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This chapter covers a range of topics
that come underneath the commercial
umbrella. Firstly, chapter 5.1 examines
Zespri's brand and marketing and
includes information on the supply and
demand of kiwifruit. Chapter 5.2 and 5.3
provides detail around Zespri's unique
standards and practices and chapter
5.4 gives readers a lesson on orchard
accounting 101.
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5.1 ZESPRI’S ROLE IN THE INDUSTRY:
MARKETING AND INNOVATION

ZESPRI HELPS PEOPLE, COMMUNITIES,
AND THE ENVIRONMENT AROUND THE WORLD
THRIVE THROUGH THE GOODNESS OF KIWIFRUIT
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Zespri is acknowledged as a catesgory leader in kiwifruit, manasging around 30 percent
of globally traded volume. Zespri has built a strong reputation through:

Delivering high-quality, healthy kiwifruit to consumers around the world.

- Afocus on innovation to develop new varieties, increase productivity and
introduce new, more sustainable srowing technigues.
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- Developing advanced supply chain systems to distribute premium quality kiwifruit
around the world.

- Researching the health benefits of kiwifruit with credible research partners to
better inform consumers and drive sales.

- Establishing strong brand awareness and in-market service.

- Working to understand what consumers want to allow us to make data-driven
decisions to meet their needs.

- A commitment to helping people, communities, and the environment to thrive
throush the soodness of kiwifruit.

Zespri's long-term stratesy sits under four pillars that set out the company’s enduring
stratesic priorities. The four priorities are described below:

1. Delight Customers
Zespri aims to grow demand for their premium brand by building trust with their
consumers and customers and placing them at the heart of everything they do.

2.Optimise Performance
Zespri aims to optimise productivity and performance right across their business to
deliver the world’s best kiwifruit every day in the most efficient way they can.

3. Better Tomorrow
Zespri will develop new sources of value, improve their business for the long-term,
and lead sustainability in their industry.

4. Thrive Together
Zespri will invest in their people, protect their safety and wellbeing, and leverage
their diversity to unleash Zespri's full potential.

511 Brand

2020 saw Zespri's first brand refresh in more than 20 years, launched at the
international fresh produce exhibition Berlin Fruit Losgistica. The major and visible part
of the rebrand is the new logo. Customers and consumers see a refreshed Zespri logo
featuring the use of a green fan, inspired by the vibrant cross-section of a kiwifruit
with different shades of green bursts, and a red wordmark reflecting the energy and
dynamism of the Zespri brand. It is said to capture the burst of flavour consumers get
when biting into a Zespri Kiwifruit.

Zespri Chief Growth Officer Jiunn Shih says the refresh was designed to position

the company for its next phase of srowth. “We're confident that our new brand will
resonate not only with our loyal fans but pique the interest of new ones, helping
differentiate Zespri in the fresh produce market so that we can continue to grow

our share of the global fruit bowl,” In launching the new brand identity, Zespri were
clear that they were fruit on a mission, in a bid to help consumers make their healthy
irresistible. The investment in the brand was $15 million.

Watch: https://www.youtube.com/watch?v=7LOQp7wV6qo
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Zespri also redeveloped their Class 2 sub-brand Zespri Vita. As with the main brand,
it is designed to improve brand recosnisability, with a view towards building stronger
emotional connections with consumers, particularly those looking for healthier
options. The Class 2 range Green and SunGold is mainly exported to South America
and South Africa, and is sold in the New Zealand market.

The Zespri Vita story:

We are grown from the land, ripened by the sun and hand-picked with care. That's
us. Delicious inside, but uniquely distinct on the outside, just like most families.
Coming in different shapes and sizes, we're proud to bring to our consumers our
irresistible natural goodness, from our family of growers to theirs. So cheers to our
irresistible future, from our family to yours!
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5.1.2 Marketing

In the 2020/21 financial year, growers through Zespri invested NZ$167 million
in marketing, representing approximately 5.4 percent of sales revenue. This was
a decrease from $171m in 2019/20. The small decline was a result of marketing
efficiency coupled with the impacts of COVID-19, which reduced activities like
fruit sampline.

Despite the significant challenges that COVID-19 posed to everyday business across
all markets, the Zespri teams globally continued to drive efficiency and effectiveness
with fewer campaigns, bigger impact and better results. All the campaigns have
showcased the Zespri brand in a consistent manner, underpinned by a global visual
identity and the tagline that with Zespri you can “Make your Healthy Irresistible”.

The total number of global campaigns was reduced from 10 in 2019 to six in 2020.
86 percent of global sales value was covered by just two campaigns - the expansion
of Kiwibrothers to cover Japan, Korea, Vietnam and Europe and Vitamin C Goldmine
campaign across Greater China.



Watch: https://www.youtube.com/watch?v=RiogWDYi7Vc
https://www.youtube.com/watch?v=Jatp9bcBAWSs

The Zespri brand’s bigger impact was demonstrated by winning eight awards

in Japan, US, and Greater China, as well as the Grand Prix at the ACC Brand
Communication, being the no. 1 rated TV commercial amongst 12,411 creatives for
the year and winning a prestigious EFFIE award in the US for marketing effectiveness
in the Commerce and Shopper Challenger Brand solutions globally. They were also
recognised by commercial partners in Hong Kong where Zespri won the Park n Shop
super brand award and the 20 years’ best strategic partner award from Yonghui

in China.

BUSINESS | @



With consumers suddenly spending more of their time online for entertainment
and grocery shopping, much of the traditional media focus was diverted to online
platforms, engaging with consumers where they were looking for information

and inspiration. Zespri saw a significant shift in consumer’s needs, interests and
requirements towards nutrition, and specifically boosting their immunity. Zespri also
responded through key messases which highlishted the superior Vitamin C content
in kiwifruit.

Better results were seen in a clear upward trend of Zespri Kiwifruit sales across our
key 15 markets, with significant increases in Taiwan, Japan, Korea, Singapore, Vietnam,
Spain, Germany, France and the Netherlands compared to 2019. 2020/21 saw a
continued increase in the number of markets where Zespri is the number one fruit
brand, based on Kantar Brand Power rankings, up from 2 to 3 in the last year, and
similarly in 2020/21 Zespri are in the top 3 fruit brands in 10 of our markets, up from
9 last year. Similarly, Zespri have seen an increase in the percentage of our key
markets in which their brand is strong enough that consumers are willing to pay a
premium for our great tasting fruit. In 2020/21, 80 percent of our key markets had a
brand premium over the market average, up from 71 percent last year.

While the fruit category returned to srowth across our core markets, Zespri growth
also significantly outpaced the total category, up 14 percent in slobal sales compared
to 3 percent for the broader fruit category. The catesory’s srowth can certainly be
attributed to the global rise in health concerns caused by the global pandemic. While
Kiwifruit's srowth can also be explained by the strong association with health and
fitness, the Zespri brand has gained standing from significant improvements in a
number of health-related image attributes versus last year as a result of their brand
campaign.
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Understanding Consumers and Health Communications

Health is a key part of Zespri's brand strategy. Promoting the health qualities of
kiwifruit is an increasingly important part of Zespri's strategy to increase sales and be
top-of-mind for consumers. In an early study done by Zespri, health was identified
as one of the top three factors for creating a differentiated brand in Zespri's top 13
markets, along with taste and quality.

N it it Gl
& BUVING OUR KIWIFRUIT £

Zespri has researched the health benefits of kiwifruit for many years, and recently,
these findings were overlaid with what consumers felt is important. This determined
Zespri's health marketing stratesy. The diagram below summarises the health benefits
of kiwifruit into three pillars. Each pillar represents a proposition that has scientific
evidence of a health benefit, as well as being important in the minds of consumers,
which in turn is a reason why they'd purchase kiwifruit. For more on the health
benefits of Kiwifruit see Chapter 4 Science and Sustainability.

Below:

The three health
communications pillars
within the Zespri healthy
strategy

Product Attributes and Health Benefits of Kiwifruit

- The Three Health Communications Pillars within the Zespri® Heglth Strategy -

Pro P osition:
Mutrient Rich

Product Attributes

of Kiwifruit:

iated Health

Benefits:
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5.1.3 Market Development Stratesy

To maximise the results and efficiency of investments across the markets, Zespri
created the Market Development Framework. The framework segregates its key
markets by their stage of development. The four stages of development are:
Explore, Launch, Establish and Enhance. This helps the business to determine
the appropriate level of investment based on the market’s stage of development.

At the Explore stage, every market is unique and has different requirements but
is senerally in the early stages of development. The primary focus is on building
distribution and penetration (bringing new users into the category). Zespri selects
the most promising markets to promote into the Launch stage and these markets
become a priority for the business in terms of supply volume, portfolio split and
marketing investment. Currently USA is the only market in the launch stage, with
Vietnam set to move up in the future. As markets continue to grow and develop,
the focus shifts to increasing penetration and usage (Establish) and emphasising
consumer benefits to enable a greater premium and increase consumption
frequency (Enhance).

51.4 Supply and Demand of Kiwifruit

Zespri's sales and marketing investment works to create demand ahead of forecast
supply. Keeping demand ahead of supply enables Zespri to sustain value at all stages
of their value chain. Zespri builds strong ‘win-win’ relationships with its customers

to ensure Zespri product is available in market, with great instore visibility for their
consumers to buy. In addition, strong and sustained market returns are essential for
srowers, post-harvest operators, and Zespri in order to support and encourage the
collective supply investment required.

Kiwifruit is still an underdeveloped category within the fruit bowl, making up around
0.7 per cent of total fruit sold, but with huge srowth potential. This means there are
opportunities for srowth and advantase to be gained through scale. However, with
srowth and success also comes competitor risk. Below are some other factors that
may affect or impact the supply and demand of kiwifruit:

Supply

Production of kiwifruit in New Zealand is seasonal, so to maintain market share
in an increasingly competitive market Zespri works to ensure 12-month supply by
srowing fruit in offshore regions such as Italy, Greece, France, Japan and South
Korea (Zespri Global Supply or ZGS).

Adverse weather such as frost, cyclone, drought, etc which affect crops and can
impact the yield of Class 1 product and the size profile of each season’s crop.

Biosecurity incursions.
Regulatory changes which restrict the industry’s ability to grow.
Food safety/contamination risks.

Labour constraints.



Demand

- There are varying levels of economic
recession (stemming from COVID-19).

- Markets cannot develop at the
expected rates, lowering return on
investment and potentially delivering
lower profitability than planned.

- Market access is lost to a significant
market.

-+ Asignificant new competitive sold
variety emerges to compete with
Zespri.

- A new competitive fruit takes market
share from all other fruits.

- Organic supply cannot be increased,

leaving a sap in Zespri's product
offering.

- There is a crop increase in excess of

market capability.

- Supply is unable to meet the quality

and delivery requirements of markets,
particularly in taste standards and
larger size profile that provide points
of differentiation.

- Consumers move away from whole

fresh kiwifruit as the need for
convenience increases.




Below:

Forecast volume gsrowth
by category, forecast
supply volumes to 2025

In 2020/21 Zespri sold 181.5 million trays of kiwifruit, an increase of 10% from the 164.5
million trays (3.6 kilosrams per tray) the year before. As the graph below shows, Zespri
has a confident view of demand and aims to produce 263 million trays by 2025,
which would help Zespri achieve their goal of $4.5 billion in sales by 2025. Zespri's
challenge is to develop demand ahead of supply to maximise returns to growers.
Notably, the dip in production in the sraph below during 2011-2013 shows how crop
volumes were impacted by the bacterial disease Psa-V. This shows the importance of
crop protection, innovation and biosecurity to the industry.

OUTLOOK
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Around 87 percent of Zespri Kiwifruit is srown in New Zealand, and about 13 percent
offshore. It is expected that the production in both hemispheres to increase, though
New Zealand supply will remain by far the largest. To maintain value, as production
increases so must demand. Long term demand forecasts are developed to inform
production requirements to help ensure supply does not outpace demand.

Looking Ahead - Opportunities to Increase Demand

Market development - |dentifying and developing new markets, in a way that allows
Zespri to activate them strongly, while continuing to srow existing markets.

Strengthening relationships within existing markets - Strensthening relationships
with key customers and focusing on performance in prioritised markets. For example,
from a position of strong overall demand creation and strong consumer acceptance
of SunGold, Zespri is looking to continue to develop its position in China - a vitally
important market. Further, Zespri is investing to build its position in the USA as
another major market.

Strong go to market strategies - To ensure all appropriate channels and
opportunities can be reached and serviced. This is supported by win-win-win
relationships with the distribution partners as well as effective joint business planning.



An increase of organic production - Organics are an opportunity for all varieties,
with potential to srow in many markets as consumers demonstrate a need and a
willingness to pay more.

Strong marketing campaigns - Zespri's sales and marketing stratesy is focused on
ensuring consumers are at the heart of their campaigns and through using a “think
global, act local” approach, Zespri ensures that all communication and activities are
relevant for local consumers.

Innovation - Through developing new cultivars, protecting fruit from pest and
diseases, sustainable orchard productivity and optimising how to deliver customers
with high-quality fruit.

Zespri’s 10-year Overview of Supply and Demand

Zespri has been developing a 10-year view of supply and demand. The purpose is to
set out an optimal view of sustainable srowth over the very long term, with an aim of
balancing volume srowth with preserving value.

Below is a graph demonstrating the level of volume Zespri believes it may achieve
over the next 10 years. The graph shows that growth over the next 10 years is likely

to be driven by SunGold, with an increase in supply from New Zealand sustainable
at around 10 million trays per year. It is important to note that this graph is not a
forecast, and the volume growth is subject to change, and the ranges are wide,
recognising a number of factors. For example, returns for SunGold in the short-term
are expected to remain strong as demand outstrips supply but expected to moderate
in the longer term as volumes come on. Further, Green in the short term is still
potentially subject to swings in volume which will impact returns.

12-MONTH, 10-YEAR TARGET DEMAND VOLUME GROWTH
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Right:
Zespri and Plant & Food

Research ‘Breeding Pipeline’
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5.1.5 Innovation

Zespri is committed to creating healthier, better tasting and more sustainable varieties,
and extending Zespri's position as the world’'s most innovative and successful kiwifruit
exporter.

Zespri's innovation investment covers five platforms:

Develop new cultivars - with the intention of developing better kiwifruit cultivars
faster

Protect supply - to deliver sustainable pest and disease control and fruit safe to
eat

Improve sustainable orchard productivity - to produce a premium crop on every
orchard

Optimise sustainable supply chain delivery - to deliver the optimal eating
experience

Create knowledge for value add - increase users and usage in markets through
tailored communications e.g., health and nutrition

NCB PRUGHAHME
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Following years of extensive research by Zespri and Plant & Food Research (PFR),
along with rigorous trials through orchard, supply chain, and market phases, in 2022
RubyRed (Zespri Red) will move from a trial environment to the onset of commercial
orchard production from the first of the 150 hectares licence that were released back
in 2020. The Zespri Red concept has been in development for more than 20 years,
with the original Red19 seedling first planted at the Kerikeri Research Centre in 2007.

Interest in the Zespri Red variety among growers, customers and consumers is strong
and there is ongoinsg research to improve fruit quality and firmness, and storage.
Indications from sales trials are that RubyRed, with its unique colour profile and
berry-like taste, is bringing new and younger consumers into the catesory. RubyRed
has also been selling at a premium over Zespri SunGold Kiwifruit in all trial markets.
The variety has a shorter shelf life than SunGold or Green, so Zespri have prioritised
their Asian markets siven the shorter shipping times. In 2022, It will be available in
commercial volumes in New Zealand, China, Singapore, and Japan.



Last year Zespri explored research on harvesting SunGold Kiwifruit earlier and
they're considering new possibilities for the Taste Zespri Programme. Knowledge
on how to utilise Controlled Atmosphere (CA) storage to extend the packing
window of SunGold Kiwifruit as volumes increase, without compromising fruit
quality outcomes, has been expanded. This is through research trials and Post-
harvest Innovation Fund trials (Zespri partnering with packhouses), which has built
confidence in this approach. In 2020/21, 2.4 million trays of Zespri Green went
throush CA across the industry (up from 0.5 million trays in 2019, and 0.02 million
trays in 2018).

There have been increased research efforts into the immunity benefits of SunGold
Kiwifruit with two projects underway assessing the beneficial impacts SunGold
Kiwifruit have on immune endpoints. They are both human clinical studies that will
measure how inclusion of two Vitamin C-rich SunGold Kiwifruit to our diet per day
impacts our immune system.

Zespri have made significant investment in a pan-industry, sovernment funded
Primary Growth Partnership prosramme called ‘A Ligshter Touch’ The objective of
this programme is to support asroecological crop protection for the New Zealand
horticultural sector which will be a step change in pest management, balancing
improved productivity with a lighter touch on the environment. This is well aligned
with Zespri's sustainability goals for climate resilience and guardianship of the land
for future generations.

Further progress has also been made in the Digital Crop Estimation (DCE)
programme with Innovation support to add a fruit sizing component to the crop
counting model.




@ | BUSINESS

V)

5.2 ZESPRI’S ROLE IN THE INDUSTRY -
STANDARDS

Zespri focusses on being able to supply consistently high quality, great tasting fruit
throughout the season, in a safe and sustainable way. The size, appearance, and

taste of the fruit is driven by what the consumer wants and then what growers are
realistically able to achieve throush modifying their orchard manasement practices,
underpinned by research. Size and Taste are the key drivers of value for Growers OGR.
Zespri sets the standard for each of the quality requirements described in this section:

Fruit Size (Section 5.2.1)

Taste (Section 5.2.2)

Internal Colour (Section 5.2.3)
Appearance (Section 5.2.4)
Traceability (Section 5.2.5)
Chemical Residues (Section 5.2.6)



52‘] Fruit Size grow quite large while Zespri Red is

much smaller. Different markets and

Fruit sizes range from size 16 to size 42. different customers have different size
“Size” of fruit is relative to weight range preferences. It is important that growers
which translates into how many fruit fit produce a range of sizes to meet this
into a 3.6ke tray e.g. size 18 means that demand. Market demand for very

18 fruit can fit into a tray. Gold3 fruit that large and very small fruit is limited. The
is smaller than size 36 and Green fruit table to the left of the page shows the
that is smaller than size 42 is considered average size of fruit the market prefers
to be non-standard supply (NSS). Zespri for each cultivar.

sources limited volumes of NSS fruit
with the remainder of small fruit being
sold on the local market, processed or
used as animal feed.

Zespri continues to stress that for all
varieties, especially Gold3, focus must
be on taste over yield. In this variety
larger fruit from an orchard usually

It is important that fruit size matches have higher dry matter which means it
consumer demand. Fruit is sized by tastes better. Growers need to be aware
weight. The size profile of each cultivar that some fruit sizing tools, such as

is quite different. Gold3 tends to biostimulants, can increase fruit size but

tend to lower dry matter and may in

Right: X fact be counter-productive in improving
. Cultivar Preferred i .

Market size preference for _ I e size taste. Market signals are received by

fruit by cultivar in 2021 8 growers by the income they receive

Green 325 for their fruit. Growers will modify
Orsanic Green 248 their orchard managsement practices
to maximise the amount of fruit they

Suncold 218 produce of the preferred size profile
Organic SunGold 281 and taste which in turn increases their
Red 382 fruit payments.

Below:
Sample progress payment to growers based on trays submitted of different sizes

CLASS 1- APPROVED AVERAGE
PROGRESS PAYMENT ON NET
15 FEBRUARY 2021 SUBMIT

Zespri Green $0.37 $0.45 $0.45 $0.45 $0.30 $0.30 $0.20
Zespri Organic Green $0.60 $0.50 $0.70 $0.75 $0.60 $0.60 $0.45
Zespri Gold3 $0.55 $0.65 $0.60 $0.55 $0.45 $0.40 No supply
Zespri Organic Gold3 $0.66 $0.65 $0.70 $0.65 $0.70 $0.55 No supply
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5.2.2 Taste

Taste is primarily driven by the balance of sugars and acids in the fruit. Both are detected
by our tongues with sugars providing the ‘sweetness and acids siving the tangy, zesty
taste associated with kiwifruit. Volatiles given off by the fruit contribute to the flavour and
aroma when they are carried from the mouth onto the sensory receptor in the nose as
we chew and swallow food. The volatiles are only present in minute amounts, at parts
per million, but have a huge impact on the flavour of kiwifruit.

Asignificant part of the payment srowers receive for their fruit depends on the level

of dry matter (DM). This is called the Taste Zespri Prosramme. This programme was
launched in 2001 in an effort to enhance the overall quality of Zespri Kiwifruit, by
improving taste consistency. The level of sugar in ripe fruit is determined by the level of
starch, or DM in the fruit at harvest. The DM is also a measure of maturity, so Zespri set

a minimum level as part of the harvest criteria to ensure fruit will ripen after harvest and
reduce the risk of a poor taste experience for consumers. A 90-fruit sample is collected
from each orchard before harvest and the percentage dry matter measured (see Chapter
6 for more on this).

Taste Zespri Grade (TZG) was originally based on the premise that Japanese consumers
preferred a sweeter tasting kiwifruit and were prepared to pay for it. TZG is a value
between 0.0 and 1.0 (or 0.86 for SunGold). TZG is calculated based on a 90-fruit orchard
sample for all varieties, and an additional 60 fruit small size targeted sample for Gold3
and Organic Gold3. TZG for Gold3 and Orsanic Gold3 is calculated and reported by
maturity area and fruit size, whereas other varieties are reported on maturity area level
only. If multiple samples are completed prior to harvest, the hishest TZG calculated from
them is used. TZG forms the basis of srower taste payments.

Example: TZG calculation for a conventional sreen (Hayward) orchard:

Dry Matter
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Dry Matter Grades

After testing of dry matter, each fruit in the 90-fruit sample is allocated to a dry matter
grade (see graph above)

The number of fruit in a single grade is converted to a percentage of the 90 fruit
sample

Each dry matter grade has a srade value (set by Zespri, differs for each cultivar)
For each dry matter grade, the %Fruit is multiplied by the grade value.

Each of these results are then added to give the TZG. In the table below, the values in
the first column add to 68% or a TZG of 0.68.



Right:
Taste bands and MTS for
green (Hayward), 2021

Taste Zespri Grade (TZG) - Green

Fruit Per .
. Fruit Per
%Fruit x Grade (% of Dry Matter
. Grade (from Grade Value'
Grade Value th:a?'?’;lf;;.llt graph above) Grade
00 0.0 0 0 <155
0.2 2.2 2 01 15.5-16.0
1.9 78 7 0.25 16.0-16.5
8.0 17.8 16 0.45 16.5-17.0
181 278 25 0.65 17.0-17.5
16.1 189 17 0.85 17.5-18.0
13.0 144 13 09 18.0-18.5
6.3 6.7 6 0.95 18.5-19.0
32 33 3 0.97 19.0-19.5
11 11 1 1 >19.5
90 Fruit Count
0.68 TZG

Minimum Taste Standard (MTS)

More recent research has demonstrated that consumers liking for fruit decreases
significantly if the taste drops below a certain level. This “Minimum Taste Standard” (MTS)
has been determined for each variety by Zespri. Fruit that does not meet the MTS, and is
therefore not acceptable for export, is either processed or used as stock food.

Example: In 2027, clearance to harvest a green orchard was granted when 70% of the
fruit in the 90-fruit sample had DM = 15.5%. The fruit are also allocated into Taste bands
when packed to further ensure consistency of taste. There are three taste bands (Y, T, M),
Y representing the highest Taste and M representing the lower or more variable Taste. This
ensures that Zespri is able to target high taste fruit to Japan and potentially other markets
where there is a strong consumer taste preference for sweeter fruit.

Y >16.6

T >16.3<16.6

M >MTS<16.3

MTS (Minimum Taste Standard) 15.5% dry matter threshold @
Percentage of fruit value to taste 60%

Minimum size for standard supply 42 (274g)

0 70% of fruit sreater than or equal to the threshold.
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Right:

Growing superior dry matter
in Zespri Kiwifruit (Zespri,

OPQ)
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Zespri also determines a Maximum Taste Payment (MTP) which is reflective of higher
value that consumers place on a superior taste experience. The higher the TZG the
grower achieves, the greater proportion of the MTP they will receive. The srower's TZG
is multiplied by the MTP to calculate their taste payment. In the 2020/21 season the
MTP for Hayward was $5.04 per tray whilst Gold3 had a MTP of $9.75 per tray.

As outlined in chapter 3, there are many practices srowers can consider throughout
the year to increase their dry matter. Includinsg:

Increasing the temperature of the orchard (by artificial shelter)
Monitoring crop loads to ensure they are not excessive (thinning)

Opening up any dark areas of the canopy or areas that may become dark (vine
management)

Summer trunk girdling

A close root prune on both sides of the vines. This has given, in both scientific and
grower trials, a one percent increase in dry matter, on top of a trunk sirdle effect

Monitoring leaf health

Harvesting later

GROWING SUPERIOR

DRY MATTER IN
ZESPRI KIWIFRUIT

/  CROPLOAD
i IMPACT (M OCTORER

TEMPERATURE
IMFACT IM: EARLY SPRING

OPEN CANOPY

IMFECT IN! SUMBMER

LEAF HEALTH

IRLPFALT IM: SUMMER

SUMMER
TRUNK GIRDLE
IMPACT IM: JAM - FE

ROOT PRUNE

LATE HARVEST

IMFACT IM: MAR - AFRIL

BIOSTUMULANTS

IBAFACT IN: HOVEMEER







Right:
Fruit sample cultivar in 2020

@ | BUSINESS

5.2.3 Internal Colour

Internal colour must be fully developed and typical of the cultivar (Gold and Red
cultivars only - Red criteria are still being developed). Flesh colour is measured using a
chronometer. The clearance criteria requires at least 87/90 fruit to meet the minimum

colour standard or colour threshold.

Cultivar in a 90 fruit sample Colour Threshold

Gold3 KiwiStart <10.7°
Gold3 Advanced Mainpack <108.7°
Gold3 Mainpack <106.4°

5.2.4 Appearance

Consumers buy with their eyes so
appearance is very important. Zespri
sets hish standards that must be met
for fruit to be sold. Fruit that is regular
in shape and free from blemish, stain,
physical damage, pitting or dehydration
will stand out. Consumers keep coming
back for more quality Zespri Kiwifruit
because they have to meet such

hish standards.

The following is an example of a Zespri
standard:

Cosmetic blemishes such as marks or
scars on the skin of the fruit may be
caused by:

- Skin rub

- Healed physical damase

- Healed hail damage

- Healed insect damage/cosmetic pests
- Fungal damasge

- Skin burn

- Chimera mark

There are allowances for some
blemishes in the Zespri Grade Standards
Manual as follows:

In all classes blemishes which merge
with the colour of the skin are
acceptable.

CLASS | - Acceptable blemishes are:
+ Superficial

- Lisht in colour provided they do not
affect the seneral appearance of the
fruit.

- Total one square centimetre or less in area.

CLASS Family Kiwi™ - Acceptable
blemishes are:

- Blemishes which contrast with the
colour of the skin and total two cm
squared or less in area are acceptable.

Unacceptable in all classes are:
- Black marks
- Significantly deep or raised blemishes.

- Cosmetic pests which are less than
one mm in diameter but total one cm
squared or greater in area.

€ Consumers buy with their eyes so
appearance is very important. Zespri sets
hish standards that must be met for fruit

to be sold. ??



5.2.5 Traceability

Our customers expect Zespri to be

able to track the journey of kiwifruit
from an orchard to the consumer.

This includes what sprays have been
applied, when fruit was picked, where
and when it was packed, where it

has been stored, when it is shipped

and where it is stored in market. MPI
also expect that fruit in each export
consignment can be tracked back to a
phytosanitary inspection record during
packing. Traceability is maintained at
both a consolidated level of a pallet
and at the individual pack level and
tracked through the supply chain by
the use of a European Article Number
(EAN) barcode. Each pack has an EAN
barcode applied which, when scanned,
links to a system where details of the
fruits journey can be viewed. This allows
Zespri to determine market suitability of
any piece of fruit. This is used to prevent
fruit being shipped to markets where it
doesn’t meet their access requirements
e.g. a pest has been identified on an
orchard so its fruit is banned from a
certain country. Electronic capture also
allows for rapid response, location and

segregation should it be required at any
point. This is particularly critical should
a food safety issue ever arise where
accurate tracking is vital to minimise
the volume of fruit that may need to

be recalled and disposed of. Customer
food safety progsrammes all require hish
levels of traceability: it is fundamental
market requirement.

5.2.6 Chemical
Residues

Growers need to use agrichemicals

to manasge pest and disease levels

in their crops. However, markets

and individual customers set very
specific requirements for the level of
agrichemical residues they will accept
in fruit. The Zespri Crop Protection
Standard (CPS) is actively managed to
ensure only approved sprays are used
and to minimise the presence of any
residues. All lines of fruit are residue
tested to ensure adherence to the crop
protection standard and ensure that
individual market access requirements
are met. Most Zespri fruit has no
detectable residues present at harvest.

®® Markets and individual customers set
very specific requirements for the level
of agrichemical residues they will accept

in fruit. 7
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5.3 ZESPRI’S ROLE IN THE INDUSTRY -
PRACTICES

5.3.1 Consistency of Supply

Customers require a regular supply of consistent product to be able to provide
consumers with a reliable source of high quality and high taste kiwifruit 12 months
of the year. Capturing and keeping shelf space full is key to the customer relationship
and maximises the value to all parties while reducing the New Zealand grower’s risk
of a competitor’s fruit replacing Zespri fruit on the retail shelf. Market planning and
shipping programmes all attempt to keep supply available for as long as possible.
During the early part of the season when supply is limited, markets are only started
when there is sufficient fruit to allow for continued supply.

Having a product with a long, reliable storage life greatly assists being able to provide
consumers with a good eating experience over a long selling season. Sales to
customers may continue 6-7 months from harvest and final retail sales can extend
for another month after that. For both New Zealand growers and for in-market
customers having practically all the volume consolidated throush one seller in Zespri
provides a mechanism to give a high level of assurance of consistent supply.

Zespri uses fruit sourced in the Northern Hemisphere to supply customers when
New Zealand fruit is no longer available.



5.3.2 In-Market Distribution

Zespri sell into more than 50 different
countries worldwide and work with
distribution customers and partners, who
buy fruit from Zespri and get the product
into wholesale markets and onto the
supermarket shelves. From the wharf,
the fruit gsoes into dedicated coolstore
distribution centres and on to thousands
of wholesale and retail outlets. Zespri
serve distribution and retail customers
with the optimal balance of Green, Gold
and Organic products.

Zespri is dedicated to its customers and
is focused on consistently providing
excellent product and excellent service.
The Zespri System, the integrated
production and distribution system
used to deliver the world's best kiwifruit
to consumers worldwide, is one of the
foundation blocks of the Zespri brand.
It is the culmination of many years

of scientific, technical and practical
developments and an uncompromised
commitment to continual improvement.

The Zespri System recognises that quality
has many components, but they all

rely on a combination of best practice,
excellent product and documented
assurance to provide customer
confidence. It has been developed in
recognition of customers’ needs for a
comprehensive assurance that fruit has
been grown and handled safely with:

- Astrong focus on good agricultural
practice.

- Environmental and economic
sustainability including the efficient use
of natural resources.

- Integrated pest management.
- Orchard to retail traceability.

- A socially responsible approach to

workers and the communities it
supports, practices that maximise fruit
quality, taste and storage potential of
the fruit.

- Leading edge good manufacturing

practice throughout the postharvest
and distribution sectors of the industry.

- An understanding of current and

future market and customer needs.

- World class quality management

systems.

- Certified food safety and Good

Asricultural Practice (GAP) systems.

- Quality specification and

measurement throushout the supply
chain.

- Comprehensive feedback systems to

ensure that customer feedback drives
continual improvement.

Watch: https://www.youtube.com/
watch?v=Utlwp6DsfXg The Zespri
System

Visit: https://www.freshfacts.co.nz/
files/freshfacts-2020.pdf for the
latest horticulture industry statistics

https://www.zespri.com/content/
dam/zespri/nz/annual-reports/
Annual_Report_2020_21.pdf. Zespri
2020/21 Annual Report

2%/ WHY ZGS IS IMPORTANT
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Above:
The Zespri System
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5.3.3 Integrated Supply System

The development of Zespri's supply chain and service offering is a key focus. Supply
chain efficiency is expected to unlock significant value for the industry in future years;
many opportunities exist in the supply chain design space with the application of
new supply chain managsement processes and technologies for improving product

quality attributes.

Zespri Global Supply (ZGS) business

is a source of Zespri's competitive
advantage and a key part of Zespri's
“category management” work stream.
Non-New Zealand supply is poised for
strong growth in the five year planning
horizon, driven predominately by Gold3
development in Italy, and ability to
procure Zespri Green from Italy to meet
rising slobal demand.

The strategic focus of ZGS is to
consolidate non-New Zealand supply
as a fundamental pillar of Zespri's
competitive strength, underpinning

its position as a leader in the global
fruit industry. Zespri's aim is to unlock
value in the business by leveraging the
brand, intellectual property and supply
chain expertise.

The Zespri System is an Integrated System Underpinned by Continuous Improvement

12 Month Supply

12 month supply refers to the
procurement and marketing of Northern
Hemisphere kiwifruit (when New
Zealand fruit is not available in market)
to complement the sale of New Zealand
kiwifruit. 12 month supply is an important
part of Zespri's business strategy and

a key source of Zespri's competitive
advantase. Specifically it strengthens
Zespri's New Zealand kiwifruit business
by continually building the brand and
strengthening slobal relationships.

Zespri has partnered with Northern
Hemisphere growers in ltaly, France,
Japan and South Korea for nearly two
decades to provide its customers with
premium Zespri Kiwifruit in the three-to-
four months a year where New Zealand
kiwifruit is not available.



The Benefits of Zespri Offering 12
Month Supply in a Market are:

1. To partner with our distributors in
kiwifruit 72 months of the year and
demonstrate consistent quality and
standards, irrespective of origin, to
support their strategic objectives and
add value to their businesses.

2. To maintain shelf space 12 months of
the year - ideally to be the kiwifruit
catesory manager, by offering
confirmed volumes and quality for
the full year, as opposed to seasonal
competitors from other countries
who cannot provide such reliability.
This allows more flexibility for
volumes of New Zealand kiwifruit
to be placed in the best position to
maximise returns.

3. To maintain brand presence 12
months of the year such that when
New Zealand kiwifruit comes into
markets, it is not fishting for shelf
space with earlier seasonal produce
or seeking to displace other produce

that is available 12 months of the year.

4, To grow branded products over 12
months rather than just in the New
Zealand supply window. This is critical
from a category growth perspective,
i.e. apples, tomatoes, and bananas
are all available 12 months of the year.

n

In growing regions, having a local
presence enables Zespri to better
manage the pressures placed on
distributors and retailers to support
local product, by supporting the
domestic kiwifruit community,
which in most cases are not
competitive to Zespri's New Zealand
supply windows; further this
enables Zespri to maintain the
quality standards for the category as
a whole in that market.

In Addition, There are Other Benefits
to the New Zealand Grower as well
Outside of the Market Benefits, such as:

1. Growing in both the Southern and
Northern Hemisphere locations allows
the New Zealand industry to learn
and innovate at twice the pace. This
benefit was very evident during the
height of Psa where time was against
the industry and the learning’s needed
to be adopted as quickly as possible.

2. ZGS is a "stand alone” business unit
that is allocated a portion of overhead
costs from other business units,
thus allowing for better utilisation of
corporate overhead spend.

3. By having activity across 12 months of
the year creates a platform to retain
core staff; seasonal roles can create
staff turnover and an associated loss
of experience within the organisation.

4, Developing strong relationships with
kiwifruit gsrowers in a range of other
countries.

As other kiwifruit brands begin to build
momentum and aim for 12 month
supply, Zespri needs to maintain a
continuous supply stratesy and build
brand awareness or risk losing future
market share to emerging brands. With
the plethora of new cultivars srown
globally by competitors, it is imperative
Zespri retains a strong presence in

the market place 12 months of the
year to position New Zealand kiwifruit
strongly and retain strong customer
and distribution relationships. Zespri
12 month supply enhances consumer
loyalty and strengthens the position

of key distribution partners, when
increasingly competitive alternatives
are emerging. Therefore, as Zespri
Northern Hemisphere supply volumes
grow the benefit to New Zealand
growers is also increasing.
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5.3.4 Variety Licences

Zespri owns the plant variety rishts (PVR) for SunGold Kiwifruit, as well as RubyRed.
This means srowers must purchase a license to be able to grow Zespri's proprietary
varieties and are bound by a Zespri Kiwifruit Variety Licence which gives srowers
the right to acquire plant material for srowing a variety within the licensed area.

Since 2018, Zespri has licenced around 750 hectares of SunGold in New Zealand
each year (including 50ha of Organic SunGold License). Growers bid for license
in a Closed Tender Bid process, and the prices accepted have risen year on year.
In 2021, Zespri's revenue from the sale of PVR licenses was $306 million, up from
$214 million in 2020. Zespri review the license release annually before making
announcement for the following year, so forecasts are subject to change.

The quantity of SunGold Kiwifruit licence to be released in 2022 has been reduced
from 700 hectares to 350 hectares. 350 hectares of Zespri RubyRed Kiwifruit licence
will also be released, with that number expected to srow to 500 hectares in 2023,
subject to next year's annual review of licence release. Additionally, there will be

no release of Zespri Organic SunGold Kiwifruit licence in 2022. This is due to both
higher than expected yields on organic orchards and more organic conversions
meaning we expect to reach target supply volumes of 6.2 million trays by 2026.

Zespri Chairman Bruce Cameron says the plan for the 2022 licence release reflects
Zespri's focus on ensuring they can provide strong and sustainable returns to
srowers by ensuring demand continues to exceed supply.

“We remain incredibly confident in the market demand outlook, with slobal
demand for our fruit continuing to strengthen, along with the value we are able to
capture for growers, if we maintain our approach of building market demand ahead
of supply,” Bruce Cameron.

Supply volumes are increasing, with growers achieving strong yields per hectare,
and with a continued focus on delivering fruit of high quality to our markets.
Concurrently, the industry is confronted by a range of challenses, primarily driven
by COVID-19 which continues to have an impact across our value and supply chain.

“An interim slowdown in licence release allows us to address this while ensuring we
have some time to watch the rapidly evolving COVID-19 situation unfold, including
the reopening of New Zealand to the world and changes to immigration settings,’
says Bruce. As a result of the reduction of Zespri SunGold Kiwifruit licence to 350
hectares, adjustments have also been made to the Zespri SunGold Kiwifruit Closed
Tender Bid process to apply a number of restrictions to help spread the reduced
licence amongst srowers.




5.4 ORCHARD ACCOUNTING 101

Monitoring of Kiwifruit Orchard Profitability

The monitoring of profitability is an important review of the financial performance of
an orchard.

There are numerous orcharding activities that give rise to both income and costs on
an orchard and growers give much time and thought into delivering the successful
production of their crops.

Monitoring and review of the financial performance of an orchard should be viewed
as the financial result of that time. It is this result that demonstrates financial success
and the meeting of grower expectation or not.

Please see diagram 1 (Hayward) & diasram 2 (SunGold) for an example of a simple
orchard profit and cash-flow report.

There are four key areas that will be covered:

1. Seasonal Timing of Orchard Income and Costs
2. The Concept of Orchard Gate Return

3. Orchard Financial Reporting

4. Collection of Financial Data

BUSINESS | @



Seasonal Timing of Orchard Income and Costs

The orcharding cash cycle of setting up an orchard in preparation for harvest and
receiving the final income for that same harvest is spread over twenty-four months.

The kiwifruit orcharding year besins with winter pruning around July and continues
throush to harvest. Harvest is typically conducted during the months of April and
May. Throughout this growing period numerous orcharding costs are incurred as the
new crop is setup and tendered (such as pruning, pollination, fertiliser etc.).

Following harvest and the successful submit of fruit into Zespri inventory; net income
is returned to the grower. Final net income is not received by the grower until June of
the year following harvest.

The Concept of Orchard Gate Return
Net Income received by a grower is referred to as Orchard Gate Return or OGR.

In simple terms, Zespri receive money (gross income) from export customers. This

is then distributed through to Resistered Suppliers, and onto growers. The reason
Orchard Gate Return is referred to as a Net Income is because the gross income
received by Zespri is offset by various costs and incentives including postharvest costs
such as packaging and logistics.

These costs and incentives are outlined in the contractual arransement a grower has
with their post-harvest partner and in the Supply Agreement sisned by Registered
Suppliers and Zespri.

A grower’s preferred format for illustrating Orchard Gate Return for a full year is as follows:

2020 Harvest 2020 Harvest
($ are for example only) ($ are for example only)

Income from Zespri

Zespri Fruit Return 55,075 111,296
Plus Taste Income 38,028 88,945
Plus Early Start Income 5,841 13,778
Plus Loyalty Income 3,576 4,593
Total Income from Zespri 102,521 218,613
Cost of Postharvest
Time Incentive Income 15,855 22,964
Less Fruit Loss Costs -1,907 -4,899
Less Time Costs -6,080 -6,736
Plus/Less Intercheck 954 919
Net Time Incentive 8,822 12,247
Less Packing & Harvest Costs -24,676 -48,376
Less Coolstore Costs -11,325 14,544
Less Losistics Costs -1,669 -2,296
Less Other 2,027 1,684
Total Cost of Postharvest -35,644 -63,532
Total Net Income (Orchard Gate Return) 75,698 167,327
Above:

Table showing Orchard Gate Return for a full year
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It is noteworthy to mention that Orchard Gate Return is not the complete
measurement of orchard performance as it does not take into consideration
orcharding costs such as pruning, pollination, fertiliser etc. Therefore, Orchard Gate
Return is not the final formulation of orchard profitability.

Orchard Financial Reporting

The preparation of a financial report of the performance of an orchard is a tool a
grower will use to measure the profitability of an orchard. It also forms part of the
analysis in which to measure the financial viability of that orchard along with a
grower’s financial expectation and objective.

Table T (Hayward) & Table 2 (SunGold) provide examples of a simple orchard net profit
and cash-flow report. The format works through:

Net Income (OGR)

less Orcharding costs

Net Profit from Orcharding
less Capital expenditure
Net Cash Inflow/Outflow

Net Profit from Orcharding shows the profitability of all income derived from each
harvest less all direct costs that are incurred in delivering that same harvest.

Net Cash Inflow/Outflow provides useful analysis of the net cash proceeds received
from the orchard by considering capital expenditure such as setting up a new
overhead artificial canopy.

It is noted that repairs and maintenance and capital expenditure have been left
blank is these tables, as this is a discretionary spend that will vary between orchards.
Nevertheless, there would be some repairs and maintenance each year that would
need to be budgeted for along with any capital expenditure required.

Typically, such a report would be reviewed on a monthly basis and annually.

These tables include columns for each month that Net Income (OGR) is received. This
example is based on 1 canopy hectare. Generally, an orchard would not be exactly
one canopy hectare so an additional column would be included to show the income
or cost into a Per Canopy Hectare basis.

This Per Canopy Hectare calculation is the most common and important metric used
by a srower to benchmark the financial performance of their orchard against industry
averages and prior historical information.

As the orcharding year progresses a grower will find it necessary to understand the
costs they incur on a ‘per hectare basis. Often piecemeal rates charged by suppliers
and contractors are also based on a ‘per hectare basis’, such as winter pruning

and girdling.

Collection of Financial Data

Collating this data into a user-friendly format such as in Table 1 & 2, must be simple
and readily available.

There are a variety of means available to a grower to prepare such a report and often
it is prepared with support from the srower’s Chartered Accountant.

Financial reporting has come a long way in recent years and apart from simple
spreadsheets, there are a number of web-based financial software tools available to
growers to draw financial information from, such as Xero.
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