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Executive summary

The purpose of this study is to expldfél K S NXliscornect betéeen Fonterra farmers

and their Ceoperative and in particular th€ 2 y it SNNJ  { K NJOAK 2 iofySmMeB Q / 2 d&z
of its primary roles is to represent farmer shacdderviews- which raises the question of

how effective it can be if there is a problesnnnecting broadly with the shareholder base.

What has seemed to work well in the past has been more difficult to replicate due to the
consolidation of the dairy industry from many smaller regional dairy companies. This
provided shareholders with increale access not only to the factory but also the directors
and management of their Cop.

The issue of engagement is not an issue that is isolated to Fonterra &iotiterra

{ KI NBK2{f RSOtBecsectos drsh©primary industry in New Zealand have similar
challengesn keeping engaged with its farmer baseh#ther it be Dairy NZ, Beef arkdhmb
NZ the Deer industry or Fontermaall haveexplored ways to engage their farmers through
segmertation strategies(Bell, 2013)

For example in 2004 Colmar Brunton sent out surveys via mail and email to 14,548 Fonterra
farmers. A total of 34.4% responded. Utilising statistical techniques they conducted a
segmentation ofdrmers. This breaks farmers up into five key groups based on their attitude
to dairy farming and the industry.

1. Strategic Investors (16% of farmers, 16% of Milk Solids)

Progressive Optimists (24% of farmers, 35% of Milk Solids

Passive Smaller Players (20Ptaomers, 18% of Milk Solids)

Sitters (19% of farmers, 14% of Milk Solids)

Striving Young Farme(82% of farmers, 17% of Milk Solig€plmar Brunton, 2004)

a bk wN

One of the issues seen in all these groups is that farmers are a diverse group of people and
will engage at differenkevelsfor different reasons. | will not explore segmentation in this
report except that it is something we must acknowledfyee areto engage farmers

effectively. If we want to represent their views then they will need to be engaged and
communicated withon a number of different levels that reflect where they are at in the
segment. For example: Passive small players felt that Fontexsadeing a reasonable job in
their eyes and they have enough information and are not hoping to get more involved with
their co-op. Therefore targeting this group with more information would not be as

successful as targeting the Progressive optingdts example.

There also seemed to be a need to understand farmer engagement better and explore if the
disconnect was in fact reahdto what extent It is also important thathe farmer define

engagement In other words what engagement loskike to them; at what level and howod

they want to be engagedAs a body the€ 2 y 1 SNNJI  { K| N®a&y BaveRaS NB Q / 2 dzy
preconceiveddea of what engagement loskike but is that how farmers see it?



In order to do this a qualitative survey was carraad with 8 Fonterra farmers in Hamilton
Ward 6. The survey was conducted by wajao&to-faceinterviews around the kitchen

table onthe ¥ I NJYT& S Dhere was a range of age, farm size, cow numbers milked and
farm systems within the ward.

Although this method uncovered some great insights aro@mggagement that could be
compared throughout the countrif is also acknowledged that each ward or at least region
is unique and will face different issues. However there are trendsatetikely tobe

similar throughout the countryi-or examplethe Colmar Brunton survey the segmentation
results were broken down by each ward throughout the country (at the time there were 25
wards). In every ward each of the segments were represented therefore indichtihg

issues regarding engagement are relevant throughout the couf@glmar Brunton, 2004)

Overallmy survey showed thaalthough somdarmers do feel somewhat disconnected
from their Coop, as it has evolved over timéhere are othersvho are happy with their
level of engagement and connectednesdowever it was clear from all those interviewed
that more work needs to be done on communicating timely relevant information for
farmers to give them the trust and confidemthey require of the group charged to
represent them.

Introduction
It is often expressed from many farmers that there is a disconnect between farmers and
C2YUSNNI & ¢KSNB A& F FSStAy3al GkKIG + 246 27 °F

operative simjy because it has got so big and what chance do they have in really making a
difference. Therefore first of all we must determine wether or not there is a disconnect and
if so what we can do to improve engagement.

In this report | will explorewaysthat K S C2y 0 SNNI { Kl NSK2f RSNEQ / 2
YSIYyAYyAFdzZ te& gAGK AGaQ FIENYSNED® ¢KAA A& LI NI
ShareholdelCouncillor | believe it is critical not only for the future of a strong and robust
co-operative,but also for a favourable milk price for all New Zealand dairy farmers. A strong
co-operative means actively engaged farmers that are not willing to jump to competitors for
short-term gain.My concern is that if we end up with a fragmented dairy indusas/ywe

have seen in other sectors, dairy farmers will be the ones who loose out due to an

unsustainaby low milk price.

For the future strength and longevity of our ©perativeit is imperativethat the Fonterra

X | NB K 20buRcBengages effectively om personalevelwith its farmers if we want to

ensure Fonterra still remains a ©perative for future generations of New Zealand farmers.

It is an opportunity we have to take leadership and bring farmers witbrughis continually

evolving journey t@ive them the tools and knowledge requireditwstil trust and

confidence for our caperative to last another hundred years.

G2 KSy SOSNEO2RE& Aa FTNBS (2 LlzNAdZS aSt T AyidSN
Aa  LINPEBHORSIR Bie)



This is how we must engage, by identifying each farmers self interest, and engaging at that
level. For each it may be different, but for each it will be meaningful and personal.

Background

New Zealanddairy industry started in 1814 with the firstattleimported by early European
settlers. By 1846, just six years after the Treaty of Waitangi was signed, the first exports
started. The first dairy coperative was started Otago in 1871 by a group ohefgrmers.
This was the first of over 400 -@ps to be established throughout New Zealand.

Refrigeratomh Y MyyH 2LISYSR yS¢ YIN]JSGa G2 bSg %Stk ftl
result substantial trade to the United Kingdom developed, with the UK bewpmir largest
export market until the 1970s.

Many different kinds of dairy products exported to a huge range of markets since then have
changed the landscape of the industry, which eventually included major consolidation.
(FonterraCooperative Group, 2015)

Cooperatives in the agricultural sector are commontlasy providestheir members with

collective strength and security to ensure its products are processed and marketed in a

Y2NB STFAOASYG ¢ @& (GKFry O2dZ R 0S | OKAS@OSR | f
0KS mMdnnQa A-gperatikeSmemibder® siill piokidle capidnelation to their

supply of product. What has changéd some cases\ & ( KS Tt SEAO0At AGE | € f
members to share upver time to help them better manage their own growth strategies.

However the relationship between the @perative andit® YSYO6 SNBE NBYIFAya (K
that it is formalised through a set of &xperative Principles that outline what
responsibilities members have to the ©p and visaversa.

On June 18, 2001, the shareholders of the two largest remaining daop@atives in New
Zealand, namely thKiwi Dairy Cooperativigredominately Taranaki based) and tNew
Zealand Dairy Groufpredominately Waikato based), voted to merge theiraqeratives to
form what is now known as thiéonterra Ceoperative Group.

Ournamea @& Al | ffd® C2YyGSNNI YSIya WaLINAy3a FNRY
where our future liegFonterra Ceoperative Group, 2015)

The formation of Fonterra created a fully integrated manufacturing and marketing global co
operative, ownedhenby 12,500 New Zealand dairy farmers.

While approximatelyr0%of the shareholders of both the legacy-operatives voted during
the merger procss, this level of participation, in the now dominant Fonterreoperative,
has not been repeated.

dt is essential that all stakeholders in the Fonterradperative recognis¢he risks that the
co-operative will be exposed to, if Fonterra farmers, who are theaperative members



and owners, do not participate in the activities of the operative from an informed
positiore. (Gasquoine, 2004)

Many of the ceoperative members do not recognise the unique differences that exist
between the ceoperative business model and those of an investdven company.

In New Zealand Fonterra still collects 8@¥wn from 95% at formation)f milk and
therefore sets the benchmark for the price of milkhis milk is under threat from investor
driven companieslf Fonterrawereto loose enough milk that it becameefficient in
processing that milk the milk pricepaid to farmersnvould not be maximised. This is
ultimately to the benefit oinvestor driven companies.

C2YUGSNNI Q& =+ fdzSa g t NAy OA lifr &tonsEbdNdbe bage8. F 2 dzy
They should not be compromised for financial gain or stemin expediency.

C2YUSNNI Qa I fdzSa 3 t NAYOALX Sa 6SNBE NBOJAASR
of organisationwe strive to become.

The four Values express the highkstel of what we stand for:
1. Cooperative Spirit
2. Do What is Right
3. Challenge Boundaries
4. Make it Happen

They define the character of our organisation and the people we are. Supporting each Value

are Principles, which prade further guidance on behaviours and actions. They should be

referred to in situations where a critical or key decision is to be made.

hdzNJ £ f dzS4 9 t NAYyOALX Sa RSFAYS GKS FFIONRO 27
doing things(Fonterra Shareholders Council, 2015)

G (see appendin)

Structure¢ Governance and Representation

Aboard made up of 13 directors governs Fonterifdine of these are farmetirectors and

are elected by the supplying shareholdef®ie remaining four aredependentdirectors
appointed by the Board anapprovedby shareholders at the Annual General Meeting. The
appointed directors are selected to ensure the board has the appropriate skills and
competencies to lead.

The Board is responsible for the leadership, direction and oversight of Fonterra. It is
accountalh S 2 A0aQ &aKFINBK2ft RSNR FopaddtiieKBey thad S NI  f
employ a managemerteam thatat present is led by Theo Spierings. This team is structured



G2 O02YLX SYSyid (KS C2y i SNNIdairy nutNdoriadd@iergingg R NI F f
markets.

TheC2 y G SNNI { KI NFESQ it & &InEe@natiogatibgdy af farmer shareholders.
hyS 2F AdaQ (Se NpftSa Aa (2 NBLNBaSyild (KS @i
ownersand investors.

The FSC is made up of 37 Shareholder Councillors elected from throughout New Zealand to
represent a geographical wardséeappendix 2 ward map

Proud Fonterra Farmers

G¢2 AYLINRGS CI N¥SN NRYdiZANAYRANE ¢ZRK aSN2YAI NBL

A trusted, credible and relevant voice
Education/Development/Succession
Cooperative Purpose

1 The Future

= =4 =

(Seeappendix3 &4)

To protect and improve farmer interestisrough effective performance monitoring
To lead effective and transparent representation

To lead the development of a knowledge and participative farmer base

To positively influence our eoperative through informed, quality decision making
To build strong and effective stakeholder relationships

a bk wnpE



Fonterra Shareholdér@ouncil Structure
(Fonterra Shareholders Coun@Q15)

Council Chair

Council

Deputy Chai :
eputy Chair Executive

Co-operative
Development
Committee

Governance and Performance

Ethics Committee Committee

Representation
Committee




The Fonterra Network was established in the 2003/04 period to assist witiwiayoflow of
information between suppliers and Fonterra. The Network has been a key communications
channel for the Caperative, in particular around initiatives like the CapBaducture
consultation.

Talk amongst farmers is a big influencer and concise, relevant, visual or word of mouth
communications are preferred over printed material. This preference provides a strong
platform for continued success and growth of the Netwohannel. Shareholders also revel
in positive stories about their Caperative.

While undoubtedly one of the most effective channels for fa@éace or verbal
communications with suppliers, the quality of the interaction depends heavily on the quality
and enthusiasm of the individual Networkers. There is much variation in the skill levels of
individual Networkers, their commitment to the programme and their embodiment of
farming best practice.

Moreover, due to the commercial sensitivity of business siecis (more so under TAF) and
the speed with which information is communicated via online channels, there is generally
little or no opportunity to provide Networkers with depth of information in advance of
supplier communications.

Currently in each warthere is approximately one networker per -P® shareholders

The ongoing role of the networker will be vital for representatto be most effective and
for the dissemination of information not only out to the shareholder base but more
importantly back up(Fonterra Cebperative Group, 2015)

One of the ongoing discussions is the effectiveness of the FSC and how do we monitor and
measure success. Although it is hard to measure it is important to have aatwlitytto
shareholders in what we do. This is well documented in quarterly reports to shareholders
and also the final annual report. But how does Council measure itseitgefiectiveness?

One way has been by way of voting statistics. Every year e the Director elections

for three farmer elected Directors. There is an assumption that the more tbtgsare cast
within a ward then the more connected or engaged those shareholders are. We will explore
this more in the results of the survey.

Another measurement is by way of monthly ward reporting whereby eaohncilor

compiles a report of activity they have had in their respective ward each month. This should
give an indication of how much engagement they have had for the month and what issues
are reported and fed back to the Leadership team and the Board. This is a good measure of
what contact has been made over the month and specifically gives a good indication of what
is happening within a ward at a given period in time. What however beconfiesuttiis the

fact that for each councilor it requires more time than is possible for many as they are also
shareholders themselves often with farming operations to riline tension then becomes

1C



how much time is allocated to be most effective and so timenagement becomes a real
issue.

This is where the mobilization of the Network Group is vital to provide continuous
information broadly from the shareholder base. This is an area that has been identified as
needing to be developed further to get the mositaf a passionate group that have the
future success of the Gaperative at their core.

The challenge of effective engagement is not new nor is it specific to Fonterra or just to co
operatives. The challenge is as broad as it is wide and affects imdumstries and
organisations in the agricultural sector.

For example not only Fonterra but ibaNZ,Beef and Lamb NZ and Deer NZ have all carried

out extensive segmentation research in an attempt to group farmers with similar views and
experiencegogether to enable targeted communications, research, development and

extension activitiestothesE NP dzLJA @ Ly SaaSyO0S GKAa Aa Fy I ai
target group to better meet the needs that they have. This maydberredto as finding

OKSANI a{StF LYyiGSNBadé¢ I'yR GKSNBFTF2NBE o6SAy3a o

G! OGAY8 AKFIKE &8 Y2ad LISNa2Yylffte 0SYSTAOALIT ¢
possible to achieve the best economic benefit foraven when and in factbecause;
individuals tend to act in their own self interest.

G2 KSy S@SNE oparfudselfinierest, th&est dogtribution to the general welfare
Ad LINRPOJARSRE O

The economic andtrategicchoiceson the farm are a result of the performance of the
company. The member (shareholder) wants to secure his income and sustainability. In this
the obviousselfinterestplays a role. On the base of this mutualitioag-term relationship

can develop. Is that mutuality sufficient? Member involvement is a crucial factrcan
become stressedElshof & de Bie)

Therefore for FS€engagement has to do with connecting with farmers de\eelthat will

I RR @I fdzS (G2 (G§KSY® Cdieynedd2ohddSaliNbyavay olJS N&E LIS OG A
profitability and delivering an adequate dividend to shareholders (members) ifwiaey

them to remain loyal. For the Shareholders Couaqtiley need to add value by way of

strong representation, effective monitoring or efficient dissemination of relevant

information that will benefit the shareholder in their decision makfogtheir farming

operations.

Similarly it is important to note membeeseinvolved for different reasons. The Friesland
Campina study outlines four types of involvement:

1. Affective Involvement around feelings
2. Calculative Involvemenrg financially motivated

11



3. Imperaive Involvementg no alternative
4. Normative Involvement values and standards

When you identify and understand the types of involvement shareholders gdven you
can effectively engage with ther(Elshof & de Bie)

Due to tre size and scale of Fonterra and the continually evolvirggeoative¢ some
shareholders can feel isolated and less connected than in the past. Historically shareholders
were a part of smaller regional emperatives and had tight relationships with dites and
management. In most cases they lived just down the road and were easy to atcassmrt

¢ if a farmer had an issue he could pick up the phone attemg and talk to a director or be

at his house within minutes forfaceto-facediscussionAs the Cepperative has evolved

largely due to new technologiesthe need for smaller cops became less relevant and
efficiency gains could be made from scale. For example before milk cooling and effective
transportation milk needed to be processedryédocally. This is not the case any longer

where in fact milk can now travel from one island to the other if it is needed.

This isolation of shareholders is not confined to Fonterra. Friesland Campina processes 85%

of all Dutch dairy farmers milk from X®0 members. It is one of the five largest dairy
companiesintheworld. GBLJA I NS 0SO02YAy3 Y2NBE LINRPFSaaArzy
I NE Ay OKIFINHS¢ o00KS 02aa0x A0 Aa GKS YSY0oSNm
members of Friesland Canmgai still experiencing this as a result of the scaling and

professionalism? It appears that the-operative is at a greater distance from the members.

Member involvement is a crucial factor and can become stressed. Do the members see the
increased value tonake effort for their Capp ¢ for example compliance costdor the

purpose of the strategy(Elshof & de Bie)

Fonterra does see the importance of havingal-connectedshareholder base. Part of the
A0NI 6S3e o0SUMWSKE AGH N2 {G2 1S I Y2NBE GNIFRAGAZ2YI
Sy3al3asySyil I yR-ope@Sgngih ya AdaQ 02

Farm Source was developed to support theZZhJS NI G A 9Sa& FFNYSNRZ AdaQ
designed to help farmers make the most of the access they have to the exclusive benefits of
being a part of a cop as strong as Fonterra is. This feeds directly intorades self interest

¢ to be more profitable through reducing on farm costs. It is also designed for them to take
advantage of local knowledge in each region and be able to access a whole new world of
information and advice.

Not only is it about tapping iotthe collective strength to get better pricing on farm inputs

but also to get back to the regions with advice and expertise and leadership to streamline

0KS RSOAAAZ2Y YIF1AYy3 LINE OS adpsyrassirade the fardedzi 1 S S L.
¢ the owrer.

12



Although Farm Source will help addressneof the issues around connectedness and

engagement; the reality is that perceptions need to changée old saying that
GLISNOSLIiA2Y Aa NXFfAGeEgd A& 2F0Sy G22 GNMUS Iy
of this.In a recent survey conducted by Fonterra 84% of New Zealanders did not know that
Fonterra was a coperative owned by its now 10,5@armers. But rather the perception

gla GKIFG Ad g1 & I oA3 O2 NLZNduelbe Chow, 20158 | R y

The challenge is in timely effective information communicated to farmers. Too often this is
not the ase and azacuumis created which is then filled with gossip and hearsay for the
most part. This is what some farmers hear and ma&eisionsor draw conclusions on and
they soon begin to loose trust and confidence in Fonterra.

Last year a survey was cadiout to get a better understanding of shareholder

O2YYdzyAOI 1A2yad ¢KS RIGF gl a 3AFGKMNBR o6& G¢K
2014for example it was found that in an average month a Fonterra sharehwaldatd have

209 communications interaction®f this 23% were Fonterra related and 77% otEhe

Research Agency, 2014)

As a result of all the data collected there has been a review on what is effective and what is
not. What has been opened and what has not. haped this data will help deliver better
farmer communications going forward and give insights as to what and how to
communicate most effectively.

Fonterra is a rapidly changing and evolvingopo With communications moving more dn
more digital and less personal contaittis important that the focus remains squarely on the
Caoop. We visit the past to get a glimpse of our future. It is imperative that to remain a
vibrant, effective business that we remain together as aofoTogéher we can accomplish
much more than each individually.

oShareholder communications is undoubtedly one of the biggest differences between
managing a corporate and a-operative. In the corporate world, you can afford to map out

a strategy and pursue itithout too much dialogue with your shareholders. In the co
operative, you have to take your shareholders every step of the way. You must constantly
invest in ensuring they undestand the major issues facing the business because, time and
again, they wilbe required to support the initiatives needed to address those issues. When
those initiatives involve major change, the level of understanding among shareholders must

be such that 75% are prepared to commit to this change when it is put to thé.(beerier,
2004)

Much in the same way we have discussed Fonterra and the issues around engagement and
connectedness growing @ips experience around the worlgthese issues are even more
relevant for the FSC. The fact that the primary role of the Council is to imprawveifar



returns through effective monitoring and strong representation means that engagement

GAGK A0aQ FINYSNI o6llasS Aa 2F INBIG O2yaSljdsSyoO
It is oftenasked,Howrelevant is the Shareholdefs 2 dzy OAf ¢ K L ¢ 2dzZf R | NAH dzS
relevant to thelevelit is engaged witlits farmer base.

Therefore each ward throughout the country could have diffetexglsof engagement and
therefore relevancy depending on thevel of engagement eac@ouncilorhas within their
ward. Howeverstrong representation is only one part of Councils role.

Effective monitoring can be more easily measured. The FSC puts out quaridynaumeal
reports as to what itsvork program has been which is tangible and can be more easily
measured by shareholders

What is more difficult to measure is engagementexel of representation. The greatest
challenge is the effective persanengagement of the shareholddrase to deliver relevant
and timely information that will build the trust and confidence requiredm farmers to
ensure we have a globally relevant-Gperative of the future.

With the introduction of TradindAmongFarmers (TAF) and the NZX rujetisclosure of
certain informationis restricted. There is therefore a tension that Fontenes¢ and the

FSQ; in regards to releasing market sensitive information. This can cause a perception in
the shareholder base that information is being withheld and so there must therefore be a
lack of transparency. This can lead to a feeling of misasingfarmers, whichs not
conduciveto a strong vibrant engaged perative.

Therefore the need for effective personal engagement is even more important and a key
role for the FSC itwo-way communication with farmers.

The Survey

Eight farmers wes askedto take part ina survey that would last 460 minutes. They were
asked eitheiin personor by phone to participate in the surveyvhich was to be conducted
by way of face to - face interviews around the kitchen tabém their farms.The author
conducted all interviewalone for consistency purposes and easfarming within the
geographical boundaries of Fonterxtamilton Ward Greferappendix 2. The interviews
were taped and thesummarizedafter the interview. The names of the interviewsebave
been withheld to maintain confidentiality.

The interviews aimed to gather a brief description of their business (scale, ownership,

history) and whether they felt connected in the broadnseto their Cooperative. They

were then asked questions abbtheir understanding of th€ 2 y 1t SNNJ { K NBK2f RS
who they were, what they did and in what ways that they engagédny with them. The

whole premise was to understand if shareholders wengagingand how they wanted to

14



be engaged to enabliem to be connected to the Cop to the degree they deemed
beneficial. They were also questionaloutif they had any particular views about the
C2y (G SNNI { KI NEHasb R&rNEgayeniest dagh @airfown Councilor. Finally,
interviewees wereasked to give their views on the future role of Council as they see it and
what it is that Council does that is most important to them.

Of the eight farms surveyetiey ranged from 600 cows on 165 hectares to 220 cows on 75
hectares. The average was 350 cows on 117 Hectares.

(For survey question see appendix 5)

The purpose of the survey was to better understand lO@ y § SNNJ { K NS K2 f RS NZ
and itsCouncilors can engage with the farmers it represents more effectively and to gain an
understanding of how farmers want to be engagé&tis approach was taken primarily to

get qualitative information as opposed to quantitative. There is vast informatiahhhs

been gathered via quantitative surveying over many years and so this approach allowed the
interviewer to also assess mood and sentiment behind the information shavduch in of

itself tells a powerful story.

Below are the results from thguestions asked. Because the interviews were discussions
with the participants | have compacted the questions into themes and tabuldtednost
common answers to enable better analysis. The actual questions used to guide the
conversation are in the appeiix.

Q1. Do you feel connected to your-Gp?

Yes 25%
No 63%
Sometimes 12%

This was a general question and was hard to differentiate between the Council and-the Co
op as a whole. Most said they felt disconnected but after some discussioe said itvas
sometimes. For those that felt disconnected it was for the most part out of frustration.

Q2. What is your understanding of the role of FSC?

What they do 100%
Who sits on council 100%
How they are elected 100%

All had a good understanding of wh@buncil was there for. That it was to represent and
monitor ¢ in their words to be a watchdog and monitor and to be a conduit between the
farmer and the board.



Q3.Do you think the FSC is effective?

Yes 12%
No 38%
52y Q0 1y25 50%

Although all understood what Council was and why it was established there was only a small
proportion that felt Council was effective for what it was set tmtlo. More concerning
than the 38% that felt Council was not effectigel & G KS pmmowl KF & RARY Qi

Q4. In what ways do you currently engage with FSC?

Discussion groups 37%
Shed meetings 25%
Results meetings 25%
Email communications 75%

Initially most said they did not engage with the shareholders council however after
prompting they realizedhere were many avenues that they did. It just was not necessarily
that obvious.

Q5. What is most important to you for effective engagement from FSC?

Want more information (access to) | 38%

Effective communications 88%

Listen 63%

Want to know what you ddeffect) 75%

Q6. Voting.

A) Do you vote?

Yes 100%

No 0%

B) Would you choose not tmte?
Yes 50%

No 50%

Although all stated that they votedthe voting statistics for the Hamilton ward in the 2014
Fonterra elections were 34.41Bf farm and 40.16% by kg Milk Solids (or production).
Interestingly half stated they would choose not to vote if they did not know the candidate
well enough to make an informed decision and it was decision too important to leave to
chance. The reasoninghind this was that those that did vote must be more informed.

Connection and engagemeate different. If a farmer feels disconnected it does not
necessarily mean disengaged. There seems to be a frustration of wanting to engegge mo
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effectively by farmers but the FSC is not communicating effectively and so there is a
disconnect more out of frustration. The Council must be careful how engagement is defined
as some that were interviewed expressed that they were satisfied witheted of

engagement they had although they never went to any meetings. This | would define as
passive engagemeninterestingly most wanted access to more information not less. How to
deliver this in a personal effective way is the challenge.

Althoughtherew & | 322 R dzy RSNE& (| ¢\hatywas mdré coérning Y R A
gt a GKS ydzYoSNI 0KFEd RAR y20 (y2¢6 6KSGKSNI GKS
a2¢éd ¢KAA IAPSE 2LIRNIdzyAde F2NIJ/ 2dzy OAf G2V

1. Communicate better what it is doing and the outcontekeep shareholders better
informed, and

2. { S0 dzLJ a2YS YtLQa a2 UGKIFIG &aKIFKNXK2f RSNa Ol
program and monitor it

Interestingly, when voting was discussed, comments were made as to choosing not to vote.
It was felt by the majority that it was hard to make a decision in particular when electing
Directors because it was such a big decision. The Council runs this process and a lot of work
goes into giving every opportunity to inform shareholderhis is an area that the

Goverrance and Ethics Committee in Council is working on.

However, if Council looks to the voting statistics to gauge how effective engagement is in
ye 3IABSY 6FNRX L ¢g2dAZ R alé& AG A& I ONMWzRS YS
be a better way to masure effective engagement.

Following areverbatimfrom farmers during their interview in relation to the questions
asked (A full list of these can be found in appen@lix

The interview process gathered over eight hours of information through a conversational
process. From all of this | have taken verbatims from each of the farmers in relation to each
guestion asked and the discussion that ensu@d.the following pages | ka put the theme

of the questions in the centre and the responses from each of the farmers around the
outside. These have been repeated verbatim.
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YescLINROIF Of e @ L
involved or go to many meetings as
such but | keep up to date reading the
various communications available. |
am happy with the level of
engagement. It is sufficient for me

The bigger igets the
less connected | feel

No- the contact between
the company and
suppliers has become
very clinical

When we go to a shed meeting yo
feel really connected 6 dzii G KSN
not enoughg then you tend to

listen to all the talk around and
beain to believe it

Qa

LQY KI LR
engagement | have@ 2 dzQ NB
not going to please
everybody all the time

VERBATIMS

Connectednessdo
you feel connectec
to your Ceop

No¢ they are so far away
FNRY o6KIFGQa 3I2A

on farm. They have lost
touch

L R2y Qi ¥SS
but it is a big unit & you

OFyQild SELISOG) (2 K
o individual everything
Not necessarilglisconnected
but not valuedg which | guess
leads to being disconnected
| feel disconnected because |
TSSt RAASYLRGSNBRO® [A1S
O2dzyi 06SOldzaS LQ avYl ffc

need one farm one vote to be
treated the same. We are a<€o
operative after all.

| like to have access to
you guys

| feel connected avarying
degrees; | connect more when |
deem it necessary to my busine:

18



To keep the unity and cohesiveness ¢
the Ceop

LGiQa NBLINBaA
farmer base

| look to them for
leadership onssues

Go between the farmers and directors
keeping everyone honest

You have more information
available than us to make informed
decisions

Identify issues in the farmer
base

VERBATIMS

Understanding of the
role of theFonterra
[ KI NBK2f R

Report back to us what is
happening

Liaison role

Conduit between the board anc
farmers

Our voice to Fonterra

Dissemination of information

Finding out whafarmers are
sayingg report back

LGQa OoNRARRIAY:
farmers and directors

Mediator Watchdog
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We need some
assurances that farmers
voice isbeing heard

You get more information than me
¢ so | trust that 37 of you can come
to the right decision

| have no idea. | have faith
iKS2QNB R2Ay3
say

There is a lot of faith logtA (i Q
got away from farmers too
much

52y Qicl yRuy

hear from them

your job

VERBATIMS

The effectiveness (
the Fonterra
{ KI NBK2{f R/SNRARS
Councll

| trust them to do the right thing,
OKIFGQa 6KI G &RIAOAS

I €F GKS GAYES
gKIFGQa KI LILISYA
read about it in the media

Wdza i R2y Qi
like it appears the board
& management have
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Communicatiorg we need
assurances because a lot of
what we hear is not right

Communicatiorg that is what we are asking
that you are talking to the directors on our

behalf and what is being discussedo that we

can have confidence that FSC is doing itsgjob
that part is lacking; otherwise you may as well
not be there and we just be a company not co
op and they can do what they like.

Access to more

information for us

@re direct line to FSC

Think about your farmers

That things are kept hoD

/ 2YYdzy A Ol GS
doing to give us confidence

VERBATIMS

Priority for you for
the Fonterra
{ KIFNBK2f RISNA Q
Councill

g Listen to your farmers

Represent, Report
back

Compliance issuesto keep
costs down for farmers

It would be helpful to have
Council business available for
shareholders to see

More shed meetings to discuss
our issues

More communication of
what FSC is doirg
achieving

Clear understanding of
strategy &
communicating it

L 2dzZONB GKS @2 A«

the coalface



| want personal regular
communications from
our councillorg we
know vou so will read it

| would like more about what the
FSC is doingmore information but
not all the detailg you can us a link
for that

If | wanted more | can ask fo
it. | think we get plenty of
information

| want a cleapicture of the results
from what the FSC does

L t£A1S o dzdsiSipie &
often. A monthly update on what

FSC has achieved would be good
but not a long story; just the facts

VERBATIMS

Communications

| read most things that come
and are happy with that to keef
connected with theCoop

We have all the resources available now
email, Facebook, twitter ete, but it is
worse than ever. It waetter when we
were a community and went down to the
local school for a BBQ and a bunch of
farmers discussed how they felt about the
Coop. The rep was there to hear it. That
personal side has slipped away. Just
0S0lIdzaS (KSeQ@S aSyi
meanA 1 Qa4 NBI R®

A lot of the stuff you get has
no personality. Itis drab & |
R2yQd NBFR A

| like informal means of
communicationg face to faceg
you can send me all the crap
you like but | probably wont

read it.
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2 2dzA RyQild KS
if | hadan issue

Must be able to connect personally
with farmers. No point having all the
knowledge and not being able to

connect

| see you around and
GKIFGQa 4Kl G L
know | have access

VERBATIMS

Your Shareholder
Councillor

| have contacted my
councillor in the past and wil

continue to if the need arise:

Back in the day of supply reps we
were much more conversantith
our farmersc it was more of a
community back then

Shed meetings are great to
come to with no agenda and
just to be heard
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Monitor strategy with
the vision of the board
are they succinct?

| see why FSC is there and it
should be good but | wonder if

we need it. Sometimeseen as a
handbrake

That they are able to pass o
TIENYSNBEQ @OASsa
being listened to

Get back to regional engagemer
like the past. Get out of Aucklan:

Transparency Forward
planning

VERBATIMS

Future Role of F&C
your Priorities

Communicat& 4 S R2y Qi ]
@ 2dzQNBE 02y OSNY SR
1Y26 6K I dbneé@danad S
82dzONBE O2y OSNY SR

Need to communicate better
gKIFIG @2dz2QNB R?2
trust andconfidencec R 2 y Q (i
be silent as it creates a
vacuum

We need a better
measure of what FSC ar

effectiveness

Discussion about the importanc
of a strong Cap to protect the
milk price forall NZ dairy
farmers

24
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Yesc OOARSYUO AT 4SS
often just vote for the incumbents as
gSQ@S 324G G2 1y2eée 0

Yesg but can be hit and
YAada AT €2dz RpyQil KI @S
enough information

(0p)
<

VERBATIMS

Do you exercise
your voting rights?

LF L R2yQi ¥F¢
information to make an
informed vote | will choose
not to vote

Yescodzi AF L

Fyaz2yS L g2df RyQi @268

There § no point throwing
votes around if it is random
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After reviewing the information received during the interviews we were able to put into
place some of thé S| NJE whicH gade us further information. In my ward we called a
Networker meeting to discuss the current situatitivat farmers were facing which for

their cash flowswvas a grim outlook for théoreseeablduture. We decided that farmer
engagement was critical and could not wait. We needed to reach as many farmers as
possible to get them out talkingp not only givethem an opportunity to express their
O2yOSNya odzi Ffaz2z €221 | Fa&SNJIadhsrwords2obk t  RR2 O
out for fellow neighboring farmers who may B&uggling during a particularly tough time.

In worse cases this may lead to depseon and it is important for farmers to open up, talk
and be prepared to ask for help when needed. Also for those around to be able to identify
when help may be required for those that may not ask for it.

LG ¢61ad RSOARSR (2 K2f flrerent netwtrkerslfaN® ezgryRweékfoS & | NR
six weeks leading up to calving. Farmers from each area were invited by their networker to

attend a BBQ near them where they could discuss any topic they wanted relating to

Fonterra. No topic watabooand we startedvith a blank white board with no preconceived

ideasc this was to be farmer led and we were there to just shut up and listen.

The feedback from these to date has been very positive. It was an opportunity for farmers
to have their concerns discussed inoaufm that wasconduciveto good open discussion. It
was also a good opportunity to give the networkers some expoaorengtheir farmers

and showcase the benefit of having a connected network operating.

From this we have been able to collate all the tapiformation that was raised by farmers

4 GKS&S . .vQa NBFIRe F2NIIFYy20KSNJ NRPdzyR 2F YS
leveland that is on an educationtdvel One of thethings farmers have been telling us from
GKSasS . .vQa A areiifdrhaiion anid Baht tagplskillin difient aspects of

the Fonterra business so as to understand it better. The reasoning is that as understanding

of the business and strategy are grasped then they will have far more confidence going

forward.

Once wepresent the information back to each grogphey will decide which direction they
want to go. With this in mind they will take more ownership which proves much more
successful.

The challenge that lies ahead for us is that when confidence levels dowislewe continue
to engage? We must and to do so will require a clear strategy.

Discussion

As previously mentioned this method of surveying allowed the interviewer to assess mood
and sentiment. At the beginning of every interview each person was vethyright in

discussing the current issues relating to Fonterra and the effects it has on their businesses.
What was interesting from an engagement viewpoint was that theas clearly a desire to
engage given the opportunity
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Although half tlose interviewed felt disconnected it is important to note that does not

necessarily mean disengaged from the o History plays a large rale peoples attitudes

because it is often through that long history of our@perative that connects and engages

our farmers. This is affective and normative engagement discussed earlier from the

Friesland Campina study (feelings, values and standards). Therefore for those that see the

Caoop as anon-negotiablefor the future ¢ although they may not feel connectexthey

remain passively engagethisis the challenge forth€ 2 y 1§ SNNJ { K NBK2f RS N& ¢
turn that passiveengagementnto active engagement.

The role of FS§eems to be well understood by those surveyed howevergreeived
effectiveness or lack is not. | say perceived because it was unclear to manwiasther

GKS [/ 2dzyOAf g1 & STFFSOUALBS 2Nl y2G0 ¢KSe TSt
37 members elected to the role were doing the jolt they had no real means to measure

that effectiveness. Howevaey particularly in the current Fonterra climatgthat trust was

wearing quite thin and there was concern from farmers not only regarding the strategy of
Fonterra but also of the FSC effectively morniitg. It was evident that they want more
concisenformation from Council in a timelashionwith the ability to link to more detailed
information should they requireAll felt it was important that we communicate what council

is doing and the results tas achieved and they would like a clear way to measure what and
K2g STFSOGAGS C{/ A& | OKAS@QAY3a AGaAaQ 32l faod

At the top of the list as described abogenore communication from council argpecifically
from councilors in their given wards. It was felt that personalized communication from their
own councilor they know is better than generic versions from Auckl@vidny reflected

here on the monthly updates coming now from area managers and councilors as
communications they were drawn to because they personally knew the authors)

Similarly they want access to more information and need a clear understanding of strategy.
When it comes to future role of Council monitoring strategy witk wision of the Board to
ensure the strategy lines up with vision is vital. This must be clear if vision is to dictate
strategyq not the other way around.

To represent farmers you must listen to them and be their voice back to theRbar 2 S Q@ S
already talked about the importance of communication.

Finally FSC should be clearly demonstrating the importance of a streog and
communicating that importance in relation to protecting maximum milk price paid to all
New zaland dairy farmers.
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None would hesitate to get in toudhthey had any issues btiliey commented that

councilors needed to be able to connect with farmers better. In the past supply reps were a
f20 Y2NB 02y JSNA loysening ethaits tdéngageisupplidzs. We Wabt toe
be heard and know that someone is listening and shed meetings are a great place for that
because we all get to discuss issues as opposed to larger meetings we are talked to. That is
probably a lot to do wi the design but if the goal is to connegrthen you have to be in

smaller meetings where everyone gets input.

Recommendations for Council

1) Time management the effective useof and delegatiorio the network is criticalWe
have a great network of farmethat we must take advantage of. It effectively breaks
each ward down so that each group is managea&fl® to 20 farmers per groug-or
maximum effective engagement there just is not enough time for an individual councilor
to do it all

2) Turn passive engagent into active engagement. For example those that have been
attending shed meetings to get off farm, have a BBQ and share their concerns. Many of
GKSaS R2y Qi GNI @St (2 (K SneighbahNH&ENIJoaBBQ A y 3 &
and chat.

3) Communiations

1) Fromcouncil as a whole

a. Whatwe do¢ Agenda on fenceposBy posting this
information publically for our farmers to see will help them
see and appreciate the process Council works to. It also gives
greater transparency and the ability for farmdosengage and
be part of the process early on if they so desire.

b. Whatg SQ@S | cMihiteS BrSdRcepostThis again gives
transparency but also helps close the loop for all those
involvedc including farmers. They can see what was on the
agenda and caalso see what actions have been agreed to.

This then gives them an opportunity to follow up akekp us
accountable. All of this encourages active engagement and
helps build trust and confidence in what Council does.

i) Fromcouncilors individually

a. Regulaibrief updates¢monthly (bullet point with link to more
information). At least followup individual email every time a
councilor has contact with a farmer

b. Exploreviability of separate update from that of milk supply

c. Every timea council press release is $&ach councilor sends
to network who in turn send to their farmers (this increases
involvement at every level increasing connection and fills the
void)

4) Develop a tool to measure the effectiveness of cougeilg.Yt L Qa Rl 24 Ko 2 NR
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5) Develop educationalorkshops on topics chosen by farmers in each ward

6) Ward engagement plans. Be aggressive in planning. The feedback | have received so far
is that we will need local (not ward) shed meetings quarterly as well as the bi annual
results meetings with board andanagement. This would medar most wards 160
shed meetings per year. This is only achievable with the effective use of the network and
delegation. We need to raise the ability and capability of networkers.

7) Investigate some sort of CRM system for colamsito track conversations and contacts
with shareholders

It is important that Council continues to develop a leadership role for the farmers it
represents by getting out in front of issues and not allowing a void or vacuum to be created
and fuelled by seculation in the media.

A great example is a conversation | had recently at the National FieldMysstary Creek

with a farmer who described it well. He sajdas a farmer | just want to concentrate on my

business, whicls to farm profitably and sustgil 0 f & ® L thddstyaion opwhaf i$

2N Aay Qi KFLIWISYyAYy3a gAGKAY C2yiSNNY G2 GF1S Y
happening for me now is that | have lost confidence and trust that you (Shareholders

Council) has got my back. We elect ymmonitor and represent and | need confidence that
€2dzOQONB R2Ay3 GKI G

Summary
Every farm and every farmer have different things that motivate and drive them and it
g2dd R 0SS F22ftAaK FT2NJdza G2 FR2LJ0 | a2yS &aKz2s

What is ewilent is that there is no magic bullet for optimum engagement. The only reality is
that it will require time and effort on the part of every Councillor on the FSC. It is also
evident that we must do everything we can to gain the trust and confidence of the
shareholders we represent through personal effective engagement if we want them to
remain connected to their Goperative.

As referenced earlieg as ceoperatives getarger the connectedness of iteembers
becomes an issue as they feel less and lessdahwrough greater separation. Fonterra is
also taking practical stege address this issue with itegional modelling through Farm
Source hubs in an athept to reconnect again with itarmer base at a greater level.

What has been interesting in the suay is that when askedhere were more farmersvho
felt connected than was perhaps anticipated. Also savh® may have been viewed as
disconnected in fact stated that they were happy with the engagement they have and
remain connected through the vast amount of information that is available to them. This
goestoshowt @ 2dz Ol yy2i 2@ORDSNE d6221 o6& Ada

One canmon theme that came through from allho were interviewed was that they in fact
wanted more information made available not less. It is important however to understand
what it is they requireThey want more direct communications from tRenterra

SharehdR S NA Q irf té@rdgyofvhét they are doing and the results of the various work



streams Council has running. Even more specifically they feel that regular personal
communication from their Councillor would be more likely regloecause it is from
someonethey know. The communications should be concise and to the point with the
possibility of a link to further information.

It was statedoy the majority interviewedhat bulk communications from professionals
lacked personalitywere drab, sounded like spiand in general felt forced.

Probably most poignant was that for those that felt disconnected it often came down to a
feeling of not being heard or valued by the-Gp. This led to discussions around governance
and representation and particularly around wog. There is a feeling among some

AKIFI NBK2f RSNAR ( Kkl thelpévier biecads@votiglziyhitstwerk based on
production and not by farm. This was vieweduasco-operative because we are not all

treated the same and it leads to behaviours huit the Ceop that may not be productive.

For example smaller shareholders feeling the need to have to rally together to accomplish
something they could not do on their own. It almost seems to be encouraging a co
operative within a ceoperativeg which isa behaviour that will eventually divide and be
RSAUNHZOGADSD ¢KA& SR Ayid2 RA&AOdzA&AAZ2Y 2F dahy
that generated some discussi@efore and aftethe 2014 director elections.

This raises an opportunity for tHeonteNINJ  { K I NB K 2td t&k& sddexeal 2 dzy OA f
leadership. Being the representative arm of the @it is vital that farmer perceptions of

the Council are positive. If farmers are feeling undervalued because of not being heard then
the Council has missed timark. However to gain farmefsonfidence we must be able to
display that we are making a difference through strong representation and effective
monitoring. Presently from those surveyedhey are not convinced of this. Therefore we

must communicate moreffectively and regularly what we are and also as importantly

report back the results to close the communication loop. There is no point telling them what
82dz R2 AT @2dz R2y Qi (St bdekanséof whitlydl doRIAWEF SNBE y O
suggestedy some interviewed that the best method of communication was from the local
councillor at regular intervals in a bullet point format.

One of the priorities brought up in the survey was that shareholder councillors remain at the
GO21ft FIFIOSAYAR20DOKIPAUNKSWAKE 6 Q& NBIFffe KIFLLISY
However it was seen as an impossible job for one person to do effectively and highlighted to

me the importance of the role of networkers. To be most effective council needs to

continue to delegte responsibilities téhe Fonterranetworkers to spread the load. The

effective use of the network going forward will be vital to the success of engaging and

connecting with farmers effectively. SOl dza S GKS aySGé2NJ] ¢ Aa 2F 3
success iwill also be vital that each Councillor keep networkers fresh. There will need to be

regular monitoring to ensure we have the right people in the networker role that will ensure
maximum farmer engagement.

Therefore itisimportant that council continuesatcommunicate and have ingie
measurements to monitor itewn effectiveness including the network group throughout
the country. Shareholders want to see specific goals and specific outcomes communicated
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back. This has a positive effect in buildingtiusf R O2 Y FARSY OS Ay [ 2dzy OAf
ultimately the strength of the Gop as a whole.

Thankgo all the farmersn the Hamilton wardvho participated in the survegwithout you
AyLdzi L ¢2dzZ RyQi KF@S 6SSy loftS G2 O2YLX SGS

Alsothanks to the farmers who have and are continuing to come out to shed meetings for a
BBQ and some robust discussion about owo@erative. Thank you for engaging and your
efforts to connect. | am ultimately here to represent your views to council andbtized

and the in laskixweeks | feel as though we are really getting somewhere in this space.

For many of you growing up in a-8p has been a part of life and it is great to see how
passionate you are to see it continue for future generations to enjbgt has come from so
much sweat and tears of those who have been before us.

Thanks too to Wade Bell from Dairy NZ and Kellogger in helping point me in the right
direction.

Also the staff in the Fonterra Shareholder Couaffite ¢ helping me dig out irdrmation
when required.The Fonterra staff that helped me get internal information to reference and
particularly Trusha Patel for the initial planning time you set aside far me

Thanks too to my family for putting up with me trying to make computersvtlat | know
they should do even though | had no idea.

Finally to the Kellogg staff and my fellow kelloggeitshas been a great six months and |
look forward to continued long lasting friendships and networks
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Appendk 1¢ Coop Principles

FONTERRA'S CO-OPERATIVE"® FONTERRA

SHAREHOLDERS’

PHILOSOPHY & =G UNEIL

The foundation our co-operative isibuilton Dairy for life

It applies to Fonterra’s cornerstone activities

Fonterra's cornerstone activities are the collection, processing and marketing of supplying shareholders’ milk and the activities
that have a strong link to selling or adding value to supplying shareholders’ milk.

Co-operative Principles
1. Shares in Fonterra Co-operative Group can only be held by supplying shareholders.
Fonterra supplying shareholders agree to the dual commitment to supply milk and invest capital.

Supplying shareholders will be issued and must hold Co-operative Shares in proportion to their total milksolids supplied.

ENECIRN

Control of Fonterra is exercised by its supplying shareholders who have voting rights in proportion to their total milksolids
supplied.

5. Financial benefits and obligations that arise from cornerstone activities are allocated to supplying shareholders in proportion
to their total milksolids supplied.

How these Principles are applied

+ Fonterra exists for the mutual benefit and sustainability of its supplying shareholders.
MAINTAIN - Fonterra is committed to co-operative ownership of cornerstone activities.

CO-OPERATIVE + Transactions between Fonterra and its supplying shareholders must be transparent and fair.

CULTURE « Supplying shareholders acknowledge that Fonterra must act in the collective good of all supplying

shareholders.

.

Fonterra will collect all supplying shareholders milk that meets the Terms and Conditions of Supply.

.

ACCEPT ALL Fonterra must provide supplying shareholders with timely, transparent and economic signals as to
SHAREHOLDERS' the value of their milk.
MILK

Fonterra will provide supplying shareholders with timely, relevant information and services to help
manage their businesses.

Supplying shareholders invest in the collection, processing and marketing of their milk to enhance
its value.

nddhol B2 Fonterra’s principal purpose and priority focus is to maximise the sustainable value of supplying
SUSTAINABLE shareholders’ milk.

RETURNS

.

Payout is of primary importance to meeting supplying shareholder needs.

.

Economic sustainability is fundamental to ensuring the co-operative’s longevity.

Fonterra will keep supplying shareholders well informed in a timely, transparent and balanced
manner consistent with their status as owners of the company.

Fonterra will consult fully with supplying shareholders before implementing any significant
changes that impact upon shareholders.

INFORM, EDUCATE
AND CONSULT

Well informed supplying shareholders can and should participate actively in their co-operative.

.

The commitment to inform, educate and promote the benefits of the co-operative extends to all
stakeholders.

PROUD FONTERRA FARMERS




Appendix 2, Ward Map
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