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The Development of Wool Equities Limited 

In this address I would like to give you an update on Wool Equities Limited and share with you some thoughts about our future development.   

Wool Equities was established in early 2003 with a somewhat complex mixture of assets inherited from the Wool Board.  

During 2003 we completed a number of initiatives to simplify the asset portfolio and to make Wool Equities a more attractive investment for the sheep farmers who had rights to take up equity.  An example of this was the acquisition of a majority shareholding in the wool to cosmetics project called Keratec.    

The share float of Wool Equities in October and November last year attracted the support of approximately half the eligible sheep farmers.  Thus Wool Equities was eventually launched with 23.3m shares on issue and a capital base which included the $12.6m in cash raised from farmers plus the investments in Canesis, Ovita, Keratec, and Tectra.  These investments were the residual assets of the Wool Board and they were transferred from the Wool Board to Wool Equities at a value of $10.5m after a full due diligence review by Wool Equities directors.

The significant upside offered in this portfolio of businesses is the Keratec project, although Canesis has a number of less well developed but potentially significant opportunities.   

Tectra provides education services and information to farmers and is our eyes and ears into the sheep sector - we see lots of ways of developing this business further.    

Ovita is a research and development commercialisation company and Wool Equities as a 1/3rd shareholder will assist Ovita commercialise these technologies should the right opportunity arise. The principal role for WEL is to ensure that the substantial farmers’ money committed to Ovita are well spent and ensuring that there is a good balance between industry good research and research that has potential for future profitable, commercial activities. A further role is to seek early commercialisation of these opportunities.     

Wool Equities is a 1/3 shareholder in Canesis.  Canesis is a world leading research and development company in textiles, technology and protein science driven off a core capability and experience in developing applications for wool over many decades.   Wool Equities believes that it can add value to Canesis by providing an overarching commercial framework for much of Canesis’ original research activities, as we are now doing for Keratec.  

And finally I note that we are now the owner of 50% of the NZ Wool testing Authority. 

The obvious question is now – is this all enough - should Wool Equities simply focus on this portfolio of investments and use its limited resources to develop them, or should Wool Equities be more proactive, and perhaps more aggressive in pursuing new ways to make money for our shareholders.   

To be frank our thinking is still evolving.  What is clear is that we now have a tiger by the tail with the Keratec project, which could potentially tie up a significant proportion of our resources, and because this is such a big issue for Wool Equities I will digress for a moment to update you on the project.

Keratec is 2/3 owned by Wool Equities and 1/3 owned by Canesis.  Keratec has its own board which I chair and a small staff lead by CEO Bruce Foulds, although it relies heavily on contract science services from Canesis supplied under long term contract.  It will be recalled that Keratec has been created to commercialise the production of cosmetics ingredients and nutraceuticals from proteins extracted from the core of the wool fibre.   Since establishment some 12 months ago Keratec has: 


· concluded a marketing and distribution agreement for Keratec cosmetic products with Croda International; 

· launched its first three commercial products.  Keratec IFP is targeted at international manufacturers of hair anti aging and ethnic hair repair products, Keratec Pep is a targeted at the international market as a moisturising and conditioning agent for skin and hair, and Keratec SK is targeted at the Australasian market for skin care;

· completed substantial new testing and trials of these products in preparation for launch;

· invested in production facilities; 

· advanced contingency plans for a further staged development of manufacturing capability to meet expected demand;

· started development of new products including; products for adding lipids and repairing depleted hair, Keratec IWL a basic skin care product for the international market, a product for brittle nails, and a product for fabric and textile conditioning and protection.

In addition there are several other new products in development with significant potential, and developmental work continues on the wider applications for Keratec proteins including possible nutraceutical applications, applications in skin repair, and applications for internal use with mechanical devices such as in joint repair.   

Wool Equities’ view is that the early promise of the Keratec proposition is now beginning to be vindicated and that Keratec will grow into a significant, locally-based manufacturing business commercialising New Zealand developed science and technology.  The launch of Keratec IFP and Pep is being managed by our distributors Croda International, and it is a major part of their 2004 programme.    Croda are one of the leading international companies in the business of cosmetic intermediaries and they sell to the various cosmetic companies who manufacture the final product that appears on the shelves.  

In the cosmetic industry lead times for new products can be quite long as retailers trial various formulations and as sales and marketing programmes are integrated into existing businesses.   Wool Equities directors now expect Keratec to start to generate cash in 2-3 years depending on the pace of product sales growth. 

It is clear that the Keratec project could consume a large proportion of Wool Equities’ resources, and there would be some risks putting nearly all Wool Equities’ eggs into one basket. However it is also clear that if Keratec turns out to be a successful business, and we are now meeting the early milestones for this potentially to be the case, it could become the anchor business around which Wool Equities could really begin

to grow and develop.  

So what else can Wool Equities do to generate wealth for its shareholders and to build a compelling portfolio of investments around Keratec.  

The current view in Wool Equities is that the most significant opportunity at present is to work more closely with Canesis.  Wool Equities and the Wool Research Organisation of NZ, as Canesis’ shareholders, continue to actively evaluate the long term direction and development of Canesis, and in particular how to nurture the skills base and to continue Canesis’ extraordinary track record in innovation in textiles and protein science.   

Looking beyond Canesis, Wool Equities believes that there are any number of opportunities for investment in the agriculture sector, but that the areas where there appear to be new opportunities and real development are in the food sector, on the back of the new biotechnologies, and the sheep sector, which we believe will out-perform all other sectors of the agriculture economy over the next decade.      

Putting on my Crop and Food hat I would like to dwell for a moment on recent developments in food technology.  

Functional foods deliver physiological benefits in addition to their conventional nutritional benefits.  A good example is the margarine which reduces cholesterol through the addition of plant derived esters.  Other functional foods include the sports foods which claim to increase performance, and the foods which promote a healthy balanced state such as certain yoghurts.  

Functional foods are a routine part of the diet of many people today, and will become increasingly part of the everyday diet.  As an example, the Vital Vegetable project between Crop and Food Research and our Australian counterparts seeks to use modern biotechnologies to identify common vegetable varieties that exhibit enhanced functionality.  The first target in this $30m project is broccoli which is well known for its  

cancer reducing effects. The approach here is to isolate from the hundreds of different broccoli varieties available to growers those that deliver the best functionality and to bring these to market.  It is hoped that a new range of ‘Vital Vegetables’ will become established and give Australian and New Zealand vegetable growers a new edge in Asian markets.     

But there is new technology which is going to change everything in food.  In summary this amounts to ‘give me a sample of your DNA and I will tell you what to eat’.  This may sound a bit extreme, but the success of functional foods demonstrates that sophisticated customers are amenable to the idea of more closely tying food to health outcomes, and will adopt new approaches if they are soundly based.      

Enter the new science of nutrigenomics - which seeks to develop foods that can be matched to individual human genotypes to benefit the health of those individuals and enhance normal physiological processes – and to respond to the main market drivers in the international food industry; foods for wellness, lifestyle, and performance management. An initial goal of the nutrigenomics program is to create foods that minimize the risk of genetically determined disease, especially common diseases of the intestine such as Crohn’s disease and irritable bowel syndrome, but in the future also gut health generally, obesity, diabetes, cardiovascular diseases and cancer.  

Nutrigenomics will underpin the development of the next generation of functional foods, which are expected to become increasingly sophisticated in terms of their manufacture, presentation and quality control, and which are expected to be based on common mainstream foods such as cereals and vegetables and protein based foods.   

Functional foods are already well established in Europe and Japan and are growing rapidly in the US and all are experiencing substantial growth on the back of ageing wealthy populations.  Because NZ exports to sophisticated food markets, the prospect is for NZ to become involved in the vanguard of these developments, so there are significant opportunities as well as risks for NZ in all of this.     

An example of a biotech project underway at Crop and Food Research that typifies the sort of developments that I am referring to is the Gracelinc project to commercialise a new and more efficient process technology to extract the very valuable beta-glucans from barley.   Beta-glucan concentrates have been sourced from a wide range of plants for millenniums and are well accepted in reducing cardiovascular diseases.  

Smart food brings me back to lamb, and there is nothing more obvious than stating that the well being of the sheep sector is nowadays largely driven by the success of the lamb meat business.  However for sheep farmers there is currently little or no financial incentive to improve meat quality, so that for farmers the commercial drive remains to improve on-farm productivity.   

In fact Ovita’s research and development programme tackles a wide range of productivity issues.  The seven products commercialised or close to being commercialised by Ovita include; diagnostic and selection products for the control of internal and external parasites and markers for facial eczema resistance; DNA markers and gene tests for increased meat yield and lambing rates (Inverdale); and DNA parentage profiling that allows for the expansion of sheep breeding operations and the increased uptake of genetic marker technology by those operations.

A large part of the successful roll-out of Ovita’s products will be how the financial benefit delivered by its products is shared across the value chain.  For example, Ovita is developing systems to ensure that the benefit gained by meat processors is shared fairly with other players like breeders and growers of high-yield animals.  Ensuring returns flow back to the sheep industry is a key part of the Ovita business model.  The seven late stage Ovita product leads or products will deliver an estimated net present value of $133M (for an investment of $15M).

The increasing interest in improved hogget lambing performance and increased lambing rates generally has also rekindled interest in composite breeds and cross breeding techniques and has led to a proliferation of new breeding companies.   

Perhaps of even more significance is that the new breeders are working at a scale and with increasing investment in DNA data banks.  This will allow them to quickly adapt their core flocks to include the desired gene markers that demonstrate for example disease resistance, and to accelerate their commercialization.   

With the new genotype technologies and well defined routes to breed commercial flocks of sheep with enhanced traits, the commercial opportunity now exists to look beyond disease aspects to meat performance genetic markers, and possibly other markers associated with wool quality.   

Good lamb prices and improvements in on-farm productivity are therefore starting to materially change the economics of sheep farming, and will provide a new basis for farmers and processors to tackle the issues of broadening the supply season, having a fresh look at the quality and management of pasture, and the potential for new forage crops for sheep.  

Perhaps if the sheep sector could think about innovation as an integrated sector there may be big opportunities for further gains in the near future.    It is possible that significant streamlining of the considerable genetic variation in the NZ sheep flock will be a precursor to progress in this area, or to put it another way, those farmers with well understood and uniform sheep genetics are likely to be the first to participate in the commercialization of the new biotechnologies.   

It is for all of these reasons that really significant productivity gains on sheep farms are possible and likely, and that providing lamb prices hold, there must be a possibility that the number of lambs available to the processors will start to increase.  

So what does all this mean for Wool Equities?   

In so far as Wool Equities business strategy is concerned, our focus continues to be, simply, on creating medium to long term shareholder wealth.   Our first efforts have been directed to developing the resources inherited from the Wool Board, particularly Keratec, Canesis, Ovita and Tectra.  Increasingly our attention is turning to Canesis’ softswitch and smart textiles technology.  We continue to monitor opportunities in the sheep sector, both on and off the farm, and we are increasing our review into meat and food aspects.  

I am unsure where this work will lead us, but I want to make it clear to you today that we believe we are operating across the broad range of significant technology issues facing the NZ agriculture sector, and that we have a close eye on the developing sectors.  

There are many companies who are also active in this sector and it is not easy to secure a competitive position.  In addition, some of the meat processors have extensive research and development programmes, though little of this work is discussed in public.   

I would like to conclude with a few comments about the development of some of the other Wool Equities businesses.   

Tectra, who many of you will have known as WoolPro, provides the link between other Wool Equities activities and investments, and their use on farm.  This is a critical interface, and one which has been largely ignored by science investors, both public and private, in years past.  Tectra specializes in the development end of the R&D process – taking research outcomes and developing them to a point where they can be put to use on your farms profitably.  As you all know, millions of dollars are invested in science research every year – no rubber hits the road however, unless this research is applied to someone’s benefit.  That’s one of Tectra’s jobs, to ensure good science and technology delivers benefits on farm.

One of the biggest challenges facing the agricultural sector at present is the shortage of a skilled workforce. Tectra has an important role in this regard and has recently concluded new education service contracts with the AgITO and the Tertiary Education Commission.  Tectra have offices on the Massey and Lincoln university campuses and have partnership agreements to develop and deliver programmes with these organizations, and some Polytechnics.  At the other end of the scale, Tectra provides the national shearer training courses, which some of you may have been to. We are currently completing a major review of other areas where Tectra might potentially offer training programmes.   

In time Tectra’s role will include delivery of new on farm services and technologies, for example Tectra is involved in preliminary evaluation of opportunities that arise from increased availability of broadband on farms.  Tectra has a strategy for growth and you can expect to see and hear a lot more about them in the future.   

The NZ Wool Testing Authority was acquired jointly by Wool Equities and the Australian Wool Testing Authority last month.  This brings Wool Equities into the wool value chain and allows Wool Equities to undertake with our Australian partners a full review of the testing process and the services offered to growers.  An additional feature of this acquisition is that NZWTA has recently become involved in a joint venture to establish a European wool testing authority.

In conclusion, I have appreciated the opportunity to present more information about Wool Equities.  I remain confident we are on track to deliver the outcomes set out in the prospectus last year.    

Thank you for giving me the opportunity to speak to you today.

Richard Bentley’s involvements in the agriculture sector includes Chairman of Wool Equities Limited, Crop and Food Research, Keratec Limited, and Rissington Breedline Limited, and he is a minor shareholder in Rissington Breedline Limited. 
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