited 
8 2020/21 shareholder Expectations for Landcorp Farming Limited 

[34]
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We expect Landcorp will not enter into any new off-farm value-add activities without our written consent 

and that you prioritise your current off-farm activities that will deliver proven profitability.   

We remain supportive of the recent strategic review of Pāmu Foods and expect that a similar lens be taken 

to other off-farm activities in the future to ensure profitability and efficiency. 

We also expect Landcorp to manage its operating and head office costs prudently. 

Transparency and engagement 

We expect Landcorp to provide a high level of detail and transparency around its strategy and operational 

and financial performance both on farm and off farm. This includes providing information on the risks, 

capital structure (including debt funding) and the company’s investment programme. 

We expect you to continue regular engagement with the Treasury, as our lead advisors, and provide them 

oversight of your operational and financial performance. 

The subsequent section of General Expectations includes an important demand for ‘no surprises’.  i.e. 

“Ministers expect to be informed well in advance of any material or significant events relating to the entity, 

whether positive or negative.” 

 

Review Commentary on Letter of Expectations 

• The letter of expectations is part of a dialogue, to which Landcorp responds.  It is not the strategy. 

• Shareholding Ministers’ state Landcorp’s primary objective is to be a successful pastoral farming 

company.   

• However, this Review notes some tension within the expectation Landcorp will ‘endeavour to 

manage/reduce risks and volatility of its earnings’.  Volatility of earnings in New Zealand pastoral 

farming operations (as opposed to land value speculation) are an inherent feature of the entire primary 

sector being highly exposed to international export markets and foreign exchange risk. In attempting 

to contract out of this risk and volatility, Landcorp can potentially increase exposure to other risks.   

• This Review also finds potential for tension between the expectations for “lifting productivity and 

profitability” versus “reducing environmental impacts”, and “investigating farm systems with lower input 

and less intensive farming systems”.  Up to a point, the efficient use of resources actually lowers the 

environmental footprint while increasing productivity and profit. However, below this optimal threshold9 

further reduction of environmental footprint comes at a cost to profitability.  That would conflict with the 

SOE requirement to be “as profitable and efficient as comparable businesses that are not owned by 

the Crown”. 

• In regards to the expectation that Landcorp will “to continue to support the Government’s goal to plant 

one billion trees over the next 10 years”, Landcorp should undertake afforestation for its own economic 

and environmental stewardship purposes, consistent with its obligations to act as profitably and 

efficiently as a company not owned by the Crown.  Otherwise, it potentially represents an imposition 

on Landcorp contrary to these purposes.     

• A prime reason for this Review is “concern about the financial performance of Landcorp’s current 

portfolio of off-farm value-add activities”.  This is explored in-depth in the latter sections of this 

document. 

 

 

  

 
9 This threshold depends on farm-specific factors, and is hence not a universal quantity 
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The Treasury 

The Treasury provides advice to Ministers for the purpose of ensuring that Landcorp performs well and delivers 

against objectives, and that the Crown maximises the long-term value it gets from ownership. 

• Appointing board members. The board appointment process involves assessing skill requirements for 

each board as vacancies arise, calling for candidates, interviewing and short-listing, providing 

recommendations to Ministers, steering the process through Cabinet, and holding induction sessions for 

new directors. The Treasury also provides advice to Ministers if there are concerns about board 

performance or issues about individual director performance or conflicts of interest.    

• Advising Ministers on Landcorp’s performance and risk profile, including comments on business plans. 

This advice is structured around the annual accountability process (see below). To do this, the Treasury 

analyses performance against various dimensions including leadership, results, organisational 

performance, strategy, investment, and each company’s or entity’s alignment with its objectives. 

• Advising on specific ownership issues such as approval for major transactions or potential investments. 

In practice, Treasury appoints a member of its Commercial Performance team to manage the relationship with 

Landcorp.  Ministers’ expectations are conveyed through annual letters of expectations and through other 

communications throughout the year.  Landcorp is also required to provide shareholding Ministers and the 

Treasury with the normal reporting documents (Annual Report, Quarterly Reports, Results announcements), 

a Statement of Corporate Intent (annually) which outlines its plans and 3-year forecasts, and a Half Year 

Report.  The general timing of these processes is outlined below in Figure 1.3.1. 

 

 

Figure 1.3.1 SOE Reporting and Business Planning Process 
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The Board of Directors 

The Role of the Board 

The Landcorp Board of Directors (“the Board”) is guided by the Principal Objective of the SOE Act10:  

4(1)  The principal objective of every State enterprise shall be to operate as a successful business and, 

to this end, to be— 

(a)  as profitable and efficient as comparable businesses that are not owned by the Crown; and 

(b)  a good employer; and 

(c) an organisation that exhibits a sense of social responsibility by having regard to the interests 

of the community in which it operates and by endeavouring to accommodate or encourage 

these when able to do so. 

In delivering on the principle SOE objectives the Board members are required to act in accordance with the 

Companies Act, as set out in section 13111. 

131 Duty of directors to act in good faith and in best interests of company  

(1)  Subject to this section, a director of a company, when exercising powers or performing duties, 

must act in good faith and in what the director believes to be the best interests of the 

company. 

These legal obligations make it clear that while the Board may wish to take account of the expectations of its 

shareholders, whether expressed in the Letter of Expectations or otherwise, it must first meet its legal 

obligations set out in SOE and Companies Acts. Specifically, there is no mandate to go beyond what is 

reasonable for a commercial company to do in regards to matters such as environmental performance, 

workplace improvement or other initiatives where these would not allow Landcorp to operate as successfully.  

Position vis-à-vis The Treasury 

There is a triangular relationship between the Board and Executive of Landcorp, and the Treasury. However, 

this relationship is not equal. The Board’s role in governance allows them to make direct demands of the 

Executive, whereas The Treasury has a performance monitoring and advisory role. The Board of Directors is 

also generally better-informed than The Treasury, mainly by virtue of the extensive information that the 

Landcorp executive provides them including board papers.  It is therefore reasonable to infer that the Board 

has better information about Landcorp performance than the Treasury. The Board has an obligation to ensure 

that Treasury, as representatives of the shareholders, has sufficient information to perform its function. 

This Review has also observed a closer and more respectful working relationship between the Landcorp 

Board and the Landcorp Executive than that evident between The Treasury and the Landcorp Executive.  Our 

previous experience with other SOEs suggests that this is not universal, but also not unique. Similar tensions 

have arisen previously over performance of an SOE, where the Board and Executive have naturally aligned 

to defend that performance when it is criticized. However, such a defensive alignment can threaten the 

objectivity of the Board. 

   

Review Commentary on the Board of Directors 

• The Principal Objective to be “as profitable and efficient as comparable businesses that are not owned 

by the Crown” obliges the Board to challenge directions either from shareholders or the Executive that 

are contrary to this.     

• In our view, the Board must be more proactive in addressing current tensions in the relationship with 

The Treasury.  This requires it to take a more objective, distanced position on the performance of 

Landcorp, and also to address any asymmetry in the information provided to Treasury.  

  

 
10 State-Owned Enterprises Act 1986 
11 Companies Act 1993 
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1.4 Review Context, Objectives and Approach 

Context for Review12 

The Terms of Reference for this Review state that “[Landcorp] performance to date has not clearly 
demonstrated that the strategic approach is delivering as intended. For example, ventures such as 
Pāmu Foods were anticipated to be returning positive EBITDAR13 from FY20 onwards, which we are 
now not expecting to see until at least FY23, and operating profits have varied significantly from budget 
over the last eight years, up to 30% in some cases. Landcorp also traditionally has large capital 
expenditure plans (approximately $40m higher than operating cash flows in FY21) and relies on asset 
sales to fund these cash flow deficits. This, coupled with average EBITDAR and Total Shareholder 
Returns of $39.1m and 1.3% respectively over the last 10 years, has given rise to concerns over the 
execution of Landcorp’s current strategy   

This review is intended to provide a deeper understanding of the underlying factors contributing to 
Landcorp’s performance outcomes. This, in turn, will provide a clearer picture of Landcorp’s ability to 
deliver on its strategy and produce sustainable returns consistent with meeting its legislative objectives 
“to operate as a successful business and be as profitable and efficient as comparable businesses, not 
owned by the Crown.” 

 

Review Objectives 

The terms of reference for the review state: 

“This Review is a first-stage review to provide a foundation level of understanding to shareholders on the 

performance of Landcorp, including matters that distinguish it from other farming operations, and provide 

direction for any subsequent, more targeted, reviews, if required.  

At a high level, the review should incorporate the following matters: 

• a review and verification of Landcorp’s budgets and projected results and actual performance from 

both corporate and strategic initiatives;  

• an analysis of the factors that contributed to variances between projected and actual performance, at 

both corporate and strategic initiative level. This analysis should consider: 

o the performance of Landcorp’s core farming business; 

o assumptions used in business cases and performance projections (both core and in strategic 

initiatives); 

o challenges and issues relating to markets, including market entry and market development;  

o what allowance, if any, should be made for the testing and measurement of alternative farm 

systems; and  

o any other underlying factor(s), which have had a material, impact upon the ability of Landcorp 

to meet performance expectations; 

• the risks to the strategy delivering in-line with projected performance, in light of the above. This 

includes an assessment of current strategic initiatives, their risks and future viability; 

• consideration to the operating environment at the time of any decisions or forecasts being made and 

clear analysis on the distinction between the factors inside and outside of Landcorp’s control; and 

• recommendations for any matters requiring further review.  

It is intended that this exercise will, at a minimum, provide clarity over the activities that Landcorp is undertaking 

and consider associated trade-offs contemplated by section 4 of the State-Owned Enterprises Act 1986. This 

includes considering, amongst other things, additional costs and benefits, if any, associated with Landcorp’s 

current approach to environmental and safety standards and prototyping non-standard modes of production” 

 
12 Landcorp Farming Limited – Independent Review ToR 
13 Earnings before interest, tax, depreciation, amortisation and revaluations  

[34], [37]
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Section 4 of the State-Owned Enterprises Act 1986 states: 

(1) The principal objective of every State enterprise shall be to operate as a successful business and, to 

this end, to be— 

(a) as profitable and efficient as comparable businesses that are not owned by the Crown; and 

(b) a good employer; and 

(c) an organisation that exhibits a sense of social responsibility by having regard to the interests of 

the community in which it operates and by endeavouring to accommodate or encourage these 

when able to do so. 

 

Review Approach 

The Review approach has been evidence-based, highly consultative, engaging and hands-on. Accordingly, 

the Review sought input from relevant people within Landcorp and the Treasury, for both information and their 

perspective on the opportunities and challenges, and meetings with shareholding Ministers at the 

commencement of the review.  

A logical, staged approach to the work was planned, with the project to commence on 30th October 2020 and 

conclude on 12th March 2021 with a final report (preceded by a draft report on 19th February 2021).   

The work of the Review was coordinated with Landcorp through the office of the CFO.  Additional interviews 

and meetings were held with General Managers of Landcorp divisions and subsidiaries, as well as briefings 

with the Landcorp Chairman. In addition, the Review sought some perspectives from external stakeholders 

and public sources of information. Throughout the project, initial findings were disclosed through regular 

(fortnightly) joint meetings held with Treasury and Landcorp.   

The Review was challenged by delays in setting up initial meetings with Landcorp (from 6th November) and 

then a long timeframe and significant amount of effort required to review the variance between forecast and 

actual financial performance.  The (un)availability of comparable historical forecasts at divisional level, and the 

timeframe needed to re-create these for comparison with actual performance was a major factor. Availability 

over the summer holiday period was also problematic. 

The result has been to compress some aspects of the Review.  Nonetheless, with the support of Landcorp in 

obtaining the necessary information, the draft Review was only deferred one week to 26th February 2021 and 

the final report completed on 19th March 2021.   
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2.0 Landcorp Group Performance 

This section outlines the overall performance of the Landcorp group.  It includes discussion of context and 
various factors impacting group performance.  Analysis of divisional performance and forecast variances are 
contained in subsequent sections. 
 

2.1 Strategy and Business Plans FY2016 – FY2020 

The performance of Landcorp is best understood in context of what the organisation set out to achieve14 and 
the targets.  This has evolved over the period FY2016 to FY2020, and this section outlines these statements 
in sequence. 

 

FY2016 was the second year of the new strategic plan developed in FY201515.   

Vision: To become the premium supplier of meat, milk and fibre for niche markets globally 

Mission: To transform NZ farming 

This plan described aims to achieve the vision: 

1. Deliver 12% total shareholder return sustainably over the business cycle 

2. Help supply 5% of NZ’s meat and fibre production, of the highest quality, to partners in premium 
value chains around the world 

3. Become the partner of choice for Maori, external investors, and other organisations investing in the 
growth of NZ farming 

4. Lead the industry in our care for, and investment in, the people we employ, the animals under our 
care and the environment we are entrusted to farm in 

With five key strategies: 

Volume In partnership with Maori and others, significantly expand the quantity of livestock 
farmed, across an integrated portfolio of farms nationwide. 

Value Integrate our products into value chains focussed on niche markets, driven by a deep 
understanding of future consumer requirements. 

Efficiency Drive adoption of science, systems and new thinking that will boost the cost 
effectiveness and efficiency of our farm operations. 

Environment Lead the industry on showcasing rejuvenation and profitability potential of 
environmentally savvy farming. 

People Lead the industry in people practices, providing the safest, most enriching work 
environment for talented and motivated people. 

In terms of significant initiatives, Landcorp prioritised the OPM deal (Other People’s Money), sorting out the 
Wairakei Pastoral Lease, operationalising the sheep milk opportunity, implementing environmental programs 
and improving human resource management.  

Landcorp also conceived the Pāmu brand as a B2B partnership, product proposition and trust mark. 

 

 

 

 

 

 
14 Terms of Reference: “Out-of-Scope: Any reassessment of the vision, purpose, objectives, mandate and strategy of Landcorp” 
15 Breaking New Ground, Landcorp Business Plan 1 July 2015 to 30 June 2016 (August 2015) 
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FY2017 saw a revised strategy and business plan16 with a revised purpose, now aligned under the Pāmu 
brand which replaced the “Landcorp” name on all company communications.  Landcorp’s refined strategy 
was described in the business plan “to develop a business model that drives significantly higher levels of 
free cashflow through recycling capital from predominantly land assets into higher yielding opportunities”.  
The purpose and critical components of the business plan were restated: 

Purpose: To Transform NZ farming, by carefully creating quality natural products. 

Critical components: 

1. Farming carefully 

a. Protecting and developing our people. 

b. Minding the wellbeing of our animals and; 

c. Nurturing our environment 

2. Farming Smartly 

a. Using best practice systems and processes 

b. Adopting leading science and technology to drive innovation 

3. Creating Value 

a. Integrating our products into niche markets focused on unique consumer needs 

This business plan also launched the Pāmu promise, a quality assurance framework for Landcorp farms: 

“Pāmu Promise, it’s how we do things round here”: 

People:  Provide the safest, most enriching work place for talented and motivated people 

Animals:  Produce exceptional animal productivity and consumer comfort through animal welfare 

Environment: Rejuvenate the environment through savvy farming 

Systems:  Use standardised processes and systems to drive best practice 

Innovation: Adopt leading science and technology to improve our people, our animals and the 
environment 

It is relevant that Landcorp was compelled to address operational health and safety because there were 
three fatalities on Landcorp farms in the 2015 calendar year (including first half of FY2016). 

 

FY2018 built on the previous year with a business plan17 largely organised around the same frameworks. 
However, the purpose and focus areas were re-stated to reflect aspirations for creating value through 
access to niche markets: 

Purpose: To carefully create natural, unique foods that enhance living 

Pāmu Strategy: Integrate our products into value chains focused on niche markets 

What we’ll do: Improve margins by delivering operational excellence in our core farming business. 

Transform our profitability by investing in farm systems & supply chains that create 
unique natural products. 

Develop innovative uses for land that optimise economic and environmental returns. 

Build intellectual property in our brand (Pāmu) and the technologies and systems 
driving on-farm value 

 
16 Breaking New Ground, Landcorp Business Plan 1 July 2016 – 30 June 2019 

17 Integrating the Pāmu Value Chain, The Pāmu Business Plan 1 July 2017 – 30 June 2020 
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Invest in initiatives designed to provide long-term value including partnerships and 
investment in the supply chain and the establishment of a separate foods-focused 
business 

FY2018 also saw the proposal for establishment of Pāmu Foods as a division within Landcorp Farming 
Limited, with a separate P&L and responsibility for delivering and managing all Pāmu branded products 
produced within the Pāmu Group. This included several transformational initiatives under the Pāmu Foods 
strategy, mainly Project Gobi to market branded milk powder in China and Project Sahara to take a position 
in milk processing. 

 

FY2019 represented the fifth year of the ‘new’ strategic plan, and a further refinement of that strategy.  
Pāmu’s [refined] strategy [was] to develop a business model that does three things: 

1. Drives significantly higher levels of free cashflow for our shareholder, 

2. Futureproofs our business from disruptions in the broader operating environment (e g climate 
change, environmental regulation, consumer food preferences), 

3. Enhances the company’s reputation to make it a business all New Zealanders are proud to own 

There was also a change to “What we’ll do”:  

1. Drive farming excellence 

2. Leverage scale to create value 

3. Create valuable products from sustainable land uses 

Under the last point above, the FY2019 business plan signalled intentions to review the livestock portfolio 
seeking new land uses including the expansion of Pāmu’s forestry plantations on marginal land, and also 
complete the implementation of the Food Innovation Waikato investment to secure the future of the Spring 
Sheep business and Pāmu branded dairy opportunities (subject to shareholder approval). 

 

FY2020 saw a refreshed strategy replacing the one developed in FY2015, with a new vision and mission.  

Vision: A world leader in farming natural resources sustainably to produce premium, high 
margin food and fibre products. 

Mission: To enrich our land, our people and the future for farming. 

Excellence in Three Areas: 

1. Ensure Pāmu exhibits excellence in food and fibre production. In short, we need to be high 
performing farmers.  That means not only optimising the financial performance of our farms, it 
also includes building upon each of the six capitals upon which our business relies; 

2. Match our products to the best customers with the right partners. This involves we’re producing 
products that meet market requirements and also finding those partners who have access to the 
right consumers who value what we produce;  

3. Drive innovation in sustainable land uses and farm systems. Pāmu will continue to do what it has 
always done – look for land use changes that both improve the value of the land and its fit within 
its natural environment. 

Building the six capitals (in the first area of excellence) included two specific targets of note: 

People: Reducing our LTIFR by 10% from FY2019 and decreasing turnover by 5% from FY2019 

Financial: An EBITDAR of $61.1 million (including impact of IFRS Leases) 
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Review Commentary on Strategy18 and Business Plans 

• Landcorp’s frequent changing of strategy and targets is contrary to the principles of performance 
management.  The language and form of the Landcorp strategy (and business plans) has changed 
annually.  The financial targets have also changed markedly: from “12% shareholder return” in 
FY2016 to “EBITDA of $61.1 million” in FY2020.  This inevitably makes it difficult to hold the 
company to account for long-term commitments made in prior periods.   

• There are two significant and concurrent strategic themes running through all the successive plans 
presented over this period: 

• A farming strategy focussing on the Pāmu promise (a quality assurance framework for 
Landcorp farms), and latterly including building the six capitals. 

• A value-added strategy focussing on value chains and markets 

• Latterly, the strategy has also incorporated land-use change with a focus on diversification away 
from pastoral farming into forestry and horticulture. 

• The relative weight given to the farming strategy in successive business plans must reflect the 
combined Livestock, Dairy and Forestry divisions comprising 90.1% of assets, 88% of headcount 
and the largest share of EBITDAR and NPAT.  The challenges facing New Zealand’s primary 
sector in regards to issues including environmental performance, animal welfare and workplaces 
are also significant, and place these assets and profits at risk. This importance should be reflected 
in the balance of the Landcorp strategy. 

• The themes of farm and value-add are also not mutually exclusive, within an overall theme of value 
chain integration.  The “on-farm value-add” development of farming systems to produce 
differentiated, higher-value products with high provenance is Landcorp’s natural focus.  It is not 
clear that Landcorp needs to be engaged in “off-farm” value add to achieve its purpose. This 
distinction is blurred in the discussion of customers, markets and consumers and supply chains. 

 

 

  

 
18 The Terms of Reference preclude “reassessment of Landcorp strategy”, but not comment on their form and content. 
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2.2 Group Financial Performance  

This section addresses the overall Landcorp Group performance as context for assessing both performance 
against forecast, and also the performance of farming divisions and off-farm investments. 

Shareholder Returns 

The following table 2.2.119 outlines Landcorp’s negative total shareholder returns (TSR) in the period 
FY2016 – FY2020.  The result is particularly impacted by the NPAT losses in FY2019 and FY2020.  These 
losses stand in contrast to the EBITDAR result which has generally improved throughout the period from 
$25.5 million in FY2016 to $65.0 million in FY2020.  The causes of this widening gap are explored below.  
Nonetheless, these results mean the financial target set at the outset of the period for 12% TSR has not 
been met.    

 
Table 2.2.1 Group Financial Performance FY2016 – FY2020 

It is helpful to consider the historical context for Landcorp TSR, in particular the FY2016 Target of 12%.  The 
2019 PWC Review notes that Landcorp’s cumulative TSR since 2004 is of the order 180%, which implies an 
annual average gain of 11.3% (or CAGR of 6.6%) over the 16-year period.  However, most of this gain 
(160% cumulative TSR) was achieved in the period 2004 to 2008, and coincided with Landcorp’s 
involvement in land conversion to dairy farming. This point is explicitly acknowledged in the 2017 Pāmu 
Foods business case20 which highlights that since FY2009 Landcorp’s financial performance has relied on 
farming and only achieved 1.9% TSR. A table (Table 2.2.2) from that document is shown below. 

 
Table 2.2.2 Historical TSRs 

 

 
19 Landcorp’s 2020 Annual Review 
20 Pāmu Foods Business Case, 24 October 2017 

Shareholder Returns note 2015/16 2016/17 2017/18 2018/19 2019/20 Average

Total revenue 210.0 230.9 247.1 241.0 251.0

EBITDAR 1 25.5 35.6 48.5 34.0 65.0

Net (loss)/profit after tax 11.5 51.9 34.2 -11.0 -24.0

Total comprehensive income -2.9 56.8 29.3 -65.0 -79.0

Total shareholder return 2 -0.1 3.9 2.2 -4.7 -5.3 -0.8

Return on equity, adjusted

for IFRS Fair Value %
3 -0.4 1.2 1.6 1.6 3.6 1.52

Dividend declared – – 5.0 5.0 5.0

Total assets 1,786.3 1,814.2 1,857.5 1,782.0 1,938.0

Total equity 1,411.2 1,465.6 1,497.3 1,428.0 1,347.0

Bank debt 219.6 206.9 209.1 223.0 214.0

Shareholders funds / Total assets % 4 85.0 86.3 86.0 85.0 74.0

1. EBITDAR is earnings before interest, tax, depreciation, amortisation and revaluations

2. The total of equity movement during the year and dividend paid / Equity opening balance

3. Net Profit after tax less fair value revaluations / Average shareholders' equity less revaluation reserves

4. Shareholders funds includes redeemable preference shares
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The FY2016 target for 12% TSR was overly ambitious given that large scale land conversions to dairy halted 
in approximately 2015.  Also, Landcorp TSR has now declined for the FY2016-FY2020 period, below the 
average established for ‘Farming’ in the period FY2009 – FY2017.  

Financial Statements 

The summary of Group financial statement is outlined below in table 2.2.3.  A detailed breakdown is 
contained in the attachments, and this section provides commentary on the results.  

 
Table 2.2.3 Group P&L Summary 

 

Changes to Revenue 

Group revenue has increased by 22% over the period, driven by the improved performance of the dairy and 
livestock meat sales.  Wool and forestry have actually generated lower sales, but are of lesser scale.  This is 
shown in the table 2.2.4 below, and is explored in more depth in later sections covering the Livestock, Dairy 
and Forestry divisions. 

  
Table 2.2.4 Group Revenue by Division  

 

Changes to Operating Expenses 

Overall group operating expenses shown below in table 2.2.5 appear virtually unchanged over the period, 
but this masks some substantial changes.  Farm working, maintenance and personnel costs have increased 
1.7% annually on average, adding $11.3 million to expenses.  This is covered in later sections on the 
Livestock, Dairy and Forestry divisions. 

In ‘Other Expenses’, implementation of IFRS 16 accounting standards21 in FY2020 has changed the 
accounting of leases, reducing the reported lease operating cost but increasing both depreciation and 
finance expenses.  This is explained in the following section.  Services and supplies also reduced slightly in 
FY2020. 

 
21 IFRS16 International Financial Reporting Standard, issued in January 2016 

Group P&L Summary FY2016 FY2017 FY2018 FY2019 FY2020

Revenue 209,953,568 233,519,841 247,034,604 240,915,839 256,493,387

Farm Working, Maintenance and Personnel 158,748,835 163,425,886 162,399,530 164,915,822 170,060,976

Other Expenses 32,130,000 33,929,518 33,368,480 41,240,714 20,500,905

Operating Expenses 190,878,835 197,355,404 195,768,010 206,156,536 190,561,881

Operating Profit 19,074,733 36,164,437 51,266,594 34,759,303 65,931,506

EBITDAR 25,453,268 35,524,330 48,508,773 33,908,018 64,508,537

EBIT 9,477,192 18,381,336 32,325,591 16,470,627 36,167,342

Net Profit Before Tax 11,373,872 51,987,317 45,620,218 -15,183,849 -31,894,664

Net Profit After Tax 11,428,743 51,833,946 34,209,696 -11,526,598 -23,505,517

Assets (incl, Lease adjustments) 1,786,308,543 1,814,154,001 1,857,480,639 1,781,867,309 1,938,968,088

Revenue FY2016 FY2020 Change CAGR

Livestock Revenue 104,774,931 126,569,725 21,794,794 5%

Milk Revenue 75,119,456 106,854,680 31,735,224 9%

Wool Revenue 10,440,723 2,998,042 -7,442,681 -27%

Forestry Revenue 3,974,273 1,876,097 -2,098,176 -17%

Farm Operating Revenue 194,309,382 238,298,543 43,989,161 5%

Other Revenue 15,644,186 18,194,844 2,550,658 4%

Group Revenue 209,953,568 256,493,387 46,539,819 5%
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Table 2.2.5 Group Operating Expenses   

 

Review Commentary on Group Financial Performance 

• Landcorp has negative total shareholder returns (TSR) in the period FY2016 – FY2020. These 

averaged -0.8%. 

• Landcorp TSR for the FY2016-FY2020 period is below the average established for ‘Farming’ in the 

period FY2009 – FY2017 of 1.9%, and significantly below the earlier period FY2004 – FY2008 when 

Landcorp engaged in large-scale conversions to dairy. 

• The result is particularly impacted by the NPAT losses in FY2019 and FY2020, which are heavily 

affected by negative revaluations in those years (see later discussion). 

• This is despite significant (22%) improvements in revenue over the period FY2016 – FY2020. 

 

 

 

2.3 Changes to Accounting Standards  

IFRS 16 

The International Accounting Standards Board introduced fundamental changes to lease accounting with the 
release of IFRS 16 Leases (“IFRS 16”). In New Zealand, which became effective in FY2020. The primary 
impact of IFRS 16 is to eliminate the previous distinction between operating and finance leases by bringing 
nearly all leases onto a lessee’s balance sheet. 

IFRS 16 required Landcorp to capitalise its leases by recognising the present value of the lease payments 
and classifying them either as lease assets (right-of-use assets) or together with property, plant and 
equipment.  This is seen in the substantial increase in Landcorp assets by $240 million in FY2020. Where 
lease payments are to be made over time, Landcorp has also recognised a financial liability representing its 
obligation to make these future lease payments. 

This has meant an increase in lease assets and financial liabilities, as well as changing the nature of 
expenses related to those leases. Straight line operating lease expenses currently recognised have been 
replaced with depreciation charges for lease assets and an interest expense on lease liabilities (included 
within finance costs). The interest expense will reduce over the life of the lease as lease payments are 
made.   

The IFRS changes for the Landcorp Group financial statement for FY2020 are shown below in table 2.3.1: 

Expenses FY2016 FY2020 Change CAGR

Farm Working Expenses 84,088,106 88,463,421 4,375,315 1.3%

Maintenance 13,042,164 13,780,523 738,359 1.4%

Staff Remuneration 57,077,737 63,192,133 6,114,397 2.6%

Other Personnel Expenses 4,540,828 4,624,899 84,071 0.5%

Farm Working, Maintenance and Personnel 158,748,835 170,060,976 11,312,142 1.7%

Services and Supplies 14,749,027 13,250,593 -1,498,435 -2.6%

Communication and Travel 3,405,610 2,780,756 -624,854 -4.9%

Standing Charges 13,881,962 4,424,390 -9,457,573 -24.9%

Financial expenses 93,401 45,167 -48,234 -16.6%

Corporate Overheads 0 0 0 0.0%

Other Expenses 32,130,000 20,500,905 -11,629,095 -10.6%

Operating Expenses 190,878,835 190,561,881 -316,954 0.0%
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Table 2.3.1 IFRS-16 Changes to P&L Statement   

2.4 Historical Legacy Issue 

Wairakei Lease 

In 2004, Landcorp Farming Limited (LFL) entered into an agreement (amended in November 2005) with 
Wairakei Pastoral Limited (WPL) relating to the conversion of Wairakei Estate land for pastoral use, 
including the Tauhara Lease (10,824 ha, principal use sheep and beef) and the Waikato Lease (14,868 ha, 
principal use dairy)22.  The agreement involved paying  rental on the market value of the land. 

A fundamental problem arises particularly with the Waikato Lease because Landcorp is locked into a long-
term lease to June 2049 with an agreed principal use of dairy23, when environmental constraints already 
prevent Landcorp from actually farming as was envisaged at the time of making the agreement. This means 
Landcorp is paying a dairy-use assessed rent regardless of the intensity of the actual dairy operation or 
alternative land use. Also, the lease agreement does not allow for any downward valuations of land parcels, 
and therefore the ‘current market value’ (CMV) adopted for each parcel of land in its 11th year set the level 
of the lease payments for the life of the lease. 

Landcorp’s rental liability is increasing significantly year-on-year as land moves to a full market rental, with 
full commercial rents at around  This is particularly burdensome in that close to 28% of the 
total 14,000 ha will be non-dairy returning an annual EBIT of around  potentially losing 
per annum for the duration of the lease.  

Lease Cost 

The total cost of the lease and rates is set to increase from  by 
2030 as shown in figure 2.4.1.  This additional $4.5 million expense cannot be offset with farm production24. 

 
22 The key points of this WPL agreement are set out in the attachments.   
23 WPL Partnership Briefing Paper, November 2018 
24 Pamu WPL Lease Model, July 2020 

Item IFRS Impact   Notes:

Communications and Travel (1,487,989)   i.e. Vodafone and Rural Connections charges

Standing Charges (13,777,941)   i.e. Land lease charges

Operating Expenses (15,265,930)   Net effect: reduction of Operating Expenses

EBITDAR 15,265,930   Net effect: increase in EBITDAR

Depreciation & Amort_Stats 11,326,748   i.e. Depreciation of Lease asset

EBIT 3,939,183   Net effect: Increase in EBIT

Finance Expenses 11,792,459   i.e. Increase in finance expenses

Net Profit Before Tax (7,853,276)   Net effect: Reduction in Net Profit

[25]

[25], [37]

[25], [37] [25], [37]

[25], [37]

[25], [37]
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The practical effect of this lease is to increase the operating costs per unit of dairy production.  

 

Other Risks 

Waikato Regional Council Plan Change 1 (PC1) aims to improve water quality in the Waikato and Waipā 
rivers by bringing in a number of environmental requirements for farmers within the catchments.  The WPL 
lease will be affected by PC1.  

  Landcorp has some exposure in the case its farming 
operations are further constrained under PC1.  

Actions Taken 

Landcorp believes that the commercial arrangements between the parties need to be reviewed,  

 It has taken this position for some time.  We understand that 
the parties are in negotiation  

Review Commentary on the Wairakei Lease 

• In the broader scheme of Landcorp Farming Limited, the WPL lease is a historical legacy issue and 

is of known quantity. The additional impact of IFRS is significant, but also of known quantity, as per 

the preceding section.  The additional  rental expense by 2030 is burdensome and is rightly 

acknowledged as an undesirable situation. 

• We do not agree with the PWC finding that “the most problematic foreseeable risk relates to the 

increasingly burdensome Wairakei Pastoral lease”.  We think it should be treated as a sunk cost. 

• At the same time, efforts to seek relief from the owners Tramco, and also to manage the ongoing risks 

relating to PC1, are sensible. 

• However, what can’t be understated is the apparent psychological and strategic impact of this 

arrangement where it has motivated Landcorp to seek both higher value land-use and downstream 

integration of the value chain for the Wairakei Estate production, thereby seeking to mitigate both the 

high cost of the lease and the increasing exposure to milk price volatility with increasing milk volumes 

(noting also the exceptionally low milk prices in FY2015 and FY2016). Specifically, this means the 

WPL arrangement was almost certainly a key factor spurring investments in Spring Sheep, Pāmu 

Foods and the Melody drier.     

 

  

[37]

[25], [34]

[37]

[37]

[25], [37]
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2.5 Revaluations and Non-Operating Movements 

A critical issue for Landcorp’s performance in recent years has been adverse movements in the values of 
farming assets.  In FY2020, downwards movements in the value of biological assets (mainly livestock) and 
plant, property and equipment totalled $40.7 million which directly impacted the net profit result, as shown in 
table 2.5.1. Landcorp management suggest these non-operating movements are outside of Landcorp 
control, and therefore should not reflect on the operational performance of Landcorp. However, the Review 
also notes that over the whole period FY2016 to FY2020, the sum of these revaluations (Bio assets and 
PPE) has had a positive impact on net profits of $23.4 million (and average of $4.7 million per year).  It is 
appropriate to consider this longer perspective when evaluating NPAT.  

 
Table 2.5.1 Non-Operating Movements   

There is also movement in financial instruments. These essentially reflect the impact of Landcorp’s hedging 
policy.  We note that the total impact of these on non-operating movements over the period FY2016 to 
FY2020 has been negative $6 million.  A deeper and more comprehensive analysis of this would be 
required to assess the effectiveness of the hedging policy. 

 

Review Commentary on Revaluations 

• The Revaluations are a function of overall markets and not a reflection of Landcorp operating 

performance insofar as they are not within the control of management.  

• While this would argue in favour of a focus on EBITDAR over NPAT, finance expenses remain 

significant and can’t be ignored especially as they now also account for lease costs under IFRS. 

• Consequently, performance must be measured across both metrics and also considered over longer 

timeframes which account for cyclical market movements. 

 

 

2.6 Land Sales  

While operating profit has grown with substantially increased revenues (and IFRS moving lease expenses 
out of this line), EBITDAR has been impacted by a total of $7.1 million in losses from equity accounted 
investments over the period FY2016 – FY2020. These will be considered in later sections.   

Offsetting those losses, Landcorp has booked profits of $7.8 million resulting from $47.9 million in land sales 
across seven properties.  Most of those profits were realised in FY2016 with the sale of the Wharere C Dairy 
Unit.  The overall impact on EBITDAR is shown below in table 2.6.1. 

 
Table 2.6.1 Land Sales   

 

Group P&L FY2016 FY2017 FY2018 FY2019 FY2020 Total

EBIT 9,477,192 18,381,336 32,325,591 16,470,627 36,167,342

Finance Expenses -11,494,986 -11,642,303 -11,613,442 -11,169,580 -22,418,055 -68,338,366

Financial Instruments FV Movement -5,327,620 2,543,465 3,163,175 -1,420,033 -4,949,216 -5,990,229

Bio Assets FV Movement 22,625,753 42,704,819 24,511,451 -22,424,707 -31,865,397 35,551,919

Revaluation Loss on PPE -3,906,466 0 -2,766,557 3,359,844 -8,829,338 -12,142,517

Non Operating Movements (Gain/Loss) 1,896,680 33,605,981 13,294,627 -31,654,476 -68,062,006 23,409,402

Net Profit Before Tax 11,373,872 51,987,317 45,620,218 -15,183,849 -31,894,664

Group P&L FY2016 FY2017 FY2018 FY2019 FY2020 Total

Operating Profit 19,074,733 36,164,437 51,266,594 34,759,303 65,931,506

Equity Accounted Income -1,021,410 -1,832,990 -2,175,000 -818,897 -1,226,169 -7,074,466

Profit on Sale of Land 7,399,945 1,192,883 -582,821 -32,388 -196,800 7,780,819

EBITDAR 25,453,268 35,524,330 48,508,773 33,908,018 64,508,537
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The accounting of profits on land sales is shown below.  The original cost of the properties was $17.1 million, 
but the book value after revaluations and depreciation was $37.5 million.  These were sold for $46.7 million, 
realising a total gain of $9.2 million. $7.9 million of this is booked to gains on land. 

 
Figure 2.6.1 Landcorp Gain on Land Sales   

While noting the relatively modest impact of land sales on profit in most years (except FY2016), there is a 
larger question about asset sales raised in the 2020 PWC Report25,26: 

“Net debt is forecast to be $261m in FY21, yielding a forecast gearing ratio (net debt/ (net debt + equity) 
of 16.3%, having increased from $172.1m in FY14, when the gearing ratio was 10.8%. In large part, this 
is a consequence of Pāmu recycling the proceeds of farm sales into its value-add initiatives.”  

In the event, Landcorp have now forecast increasing debt to $242.4 million with gearing of 15.4% in 2021 as 
shown in table 2.6.2. 

 
Table 2.6.2 Debt Level and Gearing   

Review Commentary on Land and Asset Sales 

• Land asset sales only substantially improved reported Landcorp profits in FY2016. 

• However, as already reported in the PWC report, recycling farm sale proceeds into off-farm initiatives 

(Pāmu Foods, Spring Sheep, Melody) has a negative impact on the earning capacity and scale of the 

farming divisions.  It is also increasing the gearing on Landcorp substantially. 

• This is a strategic choice that accelerates the shift in balance between farming and off-farm activities, 

but also puts the onus on the latter to actually deliver value.   

 

 
25 An independent high level review of the state of Pāmu’s business and its general outlook, PWC, June 2020 
26 FY20 and FY21 figures updated by Landcorp Finance. 

17.1

22.1 1.6
37.5

46.7 9.2
7.9 0.5 0.8

Cost Revaluation Depreciation Value Sale Price Gain on Sale Gain on Land Gain on
Depreciated

Assets

Other

Landcorp Gains on Land Sales FY2016 - FY2020
$ millions

DEBT LEVEL AND GEARING

FY2014

Actual

FY2015

Actual

FY2016

Actual

FY2017

Actual

FY2018

Actual

FY2019

Actual

FY2020

Actual

FY2021

Review

Bank debt gross 172.4 210.7 219.6 206.9 209.1 222.8 213.6 245.9

Cash 0.3 0.2 -1.0 -0.8 1.6 2.0 5.1 3.6

Net bank debt 172.1 210.5 220.6 207.7 207.5 220.8 208.6 242.4

Sale of assets 65.8 4.5 29.3 19.3 16.0 15.0 18.0 5.6

Total assets (excl. Cash) 1,748.20 1,774.50 1,787.30 1,815.00 1,855.90 1,779.80 1,933.91 1,943.56

Gearing

Net debt / (net debt + equity) 10.80% 13.00% 13.50% 12.40% 12.20% 13.40% 13.41% 15.36%
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2.7 Corporate Overheads 

Corporate expenses are reported as a division of Landcorp Farming Limited, with some minor revenue, 
depreciation and finance costs. The net result is a  expense to EBIT. The corporate division also 
has around  in assets27. In terms of trends, the overall result has seen an improvement in 
FY2020 compared to FY2016.  A summary of the financial statement for Corporate is shown below.   

The largest Corporate expense item is Personnel, at  in FY2020.  This has grown by 
 since FY2016, or  per annum, faster than Group personnel expenses. Accordingly, it has gone 

from of the Group personnel expense, meaning relatively more personnel resources in the 
corporate division than the operating divisions (see table 2.7.2). In regards to actual headcount, corporate 
accounts for out of 659 fulltime staff (i.e.  of staff). 

 
Table 2.7.2 Corporate and Group Personnel Expense   

The following sub-sections consider two issues relevant to the Corporate Group: 

• Whether the Corporate division is appropriately sized. 

• Reporting of the Corporate division.  

 

The Scale of the Corporate Division 

Jane Judd review 

Commencing in late 2019, Jane Judd was commissioned to review Landcorp Corporate Services28. This 
recognised that the “[Landcorp] organisation is now at a point where there is a need to validate whether the 
corporate services functions are fit for purpose and align with business strategy”. 

In discussion with Jane Judd, we understood a founding principle of the review is that the appropriate 
structure follows strategy.  The first sentence of the executive summary reads “Pāmu has undergone 
significant change over the last five years as it has repositioned the organisation from a traditional corporate 

 
27 $8.3m includes $2.4m of shares held centrally (e.g. Alliance and Ravensdown), $1.2m for an intangible database asset, $1.2m related 

to debtors and prepayments as well as $1.6m of vehicles held on the Corporate balance sheet at year end. 
28 Corporate Services Review – Board Paper, Jane Judd, November 2019 

Personnel FY2016 FY2017 FY2018 FY2019 FY2020

Group 61,618,565 64,835,850 61,626,455 62,316,023 67,817,033 

[37]
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farming business to a vertically integrated food business.” Accordingly, the corporate division has grown to 
provide the systems and processes needed by the new business model. 

A further finding of the Jane Judd Review was that “there is a desire to adopt a strategic guidance model [for 
corporate services], however the day-to-day experience fluctuates between strategic guidance and strategic 
control at all levels”. The relevance of this is the level of resourcing increases under a strategic control model 
as decision making is held closer to the centre. 

The Jane Judd Review also provided clarity in the actual resourcing and costs associated with key corporate 
functions, as shown in the table 2.7.3 below.  However, the report noted “We have not uncovered 
opportunities for material savings at this point, though the picture currently is incomplete with a deeper dive 
into Business Managers and Analyst roles in Operations recommended as the next step”.   

Landcorp Off-Farm Costs 

Landcorp separately provided a view on the corporate costs associated with on-farm and off-farm activity, as 
shown below in table 2.7.4.   

 Governance/regulatory costs account for 8% including SOE reporting 
to Treasury, and 3% is attributed to industry leadership.   The following section 2.8 examines the Industry 
Leadership question more closely. 

 
Table 2.7.4 Corporate Expenses Analysis by Farm and Off-Farm   

 

In regards to governance/regulatory costs, there is a normal expectation for all listed companies to meet 
reporting requirements and to manage shareholders and other stakeholders.  This review was led to 
understand by Landcorp that this cost is higher for Landcorp.  We also interviewed other SOE’s (in 
confidence) who reported a significantly lower governance/regulatory cost.  In understanding this 
discrepancy, it is useful to consider prior thinking on the challenges for SOE enterprises29 from the Office of 
the Auditor General. That report noted “inherent tensions in the governance arrangements for Crown-owned 
companies”, and also observed a relationship between issues in the information flow and the level of scrutiny 
and unnecessary compliance cost that SOE’s experienced. Specifically, that report stated: 

“In contrast, people who knew more about government processes and the public sector context were 
able to maximise the value gained from information used for accountability requirements. These people 
recognised that the requirements provided information that allows the company’s performance to be 

 
29 Maintaining a future focus in governing Crown-owned companies, Office of the Auditor General, 2014 

Off farm breakdown

1. Corporate Support are costs supporting the head office functions (including those supporting on-farm activities) 

2. Governance/Regulatory are costs as a result of our ownership and/or size

3. Industry leadership are costs where we are leading and supporting the industry

4. Post farmgate are value add activities outside of those on farm

[37]

[25]

[37]
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scrutinised and were an opportunity to communicate with decision-makers. They used the commercial 
governance model and other process requirements to maximise the future potential of their company and 
to shape the understandings that shareholding Ministers and Parliament had of their capability and 
performance”. 

It is therefore possible to infer, without attributing any blame, that the tensions in the current Landcorp-
Governance-Treasury model are themselves creating unnecessarily higher costs for Landcorp (and 
exacerbating the tensions).  A more constructive approach by the parties should lead to lower costs. 

Benchmarking Corporate Costs 

Benchmarking is notoriously difficult, and we understand Jane Judd was unable to identify a suitable 
comparator.  Part of the challenge lies in Landcorp’s strategy to develop post-farm gate businesses, so it no 
longer simply a farming operation.  

In terms of large farming enterprises, we have identified Dairy Holding Limited and Southern Pastures, both 
of which are held privately. Dairy Holdings is a New Zealand-owned farming company comprising 59 dairy 
farms, assets of around NZ$1 billon, and with just 22 head office staff including the 10 farm supervisors. If 
we only include the 12 non-supervisory staff, this corporate farmer has approximately one sixth of 
Landcorp’s corporate staff despite being more than half their size. However, Dairy Holdings is based on a 
sharemilking model unlike Landcorp.  Southern Pastures comprises 20 dairy farms plus ownership of FMCG 
company Lewis Road, and has just four fulltime staff, again with the management of farms being delegated.  
Clearly neither organisation is comparable to how Landcorp is organised, but both have a considerably lower 
corporate overhead cost relative to the scale of their farming operations.  The question this raises is largely 
one of efficiency, and whether a strategy which sacrifices efficiency to meet some longer-term goal can be 
justified. 

This Review also compares available benchmarks specifically for the Finance function within Corporate. 
Landcorp’s finance function comprises FTE (  of corporate headcount).  Based on corporate costs of 

, and finance having  of corporate headcount, this implies a  of 
annual turnover30.  Landcorp’s Finance function actually includes the project management office, 
procurement and legal teams.  The core Finance function apparently comprises . 

According to benchmarking of corporate finance functions in North America, the average headcount for 
companies of this size (USD100m – USD499m) is 13 people (costing 3% of turnover), with and upper 
quartile of 25 people31 (see table below).  Landcorp’s annual turnover is NZD250m, equivalent to 
USD180million at current exchange rates. Other benchmarking studies suggest the median cost of the 
finance function in firms with less than $1billion turnover should be only 1.5% of turnover32.  In this context, 
Landcorp appears to have a core finance function  larger than the median, but smaller than the 
upper quartile.   

 
Table 2.7.5 Finance Function Benchmarking   

We understand a driver of higher corporate costs in Landcorp is the complexity and breadth of the business, 
including both on-farm and off-farm activity.  Furthermore, the “strategic control” model identified in the Judd 
report involves more centralised costs. The additional FTE reporting to the CFO who are involved in 
technology, project management, legal and procurement functions seems relatively high and is possibly 
reflective of this approach. 

Reporting on the Corporate Division 

The Corporate division is reported internally, but has no visibility in the Annual Report (which focuses on the 
group results), the annual June Finance Update (which in 2020 included analysis of the Livestock and Dairy 
divisions, as well as Focus Genetics, Spring Sheep and Farm IQ), Three-Year Business Plans or SCI 

 
30 For simplicity, this assumes professional service costs and office overheads are pro-rata on basis of headcount. 
31 Benchmarking Accounting and Finance Functions 2019, Robert Half (USA) 
32 The PwC Finance Benchmarking Report 2019-20, PWC (UK) 

Finance Function Benchmark 

Turnover (USD p.a.)
Less than

$25M

$25M–

$99M

$100M–

$499M

$500M–

$999M

$1B–

$4.9B

$5B

and over

Bottom quartile 2 4 8 17 10 3

Median 3 6 13 33 25 17

Top quartile 5 10 25 50 70 50
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documents (mainly concerned with Group level).  The corporate division was reported in the 2021 Budget 
pack as a column in the table ‘Parent Company EBITDAR by Division. 

Group reporting also treats the Corporate division items in the same way as Operating divisions, simply 
providing group totals.  For example, corporate division personnel costs are part of overall Group personnel 
costs reported under operating expenditure.  This is not unusual, insofar as many other SOEs and public 
companies also confine reporting to Group level results.     

However, this approach does not provide clarity in regards to whether the Landcorp model is an efficient way 
to operate a primary farming enterprise. We also note examples (e.g. Fletcher Building 2020 Annual Report, 
page 78) where large public companies have made corporate group costs transparent within annual reports.  
This approach allows ready comparison of the corporate cost, or overhead, in the context of group earnings. 

Another issue is that not allocating the corporate cost as an overhead to the operating divisions means 
Landcorp divisions’ apparent profitability is inflated. This is of particular concern when benchmarking the 
farming operations, as they do not represent true comparisons with other farming operations that are 
reporting a comprehensive result. The accounting of overheads is also complicated by the divisions not 
being equal in their use of corporate services, some functions (e.g. environmental services) being provided 
as a commercial (paid) service to the farming divisions, and limited clarity generally in what might be fair in 
terms of allocations between divisions.  

 

Review Commentary on Size of Landcorp Corporate Overheads 

• In our opinion, Landcorp’s corporate overhead cost is high, and this reflects three factors: 

o the complexity arising from a strategy of vertical integration and off-farm investments  

o the “strategic control” approach prevalent in Landcorp’s corporate centre 

o tensions in the governance arrangement as an SOE   

• Higher corporate costs incurred by the ‘strategic control’ approach, and also by tensions in the SOE 

reporting relationship, can be addressed without fundamental changes to the current strategy.  As 

highlighted in the 2014 OAG report, this requires a positive and open approach by Landcorp rather 

than ‘more reporting’. 

•  

 Companies such a Dairy Holdings and Southern Pastures are 

valid comparisons in the context of providing clear demonstration of what an efficient, singular focus 

can achieve.    

• Proper scrutiny of the Landcorp’s divisional performance, especially benchmarking of farm operations’ 

financial performance, should also require Landcorp to allocate corporate overheads across divisions.  

• We also recognise the potential reputational risk for Landcorp in the sector where it is seen to 

underperform as a publicly-owned farming enterprise because it carries a high corporate overhead 

expense.  This is potentially counter-productive to the shareholder’s desire for Landcorp to provide 

sector leadership.  However, being transparent in regard to overheads will also create an incentive to 

seek an efficient model, which in the long-run will be positive. 

 

 

 

  

[37]
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2.8 SOE Expectations and Industry Good  

Landcorp has claimed a wider responsibility for leading the industry in responsible farming and innovations 
throughout the value chain, and indeed in performing an “industry good” role in these functions.  The 2020 
Annual Report stated: 

“Stakeholders remind us often that as a farmer of scale and biophysical diversity we owe it to the sector 
to innovate and try things that smaller farming operations cannot risk doing or assess under different 
operating environments. We agree this is a valuable co-benefit (or industry good) of the technology and 
systems evaluations we undertake. This year was no exception – we participated in valued partnerships 
with Manaaki Whenua-Landcare Research, AgResearch, Scion and Massey University. We also 
continued our deer milking partnership with the McIntyres near Gore and explored best practice animal 
movement with a virtual collar trial with Agersens, to name a few”33. 

There is also a suggestion that these activities come at a cost to Landcorp that should be taken into account 
when considering both its behaviour and financial performance.  The 2020 PWC Review endorsed this 
position, and as evidence of Landcorp’s investments to this end, a table of 32 initiatives was provided by 
Landcorp.  However, no incremental cost has been accounted for which makes an assessment of the 
financial burden difficult.   

This review has conducted an initial investigation of the 32 initiatives claimed. This has been undertaken 
through discussions with the CFO, GM Livestock, GM Dairy and GM Sustainability & Farming Systems as 
well as with individuals within primary industry organisations. The findings are outlined as follows. 

Defining Industry Good 

An “Industry Good” is an investment outcome that benefits the wider sector, rather than just the investor.  In 
New Zealand, the term usually refers to the activities undertaken by “industry good” organisations funded 
under the Commodity Levies Act 1990 such as Beef+Lamb NZ (the red meat sector) and DairyNZ (the dairy 
sector).  It can include activities as diverse as primary research, on-farm innovation, industry training and 
establishing industry information systems.   

None of the “industry good” organisations have actually published clear definitions to clarify what is (and 
what isn’t) industry good34.    Based on the Reviewer’s own extensive experience working with these 
organisations, we suggest that “industry good” generally only exists where: 

• There is an opportunity to take action and improve outcomes for the industry such that the benefits 
outweigh the costs of that action, and 

• These benefits are shared by participants in the industry; and 

• there is insufficient commercial incentive (possibly due to free-rider issues) for any other industry 
participant to separately undertake the action for its own benefit. 

As an example of a recent industry good, DairyNZ’s ‘forages for reduced nitrate leaching (FRNL)’ program35 
successfully identified which forages and systems could genuinely reduce nitrogen leaching in grazed 
pasture and crops in New Zealand. The work used monitor farms and modelling to quantify the benefits, and 
then published the findings extensively within the sector, as well as establishing extension projects and 
farmer groups in key regions to push the adoption of these forages within commercial farms in order to 
improve environmental outcomes.  The extension work to drive large scale adoption in catchments was 
essential to qualifying the investment as industry good since this is where the benefits were realised. 

This demonstrates that to genuinely qualify any action an ‘industry good’, it is necessary to understand the 
sector-wide impact of the action, and how much of that can be attributed to Landcorp.  In farming, this 
requires an understanding of the on-farm adoption and specifically to what extent Landcorp has contributed 
both to improved practices and also their adoption by a significant part of the farming sector36.  Landcorp has 
made reference to what it describes as “spill-over” benefits from being a first mover/early adopter. The 
effects of this approach are not verified, and the assertion conveniently ignores the challenges involved in 
truly leading the sector.  

 
33 Landcorp Annual Report 2020 
34 Defining “industry good” as the action undertaken by industry good organisations is simply begging the question.  
35  Refer to: https://www.dairynz.co.nz/about-us/research/forages-for-reduced-nitrate-leaching-programme/ 
36  A comprehensive review of approaches to quantifying industry good is ‘Good Industry-good Investments’, Greer and Zwart, 2010 

NZARES Conference Paper. 

https://www.dairynz.co.nz/about-us/research/forages-for-reduced-nitrate-leaching-programme/
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Landcorp Involvement in Industry Good 

Landcorp does not generally have a structured approach to industry good, nor monitor and report the 
benefits for attribution to Landcorp.   

Landcorp has participated in initiatives with other industry organisations who do provide a structured 
approach to wider adoption.  Landcorp’s principal role in these initiatives has been through farms trials and 
as demonstration farms (with open-days for other farmers), and in published articles.  

Dairy Initiatives: 

• Fertigation: Worked with Irrigation NZ and Ballance Agri-Nutrients to trial the use of fertigation over 
two irrigation seasons to see whether the practice resulted in less nitrogen leaching, and had other 
benefits on farm through cost or labour savings.  The trial focused on reducing Pāmu farm's 
nitrogen consumption and loss to the environment on irrigated Canterbury dairy farms. Supported 
through a grant from the Sustainable Farming Fund. 

• Canterbury Lighthouse Project: Farm trials in conjunction with Synlait and Craigmore to lower 
nitrogen concentrations from root zone using lower stocking rates and bringing dairy beef into the 
farm system.  Landcorp has held open days and published articles. 

• Dairy Beef: Participating in Massey University’s dairy beef progeny trial with published results. Also 
developing Landcorp livestock farms to incorporate dairy beef and reduce bobby calves (note also 
the planned bobby calf initiative). 

• Removing Bobby Calves from System: A proposed initiative in conjunction with DairyNZ and other 
industry groups.  Primarily aimed at addressing the animal welfare and reputational issues around 
bobby calves inherent in conventional dairy systems. Includes a planned calf-rearing project on the 
Wairakei Estate, requiring significant investment to establish. 

Also noted are various initiatives where Landcorp has adopted new technologies, practices, and systems on 
its dairy farms which have been already proven elsewhere and are already being more widely adopted in 
New Zealand.  These include: 

• Pastoral Robotics ‘Spikey’ 

• Composting Barns 

• Organic farming 

• Lucerne 

Livestock Initiatives: 

• Genomics: Participates in the South Island Genomic Calibration (SIGC) Flock, a partnership of 
researchers and industry groups (Beef + Lamb New Zealand Genetics, Pāmu, AgResearch, along 
with breeders) which enables industry implementation of genomic predictions for growth, yield and 
meat quality in terminal sheep sires. 

• Virtual Fencing: Participated in an AgResearch-led trial of the "eShepherd" virtual fencing solution 
provided by Australian company Agersens.  

• Farming with Reduced Winter Cropping: A research study and farm trial conducted in conjunction 
with AgResearch to reduce reliance on winter forage crops in southern New Zealand, and thereby 
address animal welfare and environmental concerns. 

• Fertigation: as for Dairy above. 

Landcorp though its 100% ownership of Focus Genetics, and the internal collaboration with its livestock 
operations, also provides a significant advantage to improving New Zealand’s red meat farming across 
sheep, deer and beef. 

Sustainability Initiatives: 

Landcorp has recently appointed a new GM Sustainability & Farming Systems, who is building a team of 11 
staff (currently 9), including environmental specialists, agronomists and a geospatial team.  A new Innovation 
Strategy is in the process of being developed.   
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Landcorp also has an Environmental Reference Group, appointed by the board to advise Landcorp.   

Overall, and despite an absence of evidence that this has driven wider adoption in the sector, Landcorp’s 
work in farming more sustainably has been substantial.  Actions including water testing, lower stocking rates, 
and whole farm plans are all worthy. However, there has been no work to quantify whether these or the 
actual industry good investments have incurred losses for Landcorp.  

 

Review Commentary on Landcorp Industry Good and Meeting SOE Expectations 

• Overall, this Review concludes that Landcorp does contribute to industry good albeit with only seven 

of the suggested thirty-two projects able to be readily validated as industry good.  We find that Focus 

Genetics also contributes to industry good, but mainly in a commercial role.   

• Given the scale of Landcorp, their involvement in Industry Good is commendable but does not exceed 

expectations. Many other New Zealand commercial farms also participate in research, monitoring, 

and demonstration. 

• Furthermore, partnerships and collaborations with industry good organisations appear to provide the 

most efficient pathway for Landcorp to achieve its own ends and contribute meaningfully to industry 

good outcomes through wider adoption and impact. This also aligns with stakeholder expectations of 

Landcorp, and in many cases those partners would provide the resources and methodologies for 

assessing industry good outcomes.  

• Finally, this review rejects the notion that adopting ‘best practices’ in order to meet shareholder’s 

expectations suffices as industry good, even where this is done earlier than the average commercial 

farm. Also, the suggestion that adopting ‘best practices’ places an undue financial burden on Landcorp 

has not been demonstrated or quantified.  
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2.9 Environmental Performance  

Landcorp has made significant advances in its environmental performance metrics since 2016 (see table 
2.9.1 below37, derived from the annual report, owned hectares and total farmed hectares).   

 
Table 2.9.1 Landcorp Environmental Performance   

The key metrics to observe are GHG emission intensity, and nitrogen loss, reported on a per hectare basis.  
Driving these outcomes are reduced intensity (e.g. stocking rates), improved resource efficiency and also 
land-use change (e.g. into forestry).  These metrics are more meaningful at a divisional level when reported 
separately for dairy versus livestock, and also between species (deer, sheep, beef).   

 

Benchmarking 

Ideally, these achievements are benchmarked against sector performance.  However, the datasets are not 
readily available as New Zealand’s Greenhouse Gas Inventory is only reported up to 201838, and does not 
include corresponding inventories of specific land areas or types necessary to provide a representative 
benchmark comparison.  Table 2.9.2 below is compiled from a combination of different data sets39. These 
demonstrate that Landcorp is below national averages for gross agriculture emissions, and also has 
improved at a faster rate.  This possibly reflects the relative low intensity of Landcorp farms, the large area of 
non-productive land in Landcorp’s farm portfolio (versus actual effective hectares) and the success of 
ongoing initiatives.  However, on the basis of having 154,000 effective farmed hectares in 2020, Landcorp’s 
gross emissions on all farms was 5.1 tonnes per effective hectare, which is greater than the apparent 
national average.   

 
Table 2.9.2 NZ Agriculture Emissions per Hectare 

 

Developments in Farm Environment Plans  

The National Policy Statement for Freshwater Management 2020 came into force on 3 September 202040. It 
provides local authorities with updated direction on how they should manage freshwater under the Resource 
Management Act 1991. Significantly, it sets out high level timeframes for mandatory and enforceable 
freshwater modules of farm plans across all New Zealand farms. 

Landcorp is in a good position to comply with these requirements, having established reporting frameworks 
and tools across its portfolio (including FarmIQ).  However, the actual shape and timing of these freshwater 
modules has yet to be finalised at national policy level, notwithstanding the direction already being given by 
Regional Councils.  

 
37 Landcorp 2020 Annual Report 
38 New Zealand's Greenhouse Gas Inventory 1990-2018, MfE, April 2020 
39 New Zealand's Greenhouse Gas Inventory 1990-2018, StatsNZ Total Area of Farms 2016 - 2019 
40 Ministry for the Environment (https://www.mfe.govt.nz/fresh-water/national-policy-statement/about-nps) 

Environmental Performance (per Hectare) 2016 2017 2018 2019 2020
Average Annual 

Change

Total area retired and 

protected in QEII covenants 
(% of owned farm area) 3.4% 4.0% 4.8% 5.7% 6.2% 16%

GHG emissions on farms that 

we own 
(tonnes CO2, Gross per owned ha) 2.1 1.8 1.7 1.5 n.a. -10.4%

(tonnes CO2, Net per owned ha) n.a. 2.7 2.1 1.6 n.a. -23.0%

GHG emissions on all 

farming operations 
(tonnes CO2e, Gross per total ha) n.a. 2.5 2.4 2.2 n.a. -6.4%

ETS – eligible (post 1989) 

forestry planting 
(% of owned farm area) 3.2% 3.2% 4.2% 4.6% 5.6% 15.2%

Total nitrogen loss below 

the root zone
 (tonnes per total farmed ha) 0.015 0.014 0.013 0.011 n.a. -9.1%

NZ Agriculture - GHG Emissions 2016 2017 2018 2019 2020
Average Annual 

Change

Total area of Farms (000 hectares) 13,992 13,900 13,725 13,561 n.a. -1.0%

Gross emmissions (CO2 equiv. kTs) 37,411 37,419 37,697 n.a. n.a. 0.4%

Gross emissions per ha (tonnes CO2 per ha) 2.67 2.69 2.75 n.a. n.a. 1.4%

https://www.mfe.govt.nz/fresh-water/national-policy-statement/about-nps
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Review Commentary on Environmental Performance 

• Landcorp has made significant advances in improving its environmental performance. 

• Landcorp is estimated to be below national averages for gross agriculture emission intensity, and also 

has improved at a faster rate.   

• Landcorp also appears to be well prepared for compliance with Farm Environment Plans. 

• Landcorp does not currently benchmark its environmental performance against the sectors in which it 

participates, nor report the costs associated with changes to farm system to achieve this.  This does 

not allow assessment of the trade-offs involved, and is potentially an area for further work. 
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2.10 People Performance  

The 2016 financial year was a watershed moment for Landcorp, with three deaths of employees in six 
months in 2015.  Landcorp responded by investing the organisation’s safety culture, specifically towards 
helping its farmers identify and manage risks, and changing people's attitudes towards safety.  It is clear 
from the statistics outlined in table 2.10.1 that this investment has been successful, reducing lost time 
through injury by more than 13% per annum.  Critical to this achievement has been the increased rate of on-
farm safety observations representing the heightened safety awareness of employees. 

Landcorp has also addressed its previously high staff turnover rate, bringing this down to be comparable 
with, or below the national average. Landcorp acknowledges that some of its farms are challenging, and this 
has been a factor in historically high turnover especially in the dairy division.  Also, staff roles in large farming 
corporates are not for everyone. Landcorp has addressed this in a number of ways, including celebrating its 
staff’s achievements.   

 
Table 2.10.1 Landcorp People Performance   

 

Benchmarking 

The New Zealand agriculture sector does not report the Landcorp measure of LTIFR, but instead uses 
‘injuries resulting in more than a week away from work’ (WAFW). On this basis, Landcorp also shows 
significant improvements for the Livestock group (-19.6% per annum) and more modest improvements for 
dairy (-4.6% per annum).  This is based on a rolling 2-year average given the year-to-year variances. We 
note FY2020 was a particularly good year for Landcorp health and safety, and if this is repeated then the 
improvement trend will be more pronounced. New Zealand ACC statistics41 show modest overall sector 
gains (-1.3% per annum), but bigger improvements in dairy (-4.8% per annum) and livestock (-5.1% per 
annum).  This demonstrates an industry-wide commitment to improvement, but with Landcorp gains in the 
livestock group particularly outperforming the sector. 

 
Table 2.10.2 Landcorp Farming and NZ Agriculture Sector - Injuries  

 
  

 
41 ACC data for New Zealand Agriculture 

Landcorp People Performance 2016 2017 2018 2019 2020

Average Annual 

Change

Lost time injury frequency rate n.a. 10.98 10.71 9.44 7.17 -13.2%

On-farm safety observations (number) n.a. 785 967 1,419 3,263 60.8%

Employee turnover (%) n.a. 33.80% 31.30% 22.20% 21.30% -14.3%

Landcorp: Injuries resulting in more 

than a week away from work FY2016 FY2017 FY2018 FY2019 FY2020

Average 

Annual* Change

Landcorp Dairy 35 26 24 36 17 -4.6%

Landcorp Livestock 11 14 15 6 7 -19.6%

NZ Ag Sectors: Injuries resulting in more 

than a week away from work FY2016 FY2017 FY2018 FY2019 FY2020

Average 

Annual* Change

Dairy Sector 1,194 1,092 1,176 1,041 933 -4.8%

Livestock Sector 579 567 546 522 456 -5.1%

All Agriculture 2,394 2,310 2,442 2,235 2,286 -1.3%

* Average Annual Change calculated from rolling 2-year average
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On a per employee basis, as per table 2.10.3, Landcorp is also outperforming the sector in regards to 
WAFW outcomes and appears to be making faster improvements consistent with the results shown above, 
as well as having started at a relatively better level in FY2016.   

 
Table 2.10.3 Landcorp Farming and NZ Agriculture Sector - Injuries per worker 

 
In regards to staff turnover, Landcorp has improved despite a generally static condition in the wider New 
Zealand labour market for agriculture42, as shown below in table 2.10.4. Even more impressive, Landcorp is 
now well below the national average of 26.8% turnover.  See the farming sections for more specific analysis. 

  
Table 2.10.4 NZ Agriculture Sector - Turnover  

 

Review Commentary on People Performance 

• Landcorp has successfully addressed previous issues with high turnover and workplace injuries. 

• The improvements in health and safety are consistent with improvements in the wider NZ agriculture 

sector, although noting the Dairy sector specifically has made bigger improvements. 

• Landcorp employee turnover is now lower than the national average for agriculture.   

• Landcorp reporting of people performance metrics has not typically included benchmarks against the 

sectors in which it participates. This is an opportunity to demonstrate its achievements more publicly. 

• Landcorp nor report the costs associated with changes to farm systems to achieve improved 

workplace outcomes.  This does not allow ready assessment of the trade-offs involved, and is 

potentially an area for further work. 

 

 

  

 
42 LEED database 

WAFW Rate per 1000 FTE FY2016 FY2019
Average Annual 

Change

NZ Agricture Sector 22.0 21.5 -0.76%

Landcorp 13.0 10.8 -5.99%

New Zealand Agriculture - LEEDS FY2016 FY2017 FY2018 FY2019 FY2020

Average Annual 

Change

Worker turnover rate (%) 26.4 26.5 26.9 26.5 26.8 0.3%
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3.0 Performance of Livestock Division 

This section outlines the performance of the Livestock Division, and provides commentary.  
 

3.1 Livestock Division Overview 

Landcorp is New Zealand’s single largest livestock farming company, but still represents just 5.9% of 
national livestock farming by area43 as shown in table 3.1.1.  Landcorp’s total livestock farm area has 
reduced since 2016 by 9.7%, but only by 3.3% in effective hectares.  This has mainly involved a reduction in 
leased farms and hectares. 

 
Table 3.1.1 Livestock Division Farms and Area 

As of FY2020, the livestock division comprised 61 farms across the country, organised in 12 geographic 
groups (including 3 genetics groups).  The geographic distribution is shown below in figure 3.1.1.  This 
diversity presents challenges but also provides risk management as Landcorp can supply animals from 
outside regions challenged climatically, and also has a long supply profile on the North-to-South spectrum. 
This is an advantage in supplying programs to processors. 

North Island Farms South Island Farms 

 
 

Figure 3.1.1 Map of Livestock Division Farms  

 
43 Statistics New Zealand  

2016 2017 2018 2019 2020

Livestock Farms 66 64 63 61 61

Livestock (Owned, effective ha) 119,422 117,814 112,169 109,396 109,310

Livestock (Leased, effective ha) 24,224 23,241 23,122 20,404 20,404

Livestock (effective ha) 143,645 141,055 135,291 129,800 129,714

Livestock (Total ha) 347,487 343,557 339,426 336,138 336,138

Percentage of NZ livestock farm 5.9% 5.8% 5.9% 5.9% 5.9%
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Supply to Processors 

The Livestock division’s options to supply processors are largely dictated by the location of farms relative to 
processing facilities, and the supply arrangements that can be negotiated with them.  Filling required 
numbers for contracted supply agreements is also a factor in where stock are processed, with Landcorp 
having some ability to move stock as required to meet contractual commitments. 

Table 3.1.2 below outlines the key supply relationships and the volumes supplied in FY2020.  This indicates 
the scale and strength of the relationship with Silver Fern Farms (SFF), but also the importance of Alliance 
and minor processors.  Duncan Venison is a particularly important processor of Landcorp’s deer. 

Table 3.1.2 Livestock Supply to Processors 

 

Review Commentary on Livestock Division Overview 

• Landcorp livestock farming represents just 5.9% of national livestock farming by area, and with its 

wide geographic this means Landcorp is supplying only a fraction of any single processor’s demand, 

and doing so across multiple sites. Supplier power is likely to be modest. 

• Landcorp’s largest supply alignment is with Silver Fern Farms, but also has significant relationships 

with several other processors. 

• This review has not evaluated Landcorp’s success in gaining premiums-to-market achieved through 

these supply arrangements, and recommend that as a further piece of work.  

 

  

FY2020 Landcorp Supply to Meat Processors

[37]
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3.2 Livestock Financial Performance  

A summary of the Livestock Division’s financial performance is shown below in table 3.2.1 (the detailed 
results are in the attachments), alongside scale metrics for farms, assets and hectares. The Livestock 
division has averaged $35.5 million EBITDAR, and $34.9 million NPAT over the period. The volatility of 
livestock revenues is clear with a $18.6 million (15%) variation between high (FY2020) and low results 
(FY2017) in the 5-year period.   There is some offset against operating expenses, but Operating Profit has 
still varied by $11.4 million, also with its highest result in FY2020.  

 
Table 3.2.1 Livestock Division Summary P&L 

 

Livestock Division Revenue 

Livestock division revenue comprises mainly livestock sales with a small contribution from wool as shown 
below in table 3.2.2. 

 
Table 3.2.2 Livestock Division Revenue 

Livestock revenue has grown 5.6% per annum over the period FY2016 to FY2020.  The following table 3.2.3 
shows actual livestock sales by with volume and value by type.  These show that the volume mix has 
changed with reductions in lamb and sheep sales, but increases in cattle.  Breeding ewe numbers reduced 
by 108,000 within the same period. Carcass weights are largely unchanged.  The real driver for revenue has 
come from the prices being achieved, which reflects both the sector performance and also the benefit of 
Landcorp’s participation in higher-value and longer-term programs. 

Consolidated Livestock Division P&L SummaryFY2016 FY2017 FY2018 FY2019 FY2020

Revenue 116,929,432 115,196,851 132,162,195 132,267,527 133,804,425

Farm Working, Maintenance and Personnel80,257,964 75,484,819 78,182,765 82,911,607 84,625,738

Other Expenses 10,530,344 8,986,665 11,473,498 10,100,227 11,252,662

Operating Expenses 90,788,308 84,471,484 89,656,262 93,011,834 95,878,400

Operating Profit 26,141,124 30,725,367 42,505,932 39,255,693 37,926,025

EBITDAR 26,553,086 31,918,250 41,923,111 39,236,671 37,730,844

EBIT 20,376,247 25,515,848 35,436,128 32,218,326 30,379,176

Net Profit Before Tax 47,730,734 54,293,637 53,038,410 18,730,702 869,460

Farms 66 64 63 61 61

Assets 1,081,964,979 1,101,381,942 1,117,622,193 1,087,461,190 1,018,602,411

Hectares 148,074 143,645 141,055 135,291 129,800

Revenue

Livestock Revenue 95,840,857 99,752,371 116,870,532 116,144,050 119,035,747

Wool Revenue 10,440,335 6,294,756 4,510,128 4,471,167 2,997,952

Farm Operating Revenue 106,281,191 106,047,127 121,380,660 120,615,216 122,033,699

Other Revenue 10,648,241 9,149,724 10,781,534 11,652,311 11,770,726

Livestock Division Revenue 116,929,432 115,196,851 132,162,195 132,267,527 133,804,425
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Table 3.2.3 Livestock Division Revenue by Animal 

To a large extent, the stock mix is dictated by the type of land on which Landcorp farms, but it has been 
building increasing strengths around finishing operations.  Landcorp is also tending to better optimise its 
production as it utilises the FarmIQ and FarMax systems, leading to a greater focus on beef and also selling 
more store lambs earlier rather than relying on finishing them itself.   

In the specific case of venison, the Landcorp supply programs’ in-season price structures helped to protect 
the company from a significant downturn in pricing throughout FY2020 as shown below in figure 3.2.144.  In-
season pricing for 2021 was reset to new low pricing levels at the start of the season, reflecting challenges 
from COVID-19 impact on the restaurant trade in key export markets. This has been a particularly 
challenging period for processors (such as Duncan Venison) highly exposed to that downturn, and we 
understand that the FY2021 year results will reflect those challenges.  

 

Figure 3.2.1 Venison Sector Pricing and Landcorp Achievement 

 

 
44 Source: Deer Industry New Zealand (DINZ) 

Sales Volumes (Head) 2016 2017 2018 2019 2020 Change

Lambs -25%

Adult Sheep -38%

2yr+ Steers 14%

Ma Bulls (includes Dairy & Beef) 145%

Other Cattle -51%

Yearling Stags -1%

Other Deer -49%

Price Per Head ($/Head) 2016 2017 2018 2019 2020 2020

Lambs 50%

Adult Sheep 88%

2yr+ Steers 11%

Ma Bulls (includes Dairy & Beef) 22%

Other Cattle -9%

Yearling Stags 48%

Other Deer 16%

Carcass Weights (kg) 2016 2017 2018 2019 2020 2020

Lambs 4%

Adult Sheep 0%

2yr+ Steers 2%

Ma Bulls (includes Dairy & Beef) 0%

Other Cattle 3%

Yearling Stags 9%

Other Deer 7%

[37]
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The wool price has dropped precipitously since 2015, with shearing costs now exceeding wool revenues as 
shown in table 3.2.4 below. Shearing has been reduced as a result, and is mainly conducted for animal 
welfare purposes.  Notwithstanding these issues, Landcorp has formed a strong relationship with NZMerino 
who have similar values around the environment, sustainability and animal welfare.  

  This meant 50% of Pāmu wool was forward sold 
on contract in FY2020. In 2021 forward contracts are in place for only 40% of the clip because of the impact 
of Covid-19 on marketing, manufacturing and global markets. 

 
Table 3.2.4 Wool Income 

 

Farm Expense Inflation 

Total Livestock Expenses have increased 5.6% between FY2016 and FY2020 (1.4% CAGR) as per table 
3.2.5. However on a per hectare basis they increased 4.7% per annum. This is higher than the overall sector 
on-farm price inflation45 reported at 2.1% per annum average (see table 3.2.6). We have conflicting accounts 
as to the cause of this. Higher compliance costs on-farm are likely one factor, but other proposed possible 
causes such as wage increases and/or ageing farm infrastructure have not been validated.  

 
Table 3.2.5 Livestock Farm Expense 

 

 
Table 3.2.6 Livestock Farm Expenses vs Industry on a per hectare basis 

  

 
45 Beef+Lamb NZ economic surveys 

Expenses FY2016 FY2017 FY2018 FY2019 FY2020

Operating Expenses 90,788,308 84,471,484 89,656,262 93,011,834 95,878,400

Expenses FY2016 FY2017 FY2018 FY2019 FY2020 CAGR

Farm WM&P Expenses

FWM&P Expense ($ per ha) 4.7%

Other Expenses

Other Expense ($ per ha) 5.1%

Industry On-Farm Price 

Inflation (excl Interest) 2.1%

[37]
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Livestock Revaluations 

Livestock Net Profit after Tax (NPAT) is affected significantly by revaluations of biological assets, i.e. 
animals, as shown in table 3.2.7.  These revaluations are significant, being responsible for the $30 million 
difference between earnings and Net Profit before Tax. There tends to be a correlation between movements 
in biological asset values and the overall sector expectation of profitability. Therefore, a positive trend in 
results tends to be re-enforced, and vice versa. The deer herd was hardest hit by negative revaluations in 
FY2020, reflecting the dramatic downturn in venison pricing that season. 

 
Table 3.2.7 Livestock Revaluations 

Omission of Corporate Overhead Allocations  

The Livestock Division result reports “corporate overheads” as shown in table 3.2.8 but this is actually 
Landcorp Holdings rent.  This is the profit/loss from the Holdings farms. The net EBIT/EBITDAR at a 
Livestock Division level then excludes the performance of these farms as Landcorp Farming is reimbursed 
for any loss (or any profit is paid to the Crown, along with adjustment for capital expenditure required). This 
line is an internal allocation of the profit/loss of these farms and is eliminated at a group level. 
 

Table 3.2.8 Reported Overheads 

 
The Corporate division is only reported at Group Level.  This means that apparent Landcorp dairy farm 
performance is not disadvantaged by the actual cost of the Corporate division. This also creates a distortion 
if the Livestock divisional result is compared to other large corporate livestock farmers. 

 

Review Commentary on Livestock Financial Performance 

• Landcorp’s Livestock division has averaged $35.5 million EBITDAR, and $34.9 million NPAT. 

• Landcorp’s Livestock revenue has grown 5.6% per annum over the period FY2016 to FY2020 

reflecting both the sector performance and also the benefit of Landcorp’s participation in higher-value 

and longer-term programs. 

• Landcorp supply programs with in-season price structures helped to protect the company from a 

significant downturn in pricing throughout FY2020. 

• Wool revenues have dropped precipitously since FY2015, with shearing costs now exceeding wool 

revenues, and leading to reductions in shearing. 

• Farm expense inflation is above industry trend, and this is area for further investigation. 

• Livestock revaluations in FY2020 hit the P&L particularly hard, and are outside management control. 

• No Corporate Division overhead allocations are made, which inflates the reported profit. 

  

Consolidated Livestock Division P&L FY2016 FY2017 FY2018 FY2019 FY2020

[37]
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3.3 Livestock Benchmarking 

Landcorp is investing in benchmarking to transform how its farm operations drive performance, and also 
deliver insights to shape the overall strategy.  This investment commenced in 2019 and utilises 
Beef+LambNZ industry data although the timeliness of this is problematic for benchmarking. 

The overall results from the 2020 benchmarking exercise46 (see figure 3.3.1) demonstrate that while the 
Livestock division is tracking slightly under the sector average in terms of Return on Assets, there are good 
performing farms in key regions. More importantly, the gap is closing with Landcorp ROA now at 3.32% 
compared to the benchmark sample sitting at 3.34%. i.e. the gap has closed from 0.15% to just 0.02% in two 
years. 

 

Figure 3.3.1 Livestock Benchmarking 

Benchmark Report Highlights include: 

• Landcorp has been steadily gaining on the industry over the last 5 years and has increased ROA by 
34% compared to an industry increase of 27%. 

• West Coast region has increased ROA by 104% over the past 5 years. 

• On average, Pāmu spends slightly more ($67.49/ha) on a per hectare basis but expect the cost of 
production to reduce with more focus on converting feed efficiently into more product. 

• Landcorp spends $134.99/ha on Wages and Salaries compared to the industry at $66.06/ha. 

• Reproductive performance in sheep and deer now exceeds industry average, with cattle improved but 
below average. 

Review Commentary on Livestock Benchmarking 

• Landcorp’s Livestock division is now engaged in farm benchmarking. The Livestock division is tracking 

slightly under the sector average in terms of Return on Assets, but has steadily gained on the industry 

over the last 5 years, increasing ROA by 34% compared to an industry increase of 27%. 

 
46 LIVESTOCK BENCHMARKING UPDATE, 26 August, 2020 
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3.4 People Performance  

Staff Turnover 

Voluntary turnover on livestock farms has reduced to  in FY2020. 

Table 3.4.1 Livestock Staff Turnover 

Over the past couple of years there has been significant work done to reduce the overall turnover for 
Landcorp which has also resulted in a reduction for the Livestock group. The work undertaken includes: 

• Livestock Business Managers have been working closely with the People, Safety & Engagement team 
on recruitment decisions and best practice to manage their teams. 

• Revised induction programmes for new employees to enable them to have the right support when they 
start working with the company has reduced the number leaving of those who have been with 
Landcorp less than a year (Senior Shepherds & Shepherd General positions). 

• Livestock competency framework which outlines the skills and pathway for career progression. 

• Utilising the results of the annual engagement survey to target specific lower scoring categories 
(Leadership, Rewards & Benefits). 

• Anecdotally, during Covid-19, employees were less likely to look for new opportunities during 2020 and 
choosing to stay with the organisation for job security.   

Health and Safety 

Health and safety performance in the Livestock division has also improved in most areas although lost time 
injuries increased in FY2020. 

 
Table 3.4.2 Livestock Health & Safety Metrics 

As well as participating in the wider Landcorp program, Livestock division specific initiatives include: 

• Safe Passage on Farm - An in-depth review of the safest vehicles for farm use which resulted in the 
down-sizing of the quad bike fleet from 160 vehicle to less than 40.  These were replaced by Side-by-
Side vehicles, 2 wheeled farm bikes or horses.  The move to Side-by-Side vehicles is at an increased 
cost when compared to Quad Bikes.   

• ‘Stop for Safety’ campaigns prior to busy periods to raise awareness of upcoming risks 

Review Commentary on Livestock People Performance 

• Landcorp’s Livestock division has successfully reduced staff turnover by  improved awareness 

of health and safety, and successfully reduced harm. 

Area of Improvement Measure FY17 FY20 Difference

# of Lost Time Injuries 26 25 4% reduction

Lost Time Injuries Frequency 

Rate (LTIFR) - Rate per 200K 

hour worked

6.4 7.3 14% Increase

# Days Lost 783 202 74% Reduction

Lost Time Injury Severity Rate 

(LTISR) - Average lost time 

per injury

32.6 10.4 68% Reduction

# of  First Aid, Near Miss & 

Safety Observation Reports
921 1379 49.7% Increase

Positive Reporting Frequency 

Rate (PRFR) - Rate per 200K 

hour worked

275.1 379.3 37.9% Increase

Worker participation Toolbox meetings Quarterly Weekly

Harm Reduction

Safety Culture/ Harm 

prevention

[37]
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4.0 Performance of Dairy Division 

This section outlines the performance of the Dairy Division, and provides commentary.  
 

4.1 Dairy Division Overview 

Production by Regional Group 

As of FY2020, the dairy division currently comprises 48 dairy farms across the country, organised in 8 
geographic groups as shown in table 4.1.1.  This is New Zealand’s single largest dairy farming company, but 
still represents just 1.1% of national dairy farming by area and 0.88% of national production47. 

 
Table 4.1.1 Dairy Production by Regions 

The Sweetwater Group operates under a profit share arrangement, with 1/3 of revenue recognised in 
Sundry Revenue.   

The Tahi and Pouarua groups were operated under 49% and 48% sharemilking arrangements, but were 
exited at the conclusion of the FY17 and FY19 seasons respectively. 

The largest of the current groups is the Wairakei Pastoral group, which accounted for 45.5% of production in 
FY2020.  The total effective area of these dairy farms is 24,398 hectares.  Even the Wairakei group 
represents only 6.9% of Central Plateau dairy production. Landcorp’s other largest relative regional presence 
is on the West Coast (Buller & Weka), but even these farms are only 5.9% of West Coast milk production. 

 

  

 
47 New Zealand Dairy Statistics 2019-2020, LIC and DairyNZ, 2020 

Dairy Production (000 kgMS) FY2016 FY2017 FY2018 FY2019 FY2020 Share (%)

Current Groups

Sweetwater 938 884 955 985 1,009 6.4%

Orphan 659 629 602 550 597 3.8%

Wairakei Pastoral 5,592 6,159 6,756 6,534 7,176 45.5%

Moutoa 1,825 1,686 1,459 1,580 1,586 10.1%

Buller 1,431 1,520 1,433 1,447 1,535 9.7%

Weka 1,317 1,395 1,291 1,401 1,437 9.1%

Canterbury 1,910 1,976 2,074 1,936 1,926 12.2%

Waitepeka 519 529 504 515 498 3.2%

Current Regions 14,190 14,777 15,073 14,949 15,764 100.0%

Current excluding Sweetwater 13,314 13,893 14,118 13,965 14,755 93.6%

Closed

Tahi 3,805 3,988 0 0 0

Pouarua 1,665 1,579 1,476 1,446 0

Total Regions 19,660 20,343 16,550 16,395 15,764



Landcorp Review  Prepared by: James Morrison Consulting Ltd 

 

March 2021 Page 52 of 114 

Milk Supply to Processors 

Landcorp’s options to supply processors are dictated by the location of farms relative to processing facilities.  
In regions such as Northland and West Coast, the only dairy companies taking supply are Fonterra and 
Westland respectively.  In contrast, the Central Plateau and Canterbury regions provide multiple options. 

Since 2015, Landcorp has transitioned away from  of supply to Fonterra to  in 2020 (see figure 
4.1.1).  It has ceased supplying Open Country, and significantly increased supply to Synlait and Miraka.  
Three other key changes to milk supply have been from exits of partnerships (Tahi and Pouarua accounting 
for  of our milk supply in FY2015), the entrance of new processors (Synlait and Miraka into the North 
Island) and the continued growth of the Wairakei Pastoral Complex (  from FY2015 to 
FY2019). 

  
Figure 4.1.1 Milk Supply to Processors 

A prime consideration in Landcorp’s supply strategy is the maximisation of milk price, including securing milk 
premiums.  The superior milk prices offered by Synlait and Miraka compared to the Fonterra milk price (net 
of retentions) have driven this shift in supply.  Also, the Open Country supply relationship was held with the 
Pouarua Group and ceased when Landcorp exited those farms. 
 
Landcorp supplies 18% of its total milk volume to Westland Milk Products, due to the location of its farms in 
the West Coast region and a lack of alternative options. Westland significantly underperformed Fonterra in 
regards to the net cash returns per kilogram of milk solids as shown in figure 4.1.2.  In the four years FY2016 
to FY2019, Westland suppliers received an average cash return $0.62 per kgMS less than Fonterra 
suppliers48. Westland was subsequently sold to the Yili Industrial Group (Chinese company, also the owner 
of Oceania Dairy Limited in South Canterbury) in March 2019 for $3.41 per share and with a milk price 
guarantee to at least match the Fonterra farm gate milk price for 10 seasons from the FY2020 season.   
 
While this transaction provided a cash windfall for Landcorp in 2019, and an assurance of competitive 
Westland milk pricing for the subsequent 2020-2029 seasons, there is a risk of less competitive milk prices 
after 2029. There are no economic alternative milk processing options currently available to West Coast 
dairy farms.  Landcorp management are aware of this exposure and are looking at options to mitigate the 
risk.  

 
48 Net returns based on Fonterra milk price (unshared) less retentions versus Westland milk price less retentions less the financing cost 

(at 8%) of nominal value shares at $1.50 per kgMS.  

[25], [37]
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Figure 4.1.2 Fonterra and Westland Cash Returns 

 

Review Commentary on Dairy Overview 

• Landcorp’s dairy division represents just 1.1% of national dairy farming by area and 0.88% of national 

production.  Landcorp’s largest single supply base Wairakei Pastoral represents only 6.9% of Central 

Plateau dairy production. This makes Landcorp a price taker in the milk supply market, and without 

sufficient scale to dominate a single processor. 

• However, the dairy division has been proactive seeking the highest milk price on offer, and this is 

evidenced by its shifting of supply from Fonterra towards Synlait and Miraka.   

• Landcorp does have some exposure (18% of milk supply) to Westland Milk Products, and is seeking 

to mitigate this before expiry of the Yili milk price guarantee after 2029.  

 
 

  

[37]
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4.2 Dairy Financial Performance  

A summary of the Dairy Division’s financial performance is shown below  in table 4.2.1 (the detailed results 
are in the attachments), alongside scale metrics for assets and hectares. This shows the dairy division has 
averaged $19.8 million EBITDAR, and $13.3 million NPAT per annum. The volatility of dairy revenues is 
evident with a $29.7 million (26%) variation between high (FY2020) and low results (FY2016) in the 5-year 
period considered.   There is some offset against operating expenses, but Operating Profit has still varied by 
$23.5 million, also with its highest result In FY2020. A key driver of this result is the Fonterra Milk Price49, 
against which most New Zealand dairy companies set their milk pricing, and which is determined largely by 
the prices and foreign exchange rates in export markets.  

 
Table 4.2.1 Dairy P&L Summary 

Impact of the Fonterra Milk Price on Dairy Revenue 

Dairy Division revenue is 91% correlated to the Fonterra Milk Price, while Milk Revenue specifically has a 
94% correlation as shown in figure 4.2.1.  This has two implications: (1) The vast improvement since 2016 in 
NZ milk pricing has played a significant role in the better financial performance of the Dairy Division, and (2) 
the Landcorp Dairy result is still highly dependent on the fortunes of the wider sector, and its exposure to 
international export markets. 

 
Figure 4.2.1 Landcorp Milk Revenue and Fonterra Milk Price 

 
49 Note that there is not a direct correlation within years owing to the deferment and spread of milk payments following deliver. 

Consolidated Dairy Division P&L SummaryFY2016 FY2017 FY2018 FY2019 FY2020

Revenue 96,113,542 122,217,296 116,909,346 112,520,889 125,840,491

Operating Expenses 89,631,696 100,220,025 96,820,562 98,918,937 95,807,446

Operating Profit 6,481,846 21,997,271 20,088,784 13,601,951 30,033,045

EBITDAR 13,339,246 21,997,271 20,088,784 13,588,584 30,033,045

EBIT 5,069,990 13,656,380 11,976,987 5,034,431 21,901,929

Net Profit Before Tax 1,131,754 27,982,802 16,165,259 -1,038,475 22,335,027
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Supply to Premium Milk Programs 

Value add milk made up  of the total milk revenue  as shown in 
table 4.2.2. The organics portfolio with the current 6 farms will increase  once all the farms 
have transitioned to the organic standard raising total value add  

 
Table 4.2.2 Landcorp Supply to Premium Milk Programs 

These programs also come with additional benefits.  The Organic farms are typically of lower intensity and 
have a lower nutrient footprint (organic farm performance is discussed later in this section).  Synlait’s ‘Lead 
with Pride’ and the Te ara Miraka’s assurance programs align with Landcorp’s intention to be a responsible 
farmer.  Also, these programs engender a sense of pride and belonging amongst the staff on those farms. 

 

Farm Expense Inflation 

Farm Working Expenses appear to have increased only marginally  between FY2016 and FY2020.  
This is roughly aligned with dairy sector on-farm price inflation50.  

 
Table 4.2.3 Landcorp Dairy Farm Expense 

However, this result is misleading.  Sharemilking operating expenses are shared, hence not fully realised 
within Landcorp’s financial statement.  The total expenses of the Dairy Group also include supporting farms 
and cost centres where there is internal revenue and expense between the farms.  The apparent substantial 
20% increase in expenses for FY2018 is largely due to Landcorp exiting from major sharemilking operations 
including the Tahi Group.  Landcorp has subsequently provided a reworked estimate for cost of production 
(Table 4.2.4 below) showing this increasing at  per year, below the sector rate of on-farm price inflation.  

 
50 DairyNZ Economic Surveys 2016, 2017, 2018 and 2019 (2020 not yet available) 

Premium Milk Programs FY2016 FY2017 FY2018 FY2019 FY2020

Total Volume

Total Premium

Organic

Winter milk

a2

Grass-fed

Lead with pride

(Synlait)

Te ara Miraka

(Miraka)
1. Lead with Pride - FY20 includes Greenhouse Gas Mitigation, PKE Free & Audit 85 

2. Te Ara Miraka premium paid at the end of the season.

3. The Fonterra Co-op difference premium $0.1 per KgMS will  be effective from 1st Jun 2021

4. Winter milk qualified production is an estimate that is the sum of 50% of May production, 100% of Jun 

production and 50% of Jul production. 

Expenses FY2016 FY2017 FY2018 FY2019 FY2020

Farm Working, Maintenance and Personnel

FWM&P Expense ($ per kgMS)

Other Expenses ($m)

Other Expenses ($ per kgMS)

On-Farm Price Inflation
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Table 4.2.4 Landcorp Cost of Milk Production - Revised 

 

Dairy Farm Sales 

As outlined in the previous section, the extraordinarily challenging 2016 season with a $3.90 milk price 
followed an already poor result in the 2015 season. This caused financial distress throughout the sector, and 
for Landcorp.   

However, in 2016, the $19 million sale of the Wharere Dairy Units was finalised yielding a profit above 
valuation of $7.9 million.  The gain on the sale of land was $6,857,400, and this was included in the Dairy 
EBITDAR result for FY2016, and flowed through to net profit.  This was the last significant sale of dairy land 
for the period.    

 

Revaluations 

Dairy Net Profit after Tax (NPAT) is affected by revaluations of biological assets, i.e. dairy animals.  These 
revaluations are significant, in some years more than 10% of revenue. There tends to be a correlation 
between movements in biological asset values and the overall sector expectation of profitability. Therefore, a 
positive trend in results tends to be reinforced, and vice versa.  

 
Table 4.2.5 Dairy Revaluation of Animals 

 

Omission of Corporate Overhead Allocations  

Note that the Dairy division does not have an allocation of overheads from the Corporate division.  This is 
only reported at Group Level, where it is included along with other items including personnel expenses.  This 
means that apparent Landcorp dairy farm performance is not disadvantaged by the actual cost of the 
Corporate division. This also creates a distortion if the Dairy divisional result is compared to other large 
corporate dairy farmers. 

 

Review Commentary on Dairy Financial Performance 

• The dairy division has averaged $19.8 million EBITDAR, and $13.3 million NPAT per annum.  

• The volatility of dairy revenues is evident with a $29.7 million (26%) variation between high (FY2020) 

and low results (FY2016).  Revenue is highly (91%) correlated to the Fonterra milk price. 

• The dairy division has successfully pursued a premium milk supply strategy. Premiums contributed 

 of the total FY2020 milk revenue . The organics portfolio is 

under expansion . 

• The cost of production has increased only marginally  between FY2016 and FY2020.  This is 

lower than dairy sector on-farm price inflation. 

• Livestock revaluations in FY2020 hit the P&L particularly hard, and are outside management control. 

• No Corporate Division overhead allocations are made, which inflates the reported profit. 

 
 

  

Landcorp Cost of Milk Production FY2016 FY2017 FY2018 FY2019 FY2020 CAGR

COP - FEW and Personnel  ($/kgMS)

COP - Other ($/kgMS)

Total COP ($/kgMS) 4.56 4.39 4.92 4.97 4.94 2.0%

Dairy Division P&L FY2016 FY2017 FY2018 FY2019 FY2020

[37]
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4.3 Dairy Benchmarking  

This section includes a high-level sector benchmarking, Landcorp’s dairy farm benchmarking, and a specific 
benchmarking exercise conducted across the organic dairy farms.  It highlights the performance of the dairy 
division against the rest of the dairy sector. 

Overall Benchmarking against Sector 

Landcorp operates a relatively low intensity dairy farm system compared to the national average. 

 
Table 4.3.1 Landcorp Dairy and Dairy Industry Production Intensity 

However, this partly reflects the location of its dairy farms. The figure below51 shows that Landcorp Dairy is 
well below the regional averages for the Central Plateau, Canterbury and Otago52 – all regions with typically 
higher intensity. Note that the Landcorp Canterbury figure excludes dairy support hectares. 

  
Table 4.3.2 Relative Landcorp Dairy Production Intensity by Region 

 

Comparison can also be made between Landcorp Dairy’s financial performance and industry-wide metrics 
as shown in table 4.3.3.  Gross revenue per hectare is largely related to production intensity, including 
stocking rates, and unsurprisingly Landcorp is well below the national dairy average. However, on the basis 
of operating returns Landcorp is roughly comparable to the rest of the sector, which indicates a relativity 
between intensity and operating costs which balances out the higher revenue for more intensive systems. 

 
Table 4.3.3 Dairy Metrics for Revenue per Hectare and Operating Returns 

 

 

 

 

  

 
51 Landcorp dairy support has been included in each region, which dilutes the apparent production per hectare in Canterbury and Otago.  
52 Dairy Statistics 2019 – 2020 

Production (kgMS per Ha) FY2016 FY2017 FY2018 FY2019 FY2020

Landcorp Dairy 853 854 820 783 837

Industry Overall 1063 1071 1048 1081 1096

FY2020 Production per Effective Hectare

Landcorp Group kgMS/ha Region kgMS/ha Relative

Pastoral 816 Central Plateau 1011 0.81

Moutoa 1148 Manawatu 1029 1.12

Buller 727 West Coast 738 0.99

Weka 647 West Coast 738 0.88

Canterbury 1076 Canterbury 1448 0.74

Waitepeka 943 Otago 1180 0.80

Sweetwater 1022 Northland 713 1.43

Financial Performance Comparison FY2016 FY2017 FY2018 FY2019 FY2020 Average

Gross Revenue per ha

- Landcorp 4,168 5,132 5,790 5,372 6,679 5,115

- Industry 4,804 6,928 7,715 7,991 6,860

Operating Return on Dairy Assets

- Landcorp 1.3% 4.1% 3.7% 2.7% 6.4% 2.9%

- Industry -0.1% 3.9% 4.3% 4.0% 3.0%
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Landcorp Benchmarking of Dairy Division 

Landcorp is investing in benchmarking to transform how farm operations drive performance, and also deliver 
insights to shape the overall strategy.  This investment commenced in 2019 and utilises both Dairybase and 
the Dairy System Monitoring (DSM) established in 1999 by private consultancy business Baker Ag.   

Highlighted concerns from 2019 include the relatively lower ability of Landcorp farms to grow pasture, where 
pasture harvest was  below the industry average for the group.  Also return on assets 
being lower than regional averages.  

The overall results from the 2020 benchmarking exercise are as follows in table 4.3.4: 

 
Table 4.3.4 Dairy Benchmarking 

In 2020, the pasture harvest was found to be  below the industry average, which 
according to DairyNZ analysis has an opportunity cost of $480 EBIT per hectare.  The table above shows 
that Landcorp dairy still has a significant disadvantage relative to the industry average in terms of feed costs 
per kilogram of milk solids production.   

In part, this is a function of the more challenging land that Landcorp is dairy farming. However, over time this 
process and information will allow the dairy division to improve against national averages.  The internal 
comparison in table 4.3.5 shows that improvements are being made. 

 
Table 4.3.5 Dairy Benchmarking – External and Internal 

 

Organic Dairy Performance 

Landcorp has invested in converting six dairy farms to organic production. A key motivation for converting to 
organic dairy is the $2.00 per kgMS organic premium (average for the last five seasons). Landcorp’s first two 
organic farms (Earnslaw and Tasman) started in 2016, and achieved USDA (NOP) organic certification 
October 2019. In 2018 Pāmu also started conversion of Tutoko farm at Moutoa, then in 2019 Aoraki at 
Moutoa, and Burgess and Mayflower at Pastoral along with a support block.  

A 2020 independent review of the Landcorp organic farms was undertaken by BakerAg. BakerAg reported 
their primary finding53 as: “A sustainable increase in profitability is deliverable, with a lower environmental 
footprint, through organic milk supply.” They also found that Landcorp “has produced this milk without 
compromising animal health and welfare, retaining integrity in the farms, while shrinking its environmental 
footprint.” 

 
53 Pāmu Dairy Organic Update, 23 September 2020 

Dairy Benchmarking Landcorp Industry Var %

Pasture and Crop Eaten 9.8 11.4 -14%

Stocking Rate 2.4 2.8 -15%

kgMS / Ha 793 1,047 -24%

Feed Costs / kgMS $2.70 $2.20 23%

Feed Costs / Eff Ha $2,106 $2,309 -9%

Assets / Ha ($) $38,244 $42,562 -11%

[37]
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Financial analysis detailed in the table below shows when comparing the organic farms performance with 
internal conventional milk supply and external benchmarks found Tasman to have a  higher EBIT and 

 IRR . Earnslaw was analysed to have 
a  higher EBIT and  IRR  

 
Table 4.3.6 Organic Dairy Benchmarking  

In regards to environmental performance, Tasman was noted to have a 29% lower nitrogen footprint and 
produce 30% less GHG per hectare compared to the conventional farms on the Moutoa complex. Similarly, 
Earnslaw has a 49% lower nitrogen footprint and produces 35% less GHG per hectare compared to 
conventional farms on the Pastoral complex. 

Landcorp’s organic programme includes plans for more organic farms by  producing 
. Organics will then represent 16% of the dairy portfolio. 

 

Review Commentary on Dairy Benchmarking 

• Sector-level level benchmarking in this review demonstrates Landcorp operates relatively low-intensity 

dairy systems, partly reflecting the quality of land and also decisions around the systems. 

• The dairy division is now engaged in farm benchmarking, which has highlighted Landcorp farms 

harvest  less per hectare than the industry average, and have a low ROA. 

• However, against internal metrics the dairy farms are improving. 

• Benchmarking of organic farms has demonstrated above-sector EBIT performance and also reduced 

environmental footprints.  This further confirms the direction of the premium milk strategy.   
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4.4 People Performance  

Health and Safety 

The Dairy Division has been successful in improving all aspects of health and safety across its farms, as 
shown in table 4.4.1 below.  

 
Table 4.4.1 Dairy Health and Safety Metrics 

The Dairy division has been the main focus of Landcorp’s efforts to reduce harm.  Dairy specific initiatives 
include: 

• ‘Fat tape’ initiative, where narrower tape gates were replaced by wider, more visible tapes. 

• 2 Wheel motorbike replacements to ‘Ag-bikes’ that are fit for purpose and lighter for smaller-framed 
riders 

• Improved vehicle training to increase operator competency 

• Improved Hazardous Substances compliance to reduce exposure to chemical injuries 

• New Dairy policy and procedures document to standardise work practises 

• Conduct a Dairy shed audit prior to calving season, in order to reduce plant related injuries 

• ‘Stop for Safety’ campaigns prior to busy periods to raise awareness of upcoming risks 

 

Staff Turnover 

The Dairy Division has also been successful in reducing staff turnover since 201754 from 28.2% to 25.9% in 
2020, as shown in table 4.4.2 below.  There was a spike in FY2018 over 38%.  For comparison, industry 
statistics for FY2017 to FY201955 show this is relatively high compared to the wider sector. 

 
Table 4.4.2 Dairy Turnover Metrics 

Following particularly high turnover in 2018, the Dairy division completed an in-depth study into what was 
driving this high turnover. As a result, the “Dairy Retention Project” was established to address some of the 
root causes as to why staff were leaving the dairy teams. 

Some of the key work undertaken as a result of this are as follows: 

 
54 Dairy Division data – Voluntary turnover 
55 LEEDS database – Dairy Cattle Farming – Worker turnover rate 

Area of Improvement Measure FY17 FY20 Difference

# of Lost Time Injuries 83 33 60% Reduction

Lost Time Injuries Frequency 

Rate (LTIFR) - Rate per 200K 

hour worked

17.1 9.2 46% Reduction

# Days Lost 1577 774 51% Reduction

Lost Time Injury Severity Rate 

(LTISR) - Average lost time 

per injury

19 23.4 23% Increase

# of  First Aid, Near Miss & 

Safety Observation Reports
1222 3992 227% Increase

Positive Reporting Frequency 

Rate (PRFR) - Rate per 200K 

hour worked

251.3 1115 344% Increase

Worker participation Toolbox meetings Monthly Weekly

Harm Reduction

Safety Culture/ Harm 

prevention

Dairy Turnover FY2017 FY2018 FY2019 FY2020

Landcorp Dairy 28.2% 38.1% 25.3% 25.9%

Sector 22.6% 22.5% 22.2%
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• Dairy Business Managers have been working closely with the People, Safety & Engagement team 
on recruitment decisions and best practice to manage their teams 

• Utilising the results of the annual engagement survey to target specific lower scoring categories 
(Leadership, Benefits and Compensation & Rewards) - people managers have concentrated on 
celebrating success with their teams, providing more training and development opportunities for 
staff, and improving communication channels within teams. 

• Revised induction programmes for new employees to enable them to have the right support when 
they start working with the company has reduced the number leaving in those that have been with 
Pāmu less than a year. 

• Changes to moving to a once-a-day milking for some farms has reduced the number of Dairy Farm 
Assistants leaving the organisation 

Anecdotally, during Covid-19, employees were less likely to look for new opportunities during 2020 and 
choosing to stay with the organisation for job security.   

 

Review Commentary on Dairy People Performance 

• Landcorp has improved awareness of health and safety, and improved all aspects of health and safety 

/ harm reduction significantly. 

• Landcorp's Dairy division has also successfully reduced staff turnover from a very poor result in 2018, 

but remains above the industry norm. 

• Environmental performance is not reported at divisional level 
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5.0 Variance to Financial Forecasts 

This section outlines the variance between Landcorp’s financial forecasts and actual outcomes.  It focuses 
on EBITDAR, revenue and operating expenses as the key performance areas ultimately driving shareholder 
returns.  
 

5.1 Group Variance to Forecast 

Variance to Group EBITDAR Forecasts 

Landcorp is required to provide Treasury with a three-year financial forecast (budget plus two years) 
included in the Corporate Statement of Intent.  A key motivation for this Review is the observed variance 
between those forecasts and the actual outcome.  The following figure 5.1.1 of forecast and actual EBITDAR 
highlights this persistent issue over the period FY2013 to FY202356.  Mostly, it highlights a strong contextual 
bias from the year in which the forecast is made. 

 
Figure 5.1.1 Landcorp Actual and Forecast EBITDA 

To analyse Landcorp forecast accuracy, this review considers the percentage variance from actual made in 
each forecast.  The forecasts are referred to by the forecast period, and are made in the year preceding the 
first year of that period.  Table 5.1.1 below highlights that just five of Landcorp’s fifteen forecasts made for 
the period have been within 10% of actual EBITDAR.   Five have been overly optimistic (highlighted in 
green) and five overly pessimistic (highlighted in red). 

 
Table 5.1.1 Landcorp Group Forecast EBITDA Variance 

To better understand this result, and the reasons for forecast variance, the Review sought more detailed 
divisional data and then encountered a number of challenges.  In the first instance, the Landcorp financial 
system apparently restates all prior forecasts to reflect current hierarchies in the general ledger.  In the 

 
56 Source: Treasury analysis of Landcorp financial forecasts provided to CFISnet (consistent with annual CSIs) 
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LandCorp Actual and Forecast Performance

EBITDAF (Actual)

FY21-FY23 Forecast

FY20-FY22 Forecast

FY19-FY21 Forecast

FY18-FY20 Forecast

FY17-FY19 Forecast

FY16-FY18 Forecast

FY15-FY17 Forecast

FY14-FY16 Forecast

FY13-FY15 Forecast

Group EBITDAR Variance

Variance to Actual (%) FY2016 FY2017 FY2018 FY2019 FY2020

FY2014-FY2016 Forecast 266%

FY2015-FY2017 Forecast 207% 96%

FY2016-FY2018 Forecast 4% -1% 57%

FY2017-FY2019 Forecast -57% -57% -10%

FY2018-FY2020 Forecast -15% 9% -38%

FY2019-FY2021 Forecast 40% -27%

FY2020-FY2022 Forecast -9%
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second instance, apparently no reliable record exists of divisional forecasts prior to those made in FY2017 
for the FY2018 – FY2020 period.  Even the forecasts made in FY2017 and FY2018 had to be re-created 
and re-stated by Landcorp Finance. For consistency, we agreed to use these re-stated forecasts and focus 
on the three periods FY2018-2020, FY2019-FY2021 and FY2020-FY2022. Also, to initially focus on 
variance across the Group plus the Livestock and Dairy divisions. Latter analysis drilled into the residual 
variances. 

Variance to Group Forecasts for Revenue and Operating Expenses 

The variances to group revenue, operating expense and EBITDAR forecasts at a re-stated group level are 
shown in the table 5.1.2 below.  The primary observation is that while EBITDAR variance is high in 
percentage terms, this is a consequence of relatively small variances in the revenue and operating expense 
lines being amplified by a smaller denominator in the EBITDAR variance calculation. Secondly, variances to 
revenue and operating expense forecasts explain the variance from group EBITDAR forecasts to within 1.5 
million at most, and generally less than $1 million. 

 
Table 5.1.2 Variance in Group Forecasts for EBITDAR, Revenue and Operating Expenses 

Variance in group revenue and operating expense forecasts for the FY2018 and FY2019 years were within 
5% of actuals.  There was greater variance in the two earlier forecasts made for the FY2020 year, although 
the FY20-FY22 Forecast was accurate within 1%. 

 

Review Commentary on Group Variance to Forecast 

• Landcorp has made fifteen Group EBITDAR forecasts across the last five years FY2016 to FY2020 

(three years forecast in each), of which just five have been within 10% of actual EBITDAR. 

• There appears to be a strong contextual bias from the year in which the forecast is made. 

• Analysis of variance in forecast group revenue and operating expenses to actuals shows all of these 

have been within 10% for the period FY2018 to FY2020.  The much higher relative variance in 

EBITDAR is due to a compounding of variances and a smaller denominator in EBITDAR.  

• The difficulty in resurrecting Landcorp’s detailed financial records and forecasts prior to FY2018 

highlights legacy reporting challenges.  

 
 

  

GROUP EBITDAR FORECAST GROUP EBITDAR FORECAST 

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast -10,550 4,293 -23,498 FY2018-FY2020 Forecast -21.7% 12.7% -36.4%

FY2019-FY2021 Forecast 11,855 -20,828 FY2019-FY2021 Forecast 35.0% -32.3%

FY2020-FY2022 Forecast -3,409 FY2020-FY2022 Forecast -5.3%

GROUP REVENUE FORECAST GROUP REVENUE FORECAST

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast -7,664 -6,931 -19,741 FY2018-FY2020 Forecast -3.1% -2.9% -7.7%

FY2019-FY2021 Forecast 9,584 -7,093 FY2019-FY2021 Forecast 4.0% -2.8%

FY2020-FY2022 Forecast -1,793 FY2020-FY2022 Forecast -0.7%

GROUP OPEX FORECAST GROUP OPEX FORECAST

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast 4,448 -10,656 5,083 FY2018-FY2020 Forecast 2.3% -5.2% 2.7%

FY2019-FY2021 Forecast -1,279 14,193 FY2019-FY2021 Forecast -0.6% 7.4%

FY2020-FY2022 Forecast 1,838 FY2020-FY2022 Forecast 1.0%
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5.2 Livestock Variance to Forecast 

Within the Livestock Division, forecast-to-actual variances were highest for the FY2018-FY2020 forecasts 
made in 2017.  These under-estimated EBITDAR significantly (33% - 27%), mainly due to underestimating 
revenue by 12% to 15% for each of the forecast years, which was not offset by the smaller underestimate for 
operating expenses of 2% - 10%.  In context, 2017 had been a difficult year with a slight decline in revenue 
on lower sales volumes. 

In subsequent years the forecast accuracy for both revenue and operating expenses has been markedly 
better, resulting in improved EBITDAR forecast accuracy within 15% of actuals.  These are shown in the 
table 5.2.1 below. 

 

Table 5.2.1 Variance in Livestock Forecasts for EBITDAR, Revenue and Operating Expenses 

 

Review Commentary on Livestock Variance to Forecast 

• Analysis of variance in forecast livestock revenue and operating expenses to actuals shows a 

generally higher level of variance than at group level, but a lower level of variance than group for 

EBITDAR forecasts due to revenue and cost variances generally being in the same direction. 

 
 

 

 

 

 

 

  

LIVESTOCK EBITDAR FORECAST LIVESTOCK EBITDAR FORECAST 

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast -13,914 -11,094 -10,231 FY2018-FY2020 Forecast -33.2% -28.3% -27.1%

FY2019-FY2021 Forecast -5,782 -4,398 FY2019-FY2021 Forecast -14.7% -11.7%

FY2020-FY2022 Forecast 2,628 FY2020-FY2022 Forecast 7.0%

LIVESTOCK REVENUE FORECAST LIVESTOCK REVENUE FORECAST

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast -16,642 -17,449 -20,572 FY2018-FY2020 Forecast -12.6% -13.2% -15.4%

FY2019-FY2021 Forecast -8,076 -8,371 FY2019-FY2021 Forecast -6.1% -6.3%

FY2020-FY2022 Forecast -997 FY2020-FY2022 Forecast -0.7%

LIVESTOCK OPEX FORECAST LIVESTOCK OPEX FORECAST

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast -2,146 -6,336 -10,146 FY2018-FY2020 Forecast -2.4% -6.8% -10.6%

FY2019-FY2021 Forecast -2,275 -3,778 FY2019-FY2021 Forecast -2.4% -3.9%

FY2020-FY2022 Forecast -3,410 FY2020-FY2022 Forecast -3.6%
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5.3 Dairy Variance to Forecast 

Dairy forecasts for FY2018 and FY2019 EBITDAR (see table 5.3.1) were overly optimistic by as much as 
$18 million, driven mainly by optimism around revenue, but also under-estimating expenditure.  Forecasts 
for FY2020 were considerably better, with forecast accuracies falling within 10%. 

 

 
Table 5.3.1 Variance in Dairy Forecasts for EBITDAR, Revenue and Operating Expenses 

 

Analysis of Dairy Revenue Variance to Forecast  
 
Milk revenue is the key to dairy revenue, accounting for 90% of total.  The critical assumptions in the three-
year business plans for dairy are forecasts for milk price and milk production.  Analysis of milk price 
forecasts show the assumptions to have been least accurate for the FY2017-FY2020 period, when these 
were being made in the context of an extremely low payout.  As a result, they were highly pessimistic (-
30.6% below actual milk price for FY2017), despite FY2017 achieving an average milk price.  Also notable is 
the consistent under-estimation for FY2020 when the actual Fonterra milk price was $7.15 (above the long-
term average).  These variances indicate a contextual bias in forecasting milk price where a current crisis 
can influence the long-term view (with pessimism). There is also evidence here that long-term forecasts tend 
not exceed the long-term historical average (also pessimistic).   
 
In regards to production volumes, the actual business forecasts were specific to the portfolio of farms 
considered at the time of forecasting.  Changes to the portfolio have been significant, and so this analysis 
has normalised the variation across different forecast periods. A key uncertainty in these forecasts is the 
seasonal conditions, especially in outer years.  Nonetheless, milk volume forecast accuracy has been within 
10% since 2019 (aided by relative stability in the Landcorp portfolio of dairy farms). Given the inherent 
uncertainty in New Zealand’s seasonal milk production systems this variance is not unreasonable.   
 
 
 

DAIRY EBITDAR FORECAST DAIRY EBITDAR FORECAST 

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast 18,123 15,734 2,834 FY2018-FY2020 Forecast 90.2% 115.8% 9.4%

FY2019-FY2021 Forecast 18,203 -1,087 FY2019-FY2021 Forecast 134.0% -3.6%

FY2020-FY2022 Forecast -6,407 FY2020-FY2022 Forecast -21.3%

DAIRY REVENUE FORECAST DAIRY REVENUE FORECAST

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast 12,812 9,976 1,509 FY2018-FY2020 Forecast 11.0% 8.9% 1.2%

FY2019-FY2021 Forecast 16,232 -3,404 FY2019-FY2021 Forecast 14.4% -2.7%

FY2020-FY2022 Forecast -7,559 FY2020-FY2022 Forecast -6.0%

DAIRY OPEX FORECAST DAIRY OPEX FORECAST

Variance to Actual ($'000s) FY2018 FY2019 FY2020 Variance to Actual (%) FY2018 FY2019 FY2020

FY2018-FY2020 Forecast -5,311 -5,745 -1,325 FY2018-FY2020 Forecast -5.5% -5.8% -1.4%

FY2019-FY2021 Forecast -1,957 -2,317 FY2019-FY2021 Forecast -2.0% -2.4%

FY2020-FY2022 Forecast -1,151 FY2020-FY2022 Forecast -1.2%
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Table 5.3.2 Variance in Dairy Forecasts for Fonterra Milk Price and Milk Production 

 
We have estimated the impact of these combined errors on the revenue line for the Dairy Division in table 
5.3.3.  The largest errors were made in 2016 when FY2017 forecast milk revenue was under-budgeted by 
$35 million, and FY2017 forecast milk revenue was under-budgeted by $23 million. Otherwise, milk revenue 
forecast errors are typically of the order $10 million.  
 

 
Table 5.3.3 Resulting Forecast Revenue Variance 

 

Review Commentary on Dairy Variance to Forecast 

• Analysis of variance in forecast dairy revenue and operating expenses to actuals shows FY2019 to 

have been a particularly problematic year with forecast variances due to revenue and cost reinforcing 

to result in a particularly large variance between forecast and actual EBITDAR. 

• Further analysis of the dairy revenue forecast methodology at the level of milk price and milk volume 

shows variance in forecasting milk price have been the most significant source of revenue variance.  

As with the overall group result, contextual bias is likely a prime cause. 

• Our previous experience in milk price forecasting has shown dairy company milk price forecasts to be 

particularly unreliable at the beginning of each season, again with contextual bias being evident.   

• The apparent approach taken by Landcorp since 2018, where the budget milk price is based on bank 

forecasts and futures markets while the forecast milk price for outer years is based on a long-run 

average close to $6.50 per kgMS, is sensible.  The budget milk price rationale is now formalised in a 

memo.  

 

  

Fonterra Milk Price FY2016 FY2017 FY2018 FY2019 FY2020

Actual $ per kgMS 3.90 6.12 6.69 6.35 7.14

Forecast Variance

FY2016-FY2018 6.4% -11.3% 0.1%

FY2017-FY2019 -30.6% -25.3% -9.4%

FY2018-FY2020 0.9% -2.4% -9.0%

FY2019-FY2021 2.4% -9.0%

FY2020-FY2022 -7.6%

Milk Production (000 kgMS) FY2016 FY2017 FY2018 FY2019 FY2020

Actual Production 19,598 20,343 16,550 16,395 15,764

Forecast Variance

FY2016-FY2018 11% -11% 14%

FY2017-FY2019 4% 6% 7%

FY2018-FY2020 -4% -3% -1%

FY2019-FY2021 9% -3%

FY2020-FY2022 0%

Revenue F'cast Variance ($m) FY2016 FY2017 FY2018 FY2019 FY2020

FY2016-FY2018 $13,767 -$26,661 $16,154

FY2017-FY2019 -$34,993 -$22,852 -$3,537

FY2018-FY2020 -$3,006 -$5,149 -$11,145

FY2019-FY2021 $11,589 -$12,988

FY2020-FY2022 -$8,935
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5.4 Reconciliation of Variance  

The Review tested a key hypotheses that Dairy and Livestock divisions’ variance from forecast would 
naturally contribute the greatest part to Group variance from forecast57 on account of being: 

a. The largest operating groups in Landcorp, accounting for virtually all of group revenue before 
eliminations 

b. Highly exposed to volatile international markets in their respective sectors. 

The following tables outlines the sources of variance to EBITDAR forecasts for FY2018 to FY2020.  The 
complete analysis is available in the attachments.  

Variance from Farming Division Forecasts  

The variance from core farming division forecasts is a key part of the overall group variance, in some years 
accounting for almost all of it.  However, there are significant deviations from this that are not explained by 
simply considering those divisions as shown in table 5.4.1.    

 

Table 5.4.1 Forecast EBITDAR Variance for Group and Farming 

 

Other Main Sources of Variance from Forecast 

Landcorp has enjoyed several windfalls as shown in table 5.4.2 below, as well as unanticipated losses. 

 

Table 5.4.2 Other Main Sources of Forecast EBITDAR Variance  

 

In 2018, Landcorp received a significant $8.1 windfall against budget from carbon credit allocations, and in 
FY2020 Landcorp received a windfall gain of over $7 million mainly through the sale of Westland shares.   

Also, note that the adjustment for IFRS 16 adjustment accounts for $15.3 million of the apparent group 
performance above forecast in FY2020. 

  

 
57 This hypothesis is one of the key reasons underpinning the Landcorp strategy to diversify income streams 

Forecast Variances to FY2018 - FY2020 EBITDAR

FY2018 - FY2020 F'Cast FY2019 - FY2021 F'Cast FY2020 - FY2022 F'Cast

Group versus Farming FY2018 FY2019 FY2020 - FY2019 FY2020 - - FY2020

Group 12.1    (3.7)      24.8    -      (10.9)    21.3    -      -      3.6      

Livestock + Dairy (3.6)      (4.6)      7.6      -      (12.4)    5.7      -      -      4.0      

Group Variance less Farming Variance 15.7    0.9      17.2    -      1.5      15.6    -      -      (0.4)      

(Livestock + Dairy) / Group Variance -30% 124% 31% 27% 110%

Forecast Variances to FY2018 - FY2020 EBITDAR

FY2018 - FY2020 F'Cast FY2019 - FY2021 F'Cast FY2020 - FY2022 F'Cast

Other Main Variances FY2018 FY2019 FY2020 - FY2019 FY2020 - - FY2020

Carbon Credit Allocation (from forestry planting) 8.1      3.5      -      -      1.2      -      -      -      -      

Off-Farm Investments 1.2      (8.0)      (3.6)      -      (5.3)      (1.5)      -      -      1.6      

Other Central Revenue Variance -      -      7.1      -      (0.2)      7.8      -      -      -      

Outer year - central salaries/severances/incentive -      3.6      (2.3)      -      -      (4.2)      -      -      -      

IFRS 16 Adjustment - lease expense removed -      -      15.3    -      -      15.3    -      -      1.5      

9.3      (0.9)      16.5    -      (4.3)      17.4    -      -      3.1      
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However, the group suffered significant losses through off-farm investments in FY2019, which are shown 
below in table 5.4.3.  

  These 
are explored in later sections.  

 
Table 5.4.3 Off-Farm Forecast EBITDAR Variance 

 

Review Commentary on Reconciliation of Variance to Forecast 

• The hypotheses that most of the forecast variance is attributable to volatility in the farming divisions is 

false. 

• Landcorp has had several significant windfall gains over the period especially with $8.1m of carbon 

credit allocations in FY2016, and $7 million in FY2020 mainly from the sale of Westland shares.  

• 

 
  

Forecast Variances to FY2018 - FY2020 EBITDAR

FY2018 - FY2020 F'Cast FY2019 - FY2021 F'Cast FY2020 - FY2022 F'Cast

Off-Farm Variances FY2018 FY2019 FY2020 - FY2019 FY2020 - - FY2020

1.2      (8.0)      (3.6)      -      (5.3)      (1.5)      -      -      1.6      

[25], [37]

[25], [37]

[25], [37]
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6.0 Performance and Prospects for Alternate Land Use  

Landcorp is committed to a much greater role for alternative and uses – making the best use of Landcorp’s 
portfolio – in addition to its core pastoral farming operations.  During 2020, Landcorp management proposed 
an expansion of the Forestry Estate as well as in increased commitment to horticulture investment and an 
involvement in a plant protein initiative, outlined within a new Horticulture and Crop strategy.  

This section outlines the performance and prospects of Landcorp’s Forestry and Horticulture businesses.  
The cropping business is generally integrated within pastoral farming currently and not a separate business, 
but a brief outline is provided.  
 

6.1 Forestry Overview 

Although having a long history in Forestry, Landcorp only recently created the ‘Forestry and Horticulture’ 
division in FY2020, recognising them as important alternate and complementary land uses to pastoral 
farming. Landcorp has had an active planting programme for over 30 years. More recently the company 
accelerated its planting programme to over 2,000ha per annum.  The forestry plantings by year are shown 
below in figure 6.1.1.  

 
Figure 6.1.1 Landcorp Forestry Estate – Plantings 

The Landcorp forestry programme originally targeted commercial benefits from harvest.  Additional co-
benefits include greater biodiversity, increased erosion protection, improved water quality and shelter for 
animals. With only recent ramping up of plantings, Landcorp has a relatively young forestry portfolio as 
shown in table 6.1.1 below. Historically this would have meant a continual demand for investment in the 
developing plantations and a deferred realisation of revenues given the timeframe for cutting. However, with 
the ability to earn carbon credits, this is no longer the case. 

 
Table 6.1.1 Landcorp Forestry Estate – Age of Trees 

Age of Trees 2019 2020

Between 0–5 years 3,689 4,317

Between 6–10 years 3,870 4,323

Between 11–25 years 1,968 1,977

Greater than 25 years 255 251

Total hectares planted 9,782 10,868
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The current estate also contains over 400 stands, many of which are under 10 hectares in size. These small 
stands present a potential issue for the company given the high fixed costs associated with harvesting – 
predominantly in roading. To date, the harvesting of these smaller stands is often combined with harvesting 
equally smaller stands in close proximity (but often of differing ages) to spread the fixed harvest cost over a 
greater area. 

 

Review Commentary on Forestry Portfolio 

• Landcorp’s forestry portfolio of 10,868 ha is relatively immature due to the recent ramp-up of plantings, 

and also comprises over 400 stands.  This profile likely means high harvest costs, but that most of 

these are not due any time soon. 

 
 

6.2 Forestry Financial Performance  

A summary of the Forestry Division’s financial performance is shown below in table 6.2.1 (years prior to 
2020 being generated retrospectively), alongside scale metrics biological assets and hectares. This shows 
the recent attribution of $3.2 million worth of carbon credits in FY2020 to the Forestry P&L, recognising 
forestry as a potentially substantial contributor to Landcorp’s profitability.  

 
Table 6.2.1 Summary P&L for Landcorp Forestry  

Standing charges have increased significantly in 2020, by around $2 million, due to IFRS 16 changes. 

Forestry P&L FY2016 FY2017 FY2018 FY2019 FY2020

Revenue

Timber Income - External 1,264,900 0 0 0 0

Trees Sold 1,570,996 3,012,127 761,158 3,855,853 4,024,795

Forest Growth 1,774,848 1,186,603 2,685,714 2,030,917 772,430

Book Value of Trees Sold -832,508 -1,948,362 -587,841 -2,035,520 -2,933,777

Forestry Operating Revenue 3,778,236 2,250,368 2,859,031 3,851,249 1,863,448

Sundry Income 0 10,845 239,613 13,502 0

Carbon Credit Allocation 0 -35,334 8,108,715 3,456,226 3,194,122

Other Forestry Revenue Recognised 0 10,845 239,613 13,502 3,194,122

Forestry Revenue 3,778,236 2,261,213 3,098,643 3,864,751 5,057,569

Expenses

Farm Working Expenses 0 0 -11,610 -350 0

Services and Supplies 49,441 48,957 126,076 118,245 144,652

Communication and Travel 0 0 0 332 25

Standing Charges 162,612 162,647 184,812 189,933 2,155,780

Operating Expenses 212,053 211,604 322,498 308,860 2,300,457

EBITDAR 3,566,183 2,049,609 2,776,145 3,555,891 2,757,113

Bio Assets Fair Valuation Movement -745,266 -436,375 2,717,833 -2,867,336 -2,787,709

Non Operating Movements -745,266 -436,375 2,717,833 -2,867,336 -2,787,709

Net Profit Before Tax 2,820,917 1,613,234 5,493,978 688,556 -30,596

[25]

[25], [37]
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Also, it is important to note the negative revaluations of forestry assets in FY2020 reducing Net Profit to near 
zero.    This is a reflection of the market, rather than of Landcorp operational performance. 

 

Review Commentary on Forestry Financial Performance 

• The Forestry Division has contributed an average of $2.9 million EBITDAR and $2.1 million NPBT per 

annum over the period FY2016 to FY2020 (with carbon credits not attributed prior to FY2020)  

• The recent attribution of $3.2 million worth of carbon credits in FY2020 to the Forestry P&L is 

significant. 

 
 

6.3 Future Prospects for Forestry 

Landcorp has undertaken modelling of the long-term financial impact of planting, managing and harvesting a 
large diversified forestry estate    

Expansion and management of the forestry estate can be accomplished by monetising a portion of the 
NZU’s (carbon credits) generated by the estate.  Given the cash flow profile of commercial forestry does not 
allow the funding of expenses, this is more attractive than funding though debt or operating cash flow from 
other business units. Assuming forests are held until maturity, Landcorp could sell all NZU’s held and earned 
until 2039 – over 8m NZU’s - and still generate enough NZU’s from there to meet all future carbon liabilities 
from harvest.  There is a question for Landcorp around future carbon liabilities if and when agriculture is 
brought fully into the emission trading scheme (ETS), but the expanded estate could offset that risk. 

 

  These values are highly dependent on future carbon prices for NZUs, and much less sensitive to log 
prices or inflation.  A tornado diagram showing IRR dependence on key variables is shown in figure 6.3.1. 

Figure 6.3.1 Landcorp Forestry IRR Sensitivity  

Carbon prices are moderately volatile, but have strengthened considerably from under NZ$5 per NZU in 
2014 to around NZ$40 per NZU in 2020 (see figure 6.3.2).  

 

 
58 PĀMU FORESTRY STRATEGY, May 2020 

[37]

[25], [37]

[37]

[25], [37]
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Figure 6.3.2 NZU Carbon Pricing  

Prices for timber are more highly volatile, but with only a modest long-term upwards trend (around 2% per 
annum), as shown in figure 6.3.3 below.  With over 20 years between cutting and planting, this potentially 
means considerable risk for forestry sector participants unless they have a well-balanced portfolio.  

 

Figure 6.3.3 Log Price Index  

There are a number of additional risks to the strategy, of which we assess the three most significant to be: 

• Regulatory and political risks, including those created by parties outside New Zealand, that could 
impact carbon prices.  

• Practical expansion issues given potential competition for resources and also challenges that may 
arise in identifying and converting land suitable for forestry. 

• Reputational risks either through poor harvest practices and/or health and safety problems.  

 These and other risks have been identified in the strategy, with mitigation steps proposed.  

 

  

NZU Pricing (NZD) 2014 - 2020 
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Review Commentary on Forestry Future Prospects 

• There are strong arguments in favour of Landcorp's strategy to expand the Forestry Estate: 

• Forestry, now benefitting from carbon credit allocations and higher carbon prices, has become a 

profitable and self-funding part of Landcorp's portfolio. On that basis alone it has become a sensible 

option for land-use diversification. 

• Furthermore, through expanding the Forestry estate, Landcorp can offset future liabilities 

potentially arising from agriculture's entry into the emissions trading scheme.  

• In addition, increased Forestry is also consistent with direction from Government to "continue to 

support the Government's goal to plant one billion trees over the next 10 years". 

• The risks to this strategy include mainly regulatory and price risks,  

   

• It is also worth considering that conversion to Forestry is not irreversible, but earlier-than-planned 

reversion to pastoral or some other land use would come at a high price. 

• However, assuming that Landcorp does not over-reach itself, and does not convert high-performing 

and versatile land into forestry, the direction is sensible.  

 
 

  

[25], [34], [37]
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6.4 Horticulture Strategy and Prospects 

This section reviews Landcorp’s horticulture strategy and developments. 

Initial Development in Northland 

Following the increased focus on alternative land use, in 2019 Landcorp management proposed a “first 
scale” horticulture opportunity in Northland, on the Karapiro complex.  This first development, which was 
implemented in 2020, involved the development of a 40 hectare avocado orchard (on 60 ha total) due to be 
completed in 2022. 

The business case concluded: 

• 

• 

• 

• 

• 

• 

Assumptions: 

• The model assumes a fixed (real) orchard gate return of  at steady state. 

• Full production at 

• On orchard costs of  per Ha (c.f. ANZ’s Industry Report variable costs per Ha of ~$14k) 

•  in FY20 for Landcorp overhead costs 

Sensitivity: 

Sensitivity analysis (see figure 6.4.1) shows avocado prices and production to have the greatest impact on 
outcomes, w  

 

In regards to pricing, the business case describes the  assumption as “conservative”.  This is 
based on observations of gross export returns for New Zealand avocados having “averaged $31.7/tray and 
the domestic market $23/tray over the last five years”, with the “weighted average return across all markets 
has been $28.8/tray over the past five years”.   

There is some risk with other large avocado plantings59, especially in Northland, being established in recent 
years. As these come into full production, and without a breakthrough into new export markets60, the price 
may come under pressure. Also, avocado orchard demand for water in Northland is now an increasing 
issue. 

 

 

 
59 Across Northland, Additional 1,000 hectares of avocadoes established in Northland over 3 years to 2019 (Avocados NZ)  
60 Notwithstanding years of investment in market development, Australia remains New Zealand’s main export destination for avocados 

[37]

[37]

[37]
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Figure 6.4.1 Avocado IRR Sensitivity Analysis  

Updated Horticulture and Plants Strategy 

In 2020, Landcorp has set a direction to further scale established horticulture crops and also expand into 
new horticulture crops where there is proven growing conditions and established supply chains. 

Specifically, in regards to horticulture, this means scaling the existing horticulture footprint  

  

Review Commentary on Horticulture Prospects 

• It is too early to assess the performance of Landcorp’s horticulture investment, but we note the volatility 

of Orchard gate Returns (OGR) and the sensitivity of the results to this key factor. 

• In regards to the business case assumptions, New Zealand Avocado advises new developments61:  

• “Orchards may wish to prudently budget at $12 – $20 OGR per tray” (Landcorp business case 
assumption ) 

• Average New Zealand production 2015 – 2019 has been 8.6 tonnes per hectare, equivalent to 
1,550 trays per hectare (Landcorp business case assumption ) 

• In regards to the proposal to expand the investment early in the first development phase, we 
suggest Landcorp has limited historical expertise in horticulture and therefore faces a potentially 
steep learning curve on establishing its first avocado orchard.  Taking on additional developments 
mid-way through this process could potentially place undue stress on human resources. 

• Conversations with Avocado sector experts suggest that while the current season has benefitted 
from Western Australia (WA) having a very poor result, that region is about to double its production 
capacity in 2022. This will likely compete directly with (early) Northland produce in the Australian 
market, and some caution around future pricing is advised. 

• We also understand the other very large horticulture developments already occurring in Northland 

have the potential to transform New Zealand’s avocado sector – and potentially create an over-supply 

in the medium-term as export supply chains struggle to grow with them.  The likely intensity of orchard-

gate competition under that scenario should not be under-estimated and Landcorp’s typically high 

corporate costs structures may prove a significant disadvantage. It is vital for Landcorp to achieve 

cost-competitiveness versus other orchards. 

 
61 New Zealand Avocado Website, https://industry.nzavocado.co.nz/grow/becoming-an-avocado-grower/  

[37]

[37]
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6.5 Landcorp Cropping 

This section provides an overview of Landcorp cropping activity. 

Current State for Crops 

Landcorp has had an annual cropping footprint for several years based on supporting the livestock and dairy 
businesses; and supplemented with external agreements for cash crops. 

Annual crops have benefits within an animal-based systems including feed supply, pasture renewal, 
utilisation of high value land that can be used for short term rotations, and as nitrogen mops following 
intensive activities such as winter grazing. 

Within livestock farms, crop activity is predominantly on the central, eastern and southern North Island farms, 
across approximately 513 hectares of Landcorp-owned land (637 hectares including Ahuriri). Gross margins 
are typically of the order . Annual leases are the most common mechanism for 
transactions with 3rd parties.  

The crops on livestock farms include potatoes, squash, peas, barley, sweetcorn, maize and winter wheat.  A 
small amount of barley has been grown previously at Dawson Downs, but currently there is no cash 
cropping activity in the South Island. Hemp (85ha) has been grown previously, under lease. The crop was 
successful, but harvesting and post-harvest processing remains a challenge in the North Island. Hemp 
infrastructure is only established in Canterbury.  

Cropping on dairy farms is focussed on feed support. Between the milking platforms and support farms, at 
least 7% of land portfolio is placed into crops annually (783 hectares). The only external cash crop is 4.8ha 
of hybrid radish seed on Rosebank, Canterbury. This is projected to increase to 8ha next year. Crops 
include kale, swede, rape, fodder beet, maize silage, raphno, turnips, plantain, chicory, Lucerne. Oats have 
been grown previously in Canterbury. 

Landcorp Crop Strategy 

Landcorp anticipates continuing disruption to New Zealand’s dairy and meat business driven by new 
technologies, synthetic foods, shifts in consumer preferences, environmental constraints, social license 
issues and operational constraints.  It also recognises climate change as a key disruptor.  This creates a 
‘burning platform’ for the pastoral business. 

Landcorp notes that future food trends point towards plant-based proteins, but that New Zealand has not 
invested sufficiently in development of this opportunity. Landcorp has the option to change some of its own 
land-use from pastoral to crops, and to integrate more cropping on its pastoral farms.  It also has the 
opportunity to partner with others to create new supply chains in New Zealand, including for plant-based 
proteins and leaf extracts.   

The crop strategy is still under development, with a deeper situational analysis, expert input and assessment 
of strategic options. 

  

Review Commentary on Cropping Prospects 

• This review has not made an assessment of the cropping performance and/or strategy. 
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7.0 Performance and Prospects for Off-farm Investments in Foods 

This section outlines the performance and prospects of three Landcorp investments: Spring Sheep Dairies, 
Pāmu Foods and Melody Dairies.  These are grouped under the premise that they share a common theme 
and origins within the Landcorp strategy. 

7.1 Beyond the Farm Gate 

Landcorp’s strategic focus on investment beyond the farm gate appears to have commenced around 2014.  
At this time, management was committed to an OPM strategy of growing Landcorp’s farming “footprint” 
utilising its expertise and “other people’s money” (OPM). The dairy sector was buoyant, and the livestock 
sector appeared to have considerable upside62.  The business also had a new CEO, and engaged Deloitte 
to conduct a strategic review as it refreshed its strategy. 

The 2014 Deloitte review63 made recommendations around “other growth opportunities” including the 
development of sheep milking and a North Island milk processing venture as follows: 

• Sheep Milking: Landcorp is currently developing a business case for a sheep milking operation… 
…Deloitte believes this opportunity deserves consideration. It has the potential, if successful, to transform 
the economics of sheep farming in New Zealand, and also addresses some of the environmental issues 
with bovine dairy farming on sensitive land. 

• Central North Island Milk Venture: The two main issues associated with Landcorp’s arrangements with 
Wairakei Pastoral Limited (WPL) and Shanghai Pengxin Group (SPG) are (i) the potential volatility of 
returns from WPL and (ii) the short-term nature of the SPG contract. A potential key to addressing both of 
these issues lies in the fact that, taken together, Landcorp will control over 40 dairy farms producing circa 
15 million kgMS, sufficient to underwrite the development of a new processing plant in the Central North 
Island (e.g. for infant formula or UHT milk)… …We believe that Landcorp should explore options to team 
with existing processors or new parties wishing to develop dairy processing capability and supply chains 

In both of these options, the financially onerous conditions of the Wairakei Estate lease agreement and also 
environmental constraints on that property were key considerations.  Subsequent to this review, the dramatic 
reversal of fortunes in the dairy sector in FY2015, with milk prices dropping from $8.40 to $3.90 per kgMS, 
served to highlight these issues even more (dairy being the principal agreed use for the Wairakei Estate). 
Landcorp’s FY2016 Business Plan64 confirmed this direction for Sheep Milk and added the concept of 
unique branding under the headline of “Grow Value”: 

• Spring Sheep Dairy: Commercialise sheep milk opportunity targeting niche and premium market 
opportunities through Spring Sheep Dairy JV. 

• Build B2B brand: Introduce the Pāmu brand as B2B partnership and product proposition, also trust 
mark quality. 

In November 2015, Landcorp then outlined 

 It noted the need to explore opportunities to remove 
volatility in earnings from the Wairakei development. 

Over the course of the FY2016 – FY2020 period, Landcorp went on the invest in the Spring Sheep Dairy JV, 
developed Pāmu Foods as a separate division, and in 2019 committed to a new JV to build and operate a 
milk processing plant in the Waikato region with Spring Sheep Dairy and Pāmu Foods as foundation 
customers.  The following sections outline the performance and prospects for each of these ventures. 

Review Commentary on Foods Beyond the Farm Gate 

• This Review considers Spring Sheep Dairy, Pāmu Foods and Melody as all being within the “Foods” 

story, having common origins and linked strategies to integrate down the value chain. 

 
62 Landcorp Farming Limited Strategic Review, Deloitte, June 2014. 
63 The Deloitte review actually gave most prominence to strategic options for “sale of whole of business”  
64 The Landcorp Business Plan, 1 July 2015 to 30 June 2016, page 9 (August 2015) 

[37]
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7.2 Spring Sheep 

Landcorp Pastoral Limited is a 50:50 partner in the Spring Sheep Dairy NZ Limited Partnership (and Spring 
Sheep Dairy NZ Management Limited) with SLC Ventures LP, a privately owned limited partnership led by 
Scottie Chapman.  Scottie Chapman is the CEO of Spring Sheep Dairy. 

Under the original partnership agreement, Landcorp was to develop and operate four sheep dairy farms 
totalling 1,400 hectares leased from Wairakei Pastoral (WPL). In the actual event, Spring Sheep operates 
three farms and also sources milk from independent farmers with Landcorp having no role in supplying 
sheep milk. Landcorp was to provide administrative and back office support on a full cost recovery basis.  
Focus Genetics is the genetics service provider identifying key genetic traits, breeding, selection and 
sourcing genetic material to maximise value for this emerging industry. 

SLC provides the CEO and employs staff as required to perform marketing and sales, supply chain and 
distribution functions as per the business plan (prepared prior to each financial year). 

Processing is undertaken through toll manufacture (i.e. Food Innovation Waikato at Innovation Park, Dairy 
Nutraceuticals, Winston Nutritional).  

Subsequent to approving the JV, the board then approved a revision of the business case from four to two 
farms. St Kilda was developed by the JV and managed by Pāmu under a management contract until 
transfer to Spring Sheep control (i.e. operational management in 2019). Administrative and back-office 
support also ceased at this time (as Spring Sheep had built up the capability to do it internally). 

Sheep Milk Rationale 

Sheep milk is aligned with key food trends. It has proven benefits for digestion, is lower in saturated fat and 
lactose as is high in protein, calcium and vitamins.  It is also positively differentiated from cows’ milk, which 
confers commercial and marketing advantages to nutritional products. 

Dairy sheep farming has a significantly lower nutrient footprint than conventional bovine dairy systems. 
Nitrate leaching is estimated to be 30% to 50% lower for sheep dairy versus bovine dairy, which is a 
particular advantage in sensitive catchments in New Zealand. 

Other Sheep Milk Ventures in New Zealand 

New Zealand has five sheep milk ventures underway including Spring Sheep. 

Blue River Dairy. Established in 2003 in Southland and initially a cheese company.  In February 2015, Blue 
purchased by the Chen family from Changsha, China. In September 2015 Blue River was the first 
manufacturing plant in the world to export sheep milk infant formula. In 2019, it commissioned a new 
manufacturing plant adjacent to the original Invercargill site. Production of infant nutritional formula increased 
to 1.2 million cans in a month during 2019. 

Maui Milk is a sheep milk JV between the Waituhi Kuratau Trust and The Shanghai Bewell marketing 
company. The Waituhi Kuratau Trust originally started milking sheep on their farm situated alongside Lake 
Taupo in 2007, and were supported in his venture by AgResearch. In December 2017 the JV purchased 
Waikino Station on the shores of Lake Taupo and converted it to a dairy sheep operation. They created a 
hybrid (indoor/outdoor) farm system, built a French internal rotary milking platform, and cultivated an 
extensive area of lucerne for grazing and silage making. They have since expanded their farming. Maui Milk 
also has its own inhouse genetic improvement programme, and claims the best sheep milk genetics in New 
Zealand. To date, all milk has been initially processed into pure whole milk powder on the Innovation Park 
D1 dryer in Hamilton. They supply this to Danone for production of the Karicare Sheep Milk Formula.  

Kingsmeade, a sheep dairy operation focused on cheese making. Located in the Wairarapa. 

Thorvald, a sheep dairy operation focused on cheese and yoghurt. Located in Nelson 

Business Case for Spring Sheep Investment66 

The project was projected to generate an IRR of  From the 
initial investment in FY2015, Cash flows were projected to be positive by FY2021. Peak capital commitment 
was projected to occur in 2021 at  made up of working capital and development CAPEX.  Figure 
7.2.1 highlights these forecasts. 

 
66 Sheep Milk Business Case, February 2015 
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Key assumptions included: 

• 1 product line: retail 400g cans of Sheep whole milk powder 

• Product sales price equivalent to $26 per kgMS in 2016, increasing to $32 per kgMS in 2020. 

• On-farm operating costs of $11 per kgMS 

• Total operating costs of $27 per kgMS (steady state at 2021) 

Update to Treasury in 2018 

In 2018, Spring Sheep provided an update to Treasury.  This acknowledged challenges against budget in 
the FY2016, FY2017 and FY2018 years: 

• FY2016: lower than planned milk volumes and deferred recognition of revenue from export sale 

• FY2017: lower than planned milk volume  

• FY2018: improved farm system and genetics. First iterations of high value product lines. Slower 
market access than anticipated, resulting in some bulk sales at . 

The challenges led to a reduction in the FY2018 milk production budget, shown in figure 7.2.2. which Spring 
Sheep was then able to achieve.  

The update included a re-forecast of sales, anticipating success in producing and marketing a range of 
nutritional formulations based on sheep milk. This is shown in table 7.2.1, against actual sales of milk 
products, and chart 7.2.3 shows a re-forecast projection for sales based the FY2019 and FY2020 results.   
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Performance against Business Case 

Spring Sheep was originally forecast to make losses up to 2020, and this has been the case.   

 

Table 7.2.2 Spring Sheep Summary P&L  

Spring Sheep has well exceeded the business case target for Sales per kgMS, but is also well above 
the planned operating cost metric of  per kgMS. Sales now exceed OPEX in FY2020. 

 
Table 7.2.3 Sales and OPEX per kgMS  

Milk Production FY2016 FY2017 FY2018 FY2019 FY2020

Sales per kgMS

OPEX per kgMS

Difference
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Sales and Distribution 

The 2018 briefing demonstrated a shift in sales focus towards China with a new distribution agreement with 
New Hope being a key element, and also a shift towards nutritional products to match the Chinese market.   

In the event, various obstacles to this plan for nutritional sales in China emerged.  The Chinese regulatory 
market requires registration of the brand, approval of the formulation, and also certification of the 
manufacturing facility.  This process (often problematic for toll processing in any case) took longer than 
expected and then when COVID-19 effectively closed borders with China the process halted altogether.  

 
67 Essentially involves export of finished product to bonded warehouses located in Chinese pre-trade zones for on-shipping to consumers 
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This review raises two key issues with this approach: 

• 

• There is a high probability that Chinese regulators will move to impose the same restrictions on 
CBEC as apply to the other channels.  This has been signalled already, and we consider it only a 
matter of time. This will very likely be a repeat of the 2014 event when Chinese regulation first 
decimated the New Zealand infant formula export business.   

In any case, the pivot to China is obvious in the sales results which show that New Zealand and China are 
now the main markets for Spring Sheep, accounting for  of sales as shown in table 7.2.4 

This new reality heralds greater exposure for Spring Sheep to the Chinese market, especially that countries 
regulatory environment for imported dairy products.   

Manufacturing and Cost of Goods 

Spring Sheep has relied on contracting toll manufacturing, primarily using the Waikato Innovation Park for 
primary processing of milk powders, and also Dairy Nutraceuticals and Winston Nutritional, both secondary 
processing operations which perform dry-blending and packing of nutritional dairy products.  This 
disaggregated supply chain model is not without risks as the product is handled by multiple parties on 
multiple sites. 

More recently, Spring Sheep has moved its primary processing to the new Melody drier.  This will be 
explored in the following section 8.3. 

Public Funding 

The revenue line includes “other income”, which largely comprises PGP funding.  This is part of a $31.4 
million, six-year PGP programme called ‘Sheep – Horizon Three’ partnership between Spring Sheep Milk 
Co. and the Ministry for Primary Industries (MPI) announced in 2016.  MPI planned to invest $12.56 million 
(40 percent) into the programme with Spring Sheep Milk Co investing $18.83 million.  As shown in table 
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7.2.6, PGP grants as of FY2020 amount to $7.45 million.  This public funding line is not an ongoing revenue 
stream, and the financial results should be understood in terms of profitability without these grants. 

 
Table 7.2.6 Spring Sheep Public Funding  

A recent PGP report found Spring Sheep was meeting the conditions of the funding and also cooperating 
well with the rest of the sector.  

 

Other Forecasts 

The 2020 PWC Review does not anticipate Spring Sheep achieving profitability in FY2021.   

   

Challenges in Scaling the Milking Operation 

A key challenge for sheep milk in New Zealand is the time it takes to develop a high-performing stock of 
animals.  There is an inherent trade-off between increasing the number of milking animals, and improving 
the genetics of those animals, i.e. the choice as to whether to breed from the lesser animals or be more 
selective. However, given the expertise brought to bear by Focus Genetics, and the increasing scale of the 
sector with players such as Blue River and Maui Milk, this challenge is one that can be met over time with 
confidence.  However, time and scale are a key factors.  

Spring Sheep has its own “Zealandia” milking sheep breed, created through adapting imported milking 
breeds to New Zealand conditions.   

      

In any case, the economics are now favouring sheep milk growth as the  milk payments, 
combined with genetic gain in production, mean sheep milking farm operations are starting to generate 
profits. This trajectory is highlighted in the planned acceleration of milk supply growth in table 7.2.8 

 

Other Income 2016 2017 2018 2019 2020 Total

Rent and Rebates 18,420 12,000 0 4,865 5,917 41,202

PGP Grants 0 848,471 1,325,260 2,519,056 2,755,909 7,448,696

AGMARDT Grants 183,478 0 0 0 0 183,478

Sundry Income 0 38,160 126,463 85,427 80,227 330,277

Total 201,898 898,631 1,451,723 2,609,348 2,842,053 8,003,653
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Table 7.2.8 Spring Sheep Milk Production Actual and Forecast   

Valuation, Capital Raising and Exit Strategies 

The 2020 PWC Review included a “value creation bridge” figure which estimated the value created within 
Landcorp’s shareholding of Spring Sheep as at June 2020, but not reflected in the Financial Statements, to 
be  

The valuation indicates a multiple of   We have excluded 
the PGP grant revenue for obvious reasons. This multiple is reasonable if the revenue growth projections 
are also high, as the  

 

 

  Industry experts 
consulted in this review also suggest the successful re-alignment of Spring Sheep’s marketing and sales 
strategy to nutritional sales to China will require a Chinese partner to succeed, especially in regards to 
facilitating continued market access. 

 

Review Commentary on Spring Sheep Dairy Prospects 

• The sheep dairy sector has a positive future for New Zealand, as both an alternative land-use and a 

unique nutritional proposition. It is gaining traction and scale. 

• Spring Sheep Dairy is not unique in New Zealand, except in the sense of having received support 

though public money, both via PGP funding and capital investments via Landcorp.  

• 

• Significant questions lie around the export marketing and distribution of Spring Sheep nutritional 

products. 

 

• 

• A final question remains around Landcorp’s commitment to sheep dairy as they have not taken up 

opportunities to supply sheep milk themselves. This is apparently due to capital constraints and having 

no suitable conversion opportunities on Landcorp farms.     

 

Milk Production FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 (F) FY2022 (F)

Milk (Litres)

Milk (kgMS)
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7.3 Pāmu Foods 

The establishment of the Pāmu Foods division within Landcorp Farming Limited in FY2018 was largely a 
formal recognition of a business direction already firmly established within Landcorp since 2016.  The 
timeline71 is set out in the attachments. These demonstrate a broad mandate for “value added” activity that 
at various times has encompassed wool, lamb, venison, sheep milk, bovine dairy and deer milk.   

The focus of this review is primarily on the bovine dairy business within Pāmu Foods72.  Current business 
activity in the other areas has been negligible, or of such small scale that it might be better categorised as 
R&D (i.e. deer milk).  We are also aware of projects in the Meat Sector, specifically Project Shank, that were 
unsuccessful and have since been transitioned out of the Pāmu Foods division. As context, the following 
table 7.3.1 sets out the financial performance for Pāmu Foods, formatted to show the contribution of each 
area.  This is not strictly aligned with current Landcorp financial reporting but represents a considered view. 

 

2017 Business Case for Pāmu Foods 

The business case for establishment of Pāmu Foods as a separate division within Landcorp Farming 
Limited was presented in October 2017. This encompassed various projects including those already in the 
pipeline, proposed an operating structure with staff, and outlined associated financial forecasts. 

The premise for Pāmu Foods was based on assertions Pāmu’s business model was under threat and the 
business “needed to utilise Pāmu’s scale and farm system expertise to build capability to link its products 
direct to specific markets and customer segments”. That capability would reside in Pāmu Foods. The 
catalogue of threats listed for the existing Landcorp business model included: 

• Exposure to commodity volatility in earnings impacting ability to pay consistent dividends to its 
shareholder and manage its debt covenants; 

• Low cash returns from assets, requiring recycling of the land portfolio to realise cash to pay 
shareholder; 

 
71 Pāmu Foods Strategy, September 2019 
72 Discussion of opportunities and investments in drier processing capacity are deferred to section 8.5   
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• Continual scrutiny from the government as a consequence of the above frustrations; 

• Equal frustration in Landcorp due to constraints on investment with a risk averse and capital 
constrained shareholder. 

Pāmu Foods was conceived as a separate group which would take the raw ingredients from farm operations 
and use its expertise in product development, marketing, brand and sales to create products for end 
customers.  This separate division would allow tailored budgets, clear accountability on performance, and 
the development of cultures/leadership suitable to the types of business. Further, it would allow the option to 
create a separate foods company in the future that could be suitable for partial divestment.  The business 
plan mooted the possibility of attracting external investment and generating higher cash yields over the 
longer term, as well as a “self-sustaining loop” of unique IP creation and reinvestment.  It acknowledged this 
as “the exact model we’re developing with sheep milk”.  

 

Figure 7.3.1 Proposed Pāmu Foods Operating Model 

The financial model (table 7.3.2) included the following components: 
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Critically we note the following statements made in the business case: 
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• Pāmu has purchased of organic WMP which will be sold to , who will then manage the 
canning, blending, packaging and export of 125,000 Pāmu branded 900g cans to China, with Pāmu 
receiving a margin.  

 

• Grass Fed WMP will be purchased from Pāmu’s Achilles Farm on the Wairakei Estate, and after 
processing will cost  

• Pāmu Foods will purchase a small amount of both Organic and Grass Fed WMP cans from 
, and sell them into the New Zealand retail market.  

Performance Against the 2017 Business Case for Pāmu Foods 

A key focus for establishment of a new sales and marketing operation should be the generation of revenue.  
Examination of the performance of Project Gobi, the main economic engine for Pāmu Foods, shows that 
none of the sales targets from 2017 were close to being achieved (see table73 below).  There was no 
revenue at all in FY2018, and sales of finished consumer goods  

 Revenue 
for FY2021 does not appear to be on any higher trajectory than the preceding years.  The difference 
between forecast and actual in FY2020 is two orders of magnitude as shown in table 7.3.4. 

These business results include significant write-downs of both bulk powder and cans of powder, which were 
sold as stock food.  Write-downs of distressed product in 2019 were $3.76 million. There were several 
events leading to this. In 2018, there was a breakdown in the relationship with  (main distributor in 
China) and also a breach of the ODH contract on China certification causing a 6-month delay missing key 
sales periods.   

In regards to these losses, the FY2020 Budget Pack74 stated: 

“two years ago we took the decision to purchase 240 MT of organic milk powder to fulfil expected orders 
through our original proposed distributor SBK… [these] never eventuated… the purchased powder is 
now nearing its end of life, making it necessary to sell for the highest price possible”. 

These statements are puzzling. Whole milk powder manufactured in New Zealand75 typically has a minimum 
shelf life of around 18 months.  An awareness of this should have dictated the need to purchase inventory in 
multiple tranches aligned to sales forecasts rather than one single shipment.  If these were purchased for 

 
73 Source: Landcorp Finance 
74 FY2020 Budget Pack, page 25 
75 Assuming bulk powders in standard 25kg multi-ply Kraft bags with inner polythene liners and nitrogen and CO2 flushing. 
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delivery in multiple tranches, then why did the purchase agreement not make provision for a suspension or 
adjustment of deliveries in the event of any problems in sales and distribution, and why was remedial action 
not taken earlier. The recorded disposal sales of the bulk powders appear to have been at prices aligned to 
the average Fonterra WMP price for the season (i.e. $2,950 per MT), after write-downs of $8,200 per MT.  
This is effectively a loss of all the specialty milk premium. We also note additional FY2019 write-downs of 
$7,170 per MT on 190 MT of Grass Fed/One Farm Bulk Powder which were not explicitly acknowledged in 
the FY2020 budget pack. 

The move into UHT formats for milk (not included in the 2017 case),  
 

In regards to Project Shank, the other main “leg” of the 2017 Pāmu Foods business case, this was intended 
to achieve revenues from meat sales of $0.90 million in FY2018, $1.97 million in FY19 and $2.60 million in 
FY2020.  The actual result was no recorded revenue in FY2018 followed by just $120,000 revenue in 
FY2019.  

2019 Pāmu Foods Strategy 

A 2019 Landcorp board paper76 acknowledged the failure of the 2017 Business Case: 

“In practice, Pāmu Foods has required a net investment of ($4.6m) to date reflecting cumulative 
operating losses (this net figure includes a recognition of $3.15 million for the contribution Pāmu 
Foods has made to increasing Pāmu farmgate meat prices over a three-year period).” 

The paper described the dilemma of having strong future market demand for organic milk, new opportunities 
for distribution in China and increased opportunities arising from the decision to invest in the Melody drier, 
but also constraints and problems of the current business model. These included unsustainably high cost of 
goods and more intense price competition than anticipated in the Chinese FMCG market for premium 
organic milk powder.  The high cost of goods was blamed on reliance on third party processing and small 
order volumes, with an additional dilemma that increasing volumes would require significant investment in 
sales and marketing. It also recognised the very high cost-to-serve in overseas consumer markets including 
sales activation, marketing and brand building.  Overall, continuation of the current FMCG “B2C” business 
model was forecast  

  This was judged to be beyond Landcorp’s investment and risk appetite. 

To resolve this dilemma, the paper proposed a “shift to a B2B (ingredients) business”.  This meant focusing 
on milk production and its processing into specialised milk powders as ingredients for (sale to) food and 
nutrition companies to use in their end consumer products.  

B2B Business Model Elements Functions outside the B2B Model 

• Milk sourcing 

• Primary processing 

• Secondary manufacturing 

• Shipping 

• In-market clearance and distribution 

• End-consumer branding and marketing 

• Retail 

Third parties include: 

Milk: Landcorp Farms, Other 3rd party milk supply 

Primary processing: Melody drier 

Secondary manufacturing:  

Table 7.3.5 Pāmu Foods Revised B2B Business Model Post 2019 

Two financial models were outlined, the first of which had a B2B ingredients business that focused just on 
primary processing. The underlying premise of the financial forecast in this proposal was that Pāmu Foods 
can achieve a  margin on sales. Even on this basis, the forecast projected a neutral/positive EBITDA 
occurring only in FY2024 on sales of . The second and alternative model proposed including 
secondary processing with third-party manufacture of finished goods for customers (using customer’s 

 
76 Pāmu Foods Strategy, Final Board Presentation, September 2019 
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brands). This alternative ‘B2B Ingredients - End Product’ forecast projected a positive EBITDA in FY2023 on 
sales of . 

2020 Pāmu Foods Dairy Business Case  

The final Pāmu Foods Dairy business case presented in May 2020 essentially follows a staged progression 
from a B2B ingredients focus in FY2021 to a mixed portfolio of ingredients and finished goods sales from 
FY2023. This indicates a 5-year IRR of , positive EBIT from FY2022 on sales of  and positive 
cashflows by FY2024.  However, 2021 YTD results suggest the FY2021 target will not be met. 

 

Review Commentary on Pāmu Foods Performance and Prospects 

• The Pāmu Foods division has not succeeded in meeting any of its business case targets and has cost 

the business  over the period FY2016 to FY2020.   

 

•  

  

 

These failures are evident in the write-downs of stock and the eventual recognition of business model 

unsuitability in the 2019 Strategy. 

• The revised B2B Pāmu Foods Strategy is essentially contract manufacturing.   

. 

• The 2019 Pāmu Foods Strategy financial forecasts were premised on gross  margins for B2B 

sales,   The 2020 Strategy 

has more realistic long-term gross margins of  for bulk powders, but still includes  gross 

margins for finished goods. 

. 

• The premise that investment in the Melody drier would solve the problem of high COGS for Pāmu 

Foods also goes against reason. It is only more efficient than D1. New Zealand already has a highly 

efficient dairy processing sector, and also has surplus processing capacity. The Melody drier is 

relatively small and inefficient. Pāmu Foods is essentially stating that the additional margin capture 
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from B2B ingredient sales (versus farm-gate milk sales to a processor) will exceed the efficiency 

losses incurred.  The additional risks of this strategy have not been costed into the business.    

• The Pāmu Foods Strategy also positions the same team to continue managing Pāmu Foods, but with 

more resources.  The planned Pāmu Foods Dairy (B2B) division is large for its main purpose of trading 

specialty dairy ingredients. This role would typically be undertaken by a team of between two and 

three people in any independent dairy company, managing higher product volumes, and those people 

would already have prior experience in ingredient sales and logistics.  The starting overhead cost of 

 per annum from FY2020 is high.  

•  

• 
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7.4 Melody 

Landcorp farming holds a 35% share in a ‘greenfield’ spray dryer (D2) referred to as “Melody”. This is 
located at the New Zealand Food Innovation Waikato (NZFIW) site within Waikato Innovation Park, and 
managed by NZFIW. The dryer has a capacity of 1.2 tonne per hour, being larger than the original 0.5 tonne 
per hour D1 drier operating on the same site.  

Landcorp invested approximately $11.5m for a 35% share of Melody,  

 The nutritional powder 
capacity is approximately 73% of WMP capacity.  

The spray dryer was originally scheduled to be operational during the 2019/20 milking year, with 
commissioning in April 2020.  Actual commissioning occurred in August-September 2020. 

Background to Investment – Previous Proposals 

The proposition for Landcorp to invest in its own milk processing capacity had a long gestation.  This only 
became feasible with the development of the Wairakei Estate, and the resulting concentration of Landcorp 
dairy farming with a large pool of milk (7.2 million kgMS in FY2020) in a single region. 

The need to secure greater processing capacity to accommodate both Spring Sheep and Pāmu Foods dairy 
business growth according to plan created some urgency. 

 

The first proposal we are aware of was made in November 201578 with discussion of an opportunity for 
Landcorp to invest  

   

 

2019 Melody Business Case 

The Melody Business case commenced development in 2018. It was reviewed under the title “Project 
Innovate”80.  This work, based on early assumptions, indicated a $45.6m build cost, generating a return ROE 
of  over the period FY2019 to FY2028.  Deloitte qualified their assessment of the proposal by saying 
that they could not assess the overall returns to Landcorp because they did not have access to the 
associated upstream and downstream costs and margins from the Pāmu strategy. 

There was also a technical report confirming the suitability of the proposed technology to manufacture spray 
dried powders from bovine and sheep milk81.  

 
77 Landcorp Board Paper, Pāmu Foods – Q1 Report, 12 November 2020. 
78 Wairakei Natural and Whole Food Value Proposition - making more of milk, Discussion Paper, November 2015 
79 Dairy Partnership, Project Sahara, 2016 
80 Project Innovate, Limited Scope Due Diligence Report, Deloitte, April 2018.  
81 Technical Review – NZ Food Innovation Waikato Second Drier, Babbage, June 2018. 
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The Treasury responded82 to this proposal recommending that it not be supported, as it was inconsistent 
with shareholding Minister’s expectations and had high execution risks. They also including their view that 
Landcorp did not have a track record on selling milk powder products in China. This was overruled by the 
Minister, and the investment approved.  

 

 

Landcorp finalised its business case in April 201983. This document highlighted: 

• The need for small scale, flexible processing facility to secure the future of the sheep farming. The 
benefits of the  already made Spring Sheep Dairy (including PGP funds) is 
contingent on this. 

• The similar importance of having the right drier for Pāmu Foods’ dairy needs. 

• The frustration in trying to secure a suitable toll processing partner. 

• The backlog of demand for the FIW D1 drier 

• The relatively small scale of the investment (0.5% of Landcorp balance sheet) 

The financial summary was as follows, showing a net profit from the first year of operation: 

 

 
Melody Performance 

A updated version of the Melody financial model shows that FY2020 had fewer operating days than 
planned, and consequently made a loss in FY2020.  Total overheads are also higher and Net Profit lower 
especially in the initial years.  The revised ROE is 6.1%. 
 

The most recent Finance Update84 states 
 

 
 
 

 
82 Treasury Report: Landcorp Dryer Investment Proposal, June 2018 
83 New Zealand Food Innovation Waikato Business Case, April 2019. 
84 Landcorp Finance Update, December 2020 

[25], [37]

[25], [37]

[25], [37]

[25], [37]



Landcorp Review  Prepared by: James Morrison Consulting Ltd 

 

March 2021 Page 94 of 114 

 

 
A more recent email86 within Landcorp notes: 

 
Melody Under-Utilisation 
The Melody performance is contingent on utilisation, but was supposed to have a measure of protection 
through take-or-pay arrangements with shareholders committed to minimum use. A February 2021 update87 
to the Landcorp board notes the impact of delays: 
 

 

86 Landcorp confidential email, February 2021 
87 MELODY DAIRIES UPDATE to Landcorp Board, Nigel Atherfold, Director, 9 February 2021 
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Pāmu Foods has advised that it has only used Melody intermittently, but plans to produce more organic skim 
milk powder and a2 skim milk powder over the coming months. Production to date equals approximately

 

• 

• 

• 
 
Spring Sheep Dairy has reportedly used considerably more processing time.  
 

 
Melody Value Creation Claims 

In contrast to actual performance, there have been claims that Melody has already created value. 

Landcorp previously suggested that the Melody drier has created an additional  of value above 
balance sheet (the value bridge).  This claim was based on a reduction of the discount rate from 10% to 9% 
in the financial model, assuming that with the drier being commissioned and operational the level of risk is 
now lower.   

Also, in regards to value creation in the value chain, the financial case assumes that the Melody Drier (D2) 
will have a significantly lower cost of manufacture  than the previous D1 
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Over-Capacity in the New Zealand Processing Sector 

New Zealand collectively saw $3.3 billion dollars of capital investment in dairy processing in the period 
FY2013 to FY2018, at the same time that national milk growth slowed markedly.  Much of this investment is 
in the Waikato region, and some of this capacity came online around the same time as Melody (e.g. Synlait 
– Pokeno) and some is still pending (e.g. Happy Valley Milk).  While there is undoubtably an absence in the 
market of small contract processing driers, there remains a high probability of intense milk procurement 
competition to fill the built capacity.  This could raise the premium for milk, essentially narrowing 
manufacturing margins in the future. It is not clear that this view has been factored into the decision making. 

 

Review Commentary on Melody 

• The Melody Drier investment was approved largely in order to support the Spring Sheep and Pāmu 

Foods investments, but against Treasury advice which raised concerns about no transparency of the 

end-to-end benefits. 

• We note that other mechanisms exist for channelling public funds into infrastructure. Food Innovation 

Waikato was itself established with public funding though the Food Innovation Network of New 

Zealand (FINNZ) in 2010, with construction of D1 completed in April 2012. 

• 

• 

• There are concerns that Pāmu Foods has not utilised the Melody drier more in FY2020 and FY2021.  

• 
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8.0 Performance and Prospects for Other Off-farm Investments  

This section outlines the performance and prospects for Landcorp’s investment in Focus Genetics and 
FarmIQ.   
 

8.1 Focus Genetics 

Focus Genetics is a fully owned subsidiary of Landcorp Pastoral Limited. It manages the largest red meat 
stud in New Zealand, and has the biggest DNA recorded gene pool coupled with a team of animal breeding 
scientists. Its scale allows Focus Genetics to apply higher selection pressure to sires, accelerating genetic 
gain. Focus Genetics is also NZ’s largest user of DNA Shepherd Plus parentage technology in sheep 
providing assurance of accurate pedigree. 

Its genetic programs include cattle, sheep and deer.   

Focus Genetics works closely with Landcorp’s Livestock Division in improving stock, and also more recently 
with the Dairy Division on dairy beef genetics.  It is regarded as an integral part of those operations. 

Focus Genetics also offers its commercial services to other farmers outside Landcorp. 

Focus Genetics has an industry good role, including working with AgResearch on low methane trials, and 
also in ‘meat eating quality’ work.  There is a specific opportunity in the latter for the Landcorp livestock 
group to develop a farm-to-plate premium supply program. 

Financial Performance 

Focus Genetics has enjoyed modest returns in the period FY2016 to FY2020.  The return on invested 
capital was 33% in FY202088. The tables below show two different versions of the accounts, as reported in 
the Landcorp financial system (table 8.1.1) and then in the Focus Genetics annual accounts (table 8.1.2). 

Review Commentary on Focus Genetics 

• Focus Genetics complements Landcorp’s core business, and also plays an industry good role.  It 

makes a minor contribution to overall financial performance, but enjoys considerable stability from 

having a larger parent. Landcorp ownership also provides a measure of assurance that NZ IP is 

retained for the benefit of wider sector.  An in-depth review would be required to assess the prospects 

for higher performance. 

 
88 2020 PWC Review 
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8.2 FarmIQ 

FarmIQ (FIQ) started within a Primary Growth Partnership in 2010 with a vision to: “Build a demand driven 
integrated value chain that delivers sustainable benefits to all participants”. In total, the Partnership invested 
$125 million over 7 years.  FarmIQ has been a beneficiary of part of that PGP investment, and Landcorp has 
been a shareholder since 2011. Current shareholders are Landcorp (26%), Silver Fern Farms (26%), 
Farmlands (26%), VetEnt (10%) and newcomers MSD (13.56%). 

FarmIQ is now an extensive and integrated farm information system. Landcorp has implemented FarmIQ 
across its entire farm portfolio and uses it as the farm dairy, and all levels of reporting and farm assurance. 

Legacy Issues: 

 
 

[25]

[25]
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FarmIQ has a total technology spend to Dec 2021  

  
 
Valuation and Capital Raising: 

Lewis Tucker ascribes a valuation range of  
 
In 2019, MSD Animal Health, a division of NYSE listed Merck & Co., Inc. became a minority investor in 
FarmIQ.  This transaction valued FarmIQ at around 

  MSD Animal Health has its own extensive suite of digitally connected identification, 
traceability and monitoring products.  It can be surmised that MSD has specific and potentially long-term 
motivations for wanting to invest in FarmIQ. 
 

 

 
Future Prospects: 

FarmIQ has set out ambitious revenue targets across its portfolio, particularly in recurring revenue. 
   

[25]

[25]
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Review Commentary on FarmIQ 

• Farm IQ is a relatively small investment, but has become an integral part of how Landcorp manages 

its farms. It is likely that this will become even more crucial as the regulatory compliance landscape 

evolves.  

• Discussion with Landcorp farming divisions highlights a potential bottleneck issue with development 

in FarmIQ, i.e. there is a queue for changes to the system. An ownership position in FarmIQ may 

therefore have additional advantages in securing priority for specific Landcorp develop requests to 

Farm IQ. 

• 

  

[25], [34]
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9.0 Discussion and Recommendations 

9.1 Review Discussion 

Landcorp is in the process of transforming from a pastoral farming enterprise to a more diversified business 
with both land-use change and investment beyond the farm gate into processing, marketing and distribution.  
This review considers the performance of the core pastoral farming businesses as well as the new initiatives, 
what is behind variances between forecast and actual performance, and assesses the risks and future 
viability of the various initiatives.  The scale of Landcorp and the scope of this review mean this is complex 
and lengthy. This discussion section aims to draw together the various themes that have emerged during the 
review. 
 
A fundamental premise of this Review is that Landcorp’s principal objective under the SOE Act is to be “as 
profitable and efficient as comparable businesses that are not owned by the Crown”.  Landcorp’s main 
business is in pastoral farming, with Livestock and Dairy comprising around 90% of the company.  Clearly, to 
meet its objective, Landcorp must be as profitable and efficient as comparable pastoral businesses.  We 
also note the directives in the shareholders’ letter of expectations for Landcorp “to be a successful pastoral 
farming company”.  This then is the first priority, and our conclusions are as follows: 
 
Conclusion 1: Landcorp’s pastoral farming business is NOT as profitable and efficient as 
comparable pastoral farming businesses. 

• Benchmarking against comparable pastoral farms shows both livestock (section 3.3) and dairy 
farms (section 4.3) are improving, but still below the financial performance of comparable farms.  

• These benchmarks also do not account for the cost of the Landcorp Corporate Division (section 2.7) 
which, if allocated as overheads to the farming divisions, would mean their financial performance is 
even further behind that of other large corporate farmers. 

• We acknowledge that Landcorp pastoral farming is somewhat hampered by a legacy of owning 
challenging farms (e.g. West Coast, section 4.1) and specific issues such as the Wairakei Lease 
(section 2.4).  

• Notwithstanding the financial performance, each pastoral division has successfully improved 
environmental and people performance outcomes, with a focus on the “six capitals”  

 
Conclusion 2: Landcorp’s pastoral farming business COULD BECOME as profitable and efficient as 
comparable pastoral farming businesses. 

• On their current trajectory, the farms within each of the pastoral farming divisions could match the 
performance of other comparable benchmark farms in the future 

• Initiatives in differentiated and higher value pastoral farm production systems (e.g. Organic Dairy 
and Meat Eating Quality) have the potential to lift performance higher and also offset legacy issues. 

• Landcorp also appears to be in a good position to meet future Farm Environment Plan 
requirements, and to make the likely required production trade-offs as it already has a less intensive 
footprint.  

• However, the Landcorp Farming corporate overhead would have to reduce significantly to match 
that of other large corporate farming enterprises. 

• Also, Landcorp would have to ensure that its future initiatives did not further compromise efficiency 
and profitability versus comparable pastoral farming businesses. 
 

Conclusion 3: There are SUBSTANTIAL RISKS to becoming as profitable and efficient as 
comparable pastoral farming businesses. 

• Throughout this review, and in response to the first draft, Landcorp has asserted that as an SOE it 
inherently faces higher costs that a unitary farm operation, and that also cannot be compared to 
other large corporate farms due to ownership, strategy, diversity and structure.  Landcorp’s 
centralised command structure is also likely to increase in cost as more demands are placed on the 
business (e.g. building a sustainability team, section 2.8). 

• Landcorp also asserts that “it should not take a bare minimum (compliance only) approach to its 
environmental, animal welfare, and people policies given its Crown ownership, instead show 
leadership or at least good practice. This places a higher overhead burden on the business”.   
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• Landcorp is also committed “to develop a business model that drives significantly higher levels of 
free cashflow through recycling capital from predominantly land assets into higher yielding 
opportunities” (section 2.1, section 2.6). 

• Those “higher yielding” ventures, particularly the Off-Farm investments in Foods (section 7) have 
not delivered on business plan EBITDAR forecasts in the past (see also section 5.4), have 
consumed considerable capital,  

• In contrast, the land-use change initiatives around alternative pastoral systems, expanding the 
Forestry estate and developing horticultural enterprises appear likely to succeed albeit needing time 
to develop scale. 

 
This Review has explored the reasons behind Landcorp’s performance, leading to these conclusions, and 
what factors are contributing to this. The purpose of the following paragraphs is to draw these together into 
several themes that can usefully inform the future direction of Landcorp. 
 
Governance and Direction 
 
Landcorp’s Executive and Board have together defended the strategy to invest beyond the farm gate in 
vertically integrated business, and also that higher corporate costs are justified.  

  However, the legal obligations of the Board as set out in SOE and Companies Act should take 
precedence. While the Board may wish to factor in the comments of its shareholders, it must first meet its 
legal obligations and indeed make that very clear.  Decisions which impair Landcorp’s commercial 
performance below that of comparable businesses cannot be justified on the basis of the direction from 
shareholders. 
 
One specific example where this precedence was unclear is the Jane Judd Report (section 2.7) which 
sought “to validate whether the corporate services functions are fit for purpose and align with business 
strategy”, but did so only with reference to the strategy and gave no account to the principal objectives under 
the SOE Act.  It is the role of the board to ensure that such presumptions do not occur. 
 

 
The Board and Executive of Landcorp are better informed on Landcorp performance than the Treasury. This 
asymmetry exists in both access to information, and also the resources to interpret it.  It is incumbent on the 
Board and Executive to understand that, and to facilitate the information which is useful and necessary for 
the Treasury to perform its role.  This makes it imperative for the Board to stand above any tensions 
between Treasury and Executive over performance, and to remain entirely objective. 
 
The performance monitoring of Landcorp against plan has focused more on month-to-month and year-to-
year results and variances rather than the long-term. In the first instance, the period FY2016 to FY2020 has 
seen the Landcorp strategy and targets change considerably each year (see section 2.1).  This seems 
confounding to holding Landcorp to account for promises made outside the last budget round.  Until this 
review, there has also been no regular practice of reconciling three-year business plan forecasts to actuals 
beyond the immediate budget, and across the major divisions.  We found the financial systems and records 
have not been designed to do this, and considerable effort was needed to generate the comprehensive 
EBITDAR reconciliations to plan from FY2018 onwards (section 5.4) at divisional level.  FY2016 and 
FY2017 reconciliations were deemed too much effort, notwithstanding the high group-level variances 
observed in those early years.  We also found SCI and budget packs were not clear on how forecast 
divisional and subsidiary performance contributed to the group performance, especially in outer years.   
 
Going forward, the 3-year business plan forecasts in the SCI documents should be supported with 
reconciled divisional level forecasts.  Annual reporting should then be against these at Group and divisional 
levels.  In regards to the role of Treasury, this alignment of reporting expectations should make the process 
more straightforward.  Treasury do not require the monthly finance reports, for example.   
 

[25], [34]

[34]
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At a strategic level, this Review thinks it is helpful to set a five-year strategy (or at least a three-year strategy) 
and stick with it. Annual and three-year business plans can then set objectives and milestones aligned to the 
strategy.  This Review also noted the FY2020 target shifted to focus on EBITDAR. We understand that non-
operating movements such as revaluations had significantly impacted the NPAT result in FY2019 and 
FY2020, but were beyond management control. However, those non-operating movements also benefitted 
Landcorp in previous periods. Over the term of a strategy, the targets should not shift to accommodate the 
immediate context.  However annual business plan targets can be designed appropriately.   
 
Competency and Ambition  
 
The transformation of Landcorp, from a pastoral farming enterprise into a diversified business with multiple 
land-uses and downstream investments, is not without risk.   

 
 
Strategist Jim Collins observed, in his study of companies that outperformed their peers91, that great 
companies had a deep understanding of what they could be great at. This is the intersection of what they are 
passionate about, what they can be the best in the world at, and what drives their economic engine.  They 
became great by executing a series of decisions consistent with that understanding, accumulating one upon 
the other, over a long period of time.  This is referred to as “the Hedgehog Concept”. 
 
It is not clear to this review that Landcorp has successfully defined its “Hedgehog Concept”.  Instead, we 
identified potential logical flaws in strategic statements such as “Pāmu [Landcorp] is positioned to manage 
risk and uncertainty through its large scale and diverse core farming business”.  Landcorp is large in one 
sense, but as identified in this review it is also small in the context of the farming sectors and regions where it 
operates farms (sections 3.1, section 4.1).  This lack of scale in farming confounds downstream integration 
at a scale to match that of efficient competitors, and also competitors with market power. 
 
Given the Principal Objective, Landcorp should be seeking excellence in pastoral farming. Pastoral farming 
is certainly the main economic engine for the business. However, the evidence indicates Landcorp is not an 
excellent farmer yet. Although there is some promise that Landcorp could be excellent, especially in 
differentiated production systems, this focus is lost with the investments outside beyond the farm gate. 
 
Investment beyond the farm gate, or vertical integration, holds an inherent assumption that Landcorp can 
produce a superior product on farm, and then also effectively process and market that to create more value.  
This review concludes that the notion of strategic adjacency between Landcorp farming, processing and 
marketing is flawed at multiple levels.  Scale alone is problematic because Landcorp simply isn’t large 
enough to either make or justify efficient processing investments,  

   
 
There is also a cost associated with managing a farming enterprise alongside processing and marketing.  
Attempting to do both dilutes management attention. Also diverting resources from the former to the latter, 
especially when the latter is not meeting forecasts, risks undermining the goodwill and confidence of the 
organisation.  The result is the core pastoral farming business carrying a larger overhead, effectively 
subsidising the new businesses. 
 

 
This review also notes the multiple challenges currently facing New Zealand farming enterprises, across all 
the six capitals.  Excellence in farming – or more broadly in primary land-use including silviculture and 
horticulture – will require an absolute dedication from Landcorp management to succeed.   

 

 

 

 

 
91 ‘Good to Great’ Jim Collins. 2001. 

[25], [34]
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SCI and Three-Year Business Plan Forecasts 
 
The Three-Year Group forecasts, mandatory within the SCI, have demonstrated a considerable variance to 
actuals.  This review finds that much of that variance can be attributed to contextual bias where the 
immediate performance at the time of making the forecast influences the assumptions made for latter 
periods.  In buoyant market periods, such as FY2014, the optimism of the moment with Group EBITDAR 
around $55 million failed to anticipate the much tougher conditions ahead in FY2015 to FY2017 when Group 
EBITDAR averaged below $30 million.  Conversely, the forecasts made in FY2016 failed to fully anticipate 
the market recovery in subsequent years. 
 
This review found that same pattern evident in the Livestock and Dairy divisional forecasts. However, it could 
also be observed that in more recent years the outer-year forecasts are now more aligned to long-run 
averages than the current season.  This is a pragmatic and sensible approach. In any case, a key finding of 
this Review is that the farming enterprises, despite being 90% of the business, are not the main source of 
variance from forecast (section 5.4).  This is surprising given that they operate in markets that are highly 
exposed to volatile international markets. 
 
In considering how farming division forecasts could be improved, we note that Landcorp is primarily a 
farming enterprise.  Accordingly, it does not have special insights into the long-term global commodity 
markets that largely determine the returns to New Zealand farming.   Instead Landcorp is dependent on the 
advice of larger processing and marketing companies that it supplies, and public information.  Historically, 
the processing and marketing companies have proved fallible in their own forecasting, especially early 
season.  While long-run market averages are imperfect as forecasts, they are generally better than 
propagating a contextual bias. 
 
This review observes an entirely different dynamic in the financial forecasts for off-farm divisions and 
subsidiaries.  These groups have demonstrated a persistent optimistic bias, with the forecasts generally 
overestimating revenue and EBIT and underestimating OPEX. 

  This possibly reflects the nature of building new businesses versus relatively mature farming 
enterprises, 

 
 
In this, we return to the role of the Board.  The evidence of the period FY2016 to FY2020 suggests there 
should be a greater level of scepticism and scrutiny of new business proposals.  Although that invites a risk 
of missed opportunities, this could be balanced with rewards for accuracy.  Unless that balance is found, 
accuracy (and EBITDAR, NPAT) will inevitably continue to suffer. 
 

  This is a major reason for ‘adjacency’ strategies failing 
generally – a level of assumed understanding that proves inadequate in the event. That makes it incumbent 
on the Board to factor in a level of risk, usually higher than what the business advocate would propose, when 
making any decision on new investment outside the farm gate.     

 

 

  

[25]

[25]
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9.2 Review Recommendations 

This section outlines the Review Recommendations.  These are restricted by the terms of reference 
excluding “any reassessment of the vision, purpose, objectives, mandate and strategy of Landcorp”.    
 
1. Landcorp must adhere to its principal objective to be “as profitable and efficient as comparable 

businesses that are not owned by the Crown”. Landcorp 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.  

2. Landcorp 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. 

3. We recommend that Landcorp governance and performance monitoring refocus on variance to 
business plan, including at divisional and subsidiary level. To enable this, Landcorp 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. 

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.  

5. The cost of the corporate division should be reported, and also 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 performance of farming divisions, 
relative to “comparable businesses not owned by the crown” without creating sufficient incentive to 
address Landcorp’s high corporate overhead cost. 

6. Landcorp 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. 

7. Landcorp 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. 

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. 

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

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

  

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. 

12. We do not recommend a review of Focus Genetics. This subsidiary generates a small return and has 
good synergies with the farming business. 

13. 

 

[25], [34]
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Attachment 1: Group Financial Performance  

Landcorp Group Statement of Profit or Loss and Other Comprehensive Income  

  
  

Group P&L FY2016 FY2017 FY2018 FY2019 FY2020

Revenue

Livestock Revenue 104,774,931 108,708,587 124,937,253 123,897,089 126,569,725

Milk Revenue 75,119,456 101,529,652 94,843,088 92,121,241 106,854,680

Wool Revenue 10,440,723 6,299,742 4,517,952 4,476,785 2,998,042

Forestry Revenue 3,974,273 2,289,880 2,859,031 3,851,249 1,876,097

Farm Operating Revenue 194,309,382 218,827,862 227,157,324 224,346,364 238,298,543

Other Revenue 15,644,186 14,691,979 19,877,280 16,569,475 18,194,844

Group Revenue 209,953,568 233,519,841 247,034,604 240,915,839 256,493,387

Expenses

Farm Working Expenses 84,088,106 84,469,501 88,055,690 88,620,048 88,463,421

Maintenance 13,042,164 14,120,535 12,717,385 13,979,751 13,780,523

Staff Remuneration 57,077,737 60,432,701 56,632,325 57,479,009 63,192,133

Other Personnel Expenses 4,540,828 4,403,149 4,994,129 4,837,014 4,624,899

Farm Working, Maintenance and Personnel158,748,835 163,425,886 162,399,530 164,915,822 170,060,976

Services and Supplies 14,749,027 14,798,904 12,876,206 14,357,413 13,250,593

Communication and Travel 3,405,610 3,311,973 4,023,417 4,775,664 2,780,756

Standing Charges 13,881,962 15,683,723 16,328,993 18,378,152 4,424,390

Financial expenses 93,401 134,918 139,865 3,729,486 45,167

Corporate Overheads 0 0 0 0 0

Other Expenses 32,130,000 33,929,518 33,368,480 41,240,714 20,500,905

Operating Expenses 190,878,835 197,355,404 195,768,010 206,156,536 190,561,881

Operating Profit 19,074,733 36,164,437 51,266,594 34,759,303 65,931,506

Equity Accounted Income -1,021,410 -1,832,990 -2,175,000 -818,897 -1,226,169

Profit on Sale of Land 7,399,945 1,192,883 -582,821 -32,388 -196,800

EBITDAR 25,453,268 35,524,330 48,508,773 33,908,018 64,508,537

Depreciation & Amortisation 15,976,077 17,142,994 16,183,182 17,437,391 28,341,195

EBIT 9,477,192 18,381,336 32,325,591 16,470,627 36,167,342

Finance Expenses -11,494,986 -11,642,303 -11,613,442 -11,169,580 -22,418,055

Financial Instruments FV Movement -5,327,620 2,543,465 3,163,175 -1,420,033 -4,949,216

Bio Assets FV Movement 22,625,753 42,704,819 24,511,451 -22,424,707 -31,865,397

Revaluation Loss on PPE -3,906,466 0 -2,766,557 3,359,844 -8,829,338

Non Operating Movements (Gain/Loss) 1,896,680 33,605,981 13,294,627 -31,654,476 -68,062,006

Net Profit Before Tax 11,373,872 51,987,317 45,620,218 -15,183,849 -31,894,664

Tax Expense -54,871 153,372 11,410,522 -3,657,251 -8,389,147

Net Profit After Tax 11,428,743 51,833,946 34,209,696 -11,526,598 -23,505,517
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Attachment 2: Wairakei Pastoral  

Wairakei Pastoral Lease Arrangement 

Key point/term Description 

Term Leases:  44 years and 10 months (September 2004 – June 2049) 

Responsibility for 
conversion 

WPL:  stump and slash clearance 

LFL:  all other conversion works to convert land from forestry to pastoral.  
Works set out in an agreed conversion plan.  WPL liable for conversion costs 
up to an agreed per ha amount (LFL liable for all over-runs) 

Land use Agreed principal use set out in leases – any change subject to agreement of 
PMG or by amendment to contract 

Handover WPL delivers handover notice on stump clearance of land parcels.  LFL entitled 
to exclusive possession; responsible for all structural facilities (including dairy 
sheds, houses, irrigation), stock and shares, and employs staff to run farms 

Exit/termination LFL has limited rights: 

• Termination on insolvency, un-remedied breach etc. 

• Ability to hand-back some land (Tauhara Lease) 

Amendment Parties acknowledge length, possibility of unforeseen costs/developments.  
Resolution through good faith negotiations.  No “walk-away” rights. 

Sublease/assignment Parties may sub-lease or assign rights subject to consent of other party and 
meeting conditions 

Rights on expiry 
• 
• 

Rent calculation • 
• 

• 

Rates/utilities 

  

  

[25], [37]
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Attachment 3: Livestock P&L 

 

 

  

Consolidated Livestock Division P&L FY2016 FY2017 FY2018 FY2019 FY2020

Revenue

Livestock Revenue 95,840,857 99,752,371 116,870,532 116,144,050 119,035,747

Milk Revenue 0 0 0 0 0

Wool Revenue 10,440,335 6,294,756 4,510,128 4,471,167 2,997,952

Farm Operating Revenue 106,281,191 106,047,127 121,380,660 120,615,216 122,033,699

Other Revenue 10,648,241 9,149,724 10,781,534 11,652,311 11,770,726

Livestock Division Revenue 116,929,432 115,196,851 132,162,195 132,267,527 133,804,425

Expenses

Operating Expenses 90,788,308 84,471,484 89,656,262 93,011,834 95,878,400

Operating Profit 26,141,124 30,725,367 42,505,932 39,255,693 37,926,025

EBITDAR 26,553,086 31,918,250 41,923,111 39,236,671 37,730,844

Depreciation & Amortisation 6,176,839 6,402,402 6,486,984 7,018,346 7,351,668

EBIT 20,376,247 25,515,848 35,436,128 32,218,326 30,379,176

Net Profit Before Tax 47,730,734 54,293,637 53,038,410 18,730,702 869,460

[37]
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Attachment 4: Dairy P&L 

 

 

 

  

Consolidated Dairy Division P&L FY2016 FY2017 FY2018 FY2019 FY2020

Revenue

Livestock Revenue 9,715,764 9,883,978 9,994,574 9,559,699 9,169,693

Milk Revenue 75,119,456 101,529,652 98,406,020 92,742,361 106,641,440

Wool Revenue 388 4,986 7,824 5,618 465

Farm Operating Revenue 84,835,608 111,418,617 108,408,418 102,307,678 115,811,597

Other Revenue 11,277,934 10,798,679 8,500,928 10,213,211 10,028,894

Dairy Division Revenue 96,113,542 122,217,296 116,909,346 112,520,889 125,840,491

Expenses

Operating Expenses 89,631,696 100,220,025 96,820,562 98,918,937 95,807,446

Operating Profit 6,481,846 21,997,271 20,088,784 13,601,951 30,033,045

EBITDAR 13,339,246 21,997,271 20,088,784 13,588,584 30,033,045

Depreciation & Amortisation 8,269,257 8,340,890 8,111,797 8,554,153 8,131,116

EBIT 5,069,990 13,656,380 11,976,987 5,034,431 21,901,929

Net Profit Before Tax 1,131,754 27,982,802 16,165,259 -1,038,475 22,335,027

[37]
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Attachment 5: Complete Reconciliation of Landcorp Variance 

 

 

 

  

Forecast Variances to FY2018 - FY2020 EBITDAR

FY2018 - FY2020 F'Cast FY2019 - FY2021 F'Cast FY2020 - FY2022 F'Cast

FY2018 FY2019 FY2020 - FY2019 FY2020 - - FY2020

Group 12.1     (3.7)       24.8     (10.9)     21.3     3.6       

Livestock + Dairy (3.6)       (4.6)       7.6       (12.4)     5.7       4.0       

Group Variance less Farming Variance 15.7     0.9       17.2     1.5       15.6     (0.4)       

Eliminations Variance 0.0       0.4       (0.0)       2.1       1.4       (0.0)       

Landcorp Holdings Variance (0.1)       (0.6)       (2.3)       (2.6)       (2.3)       (2.3)       

Forestry Variance 1.9       2.4       1.7       1.8       (2.0)       (1.8)       

Carbon Credit Allocation (from forestry planting) 8.1       3.5       -       1.2       -       -       

Central Overhead Recovery to Holdings 0.7       -       -       -       -       -       

Subvention Payment (tax) for Holdings 2.4       

Eliminations and Related Land-Use 10.7     5.6       (0.6)       2.6       (2.8)       (1.7)       

EBIT Variance after Eliminations and Related 5.1       (4.8)       17.8     (1.1)       18.5     1.4       

Equity Accounted Income/(Loss) Variance (1.0)       (0.5)       (1.1)       (1.0)       (0.3)       (0.0)       

Profit/(loss) on sale of land Variance (0.6)       (0.0)       (0.2)       -       (0.2)       (0.2)       

Adjustments to EBITDAR variance (1.6)       (0.6)       (1.3)       (1.0)       (0.5)       (0.2)       

EBITDAR Variance Remaining 3.52     5.34-     16.47   2.03-     17.99   1.15     

Other Variances

Landcorp Estates Variance 0.6        (0.1)        (0.1)        0.0        (0.0)        (0.0)        

Landcorp Pastoral Variance 0.1        0.8        0.7        (0.2)        (0.1)        0.0        

Corporate Variance (0.8)        (0.5)        0.4        0.6        0.8        2.0        

Other Central Revenue Variance -        -        7.1        (0.2)        7.8        -        

Central Salaries/Allowances Variance 1.2        -        -        0.4        -        (1.6)        

Central Severances/Termination Variance 0.3        -        -        -        -        -        

Central Performance Pay/Incentive Variance 0.9        -        -        1.9        -        (1.8)        

Outer year - central salaries/severances/incentive -        3.6        (2.3)        -        (4.2)        -        

Other Dairy -        -        (0.6)        -        (0.6)        (0.2)        

IFRS 16 Adjustment - lease expense removed -        -        15.3      -        15.3      1.5        

Profit/(loss) on land sale variance (0.6)        (0.0)        (0.2)        -        (0.2)        (0.2)        

Depreciation/Amortisation Variance -        -        -        -        -        -        

Implementation of IFRS 16 Variance -        -        -        -        -        -        

1.7        3.8        20.3      2.6        18.7      (0.3)        

Remaining Various Minor EBITDAR Variances 0.6        (1.1)        (0.3)        0.7        0.8        (0.2)        
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