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China is a key market for a number of New Zealand exporters and with activity in China recovering post peak COVID-19
impact it will continue to provide evolving insights on consumer preferences and behaviours. Early insights show sales
channel mix and consumer behaviour trends have evolved and changes are likely to be enduring, in our view. Our recent
industry discussions provide positive read through for the listed New Zealand food and beverage companies, with growing
attraction for 'Brand NZ' and any products with perceived health benefits, although materiality differs depending on China
exposure. Within our coverage a2 Milk (ATM), Scales (SCL), and Comvita (CVT) are best positioned to benefit.

Activity returning in China, with Government support for the consumer

Anecdotal feedback suggests that consumer activity is beginning to return in China and supply channels (outside of air freight) are
now operating at 80%-90% capacity. Domestic last mile challenges still exist (not helped by some sub-distributor business failures
from COVID-19), although the Chinese Government has signalled the intent to continue supporting food supply lines. Consumption
represents c. 56% of China's GDP and we are already seeing an emphasis from policymakers on incentivising consumer spending, as
illustrated by the lengthening of China's May Holiday.

Consumer behaviour and channel realignment

Lockdown policies have accelerated channel realignment trends, in particular towards online. Through January and February, online
sales penetration lifted to 22% (from 17% prior). Digital brand interaction is vital for companies to maintain share gains, with a
growing importance placed on live streaming and short videos. The food service channel was, unsurprisingly, the hardest hit through
China's lockdown, and remains under material pressure post re-opening as consumers remain cautious. This channel is expected to be
subdued for an extended period. From a New Zealand listed company context, China food service represents a very small portion of
total global revenue exposure. Companies most exposed are Fonterra (FSF) and NZ King Salmon (NZK), although for NZK product re-
alignment (to frozen and smoked) and redeployment of volumes to other markets likely lowers any sustained impact.

Brand New Zealand well placed in the eyes of the Chinese consumer

New Zealand's primary industry is well regarded globally for producing high quality exports and this is particularly true in China. Our

recent channel checking suggests the positive perception by Chinese consumers remains strong and may be growing, helped by:

= New Zealand's management of COVID-19: New Zealand has seen positive media on the ground in China for our strict lockdown
and general handling of COVID-19, particularly relative to other nations. This has received a positive reception and further
supports New Zealand's existing strong reputation for food quality.

= Heightened awareness of health: Chinese consumer demand for health products is increasing with heightened emphasis on
nutritional benefits of products, which supports a number of our export categories including dairy, fruit, honey and supplements.

Channel checking points to healthy demand from Chinese consumers for a number of our key export products including pet food,
dairy, infant formula, skincare, vitamins/supplements, seafood, wine, fruit and Manuka honey.

Window of opportunity, but competition is coming

A window of opportunity exists for New Zealand food and beverage companies to gain additional market share in the near-term, with
supply chains of fresh produce from other international markets (Europe and North America) highly disrupted. However, it is likely all
global exporters will be looking to increase volume to China as its consumers are less restricted vs other markets which are in earlier
stages of managing COVID-19. Inventory levels, particularly in fruit, wine and beef are already showing signs of rising which may put
pressure on prices in future.
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NZ listed agri sector — China exposure

Recent anecdotes and feedback from China, a key market for a number of NZ exporters, suggests activity is recovering and demand is
healthy for high quality necessity products with growing attraction for 'Brand NZ' and any products with perceived health related
benefits. Within the NZ listed Food, Beverage & Agriculture sector The a2 Milk Company (ATM), Scales (SCL) and Comvita (CVT) are
best positioned to benefit from these trends given material exposure to China, and their product offerings and channel mix. Other
companies with a smaller foothold in China that may benefit from opportunities arising out of COVID-19 to grow (and redeploy
volume from more affected markets) include Sanford (SAN) and New Zealand King Salmon (NZK).

Figure 1. Estimated company specific exposure and demand/supply changes in China through CY20

Company name Ticker China exposure Supply chain Demand change Channel exposure pre-COVID
(Onoexposure, 10 (O halted, 10no (0 negative impact, 10  Wholesale Retail Online Foodservice
only market) disruption) positive impact)
a2 Milk ATM 8 8 7 v v X
Fonterra FSF 3 7 5 v v v
Synlait SML 7 8 7 v X X X
NZ King Salmon NZK 0 1 2 X X X v
Sanford SAN 1 7 5 v X X v
Scales SCL 3 8 7 X v v X
Delegat DGL 0 8 5 X v X X
Comvita CVT 4 8 9 X v v X
Source: Forsyth Barr analysis
Figure 2. Revenue exposure by geography* Figure 3. China retail sales of Consumer Goods in Jan-Feb 2020
100% 1 Total sales down -
. 20%

] m<

g . " Within retail (year on year % growth)

= o} o

g 60% | 3 22% clothes  -18% [

z

2 40% =

E g 83% Daily supplies l 8%

c‘i:’ 20% - ° 78% 1

Food & bev B
0% -
ATM SML CVT SCL FSF SAN NZK DGL PGW o =
ad]. ad]. 2019 2020
RoW m Europe ®mN. America ™ Asia ex China ™ Australia B NZ ® China B Online u Offline

Source: Company reports, Forsyth Barr analysis, *where China not explicitly disclosed, it is our ~ Source: Alibaba, Forsyth Barr analysis

estimate

Company specific comments

Dairy

= a2 Milk (OUTPERFORM) — Highly exposed to Chinese consumption of its infant formula (IF) products. Recent channel checking
suggests demand remains strong, particularly through online channels, while anecdotes suggest minimal supply chain disruption of
note. ATM is well placed to capitalise on any growing preference for high quality imported product, shift in desirability of NZ
sourced product and/or any production disruption for other imported IF brands.

= Fonterra (Not Rated) — Key exposures are China sales within its Consumer & Foodservice segment and commaodity prices which
are influenced by global supply/demand dynamics. We expect Consumer sales have been good, while the collapse of Foodservice
through lockdown would have materially impacted sales in that channel. Anecdotes suggest demand is returning for the latter
as China re-opens more restaurants, although consumers remain cautious. Dairy prices have been relatively resilient to date vs
other commodities.

= Synlait Milk (NEUTRAL) — SML's fortunes in the China market are predominantly driven by that of key customer, ATM, discussed
above. SML is also looking to secure new customers, to support its recent capacity expansion, and the favourable (and growing
positive) perception of the quality of NZ sourced products and manufacturing is likely beneficial to discussions.
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Seafood

New Zealand King Salmon (OUTPERFORM) — During lock down sales fell to zero, with the collapse of food service; however, China
only represents ~2% of sales and the company was able to successfully redeploy volume into other markets. NZK is currently
working on channel re-alignment into retail (in particular online), which will involve new product formats for the China market
(more suitable for retail and able to sea freighted). China remains a significant opportunity for NZK, supported by shareholder
China Resources, over the medium to long term.

Sanford (OUTPERFORM) — China is a relatively small market for SAN with limited fresh product exposure, and therefore limited
supply chain disruption compared to other seafood exporters. Anecdotal feedback suggests seafood demand through the retail
channel is robust, however, food service demand remains subdued and could be for prolonged period.

Horticulture & viticulture

Delegat (Not Rated) — DGL sells minimal product in China (too small to be disclosed). China could present a long term opportunity,
although the company remains focused on North America growth. With limited on-premise exposure in North America, those
growth plans remain intact.

Scales (NEUTRAL) — SCL should be benefiting from current trends in China. The first shipment of apples arrived in China mid-
March and initial feedback on new varieties (first commercial season of the Posy variety) is positive. Port congestion has eased,
with the imported fruit volume through Shanghai port in March 2020 only down -10% on the prior comparable period and is
expected to improve over coming months. It is worth noting it is early in the selling season and some price risk exists in the coming
months as inventory from other global exporters builds.

Other

Comvita (Not Rated) — Recent commentary from CVT confirms strong demand from Chinese consumers across its product range,
particularly Manuka honey, Propolis and Olive Leaf Extract. Online sales have seen a material uplift in China, which materially
offset lower sales through traditional retail stores.

PGG Wrightson (Not Rated) — No direct exposure to China. The combined impact of COVID-19 and drought has likely weighed on
PGW performance in recent months. Strong demand and robust pricing for New Zealand fruit and protein in China should be
supportive of on farm activity in New Zealand and provide an offset to the weak economic outlook, in our opinion.
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