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Speirs Group Limited – Annual General Meeting – 27 October 2010

Chairman’s address to shareholders

For many years the company’s commercial trading activity has essentially been two-fold:

a) a second tier financier primarily to small and medium sized businesses in New Zealand;  and 
b) a fresh food processor and supermarket and food service industry supplier.

As you all know, we exited the finance industry – supposedly – in September 2008 with the sale of our Speirs Finance operations to the Allied Farmers group.  
But I wish to back-track a little further, just for a moment.

Up until the year ended March 2003 Speirs Group Limited had been enjoying a significantly profitable time in the finance industry, while building and developing our Food interests.  Indeed, for quite a number of years the company was riding reasonably high on the popularity charts with the clients of both businesses and with investors.  I have to say that at that time we did not recognise the dark clouds that were gathering well beyond the horizon?
I do have a vivid memory of attending a group of in-house finance managers’ who were meeting in May 2003 when our then manager of credit for our finance business gave warning that for the next month or two we would likely be plagued by some impending bad debts that would impact upon our profitability for a short period.   It was a warning, nothing more.
In the event, it was the start of a downturn in our finance business;  the ‘few months’ stretched into many months,  and we struggled with it – with ups and downs – until we sold the business in 2008.   Indeed, most shareholders will recall that after the close of that 2007 financial year the company suffered a serious ‘post-balance date event’ occasioned by a substantial fraud that took place in the Napier/Hastings region involving rental cars financed by Speirs and others, with the perpetrator eventually charged and imprisoned, while leaving the Speirs Finance business with a resultant bad debt write-off of some millions of dollars.
It takes time to recover from that kind of external debacle.   Both our investors and our bankers strongly supported us throughout.   While in the process of recovery we received the news from our still friendly and helpful bankers in July 2007 that – I can hear the words now – “the world finance system is in disarray”.   And so started the sub-prime global disaster from which we all still suffer.
The subsequent events are well known to you all – I won’t go into them here.   Other than to say that, to the best of my knowledge, with the exception of UDC – owned by ANZ bank - and GE – owned by General Electric – and a handful of internationally owned specialists, every significant independent finance company that was actively competing with Speirs in our particular section of the market place has subsequently fallen over or, alternatively, been completely restructured and re-capitalised in order to survive.
We thought at Speirs Group that we had successfully exited the finance business with our sale of Speirs Finance to Allied Farmers in 2008.   Wrong again.   Part of the consideration for the sale was the issue to Speirs Group of both shares in Allied Farmers and bonds in Allied Nationwide Finance – the Allied Farmers finance company subsidiary.  With the subsequent downfall of Allied Nationwide Finance, Speirs has had to write-off a further $2.5 million this financial year as another ‘post balance date event’.
Why do I emphasise all this ‘bad news’?   Shareholders, most of whom – but not all – joined the company resultant upon their connection with our finance business in some form or another – need to be informed as to the reasons for decisions taken by the board in recent times.  Most of those decisions have been taken as part of a desire to exit the finance industry in a reasonably dignified manner, to minimise losses inevitably associated with it, and to transfer our energies to our food interests.   Indeed, I believe that we did leave the industry in a reasonably dignified manner – much more dignified than the exit of most of our competitors.
This has not been an easy exercise.   Simply, a business that was satisfactorily profitable for a long period of time – 40 years or so - suddenly and largely unexpectedly became ‘the elephant in the room’, to use a colloquial phrase.
Our company’s reconstruction is well advanced, but not yet complete.  New management has been introduced into both food operations – Speirs Foods and Speirs Nutritionals.  Both operations have been refreshed by this change, as you will gather shortly when I ask the new manager for Foods – Chris Newton – and an external director of Nutritionals – Paul Moughan – to speak to you.
I expect Speirs Foods to significantly enhance their performance this coming year, resultant upon the changes we have made and the breath of fresh air that Chris Newton has brought with him.

I expect Speirs Nutritionals to make another, but reduced, loss this coming year, as our marketing partners, Croda Europe, start to achieve traction in the global market place.   This is not a short term exercise, as we are discovering.   In Nutritionals, as well, we have new senior management in the form of Rick Gain.   Rick came to us from GlaxoSmithKline where he held the position of GM for South East Asia.   He is a New Zealander who was with GSK for more than 20 years, and simply ‘wished to come home’. 
We have been very fortunate in the appointment of both Chris Newton and Rick Gain.    Unfortunately, Rick is overseas right now, so I have asked Distinguished Professor Paul Moughan – a non-Speirs director of Speirs Nutritionals – to update shareholders on the affairs of the Nutritionals partnership.  Paul is joint Managing Director of the Riddet Institute, a globally respected and acknowledged food research ‘centre of excellence’– Paul Moughan.
Paul Moughan

Thank you Nelson for inviting me to make a few comments on Speirs Nutritionals Partnership.  

These are the salient points for the last financial year as I see them.  

Croda UK, our partner involved in marketing the SNP omega-3 emulsion technology in Europe and North America, continues to invest heavily in marketing and promotion.  They have been very active in attending trade fairs and in one-on-one client interaction.  The Riddet Institute, has been, and continues to provide a technical back up to this marketing effort.  Unfortunately, to date, the Croda team have not secured a major sale.  This has been disappointing.

I would like to stress, however, that this is in no way a reflection on the technology itself, which continues to perform to specification.  In fact, Croda affirm the superiority of the technology.  The Croda team remains highly optimistic about securing sales in the near future.  Croda continues to market actively with around 600 samples provided and the product is currently under evaluation in 56 company factory trials, with a significant number of global food companies.  It is important to note that Croda continue to stress that market success will take time.

Croda and the Riddet team have worked closely with a German Company, that has a nutraceutical application of the omega technology.  Nutraceuticals are natural nutritional supplements having a pharmaceutical application.  From a technical perspective this is going well, and if landed this would represent a major sale for Croda.

You may know, that Croda was not initially licensed to sell in the nutraceutical market space, and thus during the year SNP have negotiated a payment to SNP from Croda of £500,000, to secure rights to the nutraceutical market.  This sum of £500,000, (a milestone for SNP) is to be paid over a five year period.   The successful negotiation of this fee gives tangible evidence of Croda’s belief in the technology and its ultimate market success.   Further, and recognising that they have not met sales projections and the difficulties that this is causing us, Croda have offered to contribute financially to meet on-going manufacturing costs.  This payment is currently being negotiated.

Riddet continues to develop the micro-encapsulation technology, and has this year, received provisional patent protection on a Mark II emulsion technology which has some highly advantageous specific applications.  Clearly the new Intellectual Property has financial value, and SNP has the advantage of possessing the legal rights to market this IP.

Riddet has also developed other Intellectual Property with application to Functional Foods (eg a probiotic protection technology), and is negotiating with SNP, as to whether inclusion of such IP under the SNP umbrella, may help to diversify SNP’s market base, thus lowering risk.

It is envisaged that SNP could sell and manage the new IP on the international market, thus receiving an income stream.  This remains under negotiation.

In conclusion I would like to say that the appointment during the year of Mr Rick Gain (ex GlaxoSmithKline) as MD has been a good one, and he and David Speirs have worked very effectively together to curtail costs, to negotiate the £500,000 license fee, and in working with Croda to develop markets.

Thank you, Paul.
Chris Newton joined Speirs Foods during May this year.  Chris has a successful background in the fresh food industry in New Zealand and overseas.  We count ourselves fortunate that he has joined us.   I have asked Chris Newton to speak to shareholders giving his ‘take’ on Speirs Foods and its future potential.   
Chris Newton
I appreciate the opportunity to be able to give shareholders this address today. I trust that I can clearly give you my views on the business that Speirs Foods is involved in and spell out to you where I think the business needs to get to and how we are going to get there.

As I have generally worked in the Meat Industry for over 25 years, the Fresh Salad business is quite a different business  for me though one that has many of the same principles.

· Buying of raw material.

· Putting this material through a processing operation

· Selling and distributing the finished product.

All aspects of these points need to be managed well if the business is to achieve successful outcomes.

In this address I do not intend to spend time looking backwards over recent years. I have done a fair bit of this over the past few months to become more familiar with the business and to identify the steps that we need to take to achieve improvements within the business. What is very obvious to me and no doubt to a number of you is that improvements simply do need to be achieved to return the company to an acceptable level of profitability.

In my review of the business over the past few years, one year stays in my mind, however, and it is worth mentioning this because I have taken it on as a benchmark.

In the 2005/2006 year Foods had a turnover of $13.6 million and made a profit of $1.25 million. This is a fair step from the immediate past financial year of a turnover of $11.7 million and a profit of $136 thousand though these are the benchmarks the business needs to return to. We will not get that level of profit in the next financial year but we will hopefully make a positive step towards it.

For this financial year we have set some very clear and easily understood objectives. These are aimed at improving the profitability of the Foods business and positioning the business well to go forward.

Not surprisingly these objectives are based on improving turnover and profit.

1. Increase sales revenue by $1.5m. From $11.7m to $13.2m

2. Increase profit by $403,500. From $136k to $590k.

3. Increase the $’s/kg margin to $0.23/kg (From $0.06/kg)

4. Increase volume by 290,000kgs. (From 2,269,711kgs to 2,559,711kgs)

Increasing sales revenue will be achieved by reclaiming lost share, particularly with the Foodstuffs Group, primarily in the South Island and Wellington regions where share has been lost over recent times.

We have commenced strengthening our position in the Christchurch metro area and are seeing increased sales being achieved. This approach is very much based on having strong relationships at store and Foodstuffs’ Head Office level and ensuring that we have a competitive offer.

In the medium term we will need to consider how we resource the South Island. Currently we are covering it from the North Island.

In the Wellington area a similar approach is being adopted with an increased level of activity aimed at store and head office.

In addition to this we have recently launched a new pottle range with Foodstuffs Wellington aimed at ensuring we also have product positioned outside of the serve-over Delicatessen section. We also believe that this range will have strong appeal with busy commuter shoppers.

Assuming that this concept works well in the Wellington area we would intend to take it into the Christchurch and Auckland areas as well.

As part of this drive to increase sales Progressive Enterprises Limited will also be an important part of this. Their own delicatessen  sales have, we understand, stabilised  year on year and, as we are such a large part of their business, if they stabilise then so do we. Part of our challenge is to assist supermarkets with growing their own business.

We are also progressing with the development of sales into the foodservice sector. We see this as being very important in achieving increased sales revenue while also assisting with reducing the normal winter decline in sales.

Achieving an increase in profit and per kilogram margins in part will come by increasing sales revenue and ensuring that these sales provide us with positive margins. This involves us in controlling costs, maximizing recoveries and reducing wastage.

Over the past few months we have implemented a system of evaluating the profitability of particular products. This starts with looking at the theoretical margin for the product and then comparing this with the actual margin achieved over the past 12 months.

If the margin is disappointing and we don’t see how we can improve this by reducing cost or increasing selling prices and if we do not have any key strategic reason for continuing with the product, then we cease its production. We have already done this with a number of products.

In relation to processing costs we are currently running the factory with reduced staff numbers when compared to last year. In September 2009 the numbers in the factory totalled 71 staff while current numbers are at 58 staff. As volumes increase it is likely we will have to increase current numbers but our objective is to remain well below last year’s numbers and, therefore, cost.

Increasing sales revenue will provide us with increased volumes through the factory and this will provide us with further improved processing efficiencies.

We have made changes in the processing operation to maximize recoveries and reduce wastage. This process will not be at the expense of product quality but it will add positively to our bottom line.

All of these initiatives are aimed at reducing cost and adding to margin and they go hand in hand with the increasing of sales revenue. Just increasing sales revenue without having positive margins is not seen as a strong recipe for success.

A changed emphasis has also been placed on New Product Development. We operate in a dynamic environment, an environment that has some aggressive competitors who may well have outpaced us on developments in recent times. We simply need to adopt a much more proactive approach with our customers and be seeking to solve their issues and help them grow their business.

In adopting a revised strategy for Product Development we are conscious that we operate across a number of varying demographic areas and that we have to have a range of products to suit this mix. Focusing on one demographic area and ignoring others is likely to be at our peril and could also result in us ignoring the mass market and therefore losing important volumes for the business.

New Product Development will also be critical for us in achieving increased sales in the historically quiet winter sales period. In my view this will take the company into producing a quite different range of products which are more suited to the winter months.

Whilst a number of the initiatives we are progressing may appear to be focused on the shorter term this is simply because they are. In my view it is imperative that we return the company to an improved level of profitability in the next 12 months. At the same time, however ,we have to be planning for the years beyond this and this planning has a heavy emphasis on strategies to ensure that we can build and maintain acceptable levels of profitability in the future.

In conclusion, we have, in my view, a good and capable team of people within Foods. They are loyal to the company and are keen to see the company does well. One of my key responsibilities is to ensure that we have within the company a very open environment where people are not frightened to bring forward ideas and are not frightened to try different methods of handling what may have been traditional ways of doing some things.

I am encouraged at the progress we have made in this area and I am proud that a large number of the initiatives we are progressing have come from the people themselves. I am confident that the team at Foods is capable of delivering the results that the company needs.

In a year’s time at the next AGM you, as shareholders, will have the opportunity to judge our progress.

Thank you Chris.
Yes, it is true that Speirs Group Limited experienced a disastrous loss in this past year.  The costs associated with re-arranging financing and management – referred to in the annual report – were expected and planned.  Our share of losses incurred by Speirs Nutritionals were higher than expected resultant upon the very long lead time we are experiencing in gaining worthwhile traction in the global market-place.  It is clear that it will take some time yet for Nutritionals to break- even.  The post balance date losses associated with the write-off of investments in the Allied Farmers group were quite unexpected, and were a shock to your directors.
Given the loss incurred during the year, there has been some criticism of the directors’ request to increase their fees by $10,000.   In many folks’ eyes, that criticism has considerable justification.    The request for the increase arises purely from the fact that David Speirs is no longer an executive director of the company, having resigned to make way for the appointments of both Chris Newton (Foods) and Rick Gain (Nutritionals).  As such, David now receives no company salary but, of course, still has director duties and responsibilities.  The $10,000 request is to cover his duties and responsibilities in that regard.  I should have made that clear in the published directors’ report, and apologise for having omitted to do so.
The directors acknowledge that the time is coming for change at the board table.  This is a matter that will be addressed by the directors in the coming year.
During the year the company completed a successful offering of Convertible Redeemable Preference shares, issued to shareholders and other friends of the company.  We received strong support from shareholders and friends, and particularly from our cornerstone shareholders.   
I move the adoption of the annual report and accounts.
Nelson Speirs

Chairman, Speirs Group Limited

27 October 2010.
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