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Speirs Group Limited – Annual General Meeting – 28 October 2009

Chairman’s address to shareholders

For many years the company’s commercial trading has been as a second tier financier and as a fresh food processor and supermarket and food service industry supplier.

In 2006 your directors concluded that significant changes needed to take place within the finance industry.  We felt that it was becoming clear that our part of the industry – that is, the funding of vehicles and plant to the commercial sector – was becoming dominated by the large banks or subsidiaries of the large banks (for example UDC wholly owned by ANZ), and that independent participants such as Speirs would likely find the going to be tough.

Accordingly, we decided at that time that we should be preparing our finance business for sale and should be seeking possible buyers.

We were overtaken by events.  In July 2007 I had a call from our securitisation bankers to advise me that the global banking system was in disarray.  I don’t need to describe to shareholders the ensuing downturn of the New Zealand economy and the debacle within the New Zealand finance industry. 

Speirs had avoided any contact with or funding of property development, and had a strong relationship with bankers through our securitisation facility.  These two strengths, in particular, protected the company from the worst ravages of the ensuing downturn.  Even so, the company suffered immeasurably as the industry itself became a pariah in the minds of much of the public – particularly the fixed interest investing public. 

It was in this climate that we were taking our finance business to the market for sale.  In the event, I believe that we were fortunate to sell the finance business at that time as successfully as we did.  We were obliged to leave some investment monies with the purchaser both in terms of debt and equity.  The debt is repayable in 2013 and is secure, but the equity – shares in the purchaser - plunged in value very quickly and so we exited from it as it was in free fall.   It was just as well that we did, as it subsequently continued to depreciate in value very quickly.

The net effect of the sale was that the company took a significant profit on the actual transaction, which was reduced as the NZX share price of our buyer deteriorated.  Resultant extensive future tax benefits are intangible assets, so your directors – and the new accounting standards IFRS – required that we should write those off against the profits taken on the sale. 

In summary, the net result was four- fold:

· A  strengthened balance sheet for the company

· A change in our overall business direction to that of a fresh food company

· An imbalance in our future cash flow – liquidity needs to be addressed

· A need to financially reposition the company to suit its new business activities
Balance Sheet

Our balance sheet has improved.  Borrowings have been reduced immeasurably – as you would expect as we have exited the finance business.

Change of business direction to a fresh food company

Our direction is now clearly aligned to fresh food.  Traditionally we have been processors and suppliers of fresh salad and vegetable products to supermarkets nationally.  Speirs has a significant share of that market, particularly in fresh salads.  While there is still potential growth in fresh salad market, the market is, nevertheless, relatively mature.  We cannot necessarily expect to increase our already significant market share.

Over the past two years or so we have found the going to be tough, particularly since the supermarket operators were reduced from three to two consequent upon the Woolworths purchase of Progressive Enterprises.   There are now only two NZ chains of supermarkets – Woolworths (or Countdown) and Food Stuffs (Pack n Save, New World) – and they keep their suppliers in constant competitive mode.   We have found it difficult to break even during this time.   A great deal of effort is being applied by your directors, and particularly by senior management, to correct this position.  We expect a modest recovery from our traditional foods business this financial year, but need to alert shareholders that a full recovery will take longer than just this year’s trading.

Imbalance in our future cash flow
Reference is made to this issue in our annual report.  Adequate liquid resource has been, and continues to be, a significant problem for Speirs – as it currently is for a great number of businesses throughout New Zealand.  The company is squeezed for cash.  This is a principal driver for the directors' decision to hold dividend payments until this problem is resolved.

As shareholders will be aware, we have ‘monetised’ the bulk of the fixed term debt that we were obliged to leave with the purchaser of our finance business.  We expect to shortly announce new initiatives to improve our cash-flows .   If successful, these initiatives will largely resolve our need for liquidity and allow both directors and management to move our emphasis to enhancing business profitability.   Nevertheless, the maintenance of good business liquidity will constantly remain high on our agenda.

A need to reposition the company to our new business activities
We are now a fresh food company.  Our traditional fresh food market is reasonably mature.  Shareholders are aware that we have moved to take a position in the functional food market by forming a joint venture with Massey University and Riddet Institute scientists to take to market omega-3 fish oil in a manner that allows all of us to absorb a large ‘daily dose’ of omega-3 without experiencing any ‘fishy taste’ whatever.   The corporate vehicle is Speirs Nutritionals.

The factory is built; production staff are in place or are available; testing is complete and global markets are being pursued.  Our first significant order, though modest at the start, has been received from an English pizza manufacturer and supermarket supplier.  Interest is being expressed from large food companies in Europe, North America and Asia.  Croda Europe Limited, a wholly owned subsidiary of Croda International Plc – a very large United Kingdom corporate – is a leader in supplying omega-3 fish oils as well as a wide range of other natural products to the global pharmaceutical and wellness industries.  We have entered a partnership contract with Croda to market our products world-wide.  They are very actively on the job now.

Immediate Future

The 2010 financial year should bring the fresh foods business back into modest profit, with further improvement expected in the 2011 year.

The Nutritionals business will have another loss year as it meets on-going start up costs.   We expect break even in the 2011 year, and strong profitability thereafter.  

Dividends

The directors have decided to hold dividend payments in abeyance until such time as the immediate liquidity issues are resolved

Nelson Speirs

Chairman
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