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Overseas Investment Office
Radio New Zealand House
155 The Terrace

Our Ref: 201520010

14 March 2018

PO Box 5501
Wellington 6145

Richard Thorp New Zealand
NZ Binxi (Oamaru) Limited +64 4 460 0110
Oamaru www.linz.govt.nz

BY EMAIL

Attention: Richard Thorp

Dear Richard,
NZ Binxi (Oamaru) Foods Limited - Annual Reporting - 201520010

1. We are writing in response to the 2017 annual report provided on behalf of NZ
Binxi (Oamaru) Foods Limited (NZ Binxi) in relation to its Redcastle Road
consent - 201520010.

2. The purpose of this letter is to draw your attention to our concerns in relation to
the continued lateness of annual reporting and more importantly, the failure to
meet, or concerns NZ Binxi might not meet, certain conditions required by the
consent.

3. NZ Binxi’s annual reporting date is 30 November however for the 2016 and
2017 annual reports we had to issue reminder notices as these reports were
not received in time. As you know our reminder letters are sent as a courtesy
and it is NZ Binxi’s responsibility to ensure that each annual report is sent to us
on time. We remind you that section 52 of the Overseas Investment Act 2005
allows the Overseas Investment Office to impose an administrative penalty of
$500 if a person provides a report after the time when the report must be
provided.

Condition 3 - New positions

4. Condition three requires NZ Binxi to hire 90 full time equivalent employees by
the end of this year. While we appreciate the timeframe for meeting this
condition is still some months away, you have advised that no increase in the
number of employees has yet occurred. You have stated though that you
expect to employ the additional people later this year once the boning and blast
freezing works have occurred on site.

5. In order to get a better understanding of how your development plans are
progressing, could you please provide us with the following information:

(a) Progress on the boning and blast freezing development, including when
you expect these to be in operation; and

(b)  Your plans for employing staff to operate the new developments, including
expected numbers and when you expect to employ new staff.
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12. In the 2017 Annual Report you told us that the beef programme was still
developing and that the beef throughput had been slower than anticipated.

13. Given Binxi's Chinese experience as a cattle processor and in order to better
understand why the actual number of cattle processed is significantly lower
than anticipated, please provide:

(a) a detailed explanation of why the number of cattle processed is much
lower than anticipated for 2016 and 2017;

(b) what steps NZ Binxi has taken to increase the number of cattle
processed; and

(c) a breakdown of the increased export receipts showing the split between
beef and ovine.

14. We observe that NZ Binxi appears to be struggling to meet its conditions of
consent. We are keen to get a better sense of the reasons for the delays you
are experiencing and your plans to rectify the issues identified. To that end, we
would appreciate any general information or response that addresses your
business plans. It may be that a site inspection is useful.

15. Please provide the information requested above by 5pm 30 March 2018.

Yours sincerely

Gary Bailey
Senior Investigator
Overseas Investment Office

DDI: +64 4 831 1666
Email: gbailey@linz.govt.nz



Reference: 201520010

30 March 2018

Mr Gary Bailey
Senior Investigator
Overseas Investment

BY EMAIL
Dear Gary

Please find a response to your questions from the letter dated 14 March 2018.

Our late response to the OIO reports and requests are well noted, even this situation of responding to
this letter slipped from me as | travelled to China to ensure our shareholder was aware of the
guestions that were being asked of me from the Overs Investment Office, from China | had unplanned
journey to Europe which | didn’t get back from till late 31" Easter Saturday evening, whilst | had a
draft | had to spend further time on it yesterday with now a response being sent to you before normal
start of business today. Once again my apologies for this, as it was not intended to be late.

| have used you paragraphs numbers and subs in the dated 14" March 2018 to respond to:

Condition 3 — New Positions

4 Due to being behind on our expansion plan we have not employed the additional staff. As a
side point for discussion you need to be made aware under our current operational activity, we are
finding workers extremely difficult to procure, even if we had maintained the infrastructure
development timeline we would be clearly having issues now with employment of staff, we have
exhausted all suitable staff from our local WINZ office, we have spent a considerable amount of money
in advertising for staff. We have made an application (approved) to NZL immigration for 12 Chinese
workers with a submission of support from the Meat Workers Union. Due to the lack of workers there
has been a number of times through this processing year where we have had to pull back production
or failed to complete production due to being unable to secure suitable employees for our business.

5(a) We are intending to commence the building for the blast freezing of finished meat and offal
products towards the end of 2018 with a completion date in the first quarter of 2019, there will be an
estimated additional 4 people employed to operate the blast freezers.

5(b) We have advertised extensively for staff to work in our business, we have engaged the people
who are suitable and are termed “long term unemployed” from our local WINZ office, we have been
approved by NZL Immigration for working visas for 12 Chinese workers. We will continue the strategy
of advertising and continue working with immigration NZL on work visas where we are unable to
employ directly from NZL.



Condition 4 — Additional Investment
6 (a) Details supporting his question will be provided before the end of the business day

6 (b) We have not got to the stage of lodging for resource consent for the site developments but
have had held discussions with Waitaki District staff on what is required. We are led to believe that all
that will be required will be a building permit and resource consent will not be required.

6 (c) Given we have not commenced with the beef boning facility the fitting out has not been able
to start, we will be requesting a variation to 201520010 which the beef boning will be part of that
variation.

6 (d) Giventhe subdued returns of beef over the last two years and with the forecasts not indicating
any improvement, we need to make an application of a variation of consent — 201520010, once we
proceed with the variation application we expect the beef boning room to be pushed out to 2021 with
a reduction to the amount of beef animals that will be processed through the facility.

Condition 5 — Increased Processing

13 (a) Given the subdued and at times negative returns of beef over the last two years and with the
forecasts not indicating any improvement over the next 18 months, the business has been reluctant
to throw all its energy into beef and then place overall financial pressure on the business and return
it to the precarious position it was prior to the sale of Oamaru factory. In turn we have recognised the
factories strength in sheep meats and increased numbers through the business, increasing export
receipts from the business traditional baseline and providing more earnings for the staff we have
employed.

13 (b) With a depressed global market on beef and due to global protein swings and large volume
transfers away from traditional beef markets, along with USA beef at the highest number of head on
feed of 11.75m since 2006 the market is very fragile. The New Zealand raw material has become an
overpriced commodity on the mix of global protein, in nearly all situations when this happens in NZL
the processor/exporters takes the hit due to over valued livestock purchases from farmer to farmer
finisher and with an elevated livestock schedule price the meat companies continue to purchase,
process and sell at a loss. We at BX Foods have been watching this trend now for the last two years
and don’t see the correction for another 18 months.

Over this time, we have still been processing beef and since the outbreak of Mycoplasma Bovis in NZL,
other processors have been reluctant or unable to offer their services to depopulate infected cattle
for the farmers caught up in this issue. NZ Binxi through its Oamaru factory was able to process bobby
calves and adult stock from restricted and infected farms and moved very quickly to do so and at one
stage was the only processor in NZL clearing infected farms.

As a business we need a strong beef presence as it compliments our sheep activities but currently
aggressively chasing beef will push the business into financial difficulty and we are unwilling to do that
as the negative issues from a public perception will be much larger with an offshore owner closing a
factory and laying off staff vs maintaining a development programme and enhancing employment
over a longer than expected period is favoured.

13 (c) Details supporting his question will be provided before the end of the business day
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Site Inspection Report
201520010 - NZ Binxi (Oamaru) Foods Limited

Asset type (e.g. farm, | Meat processing plant
dairy factory)

Site location Oamaru

Consent holder / key | NZ Binxi (Oamaru) Limited / Richard

contact Thorp (NZ Director)
Timing & duration Tuesday 25/9/18
Inspection Team Gary Bailey, Senior Investigator,

Enforcement - Llinos Morgan, Senior
Solicitor Applicants

Report prepared by Gary Bailey, Senior Investigator,
Enforcement

Report prepared for Kirsty Millard, Manager Enforcement

1. NZ Binxi (Oamaru) Foods Limited (NZ Binxi) obtained consent in 2015 to acquire up to
100% of the shares in Lean Meats Oamaru Limited (Lean Meats) which owns or controls
a freehold interest in three parcels of land of approximately 6.9940 hectares at 7
Redcastle Road, Oamaru (Otago Land District).

2. During triage and the assessment phase a review Binxi’s 2017 annual report identified
that it was likely that NZ Binxi would breach the consent conditions below:

(a) Conditions 3 - employing 90 additional staff,

(b) Condition 4 - additional investment of at least $6,450,000 for development
purposes on a new boiler, blast freezer and building a dedicated beef processing
room by the end of 2018,

(c) Condition 5 - processing the number of cattle required for the calendar years 2016
(30,000) and 2017 (40,000).

3. As a result of our correspondence NZ Binxi admitted that it hadn't met its required
targets and requested information on how to submit an application to vary its consent
conditions.

4, NZ Binxi submitted its variation application on 6 August 2018 and invited the OIO to visit
the Oamaru lean meats processing site.

5. The purpose of this report is to record the observations made during the site inspection.
The photos taken during the site inspection have been filed on the shared L drive under
OIO0 - Site Visits folder.

6. The inspection took place from approximately 12.30am to 3.30pm on Tuesday 25
September 2018. Llinos Morgan (Applications) and I were hosted by Richard Thorp
(Operations Manager and NZ Director) on the day of the visit.






History of overseas investment in Binxi

10.

11.

12.

13.

Richard explained the background to the overseas investment into Oamaru Lean Meats.
Richard said that when he returned to run Lean Meats Oamaru (previous name of NZ
Binxi) around 2010 its balance sheet was showing a company in distress. The only option
to save the company was to seek a new partner/owner that could inject fresh capital. As
there was no apparent NZ investor Richard began discussions with Heilongjiang Binxi
Cattle Industry Co Limited (Binxi China) run by a Chinese entrepreneur Zhiyun He.

Richard said that Binxi China was the number one beef processing meat company in
China EIEA N A ' He (its
major shareholder) was keen to invest into a NZ meat processing plant, particularly once
NZ Binxi obtained the MPI Chinese license to export meat to China. In 2014 Binxi China
acquired 24.9% of Lean Meats Oamaru and then received consent to acquire 100% in
2015.

Richard said absent the Binxi China’s investment and OIO approval of the original
consent NZ Binxi would not have survived resulting in the loss of around 200 jobs and
the economic benefits to the local Oamaru community.

Figure 2 below is a print of Binxi China’s head office situated in Harbin' which is the
capital of the Heilongjiang province and the largest city in the northeastern region of
China.

Figure 3: Print of Binxi China headquarters

! https://en.wikipedia.org/wiki/Harbin




14.

Richard explained that he visited Binxi China headquarters in Harbin 4 to 5 times a year
and a contingent from Binxi China visits NZ 2/3 times a year to check on its investment.
Richard said it was a 27 hour trip from Christchurch. He stated that he had just returned
from visiting Binxi China in Harbin because he wanted to impress on Mr He the
importance of the consent variation and the site visit by the OIO. Mr He has confirmed to
Richard that he remains committed to the NZ investment and providing the funds for the
plant expansion subject of the variation.

Figure 4: Map Location of Harbin in China

15.

16.

17.

18.

We asked why Binxi China had not provided the funding to expand the plant sooner as
required by the original consent. Richard said this was due to a number of factors
incIuding the depressed state of the beef market internationally affecting returns andiiiili
I During Richard’s most recent
visit to Harbin he impressed on Mr He the need to commit to its NZ meat processing

N  However throughout our conversation Richard

admitted that they may have over estimated the amount of beef processing it would do
and that sheep processing was still where NZ Binxi extracted the best returns. He said
this was the reason that the variation talked about stock numbers with the 1-8 beef to
sheep ration rather than splitting it out for beef and sheep numbers. It was also the
reason that NZ Binxi had not rushed to build a dedicated beef boning rooms as the
financial commitment to do this would be detrimental to its survival financially.

This lead onto the discussion about NZ Binxi's variation application which I have
illustrated with photos taken from our tour of the meat processing plant.



201520010 Variation discussion and inspection

19.

20.

New

We prefaced the variation conversation by saying that - any benefits claimed or
estimated needed to be realistic, any milestones needed to be measurable, and any
timeframes had to have a specific date for completion. We also said that NZ Binxi would
be held to account for any benefits claimed as we had done with the original consent,
therefore it was in NZ Binxi’s best interests that they should be achievable. Richard said
he understood this and that he did not want to be sitting in a room with us in future
explaining why things had not been done again.

We also told Richard that given the proposed variation timelines NZ Binxi would continue
to be monitored for around another 5 years. Richard said he understood this also.

boiler

21.

22.

23.

Richard said that replacing the existing boiler was currently the top priority for the
variation as it was over 45 years and operating at 60% of its capacity. It is fueled by
lignite coal which is very expensive ($450 per metric tonne) and the smoke from this is
not good for the environment. The plan is to replace the existing boiler with a new and
more efficient boiler fueled by less expensive coal ($180 per metric tonne) that produces
less smoke - this would also be better for the environment. The new boiler will be
housed in an existing building away from where stock is held prior to processing and
away from the processing plant generally.

The variation states that the new boiler was scheduled to be replaced in 2019 costing
$350,000. We asked whether there was a firmer timeframe for this. Richard stated a
$150,000 deposit had been paid and it was due to be installed by the latest June 2019.
When we asked Richard said no other resource type of consent was required to install a
new boiler inside the existing building.

We advised that the firmer date for installation and the additional information about the
nature (smaller, more efficient and better for environment) of the new boiler helped flesh
out the benefits claimed and should be included in any variation comments.

Figure 5: Binxi’s exiting boiler site
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