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Impact Assessment of MLA Expenditure 2010-11 to 2014-15

1 Executive summary

Top line result —Meat & Livestock Australia (MLA) expenditure from 2010-11 to 2014-
15 on research & development (R&D) and marketing programs provide industry returns of
$6 170 million from expenditure of $997 million with a benefit cost ratio (BCR) of 6.2:1

Impact summary

MLA expenditure from 2010-11 to 2014-15 on R&D and marketing programs provide
industry returns of $6 170 million from expenditure of $997 million with a BCR of 6.2:1.
By program area:

= 1. Market access provided NPV benefits of $2 165 million and BCR of 14.8:1

= 2. Growing demand provided NPV benefits of $2 155 million and BCR of 5.2:1

= 3. Productivity provided NPV benefits of $1 385 million and BCR of 4.5:1

= 4. Integrity/sustainability provided NPV benefits of $464 million and BCR of 3.8:1.
By time period:

= 2010-11 to 2014-15 provide NPV benefits of $2 528 million

= the period after 1 July 2015 provide NPV benefits of $3 641 million.

By industry sector:

= QGrass fed cattle — NPV benefits of $4 028 million and BCR of 8.8:1
= Grain fed cattle - NPV benefits of $279 million and BCR of 4.1:1

= Sheep — NPV benefits of $1 217 million and BCR of 4.3:1

= Goats — NPV benefits of $41 million and BCR of 6.7:1

= Processing — NPV benefits of $505 million and BCR of 3.0:1

= Live export — NPV benefits of $100 million and BCR of 7.8:1.

By animal: 1
= Beef chain:
— NPV benefits of $39.50/head over 2010-11 to 2014-15

— NPV benefits of an additional $3.80 per head each year from 2015-16 to 2030
($56.50/head over the 15 years)

— In farm gate prices equivalent to 8 cents in the $ for cattle prices received over the
2010-11 to 2014-15 period plus an additional 11 cents in the $ to be captured over
the next 15 years

1 Calculated by dividing the present value of net income by the total number of livestock exits
from the Australian system (slaughter plus live exports) over the period 2010-11 to 2014-15.

www. TheCIE.com.au



Impact Assessment of MLA Expenditure 2010-11 to 2014-15

Sheep chain:
— NPV benefits of $3.80/head over 2010-11 to 2014-15

— NPV benefits of an additional $0.40 per head each year from 2015-16 to 2030
($5.70/head over the 15 years)

— In farm gate prices equivalent to 6 cents in the $ for sheep prices received over the
2010-11 to 2014-15 period plus an additional 6 cents in the $ to be captured over
the next 15 years

Goat chain:
— NPV benefits of $0.60/head over 2010-11 to 2014-15

— NPV benefits of an additional $0.10 per head each year from 2015-16 to 2030
($2/head over the 15 years)

— In farm gate prices equivalent to 4 cents in the § for goat prices received over the
2010-11 to 2014-15 period plus an additional 8 cents in the $ to be captured over
the next 15 years

By the community:

In addition to industry benefits, domestic Australian consumer benefits (consumer
surplus) were also generated by MLA R&D programs. Consumer benefits would also
be generated in export markets but these have not been quantified.

— Domestic consumer surplus NPV at retail prices was $1 320 million

— Domestic consumer surplus NPV at wholesale / export prices was $616 million.
Standout programs

The significant industry benefits contributed by four programs in particular are
highlighted. These programs combined generated 46 per cent of total industry returns
from 20 per cent of MLA expenditure:

Market access - NPV benefits: $999 million and BCR:24.0:1.

There was an unparalleled level of activity and success in the Market Access Program
in the period 2010-11 to 2014-15, with FTAs completed with three of Australia’s four
largest export meat markets. The returns attributed to MLA in this area reflect both
the levels of trade liberalisation opportunities that became available during this period
and MLA’s success in ensuring these opportunities were realised to the maximum
extent possible by the meat industry.

Live exports - NPV benefits: $705 million and BCR:14.5:1.

The Live Export Program (LEP) added considerable value to the industry in a number
of key areas over a challenging period. In animal welfare, the Exporter Supply Chain
Assurance System (ESCAS) requirements were met, speeding up reopening of trade
and avoiding trade closure in other cases. R&D is likely to contribute to a reduction of
on-board sheep mortalities by 40 per cent and has contributed to a reduction in
ESCAS compliance costs. Market access activities also added considerable value to
the live export sector.

Eating quality - NPV benefits: $679 million and BCR: 12.5:1.
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= The review period saw the MSA program grow to become a very significant
component of Australian beef and sheepmeat supplies. In 2014-15, almost 42,000
sheep and cattle producers were MSA registered, as were 54 processors, supplying
over 130 MSA licensed brands to the marketplace, all using MSA as an independent
eating quality endorsement. MSA cattle grading numbers increased from 17 per cent
of adult slaughter in 2009-10 to 35 per cent in 2014-15 (1.3 million to 3.22 million
head). Cattle price premiums increased from $0.15 per kilogram HSCW in 2009-10 to
$0.33 per kilogram HSCW for young grass fed (YQG) classified cattle and $0.10 per
kilogram for grain fed cattle. The number of eligible lambs presented for grading grew
strongly from 883,133 in 10-11 to 6,768,449 in 2014-15.

Product integrity — NPV benefits: $462 million and BCR: 8.3:1.

= This program provides some of the bed rock on which the Australian industry rests —
assisting to safeguard the industry against the impact of the possible incursion of
exotic diseases and contributing to the image of all Australian meat as ‘clean and
green’. Both of these areas have been assessed as providing significant benefits to the
Australian industry — the disease control aspects mitigating against downside risks
and Australia’s leadership in product integrity systems allowing price premiums to be
realised in global markets.

1.1 MLA Impact —benefits in terms of red meat net income: All MLA programs=

Industry Industry upside Total Benefit Cost

downside threat opportunity benefits Ratio

$m $m $m BCR

1 Maintaining and improving market access 1098 1067 2165 14.8

2 Growing demand 879 1276 2 155 5.2

3 Increasing productivity along the supply chain 47 1338 1385 4.5

4 Supporting industry integrity & sustainability 419 44 464 3.8

Total - ALL MLA programs 2444 3725 6170 6.2
— % of impact benefits 40 60 100.

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

www. TheCIE.com.au



Impact Assessment of MLA Expenditure 2010-11 to 2014-15

1.2 Summary of MLA benefits, investments and returns— all program areas=

Increase in present value of net income
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Impact by program

1.3 Summary — investment, benefits and return by program=

Impact
Expenditure NPV Meat Industry
NPV Net Income
Program 2010-11 to | 2010-11 to  After July Benefit
2014-15 2014-15 2015 cost ratio
$m $m $m $m
1.1 Product integrity 56 127 885 462 8.3
1.2 Market access 42 47 952 999 24.0
1.3 Livestock exports 49 381 324 705 14.5
Total — 1. Market access 146 555 1611 2165 14.8
2.1 Eating quality 54 327 351 679 12.5
2.2 Nutrition (included in 2.4 & 2.5)
2.3 New products 21 24 9 33 1.6
2.4 Domestic beef marketing 96 95 12 108 1.1
2.5 Domestic lamb marketing 65 222 43 265 4.1
2.6 Export beef marketing 137 602 319 921 6.7
2.7 Export sheepmeat marketing 44 125 25 150 3.4
Total — 2. Growing demand 418 1395 760 2155 5.2
3.1 On-farm productivity 130 19 330 349 2.7
3.2 Off-farm productivity 69 114 209 323 4.7
3.3 Market information 40 300 15 &g 7.9
3.4 Animal health 43 11 184 195 4.6
3.5 Producer engagement (included in 3.1, 3.4,4.1 & 4.3)
(3.6) Lot feeding (on-farm) 25 81 114 195 7.6
(3.7) Goat industry (on farm) 8 5) 8 8 2.6
Total —.3. Increasing productivity 310 529 856 1385 4.5
4.1 On-farm environment 67 -8 308 300 4.5
4.2 Off-farm environment 16 4 36 40 2.5
4.3 Animal welfare 16 B5S 71 124 7.7
4.4 Community engagement (included in 4.1 & 4.3)
4.5 Innovation capability 24 (impact not assessed)
Total — 4. Integrity & sustainability 123 49 415 464 3.8
Grand total 997 2528 3641 6170 6.2
MLA Donor Company (MDC)> 128 na na 517 4.0

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b MDC benefits and expenditure
included in relevant programs above and MLA total.
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Key outcomes that delivered program impacts

#1 Market Access Programs

1.1 Product Integrity

= Integrity systems maintain the reputation of Australian red meat overseas, contributing to price premiums and
reducing the cost of disease in the event of an exotic disease outbreak.

— Currently, Australian exporters received average premiums of around 40% in key developing markets, compared
to product from India and Brazil. In 2014-15, the contribution of MLA’s integrity programs to this price premium
from investments made in the period 2010-11 to 2014-15 was conservatively assumed to be just 0.11%. This
loss of premium was assumed to apply to all markets outside of Japan, Korea and the United States.

— Without MLA’s investment in traceability systems, the expected annual cost of a major disease outbreak would
be higher. This investment increases livestock traceability - from 65% (under a mob based system) to 97% (for
NLIS cattle). The reduction in the expected annual costs of emergency disease outbreak, such as FMD and BSE,
was estimated to be $29.2 million in 2014-15 terms every year out to 2030.

= The impacts indicate that 77% of benefits accrue to livestock traceability systems/Australia’s disease-free status,
with the remainder (23%) to the impact of Australia’s integrity systems for our clean-green image.

= The higher proportion of benefits attributed to livestock traceability systems/Australia’s disease-free status is due
to the significance of exports to the key developed markets (Japan, Korea and the United States) that comprise the
majority of Australia’s exports by value and volume. In these markets, there is limited head-on competition with
low-cost suppliers, but if Australia was to experience an adverse disease event, the impacts would be significant.

= For developing markets, the contribution of Australia’s integrity systems to supporting price premiums of 40 per
cent is uncertain. These premiums have been discounted heavily for this analysis - the analysis, by being
conservative, may underestimate the benefits.

1.2 Market Access

The benefits arising from trade access changes over the Evaluation Period are unprecedented (certainly since the
conclusion of WTO Uruguay Round negotiations). The majority of the benefits accrue to beef/cattle - most of the
reductions in market access barriers negotiated in the recent FTAs relate to beef.

= FTAs

— Japan beef — average tariff falls from 38.5% to 22.5% by 2030 while safeguard volumes increase from 300 to
370 kt product weight with a penalty tariff of 38% (including transition to TPP arrangements).

— Korea beef — average tariff falls from 40% to 0% by 2028 while safeguard volumes increased from 155 to 204
kt product weight with a penalty tariff of 24%.

— China beef — average tariffs falls from 13% to 0% by 2023 while safeguard levels increase from 170 to 249 kt at
a penalty tariff of 12%.

— China sheep and goat meat — average tariffs falls from 15% to 0% by 2022.

= Trans Pacific Partnership

Japan beef — all tariffs to 9% by 2030 and elimination of safeguards.
— Canada beef — phase-out of over-quota tariffs by 2020.
— Mexico beef — phase-out of current tariffs of 25% by 2020.
— Peru beef and sheepmeat — average tariff falls from 13% to 6 % by 2027
= |n terms of the relative contribution to the total results for beef (after attribution to MLA) results are as follows:
— Japan FTA (26%), Korea FTA (30%), China FTA (14%), ASEAN (2%), TPP (29%).

= Comparatively, the improvements for sheepmeat are modest. Results for sheepmeat are also impacted indirectly
by the higher levels of the beef trade and changes in relative prices (which encourages some production shift).

— Over 75% of the first-round benefits for sheepmeat are the result of the China FTA.

= Around 90% of the benefits are captured by the on-farm sectors.
1.3 Live Export Portfolio

= Over 90% of the impact from the Live Exports Program (LEP - funded jointly by MLA and LiveCorp) was the result of
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#1 Market Access Programs

assisting industry with ESCAS compliance. Without this contribution, in the assessment of workshop participants,
trade to some key markets may have significantly fallen or ceased altogether.

— The largest impact related to assisting the Indonesian live cattle trade with ESCAS compliance - this accounts for
60% of the total estimated benefits for this program. Without the LEP, it was agreed that the Indonesian live
cattle trade would have responded to the new ESCAS regulations much more slowly, returning to only 30 per
cent of its previous level by the end of the first 6 months (about 60 000 cattle) and only 80 per cent of its
previous level by the end of 18 months. The trade was assumed to have resumed normal levels by 2019.

— The assistance provided by the LEP to ESCAS compliance in other markets was also important, accounting for
29% of program benefits - comprising of cattle to Vietnam (7.6% of total benefits), sheep to the Middle East
sheep (11.7%) and goats to Malaysia (9.8%).

= The contribution of R&D to reductions in on-board sheep mortalities is the smallest benefit (1.1% of total benefits)
because of current low mortality levels.

= General improvements in market access and lower regulatory costs accounted for 8.5% of benefits.

#2 Growing Demand Programs
2.1 Eating Quality
= Without continued MLA investment in eating quality over the evaluation period, grading numbers and premiums

paid would have been lower. By 2014-15:

— Rather than increasing, in the assessment of workshop participants, the number of cattle graded would have
fallen, to 546,000 head (compared to 3.2 million actually graded in 2014-15) with average premiums paid being
20.8 c/kg cwe lower than observed.

— Lambs graded would have been zero (rather than 6.5 million). The 3.4 million component in ‘trademarked’
lambs would lose the $1 per head premium.

= The upside contribution of MLA’s eating quality investments to higher grading numbers and premiums contributed
84% of the total program benefits. The primary beneficiary of MLA investments in Eating Quality investments was
the grass fed cattle sector:

2.3 New products

= |n total, four ‘product development’ innovations were identified by workshop participants as providing benefits from
MLA investments made between 2010-11 and 2014-15. These were ‘very fast chilling / salting’, ‘Smartshape’,
‘thin slice technology’ and ‘pulled meats’. These innovations were found to provide NPV benefits of $32 million,
‘Very fast chilling / salting’ was found to be the most significant (54% of benefits) followed by Smartshape (22% of
benefits).

2.4 and 2.2 Beef domestic marketing and Nutrition, 2.5 and 2.2 Lamb domestic marketing and Nutrition

2.6 Beef export marketing 2.7 Sheepmeat export marketing

= The key impacts in terms of benefits delivered by each component of the Marketing program are directly related to
the size of the model inputs (the shocks) and market sizes, and also the elasticity of demand in each market.
— The majority of the benefits were in the 2010-11 to 2014-15 period.

= The largest benefits for key beef markets (in order) come from Japan, then Korea, the domestic market and China.

= Demand for Australian lamb/mutton across all markets is less responsive to price than beef because New Zealand
is the only other substantive exporter. Therefore, the shift in demand required to achieve the same payoff is
smaller than for beef.

— The largest benefits for lamb and mutton come from the domestic market, the United States and then MENA
countries.

#3 Increasing Productivity Programs

3.1 Increasing Productivity On-farm (including 3.5 producer engagement)

www. TheCIE.com.au



Impact Assessment of MLA Expenditure 2010-11 to 2014-15

#3 Increasing Productivity Programs

= The major impacts, in terms of industry net income, from MLA’s On-farm Productivity Program were related to work
on livestock genetics (23%), on-farm R&D (36%) and producer engagement (41%).

= In the case of genetics, grass and grain fed cattle accounted for 80% of the benefits, with relatively smaller
benefits for on-farm sheep. The Southern beef industry received over 90% of the benefits from the genetics
program.

= Gains from British breeds accounted for 90 per cent of total gains in cattle and gains in maternals accounted for
70 per cent of the total gains for sheep.

— Contributing factors to the sheep result were the small attribution to MLA investments in genetics (despite
strong TFP growth) and fact that the on-farm sheep sector pass 60% of benefits onto users and consumers.

= The on-farm R&D component was comprised of the following:

— Enrich program — New forage increases turnoff of ewes in the wheat / sheep zone by 5% ($6 per ewe) and
reduces costs of supplementary feed by $10 per ewe in 2015 terms. These benefits are partially offset by
establishment costs of $14 per hectare (annualised). It is assumed that only 10% of each property would be
planted or 200 hectares.

— Phosphorus use efficiency— Fertiliser savings of $15 per hectare for those currently over-using P fertiliser.

— Pastures to counter buffel grass run down — increase in live weight gain of 23 kg/head/year of improved over
unimproved pasture in Northern beef. These benefits are partially offset by annualised establishment costs, plus
ongoing costs of improved pasture of $18.80 per hectare in 2015 terms.

— Psyllid resistant Leucaena — increase in turnoff of 150 kg Iw per ha per year from Leucaena relative to
unimproved pasture. These benefits are partially offset by annualised establishment costs, plus ongoing costs of
$85 per hectare in 2015 terms.

— Breeder Mortalities/Cash Cow — reduction in 2% points for cow mortalities in northern industry or around 8 000
cows valued at $600 in 2015 terms. Costs are $10 per head in 2015 terms.

— Entire males — benefit is avoided $8 per head cost of HGPs.
= In terms of sectoral information:

— For the sheep sector the majority of benefits are due to the impact of the Enrich program. The outcomes are
extremely sensitive to the assumption of 100% attribution to MLA.

— For the Northern Beef sector two-thirds of the benefits result from Psyllid resistant Leucaena, with the remainder
on work undertaken in countering Buffel Grass rundown and Cash Cow / Breeder mortality activities.

= Producer engagement benefits arose from MLA investments in More Meat from Sheep, More Beef from Pastures
and extension activities in Northern cattle.

— More Beef from Pastures engaged 17 000 southern producers— 12 per cent said they had changed practices by
2014. Making More from Sheep engaged 10 000 southern producers— 32 per cent of the southern sheep
industry — 15 per cent (1 553) said they had changed practices by 2014. The participatory research project
EverGraze prompted an estimated 2300 to 4400 producers to make changes on between 642,000 and 1.2
million hectares. In northern Australia extension activities were implemented through the FutureBeef Program
co-investment with Queensland DPI.

— Increases in Total Factor Productivity of 2.3% (Sheep), 2.2% (Southern cattle), 1.0% (Northern beef) were
observed for producers who changed practices accounting for 5.7%, 10.1% and 20% respectively of the
flock/herd. An adjustment was made for other programs that were running concurrently.

= Across all three productivity components, the sheep industry capture 34% of the benefits, northern and southern
beef capture 18% and 17% of the benefits respectively while the processing sector is the beneficiary of the
remainder in the red meat chain.

3.2 Off-farm productivity
= The first-round benefits of MLA’s investments in Off-farm Productivity related to MDC supported innovations to

improve yields and reduce labour and average fixed costs.

— 30% of the first-round benefits were due to the adoption of spray chilling in beef, 41% due to the LEAP
technologies for lamb and the remainder benefiting all species.

= Over the medium to long term, the Australian processing sector passes the majority of benefits back to producers
and also forward to consumers and users.

— The on-farm sector captures 56% of the benefits in terms of net income as a result of greater demand for
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#3 Increasing Productivity Programs

livestock (lamb receives 50% of the on-farm benefits) while processing captures 43% of the benefits, which
includes a return on installed capital.

— Users and consumers are also winners through lower prices.
3.3 Market information

= The impact for this program was set by the 8:1 BCR determined by the workshop for general MLA market
information. There was an additional small positive return from LDL, which has significant potential for impact
beyond 2015 (with further investment).

3.4 On- farm animal health and biosecurity
= Benefits from MLA investments between 2010-11 and 2014-15 in the On- farm Animal Health and Biosecurity

Programs were made up of the following components:

— Improved FMD diagnostics and regional capability — reduces potential costs (reduction in export prices) of an
FMD outbreak by 5 per cent

— Barbers Pole Worm Vaccine— avoided economic loses of $11 per ewe with 70% attribution to the vaccine

— Integrated Pasture Management (IPM) to reduce reliance on anthelmintics to control sheep worms — net benefit
of $2 per sheep in 2014 terms in high rainfall areas

— Theileria orientailis epidemiology — net benefits in 2015 terms of $0.335 million for Northern beef and $1.258
million for Southern beef

— Johnes Disease vaccine optimisation - economic losses of $75 per sheep in 2015 terms are avoided with
producers continuing vaccinations.

More than 80% the benefits from this program were from improved productivity and lower costs, of which the
majority occur in the sheep industry due to endemic nature of disease in sheep (relative to cattle).

— MLA investments to maintain vaccination rates for Johnes Disease, which would have fallen otherwise resulting
in higher sheep mortalities and lower turnoff, was found account for around 80% of the upside benefit from this
program with the next most significant area being benefits from Barber’s Pole Vaccine.

The remaining 20% of program benefits are attributable to Improved FMD diagnostics. This is relatively small as
the workshop assessed that investments over the period contributed 5% of annual benefits (avoided costs) from a
FMD outbreak that has an annual probability of occurring of 0.6%.

After passing benefits along the chain, 60% of the benefits remain with the on-farm industry while the processing
sector captured 30% of the benefits for the red meat chain.

3.6 Feedlot programs: productivity, health, welfare and environment.
= The estimates for the feedlot sector provide a high degree of confidence with regard to impact and reflect the

intensive nature of feedlot systems and capability within the sector. The following components were identified:

— Contribution to industry TFP — the increase in TFP over the Evaluation Period provided by feedlot operators &
experts was 1.55% each year, 100% adoption by industry and 20% attribution to MLA.

— Reduction in regulatory cost — $14.4 million per year, 100% adoption by industry and 100% to MLA

Net feed intake — 1% increase in feed efficiency, 2.5% adoption by industry and 100% to MLA

Improved summer rations/heat stress — 0.45% increase in TFP, 90% adoption by industry and 100% to MLA

Improved BRD management — 24% reduction in mortality, 15% adoption by industry and 100% to MLA

2 in 1 BRD vaccine — 0.4% reduction in costs, 60% adoption by industry and 100% to MLA

Lignite pen surface ameliorant — 0.25% reduction in costs, 5% adoption by industry and 100% to MLA.

= The largest single benefit area for the feedlot program resulted from the workshops’ attribution to MLA (assumed
to be 20%) of observed cumulative increases in sector TFP of 8% over the period 2010-11 to 2014-15.

— These accounted for 60% of total program benefits identified by the Impact Assessment.

= Improved summer rations/heat stress and the 2 in 1 BRD vaccine provided the majority of the benefits beyond
2014-15.

= Of total benefits retained within the industry, the feedlot sector retained 70% while 30% were passed back the
grass fed sector via higher feeder prices.
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#3 Increasing Productivity Programs

3.7 Goat Industry

Representatives from the goat industry and relevant experts attributed some of the growth observed in this sector
since 2010-11 to MLA investments. Amongst other things, MLA investments highlighted the potential of the goat
industry to prospective entrants. At the same time, it was acknowledged that much of the growth in the goat
industry came from the rangeland, rather than the farmed, sector.

The key parameter for benefits was a 20% attribution to MLA of sector growth over the period.

#4 Industry Integrity & Sustainability Programs

4.1 On farm environmental sustainability

Impact of the On-farm Environmental Sustainability Program took into account three major outcomes from MLA
Investments during the Evaluation Period:

— R&D results from the Wambiana Project and other work on Northern Grazing Land Management;
— The likely impact of new strains of the RHD virus in controlling rabbits; and

— Work on Greenhouse Gas (GHG) mitigation and substantiating new Emissions Reduction Fund (ERF)
Methodologies.

Results from evaluating MLA investments in these areas were:

— Northern Grazing Land Management involved halving stocking rates across 2.5% of northern beef businesses. At
an industry level, this resulted in a 2% reduction in value of output of the northern beef industry, offset by a 5.6%
reduction in selected operating costs and a small net benefit that is equivalent to 0.05% of base industry GVP.

— Rabbit Control with RHDV involved an initial 20% reduction in rabbit numbers, diminishing to a 16% reduction in
2030. The result in this decline in rabbit numbers was a net benefit of $50 million or 1.1% GVP equivalent for
southern beef and $4.8 million or 0.11% GVP equivalent for sheep. 100% attribution to MLA.

— GHG mitigation and ERF Methodology results in a maximum benefit for the northern beef industry of $1.8 million
by 2025.

Lessons from the Wambiana trial are potentially far-reaching for the northern industry as reduced stocking rates
(by up to half) is a dramatic change.

In terms of net income, the majority of the impacts (76%) delivered by this program are from the RHD virus on
southern beef systems, as reducing the rabbit population reduces outputs losses, and 25% from reduced stocking
rates in the North. The implication for net income in northern beef is, however, marginal, and highlights the need
for additional work around variable stocking rates.

4.2 Off-farm environmental sustainability

Important work was undertaken through the Donor Company in lowering energy costs and improving environment
performance in processing plants through resource use efficiency and the installation of Covered Anaerobic
Lagoons (CALs).

— Research from six energy saving projects had been adopted, generating aggregate annual savings of 5,382
MW/h worth just over $2 million p.a. saving and an equivalent of 4,700 T GHGe p.a.

— Through de-risking investment MLA’s Donor Company brought forward the installation of CALs - conservatively
assumed to be one year

Notwithstanding the importance of environmental benefits from this program, the economic benefits are relatively
modest even with the inclusion of revenue from saved CO2 emissions valued at $10 per tonne. In the first round,
the present value of benefits in real terms was $47 million compared to a present value of investment of $16
million over the 5 years.

As these benefits were applied as a cost-saving, they are shared primarily with upstream sectors (on-farm cattle
and sheep).

No attempt was made to quantify the benefit of keeping individual processors located in peri-urban areas in
business.

4.3 On-farm animal welfare
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#4 Industry Integrity & Sustainability Programs

= Benefits from MLA investments during the Evaluation Period have been assigned to mitigating potential industry
threats and comprise 3 major components:

— A demand impact stemming from MLA's community engagement activities — modelled using the outcome of
Workshop deliberations which suggested avoiding a 0.25% increase in demand for all species from MLA’s work
in this area.

— Extending transport times from 36 to 48 hours — avoiding unnecessary transport costs.

— Improved poll gene test for Bos Indicus derived cattle — benefit is annual avoided deaths of up to 19 500 calves
in the northern beef industry at $300 per calf.

= The avoided reduction in demand from MLA’s community engagement provides the 50% of the benefits attributed
to Program 4.3. These benefits are distributed equally across the species.

= 40% of benefits accrue from the reduction in transport times. The most significant assumption for this component,
and indeed program 4.3, was the 5% attribution assigned to MLA’s activities over the Evaluation Period (because
the benefits apply uniformly over the period 2014-2030).

= The industry impact of the improved poll gene test for northern cattle comprises the remaining 10% of benefits.
The critical parameter here is the reduction in calf losses resulting from not having to dehorn.

4.5 Sustainable Innovation Capability

= No impacts modelled

Purpose

To undertake a comprehensive and thorough independent assessment of the impact of
the entire MLA 2010-11 to 2014-15 portfolio of programs.

Methodology

Involved 5 key steps:
= capturing total MLA expenditure, both planned and actual, by program and by year

= preparation of workshop background papers on each program summarising economic,
social and environmental achievements over the review period

= review of the background papers using workshops with independent technical and
industry expertise, assessing the industry impact and identifying areas for
improvement

= outputs from the workshops providing input into industry wide economic models to
assess impact by species and sector;

= model results being summarised in a report to MLA, this report containing
information on the current and likely future industry returns from MLA’s investments
made in the period 2010-11 to 2014-15 (the Evaluation Period)
— this report also to contain recommendations on opportunities to improve

performance and impact assessment procedures.

The methodology conforms to the CRRDC requirements for ex-post impact analysis.
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Expenditure

Total MLA expenditure over the review period was $864 million in nominal terms ($997
million NPV), including staff and overhead costs as well as program expenditure.

Recommendations

The following strategic, operational and program specific recommendations are provided
to assist MLA consider approaches that could further enhance industry impact from
future R&D and marketing activities. Note: the background to each recommendation is
provided in Chapter 28.

Strategic recommendations

Recommendation 1

Clear strategic focus — MLA impact can be improved by ensuring there is absolute clarity
and company focus regarding a single strategic plan that provides the blueprint for MLA

operations and aligns with achieving the industry impact identified in total industry plans
(MISP2020 is the prescribed plan). This includes:

alignment of MLA programs to achieve outcomes at the MISP2020 Imperative level

implementing a ‘tops-down’ budget for the MLA 2020 strategic plan that follow the

funding changes recommended in MISP2020 for each Imperative.

— Note: the only variations to MISP thinking that came through the impact
assessment are:

— The domestic market for beef and lamb should be viewed as defensive strategies to
minimise downside impact (rather than growth opportunities).

— There is strong support for MLA export marketing activities in developed markets
as well as for developing markets (the impact assessment team would still support
the MISP recommendation to proportionally increase funding in developing
markets.

Recommendation 2

Improved performance measurement — MLA impact (and objective evidence of
impact) can be improved by developing and implementing a renewed monitoring,
evaluation and reporting system. This includes:

developing KPIs that meet two criteria (a) providing a quantified impact statement for
achieving major outcomes prescribed under each program, and (b) explaining how the
industry impact of each MLA program will be measured.

— Itis noted that this is an expectation at the Imperative level in MISP2020.
implementing monitoring and evaluation processes to measure performance against
KPIs, including allocation of adequate funding within each business plan to
measurement
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reducing the number of KPIs to those necessary to cover each key program area
(based on MISP2020 Imperatives) rather than the large number of business plan and
AOQOP KPIs evidenced in the assessment period

maintaining the Integrated Framework as well as the Global Meat Industry models
up-to-date to be utilised in measuring impact with consideration given to merging the
two models into one and broadening the linkage to the Australia wide economy.

Recommendation 3

Value chain approach — MLA impact (including, most importantly, impact to producers)
can be improved by ensuring a whole of supply/value chain approach to delivering
industry impact. This includes:

ensuring improved collaboration between programs and managers where joint
activities are required to achieve program KPIs

improving and developing effective working relationships with other relevant industry
organisations. This includes clarifying MLA responsibility for effectiveness of
expenditure that is under the ‘joint’ responsibility of MLA and AMPC.

Recommendation 4

Viability of northern cattle industry — MLA impact can be improved by looking at the
environmental sustainability issue of the northern cattle industry as an industry viability
issue which is a significant economic risk to the industry as a whole. This includes:

recasting the current work in the Wambiana trial, Buffel grass rundown and other
associated areas to have a significant focus on economic as well as environmental
concerns.

Operational recommendations

Recommendation 5

Align structures and responsibilities — MLA impact can be improved by resetting advisory
structures and responsibilities to align with industry impact KPIs. This includes:

Committee structures that support achievement of the KPIs (and associated MLA
business plans).

Committee responsibilities that are clarified to eliminate (as much as possible) the
current duplication of roles and responsibilities. The need for and benefits from
consultation should not be confused with the benefits from following the strategic
focus in recommendation 1.

Recommendation 6

Program focus — MLA impact can be improved by firmly focussing on integrated
programs of activity (based on business plans to achieve industry impact KPIs) as
opposed to the funding of many disparate projects. This includes:
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development of business plans for each major area of industry impact

allocation of budgets as discussed previously for the full term of the business plan and
in alignment with MISP2020 recommendations.

reporting that focusses on progress with achieving the industry impact KPIs rather
than outcomes from individual projects.

monitoring impact (see recommendation 2) at the program rather than project level
and, where multiple programs contribute to practice change in the same producers, at
the KPI level rather than the program level (that is, through integrated M&E
processes).

Recommendation 7

Efficient contracting— MLA impact can be improved by substantially speeding up the

contracting of programs/projects once consultation is concluded. This includes:
establishing best practice benchmarks for efficient contract approval times

monitoring and transparent reporting of performance against these benchmarks.

Recommendation 8

Maximise available funding — MLA impact can be improved by increasing funding for
the implementation of business plans to achieve industry impact KPIs, in a period of levy
reductions, through better utilisation of the MLA Donor Company (MDC). This
includes:

establishing targets for MDC funding, in total and for business plans, particularly in
areas that require implementation through commercial supply chains.

ensuring that protection of intellectual property and inefficient funding approval times

(as discussed earlier) are not impediments to potential partners involvement.

e increasing focus on partnering with MLA producer and lot feeder members.

Program specific recommendations

Recommendation 9 — Maintaining and improving market access
Achieve consolidation of the meat industry’s integrity systems and move all systems
from paper based to electronic transfer of data.

Devote more effort to measuring industry returns from Market Access Programs
operated by MLA.

— In the market access area increase the accuracy with which MLA’s contribution to
outcomes is measured.

— Undertake analysis of the contribution of MLA’s product integrity programs to
price premiums achieved in overseas markets.

Inject further resources into technical market access issues — this is the growth area in
trade impediments for the meat and livestock industry. Examine the benefits of
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integrating the meat safety science research more fully into MLA’s market access
program.

Going forward defence of market access conditions will increase in importance — this
needs to be recognised in program strategies and outcome measurement.

Significant dangers continue to exist to the Live Export trade. Community
expectations of the trade will keep on increasing and further work will be required to
meet these expectations on an ongoing basis - for example, the work on the Livestock
Global Assurance Program (LGAP).

Recommendation 10 - Growing demand

Develop a strategic approach for domestic beef marketing with consistent execution
that recognises the defensive nature of marketing activities in this market.

Improve communications with domestic and export commercial industry partners on
marketing activities.

Globalise MSA with better integration of MSA knowledge into marketing strategy.
Discontinue the new products program except through individual MDC projects.

Develop a global approach with individual market execution to measure the
commercial impact from domestic and export marketing programs on an ongoing
basis. This approach will facilitate measurement of progress made against industry
impact KPIs.

Supermarkets to supply scan data, rather than utilising the Nielsen consumer panel
data, to evaluate and better understand the impact of domestic marketing.

Improving understanding of, and linkages between, key MLA programs.

Recommendation 11 — Increasing productivity across the supply chain

Improve the standard of ex-ante analyses by training all relevant on-farm Managers in
the use of the AWIMLA economic model developed by RMCG, and ensure both peer
review of assumptions including expertise, external where necessary, on likely
marginal benefit and extent of adoption in the target markets and the counterfactual
scenario, and the recording and retention of these analyses.

Use independent external expertise to update ex-ante analyses with most recent
industry and research project information prior to future MLA impact assessment
workshops, and focus the workshop participants on discussing the updated key
assumptions.

Continue and build on the strong approach to monitoring and evaluation taken in
assessing benefits in Majority Market programs but integrate where multiple adoption
activities occur to allow evaluation at the impact KPI level rather than at the project
or program level.

Expand efforts to move from relying on self-assessed practice change to quantifying
not only level but extent of adoption.

Invest in commercial validation trials and/or commercial case studies with early
adopters to develop compelling business propositions for producers who might
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consider adopting each of the various innovations promoted by MLA, and include
more prominently in adoption communications packages.

Review the development and use of $ index values for the future estimation of return
on R&D investment in livestock genetics programs.

Their use for future R&D impact evaluation would be considerably enhanced and greatly
simplified by using independent technical expertise to:

— establish rules for the creation and updating of the underlying assumptions of input
assumptions on future input costs and product prices, discount rates, frequency of
updates and the transparency of this information, particularly for beef indexes,
with standardisation across breed societies

— certify all updates and make the underlying assumptions available to industry in
easy-to-understand extension material

— develop recommendations on the most appropriate methodology to calculate both
weighted average $ index industry values to account for changes in breed
composition and trait addition over time, and annual $ increment values using
these $index values to best reflect future industry value added; and

— develop recommendations on the most appropriate methodology to account for
incomplete records in the two years prior to any impact assessment, and to
estimate counterfactual scenarios, taking account of changes to both seedstock
enrolments and industry breeding females over time, so that future impact
estimates more accurately reflect the incremental genetic value added in any time
period and the distribution of that value in future years.

Recommendation 12 — Supporting industry integrity and sustainability

As for supply chain productivity:

Improve the standard of ex-ante analyses by training all relevant on-farm Managers in
the use of the AWIMLA economic model developed by RMCG, and ensure both peer
review of assumptions including expertise, external where necessary, on likely
marginal benefit and extent of adoption in the target markets and the counterfactual
scenario, and the recording and retention of these analyses.

Use independent external expertise to update ex-ante analyses with most recent
industry and research project information prior to future MLA impact assessment
workshops, and focus the workshop participants on discussing the updated key
assumptions.

Continue and build on the strong approach to monitoring and evaluation taken in
assessing benefits in Majority Market programs but integrate where multiple adoption
activities occur to allow evaluation at the impact KPI level rather than at the project
or program level.

Expand efforts to move from relying on self-assessed practice change to quantifying
not only level but extent of adoption.

Invest in commercial validation trials and/or commercial case studies with early
adopters to develop compelling business propositions for producers who might
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consider adopting each of the various innovations promoted by MLA, and include
more prominently in adoption communications packages.
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1 Purpose, methodology and approach

Purpose

This project undertakes a comprehensive and thorough independent assessment of the
value of MLA'’s programs to test if these programs provided benefit to stakeholders in the
red meat industry and the general community.

Evaluation is part of normal business (continuous improvement loop) for MLA and this
project delivers information on the industry and community impact of MLA programs. It
covers the period 2010-11 to 2014-15 utilising a revised process that will become part of
the MLA 5 year planning cycle.

The results provide a basis for ML A Board and management to enhance performance
and will be utilised by the concurrent MLLA Performance Review that is required under
the Statutory Funding Agreement with the government.

In addition, this impact assessment process will assist ML A meet the ongoing
performance measurement requirements of the Meat Industry Strategic Plan (MISP2020)
that will provide a solid basis for the development of the next MISP in 4 years’ time.

Methodology

In summary, the methodology involves simultaneously reviewing MLA total activities on
a program basis for the full five-year period — rather than reviewing a selection of
individual projects or programs at different times as has been past practice. The key steps
include:

developing a structure for reviewing groupings of MLA programs based on the
program structure in the 2014-15 Annual Operating Plan;

background Papers being prepared by MLA Program managers on the outcomes
delivered from the program and industry impact achieved,

workshops of technical experts and industry commercial operators reviewing the
background papers and providing their independent advice on the outcomes delivered
and the industry impact achieved;

outcomes from the workshops being fed into the industry models most suitable for this
type of analysis (Integrated Framework and Global Meat Industry models managed
by CIE) to generate industry benefits and Benefit Cost Ratios (BCRs);

— In several cases where a recent evaluation of a program was available, the
consultant team used this as the independent source to assess the industry impact
of the program;
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= advice being received from MLA program managers and workshop participants on
what has worked well and what can be improved to enhance MLA'’s role in

generating industry benefits;

= the above information being reported in terms of industry/sector and community
economic impact as well as social and environmental benefits where available.

Workshop approach

Workshops were structured to review associated programs as effectively as possible.
Mapping between workshops and MLA programs is detailed in table 1.1 below.

11

Impact assessment workshops and MLA programs coverage-

Workshop name and date Programs to be covered

1. Beef marketing
16 November 2015
=21

=24
= 26
= 23
2 Sheepmeat marketing

18 November 2015
=21

=25
= 2.7

3. Processor portfolio

20 November 2015 = 32

" 42

4. On-farm productivity
25 November 2015

The workshop covered the impact on beef demand stemming from MLA activities
across the following programs:

Enhance the nutritional reputation of red meat
Aggressive promotion of beef in the domestic market
Aggressive promotion in export markets — beef

Develop new products

The workshop covered the impact on sheepmeat demand stemming from MLA
activities across the following programs:

Enhance the nutritional reputation of red meat
Aggressive promotion of lamb in the domestic market

Aggressive promotion in export markets — sheepmeat

Covered the processor related activities in the following program areas:

Identify and deliver opportunities to increase off-farm productivity and
capability

Support off-farm environmental sustainability

Covered all aspects of on-farm productivity and adoption, except for activities
related to animal genetic improvement, activities related to market compliance or

work done with feedlots

= 31

= 35
5. On-farm animal healthand . 34
welfare

= 4.3
27 November 2015

" 4.4
6. On-farm environment = 4.1
practices and performance 4l

30 November 2015

Identify and deliver opportunities to increase on-farm productivity

Increase producer engagement with MLA tools and information to support
productivity

Support industry to improve animal health and biosecurity

Provide industry with solutions to meet high standards of animal welfare
without reducing productivity levels

Support industry’s effective engagement with the community (aspects of
this program that might affect the community’s perception of animal
welfare practices of producers and issues response)

Support on-farm environmental sustainability

Support industry’s effective engagement with the community (aspects of
this program that might affect the community’s perception of environment
performance of producers and issues response)
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Workshop name and date Programs to be covered

7. Live export = 1.3 Maximise market options for producers and exporters in the livestock
2 December 2015 export

8. Eating quality = 2.1 Develop practices and drive programs that help industry deliver

4 December 2015 consistent and optimal eating quality

9. Market information and = 3.3 Deliver valued supply chain and market information

compliance

7 December 2015 = 3.1 Market compliance aspects of program 3.1: On-farm productivity

10. Feedlot programs Feedlot related aspects in the following program areas:
9 December 2015 = 3.1 Identify and deliver opportunities to increase on-farm productivity
= 3.4 Support industry to improve animal health and biosecurity

= 3.5 Increase producer engagement with MLA tools and information to support
productivity

= 4.1 Support on-farm environmental sustainability
= 4.3 Provide industry with solutions to meet high standards of animal welfare
without reducing productivity levels
11. Goat industry = 2.5/2.7 Aggressive promotion of goat meat in the domestic and exportmarkets

14 December 2015 = 3.1 Identify and deliver opportunities to increase on-farm productivity

@ Base on 2014-15 Annual Operating Plan.

Program areas where Workshops were not required included:

= 1.1 Product integrity — recent 3rd party review completed

1.2 Market access — recent 3rd party review completed

3.1 Livestock genetic component — recent 3rd party review completed

4.5 Sustainable innovation capability — background paper only required

MLA Donor Company (MDC) — included in relevant workshops with follow-up and
interviews of by the Consultant Team as required.

Background papers

Except where a recent evaluation was available (see above), MLA staff prepared a
background paper on each program to provide basic data on which an independent
assessment of industry impact could be based — the independent assessment being
provided by either workshop participants or the consultant team. These papers were
especially critical to workshop deliberations and contained the following information:

1. Scope
=  Summary of MLA program area(s) addressed by the paper

2. Inputs, outputs and outcomes achieved over the 5 years

= Inputs — annual MLA expenditure (planned and actual).
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Outputs — including technical progress and other precursors to industry outcomes
being achieved. Outputs were included for activities in which no outcome has yet
been achieved.

MLA Outcomes delivered

Industry Impact over the 5 year review period

Program area performance in terms of industry impacts realised between 2010-11 to
2014-15 (inclusive) as a result of investments made by MLA during this period

This included an assessment within the background paper of how adoption of these
program outcomes impacted on the industry — did they reduce costs, increase
demand, increase prices, etc?

Distinctions were also made between the industry impact flowing from MLA
investments during the 5 year period and industry impact arising from a host of other
factors. Amongst other things, this required separation and non-inclusion of the
benefits/impacts that occurred in the five years as a result of past expenditure and as a
result of the activities of other parties (the counterfactual case).

Future Industry Impact

The evaluation methodology recognised that future industry benefits are likely to arise
from MLA investments made during the 5-year review period — and allowed for
these benefits to be captured. These benefits were captured by addressing the
questions:

Assuming no further MLA investment in the program areas, how will outputs and
outcomes delivered as a result of MLA investments between 2010-11 to 2014-15
impact on future industry costs, demand, prices, etc?

How much of these future benefits are due to MLA investments made prior to 2010-
11?

Summary of what was achieved

This section is designed to ‘tell the story’ about the key achievements delivered in the
5 year period in terms that were meaningful to the intended beneficiaries of the
program — This is what MLA set out to do —This is the progress MLA made —
These are the outputs ML A delivered — These are the outcomes/impact MLA
achieved. This information was provided both at an industry or sector level and then,
in some cases, translated into individual animal or farm and included social and
environmental benefits.

Individual enterprise case studies were to be provided if available.

Opportunities to improve outputs/ outcomes/impact achieved

This section listed any key things that had assisted the MLA program team’s capacity
to achieve industry benefits (approaches the program team would like to retain)
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Also opportunities to improve the MLA program team’s capacity to achieve industry
benefits were listed and explained (approaches the program team would like to
change).

7. Objectives and performance against stated 5 year and annual KPIs

Business plan KPIs in program areas covered by the background paper and
performance against these KPIs.

Annual AOP milestones in program areas covered by the background paper and
performance against these milestones.

Workshops

Workshop attendees were selected for technical expertise and industry commercial
experience in the program areas being reviewed. In addition every effort was made to
ensure Peak Industry Council participation and overlap with representatives from on-
farm R&D advisory committees and MLA task forces. ML A staff attended the
workshops to present a summary of the Background Paper and be available to respond to
questions from the participants.

The role of each Workshop participant was to:

critically review the MLA portfolio background paper that was provided one week
prior to the workshop, and

attend the workshop and participate fully in reviewing the performance of MLA’s
portfolio, especially in terms of impact on industry, and provide ideas for improving
future performance.

This was acknowledged to be a challenging role. It was necessary to not only estimate the
full industry impact achieved in each portfolio area during the review period and in the
future but also to determine what proportion of this impact was due to MLA expenditure
in the review period (not funding in prior periods) and what proportion was due to the
activities of MLA (not activities or funding of other parties — the counterfactual case).
This is illustrated below in chart 1.2.
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1.2 Conceptual approach to quantifying impact of MLA investments

Sm
1,500
— — — > Industry benefits = >
200
" - - o - MLA costs B i
2000 2005 2010 2015 2020 2025

%(_/

Benefits flowing from prior years MLA expenditure

(a) Current Benefits from | (b) Future benefits from current MLA expenditure
current MLA expenditure

Benefits from non MLA expenditure

(a) Current benefits (in review period)
D Benefits to be counted in the review {
(b) Future benefits that are due to
- Costs to be counted in the review current (review period) expenditure

Data source: Consultant Team.

Workshops were held, in Sydney, over the period 16 November to 14 December
(including one workshop by telephone conference). Participants included 118 industry or
technical expertise specialists plus representatives from MLA and the Impact Assessment
team. A listing of participants for each workshop is provided in Appendix A.

Workshops followed a common agenda as per the Beef Marketing Workshop as shown
by table 1.3 below.

1.3 Example of workshop agenda — Workshop 1:Beef Marketing

Time Agenda item

9.30am Tea/coffee on arrival
10.00am Welcome
10.05am Setting the scene

Introductions

Purpose of project and endpoint
Explanation of ‘impact’ being measured
Methodology of project

Role of the workshop participants
Agenda for program discussion
Workshop — rules of engagement

Any questions on purpose / methodology / impact etc
10.25am Programs and expenditure overview

10.30am MLA presentation on Export Marketing background paper
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Time Agenda item

10.45am Questions of clarification re background paper
Discussion — performance/impact by key market
Opportunities to improve performance

Review — key workshop conclusions

12.30pm Lunch
1.00pm MLA presentation on Domestic Marketing background paper
1.15pm Questions of clarification re background paper

Discussion of key initiatives and performance/impact
Opportunities to improve performance

Review — key workshop conclusions
2.30pm MLA presentation on New Products background paper

2.45pm Questions of clarification re background paper
Discussion of key products and impact
Opportunities to improve performance

Review — key workshop conclusions

3.45pm Next steps — follow up — attendees review draft

Participants views of the impact assessment process
3.55pm Thanks for participation

4.00pm Workshop concludes

Introduction to workshops

A member of the consulting team chaired the workshop and explained that the workshop
was part of a process to evaluate the industry impact flowing from MLA expenditure of
$0.9 billion over the last 5 years.

The outputs from the Workshop, in terms of industry impact, would be used in economic
models to demonstrate benefits (or lack thereof) from MLA expenditure over the last 5
years. Workshop deliberations would also form an important component into a wider
review of MLA governance procedures and compliance required under the Deed of
Agreement between MLA and the Australian Government.

A background paper was provided to Workshop participants with staff views on the
possible impact of MLA’s activities for the coverage from each workshop. The Chair
defined the role of the workshop as providing independent third party assessment of the
views expressed in the background paper as well as other relevant observations — is the
assessed impact reasonable and what are the key parameters that underpin the impact?

The importance of isolating the benefits flowing from MLA activities from those that
would have occurred anyway- through the operation of commerce or the actions of
Government independent of MLA activities - was emphasized.

In terms of the process being undertaken, other things noted by the Chair were:
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workshop participants were attending as individuals, not as company/organisational
representatives with invitations being issued on the basis of technical and industry
expertise

there may be a need to seek further information from workshop participants as the
data to be entered into the model is further developed — the Chair sought the
cooperation of workshop participants in providing information that may be needed at
a later stage

as part of MLA’s commitment to continuous improvement views would be also
gathered from workshop participants on how to improve MLA’s performance in the
future

participants would receive a draft report on the deliberations of the workshop and
would have the opportunity to correct mistakes — the report would contain a
summary of workshop discussions, but would not attribute comments to individual
participants.

The workshop report and background paper were not for further distribution — the
workshop was only one step in the evaluation process and participants should wait until
the conclusion of the process with a final report being available on results of the entire
process.

Measuring impact utilising industry economic models

The project utilises the same economic modelling framework as was used for the
quantification of the Meat Industry Strategic Plan (MISP2020) for the Red Meat
Advisory Council. The framework, run by CIE on behalf of MLA and the wider red
meat industry, is comprised of two parts:

the global meat industries (GMI) model — contains a detailed representation of
demand and supply for meat and livestock globally; and

the integrated framework (IF) model — contains a detailed representation of the
Australian red meat value chain.

Chart 1.4 illustrates how these models work together to provide a comprehensive
representation of the red meat value chain.

The project also extended the Integrated Framework model used in the RMAC analysis
to better capture consumer benefits. Specifically, this enhancement captured benefits
(consumer surplus) passed on to domestic consumers. However, this does not capture
flow-on benefits to other industries and to employment, which would be better captured
in an economy wide model at an aggregate level.
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1.4 Linked GMI and Integrated Framework
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Includes identification of northern and southern industries for cattle.
Data source: CIE.

Consistency with CRRDC project impact assessment

This methodology is consistent with the CRRDC project impact assessment
methodology utilised by all RDCs. The key steps in the CRRDC process are:

define the project

identify and value research inputs

identify research outputs

define counterfactual or baseline (without investment scenario)
identify, quantify and value outcomes for adopters

estimate adoption

identify and value impacts

estimate attribution

synthesis and interpretation

The methodology used in this project has five major advantages over MLA's traditional
individual program/project use of the CRRDC approach. These advantages are that:

The current evaluation approach is comprehensive in that it estimates the impact of
the entire MLA portfolio of activities. Traditionally impacts assessments are
conducted on a subset of individual projects or programs and there is an inherent
potential to focus on perceived successful projects/programs that could provide results
with a positive bias. Additionally, the temptation to avoid reviewing perceived
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‘problem’ projects/programs reduces the opportunity to address the weaknesses in
these areas and improve future performance.

The current evaluation method assesses the results for all programs simultaneously.
This enables the capture of economic linkages between programs and a more accurate
‘net’ impact of all programs funded in the review period. This minimises the
traditional risk of double counting benefits between portfolio areas.

The current evaluation method is time specific — it measures the impact of all MLA
investments made within a specified period of time. With traditional evaluation
processes, assessments of individual programs are conducted independently and the
time periods used can vary enormously — they are not common. Use of a common
time period means that all expenditure by MLA can be accounted for — the sum of
the annual and total 5 years’ expenditure in this project matches the sum of the 5
MLA annual report’s financial statements for the same period. Traditionally BCRs or
impact assessments utilise the contracted expenditure figures which do not include all
overhead costs.

The current evaluation method is transparent. Inevitably, assessments of the industry
‘value add’ of MLA'’s investments require the application of judgement, primarily in
the construction of the counterfactual (that is, what would have happened without
MLA investment). With traditional evaluation approaches this judgement has been
applied by a single consultant or team of consultants. In the current study this
judgement was made by industry representatives and technical experts in a workshop
environment.

Finally, the current evaluation method generated ownership of the evaluation process
by MLA staff and management. This ownership has led to a greater awareness by
MLA staff and management of the need to address shortcomings in current KPIs and
impact measurements — weaknesses that became evident as staff prepared
background papers and faced questions from independent workshop participants.
Common issues were identified in most workshops/programs — this is a more
powerful force for change than individual impact assessments being undertaken over
an extended period of years.

The methodology also has some downside risks:

The transparency of the process is both an advantage and disadvantage. By securing
industry input into the judgements that are needed in any evaluation, the crucial role
played by these judgements was revealed to all. The complexity and difficulty in
making these judgements (especially the counterfactual case) came as a surprise to
some.

The methodology applied relied heavily on the input of workshop participants and
was conducted over a compressed period of time. As noted above the comprehensive,
simultaneous and transparent nature of the current evaluation approach represent
significant advantages, and industry input through an open workshop process is a
critical component of this. Ideally, however, the role of the workshop would be to
react to assessments already completed (including well-developed MLA internal
assessments of impact) — reacting, for instance, to assumptions made or the
construction of the counterfactual. In some cases in the current evaluation the
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workshop had this information available, however in other cases, workshop
participants were faced with making impact assessments based on limited
information. In the future this potential disadvantage of the current evaluation
methodology can be addressed through an improved set of MLA KPIs and more
thorough impact measurements being undertaken.

One final point needs to be highlighted, in terms of the evaluation approach used, relates
to assigning benefits where MLA partners with other organisations (CRCs, State
Departments of Agriculture, CSIRO, etc) to deliver program outcomes:

In cases where MLA was a part funder of a project that resulted in industry impact, if
the judgement was made that the project would not have proceeded without MLA
investment, the entire benefit from the project was assigned to MLA. In such cases,
the assignment of all benefits to MLA is appropriate from an MLA levy payer
member perspective. However, it must also be recognised that there is the potential for
double counting if external parties conduct their own impact assessments for these
project (including other RDCs in the case of joint projects).

In cases where MLA was a part funder of a project that would have proceeded
anyway even if MLA did not contribute, the only benefits attributed to MLA were the
degree to which MLA funding sped up the delivery of project outcomes.

In all cases only MLA expenditure is included in the BCR assessment.
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2 Setting the scene

Industry economic context 2010-11 to 2014-15

Production and value of sales

The past 5 years have been dominated by seasonal conditions that were a significant
driver of saleyard gross value of production, especially for northern beef industry that
resulted in liquidation of the herd (see chart 2.1).

2.1 Saleyard equivalent GVP for red meat industries

Saleyard eqgivalent GVP m Cattle ® Lambs and sheep

12000

10000

8000

LLLLLLLL

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

a Includes the export value of live exports which has been adjusted back from free-on-board (FOB) levels to saleyard
equivalent.

Data source: ABARES Australian Commodities and CIE calculations.

The Australian dollar is critical to the competitiveness and saleyard prices of the industry.
While the majority of the past 5 years was a period of a high Australian dollar, the recent
devaluation in combination with a herd rebuilding phase have resulted in a spike in
livestock prices across most categories (see chart 2.2).

As a result of the herd liquidation, and strong demand from international markets, export
value for meat has grown strongly, there has also been significant contributions from the
live trade and sale of co-products (chart 2.3).
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2.2 Exchange rate impact on saleyard prices of cattle=

800 1.20
e A EYCI (LHS) === US$ EYCI (LHS) === $A/US$ (RHS)
A AN

700 N 1.05

600 0.90

500 \’\/ 0.75

‘%400 P~ AN r\/: 0.60
S

300 0.45

200 0.30

100 0.15

0 T T T T T T T 0.00

Jul-07 Jul-08 Jul-09 Jul-10 Jul-11 Jul-12 Jul-13 Jul-14 Jul-15

@ Eastern Young Cattle Indicator.
Data source: MLA and GMI database

2.3 Value of sales to export markets

Value of exports at fob level

10000

H Beef B Sheepmeat Live trade m Co-products

8000

6000

£
&

4000

2000

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

2 Exports are valued at free on board (FOB) levels.
Data source: DAFF, MLA and CIE calculations.

While exports grew, domestic per person consumption and total expenditure were largely
unchanged or fell slightly reflecting a mature developed market for red meat (see chart
2.4).
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2.4 Values of domestic sales

Value of domestic expenditure at retail level

H Sheepmeat M Beef

12

10

8
<
2

= 6
o
+

4

2

0

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

2 Domestic expenditure for red meat is measured at retail level.
Data source: DAFF, MLA and CIE calculations.

Productivity and profitability

Relative prices based on latest available data (of prices received and prices paid) shown in
chart 2.5, reflect further declines in farmer’s terms of trade for cattle producers over the
past 5 years, whereas strong prices for lambs and sheep have improved their situation.

2.5 Terms of trade for beef and sheepmeat producers=

200
e Cattle e— | aMbs

150 — T~ /

\/ \Y4

100

Index 2000-01=100

50

0

2000-01 2002-03 2004-05 2006-07 2008-09 2010-11 2012-13

2 Terms of trade calculated as an index of prices received for livestock relative to prices paid which includes costs of materials
and services.
Data source: ABARES and CIE calculations.

Productivity improvements can offset declines in the farmers’ terms of trade. Chart 2.6
shows, however, that total factor productivity (TFP) for the red meat industry has been
falling since the mid-2000s. Note that 2012-13 is the latest available data.
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2.6 Total factor productivity across red meat industries=

120 160
—>
100
° 8 120
S 80 =
D 5
g OI _—
S 60 8 80
S e Beef specialists S \/
L = e N\Orthern beef
> 40 = Sheep specialists )
E 2 = Southern beef
- 40
20
O T T T T T 1 O T T T

2000-01 2004-05 2008-09 2012-13 2000-01  2004-05 2008-09 2012-13

@ Total factor productivity is measured as an index of outputs (revenue) relative to an index of inputs (costs). Data source:
ABARES 2015, Australian Farm Surveys 2012-13 to 2014-15 and ABARES 2015 Australian beef: financial performance of beef
cattle producing farms, 2012-13 to 2014-15.

This is especially for the southern beef industry where productivity has sharply declined
since the 2007-08 drought and failed to recover to previous levels.

Overall, average (net) farm incomes in real terms across the industry have been variable
over the past 5 years, as seen in chart 2.7. These outcomes not only reflect differences
between revenues and cash costs, but also the scale of the enterprise especially larger
farm sizes on the northern beef industry.

2.7 Farm (net) incomes in 2014-15 terms for specialist producers=

120000

m Northern beef specialists B Southern beef specialists © Sheep specialists

100000
80000
60000
40000 |
20000 ] —
0

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14

2014-15 $ per farm

2 Farm income as defined by ABARE is equal to total farm receipts less total cash costs for labour, materials and services, but
makes allowance for repayment of debt or income drawn by the owner-operators.

Data source: ABARES.MLA Farm surveys database.
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MLA investment decision making

MLA investment decision making is structurally complex and highly consultative at both
strategic and operational levels.

At the strategic level, direction comes from the Meat Industry Strategic Plan (MISP) and
then the subset industry plans for the beef, sheep and goat industries. These whole of
supply chain plans are then supplemented by sector plans for processing, live exports and
grain feeding. In addition there are Commonwealth R&D priorities that are taken into
account. So long as all the plans and priorities (and Peak Industry Councils) are aligned
then the multitude of plans can facilitate ownership by all sectors — however, if they are
not aligned then MLA is faced with divergent strategic advice.

At the annual operational level, program and project advice comes from a plethora of
committees and task forces — these have been expanded in the recent past.

For on-farm R&D there are:

The Red Meat Panel which considers the balance of regional versus national
investment priorities and is the single point of advice on RD&E investment for
implementation by MLA

The three councils — NABRC, SAMRC and WALRC — which represent the
interests of northern, southern and western grassfed cattle, sheep and lamb levy payers
and review regional priorities against national priorities

The eighteen Regional Red Meat and Livestock Committees that help identify
relevant priorities at the agro-climatic zone level and also provide a platform for
testing new concepts

For the programs that involve marketing/market access and multiple sectors in R&D
and there are eleven task forces covering different regions and topics.

At the operational level the challenge is in ensuring that achieving industry ownership
and commercial advice through a highly consultative process is not at the expense of
efficient and effective decision making within MLA to address the key industry priorities
from the MISP. Likewise it is a challenge to ensure the consultative process does not lead
to a focus on local issues and a multitude of projects and result in a dilution of effort in
addressing the key strategic issues

Issues relating to the ML A consultation process were raised and are further addressed in
the section covering the lessons learnt and opportunities for improvement identified in
the background papers and workshops.

MILA expenditure

MLA expenditure over the review period was $864 million in nominal terms (NPV of
$997m). In an impact assessment, expenditure is important, not only in providing one
half of the economic equation in generating Benefit Cost Ratios for achieving industry
impact, but also in providing tangible evidence that the priorities and associated budgets
have been translated into action in the expected time period.
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2.8 Budgets by Program

Budgets by Program

1.1 Product integrity
1.2 Market access
1.3 Livestock exports

TOTAL — Maintaining & improving market access

2.1 Eating quality

2.3 New products

2.4 Domestic beef marketing

2.5 Domestic sheepmeat marketing
2.6 Export beef marketing

2.7 Export sheepmeat marketing

TOTAL — Growing demand

3.1 On-farm productivity

3.2 Off-farm productivity and capability
3.3 Supply chain and market information
3.4 Animal health and biosecurity

(3.6) Lot feeding program

(3.7)  Goat industry program

TOTAL — Increasing productivity across the supply
chain

4.1 On-farm environmental sustainability

201011 2011-12 201213 201314 2014-15
I e e e e e e e )

$'000
9 595
7997

7533
25125

8 633
2165
17 618
10 683
26516
8 195
73 809

16 675
3562
6673
5 586
3924

362

36 783

14 456

$'000
8 027
6913

7643
22 583

8 606
2840
18 557
11134
26 303
7 456
74 895

18 448
13 341
6 462
5630
3357
360
47 598

14 687

$'000
9 600
8538

10 465
28 604

9274
2133
17 826
11794
26 555
8251
75 832

17 662
4062
6784
5963
4 020

453

38 943

16 339

$'000
9 569
6416

9 359
25 344

9627
3040
18 158
12 237
24 524
7421
75 007

21 646
8303
6676
8218
2905

588

47 976

14 377

$'000
9 554
8484

8743
26 781

8719
2180
16 284
11 216
23 447
7 833
69 679

19 829
3778
7247
7992
4 865

624

44 335

11 692

$'000
9539
7230

8208
24977

9021
2550
16 048
11 058
22 310
7562
68 549

23070
11 637
6 595
9 265
4127
604
55 299

8 437

$'000
10 118
8 504

7998
26 620

9 005
2988
15 006
11 026
22 957
7736
68 718

20453
3486
7 169
7 685
5786

623

45 201

9787

$'000
9678
7799

8435
25912

10 303

3665
14 809
10 968
23752

7884
71380

24731
12 642
7920
8677
5518
507
59 995

9926

$'000
11 648
8511

7 996
28 154

10 318

1622
14 987
11 112
22 365

8011
68 415

19 309
4 530
7 665
7718
5338

618

45 177

6730

$°000
11 956
7 905

8 459
28 321

9583
6 450
14 496
10 898
20974
7 999
70 400

25 496
13673
7048
5144
6840
528
58 729

9 546

$°000
50 515
42 034

42 735
135 284

45 948
11 087
81721
55 831
121 840
40 026
356 453

93927
19 418
35538
34944
23934

2680

210 441

59 003

$°000
48 769
36 263

42 104
127 136

47 139
18 545
82 069
56 295
117 862
38321
360 231

113 391
59 596
34701
36 934
22746

2 586

269 954

56 973

ve
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201011 201112 2012-13 2013-14 2014-15
Budgets by Program

I e e e e e e e e )

$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000

4.2 Off-farm environmental sustainability 2 457 2061 2374 3815 2436 2130 2440 3516 1076 2216 10 784 13 739
4.3 Animal welfare 2 595 1226 2240 1208 2568 3734 3547 5 049 3390 3225 14 341 14 442
4.5 Sustainable innovation capability 2 866 3469 2218 2 880 1838 2701 2874 5328 5414 7111 15 210 21489
TOTAL — Supporting industry integrity and 22 374 21443 23172 22 280 18 535 17 003 18 647 23 819 16 611 22 099 99 338 106 644
sustainability

TOTAL — MLA Donor Company 22 000 * 30000 * 22000 * 24000 * 28000 * 126 000 =
GRAND TOTAL 180091 166520 196552 170965 181330 165826 183187 181106 186357 179548 927517 863965

* MLA Donor Company actual expenditure is included in actual expenditure of relevant R&D program areas
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3  Aggregated impact assessment

Top line result to date — MLA expenditure on all R&D and marketing programs

provide industry returns of $6 170 million from expenditure of $997 million with a BCR of
6.2.

Chart 3.1 and tables 3.2, 3.3 and 3.4 provide a summary of the payoffs from investment
in all MLA R&D and marketing programs. Supporting details behind the impact from each
program area and individual program are provided in following sections.
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3.1 Summary of MLA benefits, investments and returns— all program area

Increase in present value of net income

1200
m Upside opportunity m Downside threat

900
=
K]
z 600
&

300

0
1.3 Live exports

1.1 Product Integrity 1.2 Market access

Present value of total investments 2010-11 to 2014-15

60

40

$ million

20

1.1 Product Integrity 1.2 Market access 1.3 Live exports

Present value of total investments 2010-11 to 2014-15

60

40

$ million

20

0
1.3 Live exports

1.1 Product Integrity 1.2 Market access

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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3.2 Summary of MLA benefits, investments and returns>— all program areas

Expected benefits

Red meat industry net income - total”
—2010-11 to 2014-15
— > July 2015

Red meat gross value of production- total®
—2010-11 to 2014-15
— > July 2015

Actual investment?

—2010-11 to 2014-15 inclusive

Benefit cost ratio
Red meat industry net income - total

Red meat gross value of production - total

$m
$m
$m

$m
$m
$m

$m

Maintaining and
improving market
access

2165
555
1611

3963
869
3094

146

14.8
271

Growing
demand

2 155
1395
760

3838
2446
1392

418

5.2
9.2

Increasing productivity
along the supply chain

1385
529
856

1686
633
1053

310

4.5
5.4

Supporting industry integrity
and sustainability

464
49
415

-484¢

-26¢
-458¢

123

3.8
-3.9¢

All MLA programs
Total

6170
2528
3641

9 003
3922
5081

997

6.2
9.0

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat industry sectors including processing. ¢ Saleyard equivalent GVP excluding processing (basis
for levies). d Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent. e The logic for this apparent ‘anomaly’ where net income is positive yet GVP is negative
is detailed later in the report - the major factor is a reduction in carrying capacity in northern beef to achieve sustainability leading to a fall in cattle slaughtered (and GVP) but with reductions in costs leading to an increase

in net income.
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3.3 MLA Impact — benefits in terms of red meat net income=: All MLA programs

Industry

downside

threat

$m

1 Maintaining and improving market access 1098
2 Growing demand 879
3 Increasing productivity along the supply chain 47
4 Supporting industry integrity and sustainability 419
Total - ALL MLA programs 2444
— per cent of impact benefits 40

Industry

upside
opportunity

$m
1067

1276
1338

44
3725

60

Benefit

Total Cost

benefits Ratio

$m BCR

2 165 14.8

2 155 5.2

1385 4.5

464 3.8

6170 6.2
100

Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

3.4 MLA Impact — benefits in terms of GVP=: All MLA programs

Industry

downside

threat

$m

1 Maintaining and improving market access 1701
2 Growing demand 1613
3 Increasing productivity along the supply chain 81
4 Supporting industry integrity and sustainability” -555
Total - ALL MLA programs 2 840
— per cent of impact benefits 32

Industry

upside
opportunity

$m

2262
2225
1605
71
6 163
68

Benefit
Total Cost
benefits Ratio
$m BCR
3963 271
3838 9.2
1686 5.4
-484 -3.9
9003 9.0
100

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b see explanation in footnotes to

table 3.2
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4 #1 Market Access

Top line result to date — MLA expenditure on Market Access programs provide industry
returns of $2 165million from expenditure of $146 million with a BCR of 14.8:1.

Chart4.1 and tables 4.2, 4.3 and 4.4 provide a summary of the payoffs from investment in
Market Access programs. Supporting details behind the impact for each individual program
are provided in following sections.
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4.1 Summary of MLA benefits and investments — Market access portfolio

Increase in present value of net income
1200

m Upside opportunity ® Downside threat

900

600

$ million

300

1.1 Product Integrity 1.2 Market access 1.3 Live exports

Present value of total investments 2010-11 to 2014-15
60

40

$ million

20

0
1.1 Product Integrity 1.2 Market access 1.3 Live exports

Benefit Cost Ratios
25

20

15

10

Benefit cost ratio

1.1 Product Integrity 1.2 Market access 1.3 Live exports 1 Maintaining and
improving access

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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4.2 MLA Impact — benefits and investments=: 1 Maintaining and improving market access

Expected benefits

Red meat industry net income - total”
—2010-11 to 2014-15

— > July 2015

Red meat gross value of production- total®
—2010-11 to 2014-15
— > July 2015

Actual investment*

—2010-11 to 2014-15 inclusive

Benefit cost ratio
Red meat industry net income - total

Red meat gross value of production - total

$m
$m
$m

$m
$m
$m

$m

Develop and deliver
industry systems that

underpin product
integrity

462
127
335

856
236
620

56

83
15.4

Support industry and
government to maintain
and liberalise world meat
markets

999
47
952

2167
97
2069

42

24.0
52.0

Maximise market options
for producers and
exporters in the livestock
export market

705
381
324

940
535
404

49

14.5
19.3

Maintaining and
improving market access
Total

2 165
555
1611

3963
869
3094

146

14.8
27.1

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat industry sectors including processing. ¢ Saleyard equivalent GVP excluding processing (basis
for levies). d Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent.
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4.3 MLA Impact — benefits in terms of red meat net income=: 1 Maintaining and
improving market access

Industry Industry Benefit
downside upside Total Cost
threat opportunity benefits Ratio
$m $m $m BCR
1.1 Develop and deliver industry systems that underpin
product integrity 462 0 462 8.3
1.2 Support industry and government to maintain and
liberalise world meat markets 0 999 999 24.0
1.3 Maximise market options for producers and
exporters in the livestock export market 637 68 705 14.5
Total - 1 Maintaining and improving market access 1098 1067 2 165 14.8
— per cent of impact benefits 51 49 100

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

4.4 MLA Impact — benefits in terms of GVP2: 1 Maintaining and improving market

access
Industry Industry
downside upside Total
threat opportunity benefits
$m $m $m BCR
1.1 Develop and deliver industry systems that underpin
product integrity 856 0 856 15.4
1.2 Support industry and government to maintain and
liberalise world meat markets 0 2 167 2 167 52.0
1.3 Maximise market options for producers and
exporters in the livestock export market 845 95 940 19.3
Total - 1 Maintaining and improving market access 1701 2262 3963 27.1
— per cent of impact benefits 43 57 100

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

Key Points

Impact

MLA expenditure on Market Access programs provide industry returns of $2 165 million
from expenditure of $146 million with a BCR of 14.8:1.

Of the component programs in the portfolio, market access delivered 46 per cent of the
benefits.

In terms of return on investment, market access delivered the highest BCR of 24.0:1,
followed by live exports (14.5:1) and product integrity (8.3:1).
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Observations

Product integrity — MLA’s Product Integrity Program is critical for industry in mitigating
the impact of an emergency disease outbreak and in marketing Australian product at
price premiums in global markets.

The NLIS database for livestock traceability was effectively managed by MLA and a
number of enhancements made.

Important steps were taken by MLA towards achieving even greater levels of
compliance in the LPA program

The meat science research program made a significant contribution to knowledge in a
number of important areas

Work completed under SAFEMEAT Initiatives Review, which was supported by
MLA, provides a pathway for further improvements into the future.

Market access— There was an unparalleled level of activity and success in the Market
Access Program in the period 2010-11 to 2014-15, with FTAs completed with three of
Australia’s four largest export meat markets. The returns attributed to MLA in this area
reflect both the levels of trade liberalisation opportunities that became available during
this period and MLA’s success in ensuring these opportunities were realised to the
maximum extent possible by the meat industry.

Live exports — Major changes were made to regulations applying to the Live Export trade
during the Evaluation Period and nimbleness was required in the operation of the
industry’s live export programs in order to respond to the new environment. In the view
of industry and Government representatives consulted, the response of the Live Export
Program to the new environment prevented the industry from suffering a significant
downturn in returns.

Impact team recommendations

Achieve consolidation of the meat industry’s integrity systems and move all systems
from paper based to electronic transfer of data.

Devote more effort to measuring industry returns from Market Access Programs
operated by MLA

- In the market access area increase the accuracy with which MLA'’s
contribution to outcomes is measured

— Undertake analysis of the contribution of MLA’s product integrity programs
to price premiums achieved in overseas markets.

Inject further resources into technical market access issues — this is the growth area in
trade impediments for the meat and livestock industry. Examine the benefits of
integrating the meat safety science research more fully into MLA’s market access
program.

Going forward defence of market access conditions will increase in importance — this
needs to be recognised in program strategies and outcome measurement.
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Significant dangers continue to exist to the Live Export trade. Community
expectations of the trade will keep on increasing and further work will be required to
meet these expectations on an ongoing basis - for example, the work on the Livestock
Global Assurance Program (LGAP).
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5 1.1 Product integrity

Top line result to date — MLA expenditure on the Product Integrity program provide
industry returns of $462m, from expenditure of $56 million with a BCR of 8.3:1.

Tables 5.1, 5.6, 5.7 and 5.8 provide a summary of the payoffs from investment in the
Product Integrity program.

5.1 Summary—MLA Impact benefits and investments2: 1.1 Product integrity

Product Integrity

11
Expected benefits
Red meat industry net income - total” $m 462
—2010-11 to 2014-15 $m 127
— > July 2015 $m 335
Actual investment®
—2010-11 to 2014-15 inclusive $m 56
Benefit cost ratio
Red meat industry net income - total 8.3

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
b Net income across all red meat industry sectors including processing.
¢ Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent.

Summary

Work undertaken in MLA’s Product Integrity Program provides some of the bed rock on
which the Australian industry rests — assisting to safeguard the industry against the
impact of the possible incursion of exotic diseases and contributing to the image of all
Australian meat as ‘clean and green’.

Both of these areas have been assessed as providing significant benefits to the Australian
industry — the disease control aspects mitigating against downside risks and Australia’s
leadership in product integrity systems allowing price premiums to be realised in global
markets.

A number of important advances were made under this Program during the Evaluation
Period
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The usability of the NLIS database was further improved over the Evaluation Period,
particularly in the critical area of running complex tracing reports. Additionally, work
was commenced on a complete re-write of the NLIS software to ensure it remains
current. Industry and Government standards in terms of the operation of the database
continued to be met.

With LPA, extensive communications activities were undertaken to remind producers
of their obligations under LPA and the LPA recommitment program was introduced.
These initiatives had obvious success — with the number of LPA accredited
producers increasing by 14 per cent and almost 25 per cent of producer respondents to
a survey stating that they had changed on-farm practices to meet LPA requirements.

The meat safety science activities continued to supply world leading knowledge to the
Australian industry - knowledge that allows the industry to better understand hazard
and manage/mitigate risk and demonstrate control.

Program impact was measured at $462 million (net industry income) with a BCR of
8.3:1. Some 27 per cent of the benefit accrued during the assessment period with 73
per cent to be captured in coming years.

Evaluation process

Program 1.1, ‘Develop and deliver industry systems that underpin product integrity’,
hereafter referred to as the ‘Product Integrity Program’, was evaluated using:

Results from a previous evaluation by Marsden Jacobs Associates conducted in 20157
Information collected as part of developing the MISP2020° and

Analysis undertaken in a previous study by the Centre for International Economics
for Animal Health Australia®.

As noted by Marsden Jacob Associates, MLA’s Product Integrity Program comprises
activities that fall into three major component areas:

Ongoing development and support of a central database and associated support
systems for livestock traceability, which operates as the National Livestock
Identification System (NLIS);

Ongoing development and support for on-farm food safety systems, which operates as
the Livestock Product Assurance (LPA); and

Marden Jacob Associates 2015, ‘Ex-post benefit-cost assessment of MLA’s Product Integrity Programs’,
Project code V.LIM.1505, Prepared for Meat & Livestock Australia, July.

Centre for International Economics 2015, ‘Meat Industry Strategic Plan 2015-20: Quantifying the payoffs
from collaborative investments by the red meat industry’, Prepared for the Red Meat Industry Council,
September.

Centre for International Economics 2010, NLIS (sheep and goats) business plan. the costs of full compliance
with NLTPS, prepared for Animal Health Australia, Centre for International Economics, Canberra
and Sydney, June.
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Scientific research, which involves a range of projects related to researching and
communicating food safety risks and management approaches and other interventions
to address these.

In the current evaluation two key types of benefit were considered to have arisen from the
Product Integrity Program:

Avoidance of potential costs associated with disease outbreaks - MLA’s Product
Integrity Program reduces the impact of disease outbreaks by improving animal
traceability.

Achievement of price premiums in overseas markets due to the Product Integrity
Program contributing to Australia’s world leadership in product meat safety and
integrity systems.

Objectives from MLA 5 year business plan

The key objectives of the Product Integrity Program, as stated in the 2012-13 to 2015-16
Business Plan, were as follows:

Livestock Traceability: Develop and implement appropriate meat and livestock traceability
systems
Position the NLIS database to ensure sustainable longer term performance.

Enhance the usability of the NLIS database through improved functionality and
implementation of new technologies.

Implement robust methodologies and processes to ensure device retention and
readability meets industry and government expectations.

Support industry and government in meeting the National Traceability
Performance Standards through the effective administration of NLIS.

Establish an operational framework to support the expansion of NLIS into other
species and industries.

On-Farm Food Safety Systems: Support the development and uptake of food safety and quality
assurance systems by all sectors of the red meat supply chain
Develop systems that facilitate the electronic transfer of food safety information
throughout the supply chain.

Improve on-farm food safety program awareness and compliance through
effective communication.

Develop a future roadmap for industry’s on-farm risk management systems.
Support industry in the sustainable delivery of its on-farm food safety programs.

Food Safety Scientific Research: Conduct scientific research to ensure food safety systems are at
the leading edge of knowledge and practice

Products: Manage known problems and issues, identify emerging issues, and
ensure product shelf life.

www. TheCIE.com.au



Impact Assessment of MLA Expenditure 2010-11 to 2014-15

49

Process: Provide tools to better control the production process and monitor
processing performance.

Systems: Develop systems to monitor product quality and improve inspection
activities.

Program Outputs and Outcomes

As identified by MLA staff, key program outputs and outcomes during the Evaluation
Period are listed below.

Livestock traceability

The NLIS database for livestock traceability was effectively managed by MLA
throughout the Evaluation Period and a number of enhancements made.

Critical to the effective management of the database was regular performance and
security testing. Also important in ensuring that the database continues to be effective
was the role of the NLIS Help Desk. During the Evaluation Period, on an annual basis,
the NLIS Help Desk service took around 45,000 calls and 10,000 emails. Amongst other
things these calls involved requests for assistance in:

the general use of the database;
identifying and correcting errors and inconsistencies; and
actioning errors and warnings flagged by the database.

Major enhancements to the operation of NLIS made during the Evaluation Period were:

The ‘NLIS Refresh’ project - commenced in 2013 and due for completion in 2016.
This project involves a complete upgrade of the NLIS Database — ‘from the
ground up’. The first publically visible output of the changes being implemented
was the release of the new NLIS website in July 2015.

NLIS Ltd also commenced the development of a data warehouse to improve the
reporting experience — being especially designed to improve the tracing and
compliance monitoring activities undertaken by the State and Territory
Departments. The changes involve vast improvements in the time taken to run
complex tracing reports — with times being reduced from hours to minutes. The
data warehouse will continue to be extended for other reporting requirements as
the NLIS Refresh progresses.

Improved protocols for testing NLIS devices were developed and implemented
during the Evaluation Period. To address retention issues with devices, NLIS Ltd
commenced two projects — the development of a laboratory test protocol for ear
tags, and a desktop retention analysis.

— The project on laboratory testing allows new tags submitted for accreditation
to be laboratory tested prior to the commencement of field trials, resulting in
a significant reduction in the risk of tags passing three year field trials but not
performing beyond this.
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— The desktop retention analysis involves data mining to detect patterns that
may provide clues on retention issues and, ultimately, result in better
procedures and devices.

On-farm food safety systems

During the Evaluation Period MLA continued to support industry in the delivery of on-
farm food safety risk management programs such as LPA and National Vendor
Declarations (NVDs).

A critical contribution during the Evaluation Period was MLA designing and
implementing a three year communications program to reacquaint accredited producers
with LPA and to increase participation in the program.

Over the evaluation period, program participation increased by 14 per cent from
187,000 to 213,000 accredited LPA participants.

A survey conducted at the completion of the project found a 25 per cent increase
in awareness of LPA over the course of the campaign. The survey also found that
nearly 25 per cent of respondents had changed on-farm practices during the
previous year to meet LPA requirements, with most of them (73 per cent)
focussed on improved record keeping.

As a part of the LPA program strategy, MLA supported the launch of the LPA
recommitment program. The recommitment is required to be completed by all LPA
accredited participants on an annual basis or each time NVDs are ordered (to a
maximum of once per year). Designed as a mechanism to remind LPA participants of
their obligations as a part of the LPA program, the LPA recommitment was introduced
in July 2012. At the end of the evaluation period, more than 157,000 LPA accredited
participants had recommitted to the LPA program. Further steps to strengthen the LPA
recommitment program were progressed in 2014-15 with the development of an
eLearning tool for the LPA program.

Progress was also made during the Evaluation Period on transitioning from a paper
based system for NVDs to an electronic system:

In 2010-11, MLA developed a web based system for the eDEC tool to facilitate
greater uptake and usage of electronic NVDs. The web based eDEC was launched
in December 2011 to provide LPA accredited producers with the ability to enter
NVDs through an on-line interface, removing the need to download and install
software locally. The launch of the new online eDEC system stimulated
significant uptake of the eDEC, with users increasing from 2,780 in July 2010 to
32,000 users by June 2015. During 2014-15 more than 86 000 NVDs were
generated using the online eDEC system.

While the uptake of the eDEC system moved industry closer to an electronic
model for transferring food safety information through the supply chain, the
eDEC continues to require the printing of a paper-based NVD to accompany
livestock as they move. Research conducted during the Evaluation Period
identified that the processing of paper-based NVDs costs industry more than $13
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million each year. Two alternatives models were considered for the development
of a fully integrated electronic livestock declaration system:

— One involved a central web interface

— The other involved development of customised software solutions by commercial
providers with this software complying to certain standards for the type of
information collected and data transfer protocols.

The second of these models was chosen by industry. At the end of the Evaluation
Period, MLA had finalised the framework for the eNVD including the business
rules, data standards, methods for data transfer and validation, and the delivery
of a central archive database for traceability and auditing.

A final critical activity during the Evaluation Period was the SAFEMEAT
Initiatives Review. This review was commissioned by SAFEMEAT in 2011-12 to
assess the future requirements of Australia's through-chain assurance systems. The
key industry programs covered in the review were NLIS, LPA and NVDs.

The output from the Initiatives Review is a report ‘Towards an Integrated

Integrity System’. This report details a pathway to achieving the vision of a fully

auditable and responsive whole-of-chain risk management system — one that

maintains market access, food safety, product integrity (including traceability and

animal welfare), and biosecurity — to ensure that Australia’s world leadership in

this area is maintained in the future. The key aspects of this report are likely to

form the focus of MLA’s investment and involvement over the next planning

period and include recommendations that:

— Animal welfare and biosecurity Standards are embodied as part of the LPA
program.

— The scope of industry’s integrity programs is adjusted to deliver a strengthened
through-chain risk management system.

— LPA participants undergo an enhanced recommitment to the LPA program once
every three years.

— An eLearning process becomes a part of the LPA program, to reinforce the
strengthened on-farm system and ensure familiarity with LPA requirements.

— An integrated integrity system communications strategy is delivered in
consultation with industry.

— A phased rollout of the eNVD is commenced.

— A single log-in for NLIS, LPA, eNVDs and other industry initiatives is
implemented.

Importantly, from a delivery perspective, the Steering Group’s report recommends
that the management and delivery of industry’s integrity programs (NLIS, LPA,
NVDs) becomes the responsibility of a single company operating initially as a
subsidiary of MLA. The delivery of the integrity programs under a single
management structure should create opportunities for better integration and
increased efficiencies within the red meat industry’s integrity system.
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Meat safety scientific research activities

The meat safety R&D component of the Product Integrity Program was described
by MLA staff as a ‘producer of knowledge assets’. Those assets are then used to
secure other objectives such as regulatory reform, risk management procedures or
responding to customer requirements. Knowledge assets are inherently difficult to
value because their value lies in wide knowledge, understanding and acceptance
of the information, which means that implementation can frequently occur
without the generator of the knowledge being aware. There is also the problem of
measuring public health benefit, when data are often insufficient to clearly
attribute a burden of disease to red meat products (which is extremely low) and
the effect of a control measure on the incidence of disease is also difficult to
measure.

In terms of high level program outputs MLA staff noted the following:

The suite of activities has produced scientific research of relevance to the industry
that is of high quality. As evidence of this quality, a number of pieces of research
generated by the program have been published in well-regarded international
scientific journals. Additionally, those involved in the Program are invited
reviewers on international scientific publications and are members of international
scientific advisory groups. This involvement strengthens Australia’s meat safety
leadership role and creates credibility that is useful in effectively dealing with
issues when they do arise.

Outputs from the program have been used within Australia and internationally to
enter into dialogue on proposed regulation and regulatory approaches, to produce
guidelines for regulatory compliance and to provide industry with concepts and
practices to enhance meat safety and integrity.

Specific outputs from the program have included:

Demonstration of a low prevalence in Australian beef exports of the non-O157 E.
coli strains referred to as the ‘Big 6’ (026, 045, 0103, O111, O121, and O145).
This project was initiated in response to increasing regulations in this area. Two
important benefits of this research are:

— the data demonstrates the good food safety attributes of Australian meat; and

— the data provides a justification for lower sampling rates being applied to
Australian meat.

The research also provides Australian processors with local data for presentation
to their international customers.

Investigations were conducted into patterns of shedding E. coli O157 on farm to
generate Australian data that would allow greater understanding of the
ecology/epidemiology of shedding and the potential for control on farm. The on-
farm investigations suggest that rain events precede high prevalence and
concentration of E. coli O157 shedding in cattle. Further work will be done to try
to understand (and, potentially, manage) this shedding. Once further work is
completed processors may be able to make use of the information in their control
strategies.
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A risk assessment was undertaken of the significance of E. coli O157 in
hamburgers made with Australian beef and consumed in the USA. Data on
Australian beef has been used to demonstrate a very low risk of illness, even when
subjected to American domestic (under)cooking. Three scientific publications and
conference presentations have been made based on this work. This work
underlines Australia's position and may be relevant in future discussions on the
significance of Shiga toxin producing E.coli (STEC) in beef and also in addressing
the developing regulations on Salmonella in beef.

The ESAM database contains information from all export slaughter
establishments on carcase, and more recently, carton meat samples, for total
viable count, E. coli, STECs and Salmonella. The information in the database is
derived from information collected by the Department of Agriculture and is
managed by South Australian Research and Development Institute (SARDI).
MLA contracts SARDI to analyse the data and provide reports to establishments.
SARDI provides around 60 processing establishments with monthly reports using
information in the database. The data has allowed MLA to maintain a watch on
trends, to present interpretations to industry on these trends, and has been used as
the basis for a number of investigations. As importantly, processors use the reports
to determine operational changes that may be needed. In a survey of processors in
2014 89 per cent of respondents actively considered the report, with 26 per cent
stating that it provided considerable value.

MLA during the Evaluation Period conducted a number of training courses and
produced guidelines in a number of areas. New editions of the ‘Processor’s Guide
to Improving Microbiological Quality’ and ‘Guidelines for the Safe Manufacture
of Smallgoods’ were published and ‘Guidelines for the safe retailing of meat and
meat products’ were produced.

MLA undertook a range of research projects examining the shelf life of vacuum
packed meat products, in particular beef and lamb. These projects illustrated that
the shelf life of vacuum packed beef and lamb is longer than market restrictions in
place in some parts of the world to which Australia exports vacuum packed meat.
A book, 'Shelf life of Australian red meat' was published that provides information
for processors, exporters, importers, traders, regulators and customers about the
shelflife of red meat - with a focus on vacuum packed product. The research
continues to be used by MLA and by the Department of Agriculture in arguing for
changes in shelf life regulations in a number of importing countries — but only
with limited success at this stage.

A range of projects have been directed at understanding hazards - contextualising
risk, investigating risk, managing/mitigating risk and demonstrating control. This
has been, essentially, a defensive activity conducted to prepare for threats to the
industry that may come through investigations linking red meat to various
foodborne diseases. Research in this area has been completed on Clostridium
difficile, Toxoplasma gondii and into Antimicrobial resistance (AMR).
Additionally, significant work was commenced to document and understand the
prevalence of Salmonella in Australian beef supply chains in response to
regulatory processes beginning in the USA, related to ground beef.
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Inputs into Impact Modelling

The impact of the Product Integrity program was modelled using information from:

the Marsden Jacob Associates Evaluation, published in 2015;
analysis completed as part of the MISP2020; and

previous work undertaken by the Centre for International Economics for Animal
Health Australia’.

In the current Evaluation two types of benefits are ascribed to MLA’s Product Integrity
Programé:
The first relates to avoidance of costs associated with disease outbreaks. By
improving traceability MLA’s Product Integrity Program reduces the impact of
disease outbreaks.

The second relates to price premiums secured in overseas markets from
Australia’s world leadership in Product Integrity. These price premiums arise
from a range of factors, including from the complete suite of activities undertaken
in the Product Integrity Program — the maintenance and constant improvement
in NLIS, maintenance and further development of on-farm food safety systems
(Livestock Production Assurance) and the heavy investment into scientific
research that is conducted into food safety risks and management approaches.

Avoidance of costs associated with disease outbreaks

In calculating the ‘disease avoidance’ benefits arising from the traceability systems
supported by MLA under the Product Integrity Program we have generally accepted the
approach adopted by Marsden Jacob Associates. As highlighted in the Marden Jacob
Associates report, the introduction and operation of NLIS has improved levels of
traceability for cattle, sheep and goats which leads to benefits in limiting the costs of a
disease outbreak in the event that a disease outbreak occurs. The benefits arising from
NLIS, therefore, are benefits related to reductions in disease costs.

It is important to realise that NLIS does not reduce the probability of a disease outbreak.
Rather, the benefit of NLIS is to reduce the cost of the occurrence of a disease outbreak if
an outbreak were to occur. Effectively the improved traceability offered by NLIS allows
an outbreak to be ‘ring fenced’ and brought under control more quickly than would

Centre for International Economics 2010, NLIS (sheep and goats) business plan: the costs of full compliance
with NLTPS, prepared for Animal Health Australia, Centre for International Economics, Canberra
and Sydney, June.

It should be noted that the analysis of benefits in the current evaluation differs somewhat from that
undertaken by Marsden Jacob Associates. The approaches are reasonably similar for the calculation
of benefits arising from avoidance of costs associated with disease outbreaks. However, approaches
differ in the calculation of other benefits. In the current evaluation we have ascribed a price premium
in export markets as arising holistically from the work undertaken in the Product Integrity Program
— as was done in calculating MISP2020 benefits. Marsden Jacob Associates did take into account
price premiums, but in a very limited away, associating these with particular projects of scientific
research.
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otherwise be the case. A risk continues to exist of a major disease outbreak in Australia.
Tools such as NLIS are required to mitigate the impact on the Australian industry of a
possible disease outbreak.

In analysing the benefits of NLIS Marsden Jacob Associates considered two types of
disease outbreaks:

A fast moving, highly contagious disease, exemplified in the Marsden Jacob
Associates evaluation by Foot and Mouth Disease (FMD).

A slow moving disease, exemplified in the Marsden Jacob Associates evaluation
by Bovine spongiform encephalopathy (BSE).

The following probabilities have been assumed for an FMD and BSE outbreak:

For FMD Marsden Jacob Associates assumed the probability of an outbreak in
any year to be 1.5 per cent. In the current evaluation this probability has been
adjusted downwards, to 0.6 per cent, to reflect the latest OIE thinking on risk’.

For BSE the probability of an outbreak in Australia was assumed by Marsden
Jacob Associates to be 1 per cent in 2004, reducing to 0.25 per cent in 2014 and to
0.002 per cent by 2044. A probability curve has been fitted to this data to provide
estimates for 2010 to 2030, the evaluation period used in the current study.

The estimated losses to the industry of a disease outbreak vary considerably depending
on the key assumptions around size of the outbreak, the time and effectiveness of
mitigation strategies and the exclusion period of Australian producers from key export
markets. The CIE in 2010 estimated that an FMD outbreak could cost Australian red
meat industries between $8.9 and $16.6 billion over the 3 to 5 year period from the time
of the outbreak to the full re-entry into sensitive markets’. ABARES in 2013, on the other
hand, placed the industry costs as high as $42.5 billion in present value terms’.

In terms of impact on the Australian industry of a disease outbreak:

For the industry impact of an outbreak of FMD Marsden Jacob Associates used
the ABARES estimate of impact and, for consistency, the same estimate is used
here.

For the industry impact of an outbreak of BSE Marsden Jacob Associates used the
estimate of $3.3 billion (in 2006 dollars) by Yainshet, Cao and Elliston'® and

Miller, G., Ming, J., Williams, I. and Gorvett, R 2012, Probability of introducing foot and mouth disease
into the United States via live animal importation, Revue Scientifique et Technique, Office International
Epizooties, Vol. 13, pp. 777-787.

Centre for International Economics 2010, NLIS (sheep and goats) Business Plan.: The costs of full
compliance with NLTPS, Prepared for Animal Health Australia, June.

Buetre, B, Wicks, S, Kruger, H, Millist, N, Yainshet, A, Garner, G, Duncan, A, Abdalla, A,
Trestrail, C, Hatt, M, Thompson, LJ & Symes, M 2013, Potential socio-economic impacts of an
outbreak of foot-and mouth-disease in Australia, ABARES research report, Canberra, September.

Yainshet, A., Cao, L. and Elliston, L. 2006, 4 Hypothetical Case of BSE in Australia: Economic Impact of
a Temporary Loss of Market Access, ABARE Report Prepared for the Product Integrity, Animal and
Plant Health, Australian Government Department of Agriculture, Fisheries and Forestry, Canberra,
October, page 18.
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adjusted this estimate by the GDP deflator to derive costs for later years — and
we have followed the same approach.

Two further critical parameters are needed in order to assess the benefits flowing from
NLIS in terms of reducing potential disease costs:

= First, estimates are required of the degree traceability has been improved by NLIS
versus the most likely alternative that would be used if NLIS did not exist.

= Second, any improvement in traceability needs to be translated into a reduction in
disease costs on the industry.

On the first of these, Marsden Jacob Associates assumed that in the absence of NLIS a
traceability system would still operate in Australia, but the system would be considerably
inferior to NLIS. In particular, Marsden Jacob Associates assumed that if NLIS did not
exist (or if NLIS operations ceased) a mob based traceability system would operate based
on visual tags (tail for cattle and ear for sheep and goats). Furthermore, Marsden Jacob
Associates assumed that in the absence of NLIS database tools, the tracing of cattle,
sheep and goats would be undertaken via a paper based system. Differences between the
current system and the assumed ‘counterfactual’ by Marsden Jacob Associates are
summarised in table 5.2.

5.2 Comparison of current system with counterfactual

Characteristic of system Current system Counterfactual
Type of system Individual cattle identification for Mob-based identification for cattle
cattle Mob-based identification for sheep
Mob-based identification for sheep and goats
and goats
Devices Electronic RFID ear tag or rumen bolus Tail tag for cattle
for cattle
Ear tag for sheep and goats Ear tag for sheep and goats
No NLIS database:
Supporting tracking system NLIS database for cattle, sheep and o atabase
goats paper-based NVD

The differences in system characteristics between NLIS and the counterfactual translate
into different performances in terms of traceability.

The performance of NLIS in terms of traceability has been well documented:

= For cattle the most recent traceability exercise was Cow Catcher II, held in 2007.
This exercise demonstrated that NLIS achieved traceability of 97.8 per cent.
Marsden Jacob Associates assumed a slightly more conservative traceability figure
of 97 per cent.
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For sheep and goats Marsden Jacob Associates, following ABARES analysis
conducted in 2014""| assumed traceability of 90 per cent. The ABARES
conclusion on traceability was based on consultation with State and Territory
jurisdictions.

Under the counterfactual Marsden Jacob Associates assumed that a traceability level of
65 per cent would apply (compared to the ‘with NLIS’ case of 97 per cent for cattle and
90 per cent for sheep) and a similar figure has been assumed in the current study:
The Marsden Jacob Associates assumption was based on stakeholder consultation
which revealed that traceability under a mob based system was likely to be similar
to those that were achieved under Exercise Sheepcatcher in 2007 which estimated
the traceability of sheep at 57 per cent.

Marsden Jacob Associates adjusted the Exercise Sheepcatcher level of traceability
up to 65 per cent assuming that there would have been minor incremental
improvements to traceability implemented between 2007 (when Exercise
Sheepcatcher took place) and 2014.

In terms of the impact of the improved traceability in reducing disease costs:

For FMD Marsden Jacob Associates used analysis undertaken by the CIE in 2010
and the current evaluation also relies on this analysis. The relationship between
traceability and FMD disease costs is shown in chart 5.3.

5.3 FMD disease outbreak costs at different traceability levels
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" ABARES 2014, Implementation of improvements to the National Livestock Identification System for sheep

and goats: Decision Impact Regulatory Statement, ABARES research report.

www. TheCIE.com.au



58 Impact Assessment of MLA Expenditure 2010-11 to 2014-15

5.4 BSE disease outbreak costs at different traceability levels
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For BSE, based on MLA analysis, Marsden Jacob Associates assumed the
relationship between disease costs and traceability levels shown in chart 5.4 and
this assumption has been followed in the current evaluation.

There is one important difference between the Marsden Jacob Associates analysis and
that followed in the current evaluation: Marsden Jacob Associates assigned no past
benefits to NLIS because no disease outbreak had occurred. The current evaluation,
however, does assign past benefits to NLIS.

The approach taken by Marsden Jacob Associates is quite clearly stated on p24 of their
report:
‘The historical benefits of the NLIS are estimated to be zero in present value terms since there

have been no FMD outbreaks since the introduction of the NLIS’.

It is the view of the current Evaluation Team that this is faulty logic. In the view of the
current Evaluation Team if it made sense ex ante to mitigate a risk based on an assumed
level of risk and likely impact, and neither of these parameters had changed, ex-post the
same level of benefits should apply.

An analogy can be found in personal decisions to insure houses and cars. If no claims are
made on an insurance policy, ex-post do individuals regard the policy as a waste of
money? Surely not — the policy has served its purpose of mitigating risk.

If the Marsden Jacob Associates approach were to be adopted a dichotomous approach
to NLIS benefits would result:
No benefits would be generated until a disease outbreak occurred

Once a disease outbreak occurred enormous benefits would be generated
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Just as the costs of traceability systems are spread across the years, so should be the
benefits and this is the approach taken in the current study. Over an infinite time period
no difference in the Marsden Jacob Associates approach and that taken here would
occur, but in five year time spans considerable differences arise.

Price premiums arising from Australia’s integrity systems

Australia has a well deserved reputation world-wide for supplying ‘clean and green’
products. As an island continent, an accident of geography, Australia has been protected
from a range of plant and animal diseases which are prevalent in most other parts of the
world. Additionally, world leading integrity and meat safety systems and high standards
of meat inspection in Australia ensure that Australian meat is of the highest quality in
terms of being ‘clean and green’.

This ‘clean and green’ image confers significant advantages on Australia. Not only has
Australia’s ‘disease free’ status and world leadership in food safety and integrity systems
provided access to a very wide range of global markets, including fastidious markets in
North America and North Asia, it has also allowed price premiums to be secured within
markets.

The combination of our integrity systems and ‘disease free’ status allows exporters to
charge a premium over suppliers from other countries without similar credentials. These
price premiums are undoubtedly considerable, but difficult to directly measure. In most
cases, Australian product does not compete directly with product from those countries
with lower standards to permit a direct comparison on a like-for-like basis. In some
countries, however, comparisons are possible.

An analysis of forequarter beef prices in the Malaysian market, conducted as part
of MISP2020, showed this premium can be up to 40 per cent."” The Malaysian
market provides an opportunity to compare similar product between the major
exporters including Australia and New Zealand, India and Brazil.

Across all markets, the MISP2020 analysis concluded that a premium of 30 per
cent was likely to be a more conservative estimate for beef. As noted above,
however, this premium is attributable to both Australia’s integrity systems and
‘disease free’ status, which is largely unrelated to industry investment on integrity
systems.

MISP2020 concluded that without continued industry investment in integrity
systems, price premiums for beef may fall by about 5 per cent - but the fall was
likely to be gradual and over an extended period of time. Similarly, MISP2020
concluded that without on-going industry investment in integrity systems prices
for Australian sheep and goat meat could fall by about 1 per cent by 2030. The
authors of MISP2020 also noted that it was unlikely that premiums would be
completely eroded without any industry investment, due to current systems that
are already in place, further actions from individual firms that will step in without

12 Centre for International Economics 2015, ‘Meat Industry Strategic Plan 2015-20: Quantifying the payoffs
from collaborative investments by the red meat industry’, Prepared for the Red Meat Industry Council,
September — especially see appendix D for details behind this calculation.
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industry investment and the contribution of the ‘disease free’ status to demand for
Australian product.

In assigning benefits recognition is also needed that of the industry’s total
investment in integrity systems only about 60 per cent is through MLA
(considerable investments are also made through Animal Health Australia and the
National Residue Survey).

Based on the MISP 2020 analysis, model inputs, in terms of price premiums, used
to evaluate benefits from MLA investment in integrity systems in the period
2010-11 to 2014-15 are shown in chart 5.5. The difference between the two lines in
the chart effectively provides a measure of the benefits of MLA’s integrity
investments 2010-11 to 2014-15.

5.5 Modelling inputs related to price premiums

Modelling inputs related to price premiums
2.7

2.5
2.3
2.1
1.9
1.7

1.5
2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030

Price premium due to MLA integrity programs (%)

e \\/ithout MLA investment 2010-2015

With MLA investment 2010-2015 (but no future investment)

Opportunities to improve impact achieved

Over the course of the Evaluation Period, there were a number of significant
achievements in the delivery of livestock traceability, on-farm food safety systems
and scientific research. In the assessment of the Evaluation Team the Program has
operated effectively over the past five years and generated significant benefits for
industry.

During the Evaluation Period there was a heavy focus from industry on
developing future strategies for the red meat industry’s integrity system, which
will largely be implemented from 2016 onwards. Through the SAFEMEAT
Initiatives Review, industry aims to deliver a strengthened through-chain risk
management system that underpins domestic and overseas market access. The
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outcome of the Review should be more robust industry assurance programs that
incentivise participation and uptake, promote greater efficiency in their delivery,
and encourage continual improvement.

= Within the boundaries of the meat industry the SAFEMEAT Initiatives Review
has identified critical improvements to the way Product Integrity systems operate.
Ultimately, however, it needs to be recognised that many farmers operate across
commodities — from meat to wool to grains to vegetables, etc. Considerable
efficiencies can be realised, and frustrations avoided, through integrating the
operation of on-farm QA systems across agriculture generally. Ensuring QA
systems operate optimally across commodities, as well as within a commodity,
must be a focus going forward.

In terms of MLA’s meat safety scientific research activities, it is recognised that these
have multiple targets for communication, with concrete results only evident over the
longer term. It is acknowledged by MLA staff that there is a need to communicate better
with PICs about the work of the program and the strategies being pursued. There is also a
need to be more effective in communication and encouraging change at the national and
international levels.

Going forward a critical aspect of work in this area will be coordination between MLA
and AMPC. AMPC has taken a more active interest in food safety in the past couple of
years, initiating their own research program. Inevitably, there will be overlapping ideas
and the need to coordinate.

Increased benefits would also flow from closer technical cooperation between the MLA
scientific meat research program and the Department of Agriculture, particularly through
the positioning of MLA resources in a semi-official capacity. It is the view of staff that,
apparently, MLA, as an industry representative organisation, is perceived by the
Government to have a conflict of interest which can limit official consultations. Greater
cooperation with the Department and perceived independence may be helpful to
maximise the outcomes. Given that MLA has a Deed of Agreement with the Australian
Government about the way we behave, it might be possible to include appropriate
safeguards/undertakings that would allow some kind of semi-official role for MLA in
pursuing, together with the Department, the reduction of trade barriers.

More generally, and along the same lines, there may be advantages in MLA internally
positioning much of the work conducted in the meat safety scientific research program as
a market access activity — addressing technical barriers to trade. MISP 2020 has an
emphasis on reducing technical barriers to trade. It is also the view of the Evaluation
Team that this is an area requiring increased attention and resources.

Impact assessment

5.6 MLA Impact benefits and investments?: 1.1 Product Integrity

Develop and deliver industry
systems that underpin
product integrity
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Expected benefits

Red meat industry net income - total” $m
—2010-11 to 2014-15 $m
— > July 2015 $m
Red meat gross value of production- total® $m
—2010-11 to 2014-15 $m
— > July 2015 $m
Actual investment"

—2010-11 to 2014-15 inclusive $m
Benefit cost ratio

Red meat industry net income - total

Red meat gross value of production - total

11

462
127
335

856
236
620

56

8.3
15.4

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat
industry sectors including processing. ¢ Saleyard equivalent GVP excluding processing (basis for levies). d Actual present value of

investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent.

5.7 MLA Impact — benefits in terms of red meat net income=: 1.1 Product Integrity

Industry Industry
downside upside Total
threat opportunity benefits
$m $m $m
1.1 Develop and deliver industry systems that underpin
product integrity 462 0 462
— per cent of impact benefits 100 0 100

Benefit

Cost
Ratio

8.3

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

5.8 MLA Impact — benefits in terms of GVP=: 1.1 Product Integrity

Industry Industry
downside upside Total
threat opportunity benefits
$m $m $m
1.1 Develop and deliver industry systems that
underpin product integrity 856 (0] 856
— per cent of impact benefits 100 0 100

Benefit

Cost
Ratio

BCR

15.4

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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5.9 Budgets for 1.1 Product Integrity

Budgets by Program

1.1 Develop and deliver industry systems that underpin
product integrity

Less  1.1.4.3 Communicate the integrity of Australian
red meat products internationally and provide a
response capability IMES (10/11, 11/12)2

MLA Donor Company projects

Overheads (Corporate Services / Communications)

TOTAL

2010-11

Planned
$’000

12 417

-3431

0

609

9 595

$'000

10 533

-3 280

296

478

8 027

$'000

12 559

-3 523

0

564

9 600

$'000

11 287

-2 589

223

648

9 569

$'000

9 040

514

9 554

$'000

8775

242

521

9 539

$'000

9 554

564

10118

$'000

8 869

250

559

9678

$'000

10 884

764

11 648

$'000

10 795

294

866

11 956

e e e e e ey ey ey P ey

$'000

54 454

-6 954

0

3015

50 515

$'000

50 260

-5 869

1306

3072

48 769

@ This activity included in program 1.2 from 2012-13 - expenditure for full review period included in program 1.2
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6 1.2 Market Access

Top line result to date — MLA expenditure on the Market Access program provide
industry returns of $999 million, from expenditure of $42 million with a BCR of 24.0:1.

Tables 6.10, 6.11 and 6.12 provide a summary of the payoffs from investment in the
Market Access program.

6.1 Summary — MLA Impact benefits and investments?: 1.2 Market Access

Support industry and
government to maintain and

liberalise world meat markets

Expected benefits

Red meat industry net income — total ® $m 999
—2010-11 to 2014-15 $m 47
— > July 2015 $m 952

Actual investment ©
—2010-11 to 2014-15 inclusive $m 42
Benefit cost ratio

Red meat industry net income - total 24.0

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across
all red meat industry sectors including processing. ¢ Actual present value of investments from 2010-11 to 2014-15 in
2014-15 dollars using a real rate of return of 5 per cent.

Summary

For the purposes of the current evaluation MLA’s market access program was segmented
into two major components:

= Addressing economic and technical barriers to trade — either by defending
existing ‘favourable’ conditions of access or by working with industry and
Government in an attempt to secure improvements.

= Communicating the integrity of Australian red meat products internationally and
providing a response capability in cases where issues with Australian product
arise.

= Program impact was measured at $999 million (net industry income) with a BCR
of 24.0:1. Just 5 per cent of the benefit accrued during the assessment period with
95 per cent to be captured in coming years.
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6.2 Major outcomes achieved are summarised below

Outcomes Details

Market access improvement

AUS-Malaysia FTA

ASEAN Australian FTA

JAEPA

KAFTA

CHFTA

Russia Federation quota
access

Trans Pacific Partnership

Market access defence

China — HGPs and chilled
issues

Indonesia quota

Product integrity / safety

Benefits arising from
integrity / meat safety
communications

Tariffs on livestock and red meat bound at zero per cent

Tariffs on red meat and livestock reduced across Indonesia, Malaysia, Philippines,
Thailand, Vietnam and Singapore

Tariffs on beef reduced from 38.5 per cent to an average of 22.1 per cent across
fresh and frozen product by 2032.

Eliminate 40 per cent tariff on beef and 18 per cent tariff on bovine offal over 15
years

Eliminate 22.5 per cent tariff om sheep meat over 10 years

Eliminate tariffs on live animals over 15 years

Eliminate beef tariffs over 9 years (from 20-25 per cent carcasses and 12 per cent
other)

Eliminate sheep and goat meat tariffs over 5 years

Guaranteed access to a pooled quota of 407 000 for frozen beef and 11 000
chilled beef.

In Japan

— Further falls in beef tariffs over JAEPA — to 9 per cent for grassfed and grainfed
(compared to end points of 19.5 per cent and 23.5 per cent respectively, under
JAEPA.

— Processed red meat import tariffs eliminated within 15 years (currently range
from 6-50 per cent), the majority of offal tariffs eliminated within 10-15 years;
and the tariffs applied to live cattle imports will also be eliminated.

In Canada, the above quota beef tariff of 26.5 per cent will be phased out.
Additionally, the 2.5 per cent tariff on Australian sheepmeat will be eliminated .

In Mexico, the current 20-25 per cent beef tariff will be eliminated within 10 years;
the 10 per cent sheepmeat and goat meat tariffs will be eliminated within 8 years;
the majority of offal tariffs will be eliminated; and the 10-15 per cent tariffs on live
animals will also be eliminated.

In Peru, which represents a new market opportunity for Australian red meat, the 17
per cent beef tariff will be phased out and the 9 per cent sheepmeat and goat meat
tariffs will be eliminated

Threat of trade suspension to China — in the case of chilled beef trade was
suspended for 9 months

Quotas caused total boxed beef imports into Indonesia to fall from 111,000 tonnes
in 2009 to 32,000 tonnes in 2013.

Same benefits attributed as for beef and sheepmeat marketing
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Evaluation process

The market access program was evaluated by updating a previous evaluation of the MLA
market access program completed by the Centre for Economic Analysis in 2014", as well
as using information from the beef and sheepmeat marketing workshops conducted as
part of the current evaluation.

The previous evaluation of MLA’s market access program only related to economic and
technical barriers to trade and concluded that the expected benefit cost payoff (in terms of
increased GVP) to red meat producers was 39.9 to 1:

the benefit cost ratio for beef was 54.6 to 1

the benefit cost ratio for sheepmeat was 9.4 to 1

As part of the current evaluation results from the previous evaluation have been modified
and updated.

In terms of modification, the current evaluation is based on a different period (1 July
2010 to 30 June 2015) compared to the previous evaluation (2006 to 2013). As a result:

Payoffs from MLA input into in some market access improvements considered by
the previous evaluation, such as the Australia-Chile Free Trade Agreement
(ACIFTA), are not taken into account here — as MLA input into the
improvement occurred before the current Evaluation Period.

Conversely, some benefits are taken into account in the current evaluation that
were not considered in the previous evaluation — most notably MLA’s
contribution to achieving a favourable outcomes for the red meat industry in the
Trans Pacific Partnership (TPP) — at the time of conducting the previous
evaluation negotiations on the TPP were a long way from being concluded.

Many achievements, however, are common between this evaluation and the
previous evaluation, including industry market access gains under:

— The Japan-Australia Economic Partnership Agreement (JAEPA) which was
formally signed on 7 April 2014 and entered into force on 15 January 2015

— The Korea-Australia Free Trade Agreement (KAFTA) which was formally
signed on 8 April 2014 entered into force on 12 December 2014.

— The China-Australia Free Trade Agreement (ChAFTA) was signed on 17
June 2015 and entered into force on 20 December 2015

The second major difference between the current evaluation and that conducted by CIE in 2014
is that this evaluation takes into account the second component of the market access program —
communicating the integrity of Australian red meat products internationally / issues
management. Over the 2010 to 2015 period MLA activity under this component largely
involved communicating positive messages to overseas customers about the integrity and safety
of Australian red meat. Consequently, the same approach is used to assess payoffs from MLA

13 Centre for International Economics 2014, An evaluation of MLA’s market access program, Prepared
for Meat and Livestock Australia, September.
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work in this area as is used for MLA work under beef and sheepmeat export marketing
(programs 2.6 and 2.7).

Objectives from MLA 5 year business plan

u  Market access improvements / defending current conditions
— Support industry and government to maintain and liberalise world meat markets:
- Ensure that access opportunities are not eroded through administrative,
regulatory or policy impositions; and
Secure a more favourable export market environment through strategic trade
reform.

= Communicating product integrity / issues management

— Assist in positioning Australia as a supplier of choice for red meat and livestock
products, ensuring that overseas customers and regulators have confidence that
Australia’s integrity and safety systems and performance record is equivalent to, or
better, than alternate supplying countries.

Program Outputs and Qutcomes

Market access improvements

Table 6.3 demonstrates the success of the approach outlined above in terms of the
industry securing market access improvements. During the period 2010 to 2015 major
achievements involved trade agreements with Korea, China and Japan, that will result in
substantial reductions in barriers to trade for the Australian red meat and livestock.

= In the case of the first two of these agreements, tariffs on major Australian red
meat products will be eliminated entirely over time.

= In the case of the agreement with Japan, frozen and chilled beef tariffs were
reduced during the Evaluation Period by 10 per cent and 7 per cent, respectively,
and will be reduced further over the next 13 years, conferring a major competitive
advantage on the Australian industry.

6.3 Outputs and outcomes in terms of market access improvements achieved over
the 5 years

Outputs Outcomes

Free Trade Agreements

= MAFTA (Malaysia-Australia FTA) = MAFTA entered into force on 1 January 2013

= MLA lodged submissions DFAT / DAFF [Oct 2004 = MAFTA met following industry negotiation targets:
(scoping study), May 2005, December 2009] on

. L o = Reaffirmed zero tariffs applicable to livestock and
industry priorities for the MAFTA negotiations

red meat products
= MLA partnered industry peak councils on a targeted

= Incorporated procedures & consultative
trade advocacy effort

mechanisms to deal with standards, technical
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Outputs Outcomes

= MLA, in consultation with Peak Councils, responded to regulations and conformity assessment
negotiation offers

Consultative arrangements reaffirmed via
continuation of the DAFF led Malaysia-Australia
Agricultural Co-operation Working Group for
progressing agricultural trade and market access
issues

KAFTA (Korea-Australia FTA)

= Numerous submissions & correspondence lodged = KAFTA entered into force on 12 December 2014

= Ongoing representations during course of negotiations = Tariffs applicable to Australian beef, sheepmeat

= Industry FTA sub-committee (MLA secretariat) had and goat meat eliminated over 10 to 15 years

direct interface with negotiators and Trade Minister = 100 per cent of industry negotiation targets

= MLA prepared submissions to JSCOT & Senate inquiries achieved

JAEPA (Japan-Australia Economic Partnership Agreement)

= Numerous submissions & correspondence lodged = JAEPA entered into force on 15 December 2015

= Ongoing representations during course of negotiations ® Some industry negotiation targets achieved — beef
tariff was reduced but not eliminated (a phased
tariff reduction for beef from 38.5 per cent to 23.5

per cent for chilled product and 19.5 per cent for
* MLA prepared submissions to JSCOT & Senate inquiries  frozen product over the next 18 years)

= Industry FTA sub-committee (MLA secretariat) had
direct interface with negotiators and Trade Minister

= MFN clause incorporated
ChAFTA (China-Australia FTA)

= Numerous submissions & correspondence lodged = ChAFTA entered into force 20 December 2015

= Ongoing representations during course of negotiations = Tariffs levied on Australian beef of 12-25 per cent
will be eliminated within 9 years; sheepmeat and
goat meat tariffs of between 12-23 per cent will be

eliminated within 8 years; the tariffs on offals of 12-
= MLA prepared submissions to JSCOT & Senate inquiries 25 per cent will be eliminated over 4-10 years; the

= Industry FTA sub-committee (MLA secretariat) had
direct interface with negotiators and Trade Minister

5-14 per cent tariffs on hides and skins will be
eliminated over 4-8 years; and the 10 per cent
tariffs on live cattle and live sheep eliminated over
4 years

= 100 per cent of industry negotiation targets
achieved

Trans-Pacific Partnership (TPP)

= MLA has prepared submissions to DFAT / DA; drafted = Negotiations on the TPP concluded on 5 October

and lodged industry’s position with Australia’s Trade 2015, beyond the Evaluation Period, but major
Minister; prepared market access requests and elements of the agricultural negotiations were
responded to market access offers; attended concluded prior to 30 June 2015. The TPP has yet
negotiating rounds; briefed other TPP member officials to enter into force.

/ negotiators on Australian industry priorities.

Under the TPP:

Tariffs levied on Australian beef entering Japan will
be further reduced from those negotiated under
JAEPA. The tariff on both frozen and chilled beef will
fall to 9 per cent over 15 years - as opposed to the
end point of 19.5 per cent for frozen beef & 23.5
per cent for chilled beef secured under the JAEPA. A
global beef safeguard provision will apply.

= |n Canada, the current 35,000 tonne beef quota (O
per cent in-quota tariff) will remain, however, the
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Outputs Outcomes

above quota tariff of 26.5 per cent will be phased
out. Additionally, the 2.5 per cent tariff on
Australian sheepmeat will be eliminated on entry
into force.

= For Australia’s trade to Mexico, the current 20-25
per cent beef tariff will be eliminated within 10
years; the 10 per cent sheepmeat and goat meat
tariffs will be eliminated within 8 years; the majority
of offal tariffs will be eliminated on EIF; and the 10-
15 per cent tariffs on live animals will also be
eliminated on EIF.

= In Peru, which represents a new market opportunity
for Australian red meat, the 17 per cent beef tariff
will be phased out and the 9 per cent sheepmeat
and goat meat tariffs will be eliminated on EIF.

Other access improvements:
India (2012-13)

= MLA and peak industry councils made submissions and =
undertook in-market advocacy for improved certification
conditions for sheepmeat destined for India

Australian Government negotiated certification
arrangements and established new conditions for
lamb, sheep, goat, uncooked meat products and
edible offal exports into India

= New export conditions saw 65 tonnes of Australian
sheepmeat exported to India in 2013 and a further
45 tonnes exported in 2014

= 100 per cent of industry objectives achieved
European Union (2006-2013)

= Bulgaria and Romania acceded to the EU = Australia’s sheepmeat quota for exports into the EU

= MLA and peak industry councils (in close collaboration increased by 400 tonnes to 19,186 tonnes

with the Australian Government), sought compensation, =
via submissions and personal representation, for prior
trade performance

100 per cent of industry objectives achieved

Russia (2011)

= MLA, in partnership with peak industry councils and = Australian beef secured access to a shared pool of

Government, sought access for chilled and frozen beef
following Russia’s accession to the World Trade
Organization

up to 407,000 tonnes of frozen beef and 11,000
tonnes of chilled beef (a 10,000-tonne increase),
with in-quota tariff rates of 15 per cent

= MLA prepared submissions and had direct interface =
with WTO accession negotiators in Geneva

90 per cent of industry objectives achieved

= Work on-going re high quality beef definition /
specification

Market access defence

In addition to the areas where market access conditions improved, a number of instances
arose during the Evaluation Period where Government and industry, with MLA support,
had to act to defend conditions of market access — some times with partial success, at
other times unsuccessfully.

= In February 2014, Russia banned beef offal imports from Australia and in late March
and early April, banned chilled and frozen beef products — allegedly relating to the
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detection of Trenbolone in meat and offal. Then, in August 2014, Russia banned fruit,
vegetable, meat, fish and dairy imports from Australia in retaliation for sanctions
imposed over the crisis in Ukraine. On 24 June 2015, Russian Prime Minister
Medvedev signed an order extending the Russian food import ban on specified
agricultural products for an additional year, to 5 August 2016.

In 2013 and 2014 problems over protocols applying to the China market had the
potential to cause severe disruptions for trade into this market for two reasons in
particular :

One related to assurances sought by the Chinese Government that Australian beef
imported into China was HGP free in accordance with long-standing Chinese
requirements. The Chinese move to greater assurances was widely seen as
stemming from Russia’s actions over Australian beef (see previous dot point).
Australia responded proactively to the Chinese Government request and the trade
continued with no significant disruption due to the HGP issue.

In October 2013 Chinese authorities moved to prevent chilled beef imports into
China. For the nine months of 2013 prior to October, Australia shipped about 12
200 tonnes of chilled beef, both boneless and bone-in, to China. The chilled trade
was re-opened in July 2014 with 10 plants accredited to export chilled product to
China.

Over the Evaluation Period a series of restrictions were introduced by the Indonesian
Government which severely impacted on Australian red meat exports to this market.
Most important of the measures imposed by the Indonesian Government was binding
quotas on live cattle and boxed beef imports. These quotas saw boxed beef imports
into Indonesia fall from 111,000 tonnes in 2009 to 32 000 tonnes in 2013. The
Australian Government and the Australian industry, with MLA support, advocated
vigorously for the removal of these quotas, arguing that the quotas caused economic
damage in Indonesia and hurt consumers. Amongst other things domestic Indonesian
organisations were encouraged to also argue against the quotas. The quotas were
eventually lifted in 2014.

Technical access barriers

Some of the major market access defence activities listed above were technical in nature
(for example, the initial Russian actions over Trenbolone and the China chilled trade
issue). These technical market access defence issues, however, only represent a small
subset of the wide range of technical issues that have been evident over the last five years
(some of these are new, but many existed prior to 2010). A major output of MLA for this
program over the Evaluation Period was a research document, released in June 2013,
that identified and quantified technical trade barriers (TBTs). By quantifying the cost of
TBTs the report enables the industry to strategically prioritise industry’s resources on
TBT barriers with the greatest impact.

Tables 6.4 and 6.5 list the key areas of ML A and industry involvement in addressing
emerging and entrenched TBTs.
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6.4 Emerging TBTs by jurisdiction

Issue Proposal MLA outputs

International — WHO

Antimicrobial AMR recognised as a -
resistance (AMR) global priority and
countries need to develop
AMR management plans

International - Codex Alimentarius

Salmonella in beef Code of Practice for .
control of Salmonella in
beef supply chains

China

Knife sterilisation in 2011 audit raised cross  «
boning rooms contamination issues

European Union

Shiga toxin-producing No STEC allowed in any -
E. coli (STEC) (2013) beef product

United States

Non-0157 E. coli in Non-0157 adulterants in  «
manufacturing beef  beef destined for grinding
(2012)

Antimicrobial Petition with FSIS to -

resistant Salmonella  declare AMR Salmonella
adulterants in meat
destined for grinding

Participated in
development of plans in
Australia. Seminar,
scientific and industry
publications.

Published research,
prepared a submission and
contributed to expert
consultations

Prepared document
describing results of
investigations

Submission, cooperation
with Dutch importers.
Influence on revision of the
ISO standard

Publications and
submissions influenced the
implementation of
regulations. helped
Australian processors to
manage the risk

Scientific publication
demonstrates low risk from
Australian beef

Prepared a submission on
effect of freezing on meat
quality

Impact

= Beef industry recognised as

responsible and negligible
contribution to AMR in Australia

International code of practice
will not present problems for
the Australian industry

Additional requirements not
implemented

Minimal disruption: continuing

watch

Minimised disruption to trade.

Keeping watch.

Russia

Frozen meat (2010)  Proposal to ban frozen -
meat

Source: MLA.

6.5 Entrenched TBTs by jurisdiction

Issue Problem MLA outputs

Gulf Cooperation Council

Shelf life standard 70 day shelf life = Submissions to Gulf

standard for chilled beef
and lamb

Standards Organisation
(2014, 2015)

Impact
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Issue Problem MLA outputs Impact
Egypt
Drip, shelf life Egyptian standard allows = gybmissions, presentations
for no drip, and 49 days and meeting with Egyptian
shelf life standards committee and
government departments
UAE (Dubai)
Microbiological Issue with = Discussions with laboratory
criteria microbiological criteria and inspection personnel
for beef and lamb workshop for Dubai
Municipality, presentations
at Dubai International Food
Safety Conference
Jordan
Microbiological Issue with = Prepared submission
criteria (2011) microbiological criteria
for chilled meat
Lebanon
Shelf life (2012) Shelf life limit 70days = Prepared submission
(28 days for bone-in)
Japan
Commercial shelf life  Limits product to 77 = Presentations to trade in = Some traders have changed
standard days Japan, visit to Australia by their shelf life for Australian
Japan Meat Traders beef
Association
Vietnam
Microbiological Inappropriate = Prepared submission
standards (2012) microbiological criteria

for chilled beef

Communicating product integrity / issues management

MLA initiatives in the meat safety / issues management area under the Market Access
Program centred mostly on communicating Australian integrity and food safety systems
to overseas customers - informing, educating and building confidence with customers and
regulators. Specific activities included the following:

= Incorporation of key integrity and safety messages into promotional material and
in trade and consumer seminars and events.

= Generation of positive PR regarding integrity and food safety systems.

= Conducting missions to Australia highlighting the world leading integrity and
food safety systems being used in Australia.

= Including information on Australia’s integrity and food safety systems in websites
with up-to-date messages.
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= Helping to manage concerns / issues pertaining to Australian product in-market
— appropriately informing key organisations of integrity / meat safety issues,
ensuring a prompt and timely response.

= Maintaining strong links with counterparts in-market, along with key regulatory
and monitoring organizations, to facilitate early identification of potential issues
and ensure the industry is positioned to respond promptly.

* Maintaining regular communication with Government and industry organisations
in Australia on global developments on integrity and food safety systems and
regulations.

In terms of outcomes, in the key markets of Japan and Korea, perceptions of the integrity
and safety of Australian product rose over the Evaluation Period. For example:

= In Japan trade ratings for ‘strictly inspected’ increased from 83.9 per cent in 2010
to 85.6 per cent in 2015 (the equivalent rating in 2005 was 78.0 per cent)

= In Korea trade ratings for ‘food safety and QA’ increased from 84.4 per cent in
2010 to 91.7 per cent in 2015 (the equivalent rating in 2005 was 79.2 per cent)

In all markets consumer perceptions of the safety of Australian beef exceeded those from
all other imported sources, while the safety of Australian lamb was generally seen as on a
par with that of New Zealand (see table 6.6).

6.6 Consumer ratings of the safety of Australian red meat versus other suppliers

Safety ratings for Australian beef (%) Safety ratings for Australian lamb (%)

Australia Other imported Domestic Australia NZ Domestic

Japan 16 7 (US) 58 29 32 39
Korea 26 8 (US) 72 33 39 46
China 46 23 (Argentina) 29 59 62 41
Taiwan 34 13 (US) 37 49 45 42
Indonesia 47 37 (N2) 64 35 24 36
Malaysia 47 45 (NZ) 53 21 15 55)
UAE 31 16 (Brazil) 36 29 32 39

Evaluation of industry impact

Based on the previous evaluation of market access and information contained above,
economic modelling of the impact of MLA’s market access program was undertaken
based on the parameters in tables 6.7— 6.9.
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6.7 Modelling parameters used for market access improvement

Outcomes Details Without MLA

scenario contribution?

AUS-Malaysia FTA = Tariffs on livestock and red meat bound at zero per = No change in 40 per cent
cent access

ASEAN Australian FTA = Tariffs on red meat and livestock reduced across = No change in 20 per cent
Indonesia, Malaysia, Philippines, Thailand, Vietham access

and Singapore

JAEPA = Tariffs on beef reduced from 38.5 per cent to an = No change in 20 per cent
average of 22.1 per cent across fresh and frozen access
product by 2032.
= Sheepmeat already at zero duty.
KAFTA = Eliminate 40 per cent tariff on beef and 18 per cent = No change in 30 per cent
tariff on bovine offal over 15 years access

= Eliminate 22.5 per cent tariff om sheep meat over 10
years

= Eliminate tariffs on live animals over 15 years
CHFTA = Eliminate beef tariffs over 9 years following entry into = No change in 30 per cent

force (from 20-25 per cent carcasses and 12 per access
cent other)

= Eliminate sheep and goat meat tariffs over 5 years
following entry into force

Russia Federation = Guaranteed access to a pooled quota of 407 000 for = Uncertain 40 per cent
quota access frozen beef and 11 000 chilled beef. access levels

and poorly

defined HQB
Trans Pacific = In Japan = No change in 20 per centb
Partnership — Further falls in beef tariffs over JAEPA — to 9 per deeess

cent for grassfed and grainfed (compared to end
points of 19.5 per cent and 23.5 per cent for
grassfed and grainfed beef, respectively, under
JAEPA.

— Processed red meat import tariffs applied by Japan
eliminated within 15 years (currently range from 6-
50 per cent), the majority of offal tariffs eliminated
within 10-15 years; and the tariffs applied to live
cattle imports will also be eliminated.
= In Canada, the above quota beef tariff of 26.5 per
cent will be phased out. Additionally, the 2.5 per cent
tariff on Australian sheepmeat will be eliminated on
entry into force (EIF).
= In Mexico, the current 20-25 per cent beef tariff will
be eliminated within 10 years; the 10 per cent
sheepmeat and goat meat tariffs will be eliminated
within 8 years; the majority of offal tariffs will be
eliminated on EIF; and the 10-15 per cent tariffs on
live animals will also be eliminated on EIF.

= In Peru, which represents a new market opportunity
for Australian red meat, the 17 per cent beef tariff
will be phased out and the 9 per cent sheepmeat and
goat meat tariffs will be eliminated on EIF

2 The balance of benefits are attributable to the collective efforts of peak industry councils, government negotiators, and
industry trading in the affected markets

b Only 70 per cent of the benefits from the TPP have been taken into account in this evaluation on the basis that further work will be
needed by MLA and the industry to ensure the TPP enters into force as currently drafted and no ‘backsliding’ occurs— that is, the
MLA contribution shown in the table above, of 20 per cent has been discounted to 14 per cent.

Source: MLA and CIE.
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6.8 Modelling parameters used for market defence

Outcomes Details Without scenario MLA contribution?
China — HGPs and = Threat of trade suspension to China —inthe = Complete 7.5 per cent
chilled issues case of chilled beef trade was suspended suspension of

for 9 months trade to China

for 12 months

Indonesia quota " Quotas caused total boxed beef imports into = Quotas would 10 per cent
Indonesia to fall from 111,000 tonnes in have continued

2009 to 32,000 tonnes in 2013. e nsesed
for another 6

months

2 The balance of benefits are attributable to the collective efforts of peak industry councils, government negotiators, and
industry trading in the affected markets

Source: MLA and CIE.

Note from comparing Table 6.8 with the section detailing outputs and outcomes for
market access defence and Tables 6.5 and 6.6 that no benefit is ascribed to many market

access defence activities because benefits were relatively small.

For integrity / meat safety communications and issues managements the same
parameters were used as for beef and sheepmeat marketing by region (see programs 2.6
and 2.7).

6.9 Modelling parameters used for integrity / meat safety communications

Outcomes Details Other information
Benefits arising from integrity / meat = Same benefits attributed as for beef and Benefits vary by
safety communications sheepmeat marketing market

Opportunities to improve impact achieved

Industry and government stakeholders have strongly endorsed MLA’s contribution on
market access. MLA’s knowledge of the commercial environment; advocacy of trade
negotiations; ability to build alliance networks with government and industry; provision
of market intelligence and analysis (including research, reports and industry endorsed
submissions); advice regarding local sensitivities and contacts; and on-the-ground
competencies in target export markets, are seen as key strengths integral to the success of
the Market Access Program.

Seeking resolution of non-tariff or technical access issues remains an ongoing frustration
shared by Government, industry and MLA. An intensified joint effort is required in this
area and plans are underway to dedicate appropriate attention and resources.

As further improvements are made to market access impediments, defence of market
access conditions will increase in importance. Threats to market access are often best
addressed while they are a minor irritant and before becoming a major trade issue.
Successfully defending conditions of market access will involve

= a thorough process of monitoring emerging issues
= proactively developing a united industry position in response to these issues

= working with the Australian Government and local industry participants to nip
emerging issues ‘in the bud’.
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Impact Assessment

6.10 MLA Impact benefits and investments?: 1.2 Market Access

Support industry and
government to maintain
and liberalise world meat

markets

Expected benefits

Red meat industry net income - total® $m 999
—2010-11 to 2014-15 $m 47
— > July 2015 $m 952
Red meat gross value of production- total® $m 2 167
—2010-11 to 2014-15 $m 97
— > July 2015 $m 2 069

Actual investmentd

— 2010-11 to 2014-15 inclusive $m 42

Benefit cost ratio
Red meat industry net income - total 24.0

Red meat gross value of production - total 52.0

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across
all red meat industry sectors including processing. ¢ Saleyard equivalent GVP excluding processing (basis for levies). d
Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per
cent.

6.11 MLA Impact — benefits in terms of red meat net income=:1.2 Market Access

Industry Industry Benefit
downside upside Total Cost

threat opportunity  benefits Ratio

1.2 Support industry and government to maintain and
liberalise world meat markets 0 999 999 24.0

— per cent of impact benefits 0 100 100

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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6.12 MLA Impact — benefits in terms of GVP2: 1.2 Market Access

Industry Industry
downside upside Total
threat opportunity benefits
$m $m $m BCR
1.2 Support industry and government to maintain and
liberalise world meat markets 0 2 167 2 167 52.0
— per cent of impact benefits 0 100 100

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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6.13 Budgets for 1.2 Market Access

Budgets by Program

1.2 Support industry and government to maintain and
liberalise world meat markets

Plus 1.1.4.3 Communicate the integrity of Australian
red meat products internationally and provide a
response capability IMES (10/11, 11/12)

MLA Donor Company

Overheads (Corporate Services / Communications)

TOTAL

2010-11

Planned

$'000

4 061

3431

505

7997

e e e e e ey ey ey P ey

$'000

3178

3280

$'000

4520

SI528

495

8 538

$'000

3427

2589

399

6 416

$'000

8 041

443

8484

$'000

6 862

368

7230

$'000

8 041

$'000

7 355

444

7 799

$'000

8 041

470

8511

$'000

7 400

506

7905

$'000

32704

6 954

0
2376

42 034

$'000

28 222

5 869

2172

36 263

8L
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7 1.3 Live Export Portfolio

Top line result to date — MLA expenditure on the Live Exports program provide industry

returns of $705 million, from expenditure of $49 million with a BCR of 14.5:1.

Tables 7.1, 7.3, 7.4 provide a summary of the payoffs from investment in the Live Exports

program.

7.1 Summary — MLA Impact benefits and investments=: 1.3 Live Export portfolio

Maximise market options for
producers and exporters in the

livestock export market

Expected benefits

Red meat industry net income - total” $m 705
—2010-11 to 2014-15 $m 381
— > July 2015 $m 324
Actual investment®

—2010-11 to 2014-15 inclusive $m 49
Benefit cost ratio

Red meat industry net income - total 14.5

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across
all red meat industry sectors including processing. ¢ Actual present value of investments from 2010-11 to 2014-15 in

2014-15 dollars using a real rate of return of 5 per cent.

Summary
= The Live Export Program (LEP) was evaluated as an MLA/LiveCorp

partnership, with the conclusion that the LEP had added considerable value to the

industry in a number of key areas:

= Animal welfare — the LEP provided significant assistance in enabling the
Exporter Supply Chain Assurance System (ESCAS) requirements to be met,
speeding up reopening of trade and avoiding trade closure in other cases;

= R&D — LEP R&D activities had contributed to a reduction of on-board
mortalities by 40 per cent and a reduction in ESCAS compliance costs;

= Market access — added considerable value to the live export sector and a BCR of

10:1 was agreed.

= Program impact was measured at $705 million (net industry income) with a BCR

of 14.5:1. Some 54 per cent of the benefit accrued during the assessment period
with 46 per cent to be captured in coming years.
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Objectives from MLA 5 year business plan

To enhance the sustainability and competitiveness of Australian livestock exports
by providing highly valued support services to assist producers and exporters
involved in the trade:

to meet (and be seen to meet) and exceed community standards on animal welfare
in Australia and overseas markets;

to improve the efficiency of management of livestock throughout the supply
chain; and

to maintain and increase access to overseas markets.

MLA Summary of Live Export Program

The breadth of coverage of the Program was emphasised by the fact that services are
provided in 22 countries to 124 importers, 452 feedlots and 503 abattoirs. Within this
coverage:

95 per cent of all exporter/importer requests for support were met by the program
surveys indicated high levels of satisfaction with services provided:

— 85 per cent of exporters surveyed stated that the LEP added value to their business
and/or industry

— 84 per cent of Peak Industry Council and Government representatives surveyed
indicated that the LEP had added value through the provision of advice on live
export market access issues, market intelligence and regulatory issues

95 per cent highly rated LEP delivery on R&D projects stating that the R&D had
improved the performance of livestock through the supply chain

For the purposes of the impact assessment the program is divided into 3 subprograms:

Assist industry and government formulate new regulations to meet community
expectations in terms of animal welfare practices and then assist supply chains
with implementation and compliance with these regulations through the provision
of gap analyses, risk analyses, training and technical and systems advice

Through R&D, recommend improvements to regulations and operations to
improve efficiency and effectiveness

Secure improvements in access to overseas markets by working with industry and
government

Subprogram — Animal welfare

MLA Summary of Sub-Program Outputs and Outcomes

In terms of animal welfare activities a distinction was made between the different
strategies applied pre and post ESCAS.

Pre ESCAS the LEP was involved with:
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the installation of Mark I slaughter boxes, an activity funded by the Australian
Government

the design of the Mark IV box
attempting to achieve a wider adoption of stunning, and

animal handling and slaughter training across abattoirs and feedlots.

Post ESCAS the strategies followed were:
gap analysis to identify steps required by supply chains to attain ESCAS standards

risk analysis of approved ESCAS supply chains to identify areas where a risk of
ESCAS non-compliance may arise

training to meet ESCAS regulations (including train the trainer activities) and

the provision of technical advice

Indonesia

Indonesia is by far the largest of Australia’s live cattle markets, taking almost 2.5 million
cattle during the Evaluation Period, about 54 per cent of Australia’s total live cattle
exports.

In June 2011 Indonesia was the first of Australia’s live export trading partners to be
subjected to the new ESCAS regulations. Following the introduction of ESCAS, the
LEP’s work in Indonesia was directed at:

First, achieving acceptance of the new ESCAS regulations

Second, in assisting supply chains to upgrade facilities and procedures to meet the
new regulations — through the provision of gap analyses, technical advice,
standard operating procedure templates, etc.

Finally, work aimed at securing ongoing compliance with the new regulations.

Targeted input by the LEP, in combination with the efforts of individual supply chains,
produced a very high level of acceptance of the ESCAS regulations and implementation
of significantly improved animal welfare practices at the point of slaughter. Intensive
animal handling and slaughter training was provided to assist supply chain operators
understand and adopt ESCAS. In Indonesia the LEP trained 3 232 workers and
conducted 1 318 activities to assist supply chains — it is noteworthy that the use of
stunning in Indonesia has increased from 2.8 per cent in 2010, to 93.6 per cent in 2015.

Without LEP assistance through the animal cruelty crisis, the prospect of a prolonged
trade closure would have been increased. The LEP mobilised and facilitated resources
and importer commitment to ensure rapid uptake of ESCAS requirements and associated
compliance.

The services provided by the LEP in market have assisted the industry to create a new
level of business operation and has opened opportunities for increased trade between
Australia and Indonesia.
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Other Asia

The ‘Other Asia’ region (that is, all of Asia, except Indonesia) has been growing in
importance as a destination for Australian live cattle exports. During the Evaluation
Period this region took more than 1.2 million cattle — over 25 per cent of all live cattle
exports. Additionally, within this region a small, but significant, live goat trade exists to
Malaysia (with Malaysia accounting for 97 per cent of total live goat exports). Goat
consignments to Malaysia are predominantly transported by air (averaging 2 000 goats
per consignment). In 2014-15 this trade was valued at $8.4 million from 88,000 goats.

ESCAS regulations started applying to markets in this region from 1 September 2012.
Following the introduction of ESCAS considerable work directed at all markets in the
region, but particularly the Malaysia and Vietnam markets.

Traditionally the livestock trade in Malaysia has been based on trading and sale to many
differing customers. The advent of ESCAS animal welfare, control and traceability
regulations, required a reassessment and consolidation of supply chains. There was an
initial slowdown in goat and cattle exports as ESCAS was imposed, but the trade
recovered. Some of the direct improvements since ESCAS implementation have
included:

Cattle Feedlots — general improvements in ramps, yards, water points and
raceways.

Cattle Abattoirs — upgrading of abattoirs, including the installation of compliant
restraining boxes.

Animal handling - more confidence amongst stock handlers

Abattoir practices — improved control of the slaughter process

The LEP has trained more than 1,000 industry participants in the Malaysian market
since the introduction of ESCAS as well as providing gap and risk analyses and technical
support.

For Vietnam ESCAS was implemented on 1 January 2013. Prior to that date export
volumes were small as the trade was just developing, but over the Evaluation Period
Vietnam has been the fastest growing market for cattle exports. As cattle imports have
grown, there has been substantial local investment made in Vietnam’s feedlot
infrastructure — and in making this investment there has been genuine consideration of
ESCAS requirements and harnessing of experience from Australia. Abattoirs have also
been built to include ESCAS compliant lairage, restraining boxes and stunning
equipment. Other pre-existing abattoirs have been upgraded to comply with ESCAS
requirements. Over 50 abattoirs have now been ESCAS approved. Some of the direct
improvements since ESCAS implementation have included:

Animal handling — improved stock skills through handling training
Feedlot performance - improving capacity to feed animals via technical support

Abattoir practices — more efficient use of facilities with increased throughput and
better welfare standards/practices
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Stunning has increased in Vietnam — all Australian cattle in Vietnam are stunned
and an increasing number of local cattle are stunned (due to the improvements
made in supply chains handling Australian cattle).

Post slaughter practices have also improved with better food hygiene

Some of the support provided by the LEP in Vietnam has included:
Advice on abattoir design and upgrades

Advice on feedlot design and layouts to address such points as feed bunks,
watering troughs and overhead cover.

Extensive training addressing

— Formal theory and practical workshops to feedlot/abattoir staff and management.

— Theory workshops to provide staff with an understanding of ESCAS, and skill in
handling and slaughtering Australian cattle.

— Training at individual facilities has occurred regularly, particularly during 2013-14,
with on-the-spot assistance given to feedlots and abattoirs.

— SOP training videos have been developed in Vietnamese highlighting key animal
welfare points from arrival to slaughter. The slaughter section covers the use of
penetrative stunning and thoracic stick as applied in Vietnam.

The Korban programs conducted by the LEP in Singapore (2012-2014) and Malaysia
(2012-2015) also provided assistance in identifying and understanding ESCAS
compliance risks during this festive event. The program improved preparation for festive
periods where there is a higher likelihood of animal welfare issues.

Across the ‘Other Asia’ region the LEP:
Delivered 74 gap and risk reports at the request of exporters and/or importers

Provided handling and slaughter training provided to more than 2,000
participants

Devoted 379 consultant days in the provision of technical advice to supply chain
participants.

MENA

The MENA region and Turkey is by far and away Australia’s largest live sheep
destination. Markets in this area accounted for 98 per cent of Australia’s live sheep
exports during the Evaluation Period, taking almost 11.5 million sheep. Largest markets
in the region are Kuwait (4.2 million sheep during the Evaluation Period), Qatar (2.3
million sheep) and Bahrain and Jordon (1.4 million sheep each).

ESCAS was introduced for all major markets in this region on 1 March 2012. Well before
ESCAS was introduced into the region the LEP devoted considerable effort into ensuring
widespread acceptance of ESCAS across the region. At first there was strong resistance to
ESCAS with some describing ESCAS as ‘ridiculous’, unsuited to Middle East market
conditions and stating that they would turn to Sudan, Somalia and parts of Europe to
supply their needs. Turning these attitudes around and achieving acceptance of ESCAS
by the trade and overseas Governments in the MENA region was critical — and the LEP
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was a major mechanism by which acceptance was achieved. The LEP over many years
had developed strong relationships with the Middle Eastern trade and Middle Eastern
Governments. The LEP, in particular, worked with the local trade to turn attitudes —
from what was regarded initially as impossible to seeing that it could be implemented —
and to identify and implement changes required.

The impact of ESCAS has varied across markets in the region and has the extent of
animal welfare improvements brought about by the new regulations (in some markets
animal welfare standards were high prior to the introduction of ESCAS). The following
general comments can be made, however:

Direct improvements have been driven by ESCAS during Eid Al Adha. Traditionally
during this festival period livestock would be sold direct to consumers for at home
slaughter. With the introduction of ESCAS, there is a need to maintain control of
livestock at all times and ensure appropriate slaughter by trained personnel. The LEP,
in combination with supply chain participants, has devoted considerable resources to
ESCAS compliance during Eid Al Adha.

Throughout the region the LEP has provided SOP training and infrastructure design
advice. General infrastructure upgrades have been implemented and there has been a
greater emphasis on correct slaughter techniques. Importantly these programs have
generally been well supported by the importer and exporter, which greatly assists
implementation. As well as the work by the LEP some exporters have placed
permanent staff in the region to assist with welfare outcomes (the placement of some
of these staff has been supported through the LEP’s Industry Collaborative Welfare
Program).

Significant improvements in animal handling and slaughter evolved over the 5 years
in review with better trained operational personnel, better informed senior
management with genuine commitment to welfare improvement and subsequent
investment in infrastructure that facilitated low stress transport, handling and
slaughter practices. Major seminars, workshops and awards programs underpinned a
progressive change in attitudes across MENA stakeholders, and a united and
sometimes competitive approach was taken to the rate and magnitude of welfare
improvement initiatives.

In the Middle East over the Evaluation Period 805 consultant days were involved in
providing technical advice, training was delivered to more than 3 410 participants and
174 gap/risk reports were completed.

Workshop evaluation of performance

Workshop discussion on the impact of the LEP’s animal welfare activities focused on the
role of the LEP in (a) securing the acceptance of ESCAS by overseas Governments and
the trade and (b) supporting individual supply chains meet ESCAS requirements through
gap and risk analysis, the provision of technical advice and training activities.

A variety of views were canvassed on what might have occurred without the existence of
a well-resourced industry service program (the LEP):
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At one end of the spectrum there was a small, but distinct, possibility existed that
the trade would have permanently closed following the events of May 2011 — as
had occurred in New Zealand. It was recognised that Government was never
likely again to act as it did in 2011 to overtly shut the trade, but over time could
use increasingly stringent regulations to choke the trade to a point of non-
existence.

At the other end of the spectrum there was confidence that over time the trade
would have continued, with large companies working with Government and
putting in place their own initiatives to meet new regulations. It was recognised,
however, that delays would have occurred and that the trade may have never
returned to previous levels, since smaller live export companies may not have had
the capability/resources to address the new requirements.

The extensive training activities undertaken by the LEP over 2011-2013 were particularly
highlighted — training aimed at ensuring that all in the supply chain were aware of their
new obligations under the ESCAS regulations. View included:

The resources needed to do all the training work were enormous — exporters
wouldn’t have had the capacity to even put in one-tenth of the resources required.

Exporters had devoted considerable resources to ensuring supply chains were
ESCAS compliant and, in the absence of the LEP, importers would have had to
do more.

There was consensus that, without LEP training, there would have been
significant delays.

It was recognised that both the Government and community took confidence in the
united position adopted by the industry following the events of 2011 in:

recognising that reform was needed and constructively participating in, and
assisting with, the design of ESCAS

the work done in encouraging the overseas trade to raise standards and accept
ESCAS.

The achievement of this united position and these outcomes were critically dependent on
the existence of the LEP. A DAWR representative confirmed that the confidence of the
regulator in the LEP was a critical factor in facilitating the operation of the trade under
new regulation. The representative also confirmed the importance with which DAWR
views LEP activities.

There was consensus that:

the LEP played a pivotal role in securing acceptance of ESCAS and ensuring the
live trade returned to pre-ESCAS levels extremely quickly.

it is inherently difficult — almost impossible — to place a value on this work
undertaken.

It was noted that the work completed by the LEP prior to ESCAS being introduced,
including the work installing Mark I boxes, meant that strong relationships had formed
with overseas trading partners and Governments and these relationships were vital in
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obtaining acceptance of, and cooperation with, the revolutionary new ESCAS
regulations.

Indonesia impact and development of counterfactual

Impact summary. Without the LEP, it was agreed that the Indonesian live cattle trade
would have responded to the new regulations much more slowly, returning to only 30 per
cent of its previous level by the end of the first 6 months (about 60 000 cattle) and only 80 per
cent of its previous level by the end of 18 months, remaining at 80 per cent of previous levels
beyond this.

In terms of the Indonesia live cattle trade it was agreed that the economic impact on the
industry of the LEP’s animal welfare activities should be measured by how quickly the
trade met, and continued to comply with, the ESCAS regulations introduced in 2011. It
was observed that with the support of the LEP, the trade was able to quickly meet the
ESCAS regulations — only dipping sharply in June and, especially, July 2011.

It was noted that, with LEP support and the work of individual supply chains, the
Indonesia live export cattle trade returned to its previous level quite rapidly following the
introduction of ESCAS. In fact, it was noted that, with LEP support, the disruption to
the total live cattle trade to Indonesia was extremely brief — a significant disruption to
live cattle trade to Indonesia occurred in July 2011, but in the five months prior to July
2011 190,000 cattle were exported to Indonesia and in five months subsequent to July
2011 192,000 cattle were exported.

The following was agreed as the counterfactual — that is, a measure of what might have
occurred in Indonesia, following the events of 2011, if the LEP wasn’t involved:

the trade would have returned to 30 per cent of its previous level by the end of the
first 6 months — about 60 000 cattle

by the end of 18 months the trade would have increased to 80 per cent of its
previous level and remained at 80 per cent of volumes subsequently traded.

In coming to a conclusion that the trade may have never returned to its previous level, it
was noted that in February 2012 there were issues, and another bout of adverse publicity
involving the Mark IV box, which required significant LEP support and extensive
communication work by ALEC.

Middle East impact and development of counterfactual

Impact summary: In terms of the Middle East live sheep trade it was agreed that the impact
of the LEP’s animal welfare activities should be measured by the acceptance of the new
ESCAS animal welfare regulations by the Middle East Governments and the trade. It was
observed that, with the involvement of the LEP, Governments and the trade in all Middle
East countries, with the exception of Saudi Arabia, accepted the new ESCAS regulations
and worked to comply. Without the involvement of the LEP the view of the Workshop was
that there was a 10-20 per cent probability (with a leaning towards the lower end of this
range) that Governments and trade in the region would have opposed the ESCAS
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regulations and the Middle East sheep trade would have permanently closed from 2012
(when ESCAS was first introduced into the region).

In terms of the impact of LEP activities in the Middle East the following was noted:

other convenient sources of sheep supplies exist for Middle East markets — from
Europe, Sudan and Somalia — and, compared to the cattle trade to Indonesia, a
greater danger of cultural offence existed from the impositions of ESCAS.

elements of the trade (which is often closely connected with Middle Eastern
Governments) began with the stance of firmly resisting the introduction of
ESCAS with one major Middle East country still refusing to accept ESCAS to this
day.

compared to Indonesia, partly due to location, significantly weaker relationships
exist between the Australian Government and MENA Governments and the
extent of Australian Government presence is much less.

achieving acceptance of ESCAS by the trade and overseas Governments was
critical — and the LEP was a major mechanism by which acceptance was
achieved.

On an annual basis the resources applied by the LEP during the Eid festival were
also vital. Eid is a high-risk period for ESCAS compliance. Traditionally, during
this festival period, individuals have been able to purchase Australian sheep and
slaughter them at home. The practices, however, were incompatible with ESCAS,
as was the general trading environment during Eid — with multiple distribution
points and slaughter by untrained people. In light of this, since ESCAS was
introduced, during Eid the LEP (along with individual exporters) have posted
significant numbers of staff/consultants to the region to increase levels of ESCAS
compliance. In a couple of important Middle East markets this has resulted in
single points of distribution for carcases, rather than live animals. In other markets
live animals continue to be purchased, but are then slaughtered by trained staff in
the presence of the buyer.

While not discounting the work of the LEP, it was also observed that a couple of
significant Middle East importers also owned ships that are used in the trade. Due
to the immense capital investment involved these importers would be motivated
to ensure the trade continued.

With the above points noted, the conclusion of the Workshop was that the LEP had
played a critical role in achieving acceptance of ESCAS in the Middle East. It was agreed
that without the involvement of the LEP there was a 10 to 20 per cent probability that the
Middle East sheep trade would have permanently closed from March 2012 (when
ESCAS was first introduced into the region).

‘Other Asia’ 'impact and development of counterfactual

Impact summary: The live cattle trade to Vietnam, a trade now valued at $330 million per
year, developed during the Evaluation Period and was required to comply with ESCAS
conditions from 1 January 2013 — conditions which are foreign to historical animal
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trading and treatment conditions in Vietnam. Without the support of the LEP, it was
agreed that there was a 20 per cent probability that the trade would not have developed.

There are a number of significant live animal trades in the ‘other Asia’ region (that is, the
region encompassing Asian countries other than Indonesia):

slaughter/feeder cattle trade to Vietnam, valued at $330 million in 2014-15
breeder trade (dairy & beef) to China, valued at $169 million in 2014-15

slaughter/feeder cattle trades to the Philippines and Malaysia valued at $71
million in 2014-15

feeder trade to Japan, valued at $15 million in 2014-15
goat trade to Malaysia, valued at $8 million in 2014-15.

Although the LEP worked in all these trades, discussion focused on the cattle trade to
Vietnam and the goat trade to Malaysia.

The Vietnam trade, which was developed over the evaluation period, grew from $2
million in 2011-12 to $330 million in 2014-15. Workshop views ranged from ‘we
wouldn’t have had a Vietnam without the LEP’ to observations that since 2011, exporters
are very conscious that they are responsible for the manner in which the trade is
conducted and the animal welfare outcomes achieved. It was recognised that:

there had been some issues in Vietnam and that the LEP was useful in addressing
problems that arose (while noting that there was further work to be done).

the role of ALEC also was crucial in the formation of the ‘six point plan’.

In light of the above it was agreed that the counterfactual for Vietnam be that there was a
20 per cent chance of the trade not being developed without the LEP.

In terms of the goat trade to Malaysia, without the activities of the LEP it was agreed
that there was a high (50 percent) chance of no trade after the introduction of ESCAS in
September 2012. This higher chance of the trade failing was attributed to the fact that
exports are undertaken by smaller companies and the distribution systems in Malaysia
are quite broad.

Going forward

It was agreed that there was likely to be considerable residual impact from LEP
investments and activities made in the period 2010-11 to 2014-15 that would extend
beyond 1 July 2015. The most substantive benefit was that enhanced capacity now
existed for supply chains to meet animal welfare requirements.

It was noted that exporters were now in a much improved position, compared to
2011, to meet the ESCAS requirements in the absence of involvement from the
LEP — for instance, most large exporters now had animal welfare officers
permanently on staff in overseas markets, some had previously worked for the
LEP.
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Small exporters, however, would still rely on the LEP and it was noted that a
series of animal welfare incidents involving small exporters still had the potential
to affect the entire trade.

In terms of the residual value beyond 2015 of investments made during the Evaluation
Period:

It was believed that there would be accelerated consolidation of the export
industry and greater efforts to highlight differences between the ‘performers’ and
the ‘non-performers’ of the industry.

It was recognised that community expectations of the trade would keep on
increasing and that further work would be required to meet these expectations on
an ongoing basis — for example, the work on the Livestock Global Assurance
Program (LGAP).

Other points made

Other major points were:

the fact that the LEP existed prior to May 2011, but its activities did not prevent
May 2011 from occurring. Given this, an obvious question was: as well as
accepting the benefits from its post 2011 work, should benefits to the LEP be
‘discounted’ because the pre-2011 work in some sense failed?

It was agreed that no ‘discount’ should apply to account for the apparent failure of
the pre-2011 work. It was noted that the LEP in 2010 had a specific objective to
raise stunning levels for Australian cattle in Indonesia, in the knowledge that this
would be desired by the Australian community, but this objective was resisted
strongly by importers. It was concluded that within the regulatory environment
that existed prior to mid-2011, the LEP had done all it could. It was also noted
that the activities of the LEP prior to 2011 in installing 110 Mark I boxes in
overseas markets, regardless of views over the animal welfare outcomes associated
with these boxes, allowed the LEP to react quickly to raise standards once ESCAS
was introduced.

It was also observed that LEP support in the area of animal welfare (including
assisting in stunning being widely adopted in Indonesia) led to ‘triple bottom line’
benefits in terms of improved welfare for the animals themselves. In particular, it
was observed that the LEP was a major change agent in facilitating improved
animal welfare on ships and in-market (and this outcome extended, to an extent,
beyond Australian animals to animals generally). These improved animal welfare
outcomes were a very important outcome in their own right.

It was also noted that the LEP participants provide domestic Australian social
benefits through supporting Foodbank Australia in the establishment of a
collaborative supply program for beef — under this program cattle that fall outside
export specifications are donated to Foodbank which leads to sausages being
made available to welfare agencies across Australia to support people who would
otherwise go hungry.
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Opportunities to improve impact achieved

The following were noted as areas for program improvement:

Communications was described as a ‘missing component’. It was recognised that LEP
activities were directed at the avoidance of hazard — in addition to this it was noted
that investments needed to be made in communications to inform the public about the
trade so the public has quick access to relevant facts. Given greater knowledge about
the trade, the majority of the community may not support calls for the trade to be
closed if an unacceptable event occurs despites the industry’s best endeavours. The
program going forward needs to better understand its role in this regard. The LEP
needs to compile and communicate to the public and to journalists some basic facts
about the trade — the welfare work and training undertaken, the volume of trade, the
advances in markets (for example, Eid), the success of introducing stunning in
markets (particularly Indonesia and Vietnam), etc. The LEP has focussed on making
change, but has not focussed on how to communicate this to the community.

— The question was asked: ‘what is MLA’s risk appetite for the live trade?’

The work that the LEP has done in country was described as ‘invaluable’ and
needed to be continued. The LEP, particularly in its overseas work, acted as the
‘honest broker’. LEP training activities needed to be continued — practices slip if
training is not continued — but this needed to increasingly focus on ‘train the
trainer’. Generally the LEP was described as ‘delivering value in spades’.

Looking to the future, some rebalancing of LEP program activities could be

useful.

— It was observed that individual supply chains are now taking increasing
responsibility for animal welfare outcomes — this was an area where the LEP
made the vast majority of investments during the impact evaluation period. The
possible need for the LEP to invest less in this area in the future potentially
provides increased space for work on other areas such as communications or other
R&D activities.

— Consistency and improved techniques in gathering statistics/information would
help. For instance, in gathering FOB values it was likely that some exporters
included the value of the fodder on board, whereas others only included the value
of the livestock

Over the next five years there was a need to:

— focus on new markets — China will need significant training and resources
— focus on underpinning systems that increase accountability in market

— use NLIS information to better effect.

All cattle have an electronic tag when they leave Australia. The NLIS database
is a great resource that is underutilised, getting data together is an opportunity
for the live export industry — this should be a focus for R&D going forward.

Additional suggestions are provided by MLA in the background paper.
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Subprogram — R&D

MLA Summary of Sub-Program Outputs and Qutcomes

Indonesia

To establish best practice beef breeding management in Indonesian feedlots, Indonesia
feedlot operators who have breeding females in the feedlot have access to a training
manual and DVD translated into Bahasa that has documented key issues common to
Indonesian systems for breeding cattle and describes potential solutions and best
practices. Reports show that mortality has declined, from 20 per cent to <5 per cent,
which was attributed to improved colostrum management. In two other breeding
feedlots, despite improvements to colostrum management, calf mortalities only declined
from 15 per cent to approximately 10 per cent and from about 18 per cent to 12 per cent.

Regarding stunning boxes, the LEP assisted to develop, install and validate to OIE
standards (ESCAS compliance), and provide assistance with modifications to an existing
Mark I restraining box to allow it to be used for stunning of bovine animals in the upright
position. The plans are available across the market for abattoirs to include a stunning box
that has been tried and tested as OIE compliant. There was an upgrade of the Mark IV
restraining box to maintain ESCAS compliance and improvements in compliance with
ESCAS in non-stun markets for cattle slaughter. There are 5 original Mark IV boxes in
Indonesia and 11 copies of Mark IV boxes (hydraulic restraining box).

The LEP provided abattoir design concepts that can be adapted for the specific needs of
each proposed abattoir site and provide guidelines and advice to the Indonesian cattle
processing industry. This in turn improves handling, slaughter and hygiene in facilities.
Without the LEP driving design and concept ideas across the market, use of such a
resource is likely to decline.

Across all markets

Throughout the five year period in review, the LEP has developed extension materials to
support the rollout and compliance with ESCAS in various languages. Such materials
include supply chain procedures checklist for slaughter of Australian cattle, sheep and
goats in overseas markets, work instructions to support the documented SOPs
management of Australian livestock in overseas markets, knife sharpening DVD to
provide guidance to slaughtermen for knife sharpening and maintenance and production
of instructional DVD training material which is used as an aid in training stockman on
managing, handling and slaughter of Australian livestock in overseas markets. Also, the
LEP has developed a detailed modular training program for each of the supply chain
elements for cattle, sheep and goats and to manage the implementation of the training
projects in market.

The LEP has arranged auditor training courses in Indonesia, South East Asia and across
MENA for ESCAS auditors to improve ESCAS auditor assessment skills and
understanding of ESCAS, World Organisation for Animal Health (OIE) welfare
guidelines and compliance requirements. The LEP R&D Program has directed
significant resources and funding towards the successful implementation and
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development of ESCAS. Projects have been undertaken that build operator compliance
capacity, facilitate knowledge and understanding by importers and increase the technical
capacity of those involved in managing and administering the system.

Close to $2.5 million from the LEP R&D portfolio has been invested to improve
engagement, communication, message consistency with workers/employer and
employees that manage and handle Australian livestock in overseas markets. There has
been improved worker safety from competent handling of Australian animals, potential
for improvements in health, welfare and management from ESCAS training, and auditor
training which has helped improve auditor confidence and competency has also been
critical. Without the MLA/LEP, these training and extension materials would not exist.

Efforts have been made to manage ESCAS audit duplication with an investigation of
development of a risk management and quality assurance (QA) program for the Live
Export Industry. The occurrence of audit duplication and the potential for and
appropriateness of synchronising auditing for shared facilities in order to reduce
duplication and administrative burden has also been researched. Audit duplication was
costing the industry in excess of $2 million. As a result of the LEP input to the ESCAS
reform, audit duplication has significantly been reduced.

An R&D report (ESCAS Risk Management/Audit duplication) was completed in 2013
scoping and determining a framework for the development of a livestock global quality
assurance program (LGAP). This report was the first step in demonstrating industry’s
progress towards implementing the Farmer Report’s recommendation that ‘industry
develop and implement a supply chain QA system.’

The objective of the LGAP project is to deliver, develop and pilot a global assurance
program for the Australian livestock export industry that includes all supporting
materials including templates, standards and rules, implementation and communication
plans and detailed costings. This project represents an ongoing effort by industry and has
been subject to much consultation and consideration by many parties within and outside
the industry.

Research is still underway, however, this program offers long term sustainability for the
industry and is the next generation of exporter ESCAS compliance. This program, should
it be implemented by the live export industry, will remove the major focus on exporter
responsibility for the welfare of the livestock . It will be the responsibility of the facility or
those that are doing the wrong thing, and there will be consequences if noncompliant.
The program will also recognise areas of strength and excellence and encourages
continuous improvement.

Other profects of significance

The inanition R&D project has measured feeding and drinking patterns of approximately
14,254 sheep, from September 2011 to February 2015. Sheep that spend less than 30
minutes total time per day at the feed trough are considered to be at high risk of
developing disease, or dying. Based on this, it takes 5 days for more than 90 per cent of
sheep to be spending an acceptable time at the trough eating pellets, and there remains
around 2 per cent of sheep in the groups that do not spend adequate time feeding per day.
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The results of this project provide guidance on any potential improvements to export
preparation practices and the Australian Standards for the Export of Livestock (ASEL).
Research is still being undertaken on how to get the 2 per cent onto feed quicker.

With the Salmonella vaccine development, the project has constructed derivatives of
Salmonella DAM vaccines that reduce the risk of the vaccine resulting in clinical disease
in vaccinated animals by improving safety, without compromising effectiveness. The
vaccine will be delivered in drinking water to allow mass medication of animals at
receival into export facilities and will provide rapid protection. Rigorous studies have
been undertaken that demonstrate a high level of vaccine safety and efficacy with
minimal toxicity. Regulatory approval to return the biological material has been
undertaken and granted. Once the material is back in Australia from the United States,
an industry partner will undertake large animal studies with the aim of producing a
commercial vaccine that can be delivered orally for sheep.

The project which focuses on reducing mortality on long haul cattle voyages originated in
part from concerns over respiratory disease as a cause of mortality in cattle exported from
Australia to the Middle East. Some of the outcomes achieved determined that the major
cause of mortalities from the 20 voyages were respiratory disease (50 per cent of all
deaths that were studied) followed by musculoskeletal and injury conditions (15 per cent
of deaths), and for the first time, advanced molecular diagnostic techniques have been
applied to samples collected at pre-export feedlots and during the voyage to identify
respiratory disease pathogens. Also for the first time, detailed descriptions of mortality
rates (deaths per 1,000 cattle days) were recorded for export voyages and patterns of daily
mortality rates were described. Recommendations for follow up work include the
development and implementation of risk mitigation strategies aimed at reducing BRD
risk during export.

From the mortality project, there is production of valid and credible descriptions of the
causes of death in cattle exported from Australia to the Middle East. Industry is now
equipped with a better understanding of the causes of morbidity and mortality on long
haul voyages. BRD was identified as the major cause of mortality on long haul cattle
voyages and there is now an understanding of the similarities between land-based BRD
studies and what happens during long haul voyages. This presents an opportunity for the
Live Export and the Feedlot industry to work together to increase awareness and benefits
of backgrounding and preparation of animals entering live export or domestic feedlot
supply chain. Furthermore, numerous training resources have been developed and some
into apps, for example the Vet Handbook which to date has been downloaded 1,758
times.

Workshop evaluation of performance

Impact summary: During the evaluation period a salmonella vaccine was developed by the
LEP to the point that discussions are underway with an animal health company about
commercialisation of the vaccine. It was agreed that the impact from the development of a
salmonella vaccine be calculated on the basis of a reduction in on-vessel mortalities from
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0.74 to 0.46 per cent for sheep (a 40 per cent reduction) — with an 80 per cent probability
being assigned to the vaccine becoming commercially available in 2018.

In terms of the impact of LEP R&D assisting in reducing costs of ESCAS compliance it was
agreed that the following be used as the basis of the benefit calculation:

Part of the regulatory reform to ESCAS involved a move to risk based auditing. The
Department has previously estimated that in the first year of risk based auditing there would
be a 30 per cent reduction in the number of facilities audited (vepresenting by its estimate $2
million in savings), with further reductions to apply as compliance history is demonstrated.

The regulatory reforms also made it more easy for exporters to share audits of overseas
facilities (abattoirs, feedlots, etc), thus reducing costs associated with audit duplication. The
annual cost to the industry of duplicated audits was calculated to be about $1.25 million in
2013. It is estimated that a 20-30 per cent saving in this cost was achieved from audit
duplication reduction.

In terms of use of templates and regulatory reform, the DAWR representative stated that
regulatory reform had resulted in a time saving for Departmental staff totalling 30 per cent.
It was noted that these time savings had, in general, not resulted in cost savings for exporters
in DAWR charges (the main exception being for air freight shipments where some savings
were realised). DAWR noted that the savings enabled work in additional markets and in
the absence of these saving exporters would have incurred additional charges. LiveCorp also
noted that exporters had saved time from the templates / regulatory reform.

Much of the LEP’s R&D work between 2010-11 and 2014-15 was animal welfare related
— developing Standard Operating Procedures (SOP) templates and training materials to
ESCAS standards and translating these into a number different languages. The impact of
this work was effectively already incorporated into the animal welfare impacts considered
earlier in the workshop.

Apart from the animal welfare work, there were at least two other LEP R&D outputs in
the period 2010-11 to 2014-15 that may have significant industry impact:

the work undertaken on salmonella/inanition in sheep

work undertaken on ESCAS in an attempt to reduce regulatory burden while
retaining the ESCAS animal welfare outcomes.

Salmonella vaccine development

The most common cause of sheep mortalities on a live export vessel is salmonellosis /
inanition. Prolonged anorexia leads to inanition. Anorexia is a feature of salmonellosis
so when a sheep dies with signs of salmonellosis and reduced gut fill it is not possible to
tell if the salmonellosis preceded or followed the anorexia. The average annual mortality
rate on live export sheep vessels is about 0.74 per cent, with inanition and salmonellosis
accounting for the majority of these (60-75 per cent). The salmonella vaccine could
potentially reduce mortalities by a further 40 per cent making annual average mortalities
around 0.46 per cent. The long term aim would be to reduce the reportable mortality
level on board boats from 2 per cent to 1 per cent.

www. TheCIE.com.au



Impact Assessment of MLA Expenditure 2010-11 to 2014-15

95

A salmonella vaccine for sheep, delivered orally in water, was developed by the LEP
during the Evaluation Period. This vaccine is now in the hands of a commercial entity.

A BCA conducted by the LEP prior to the full development of the vaccine showed that
an efficacious salmonella vaccine could result in a BCR of 1.13:1. Major intangibles
benefits associated with the impact of salmonella vaccination were identified as: 1) those
relating to public perceptions about the livestock export trade and additional animal
welfare benefits through reduced morbidity; and 2) improved performance associated
with a reduction in salmonella exposure and infection.

The impact of the development of a salmonella vaccine will be calculated on the basis of
the above information — with a probability of 80 per cent being assigned to the vaccine
becoming commercially available in 2018.

Reducing the cost of ESCAS compliance

The LEP has undertaken a number of R&D projects aimed at reducing the costs of
ESCAS compliance while retaining the ESCAS animal welfare outcomes.
Outputs/outcomes from these projects include:

the use of templates in paperwork with the Department on ESCAS regulations,
resulting in uniformity in approach and time savings

a number of regulatory reforms which reduce paperwork and involve simplified
procedures

reducing the extent of duplication in audits (that is, different supply chains
auditing the same overseas facilities).

The following impacts were identified from this work:

in terms of audits , the implementation of the risk based audit policy reforms by
DAWR delivered two key outcomes:

— It reduced the number of audits required by the department under ESCAS.
Under the new policy, facilities are assessed and given risk scores based on how
long a facility has been approved, the type of facility and slaughter method, and
any non-compliances. Supply chains are also given risk scores based on non-
compliances and how long that market has been approved under ESCAS. The risk
scores for facilities and supply chains are combined to determine ESCAS audit
frequency for each facility.

— It allowed exporters to more easily share facility audits, thereby reducing
unnecessary costs incurred with audit duplication (these arose when two or more
supply chains used the same facility — under the old policy the facility had to be
audited under each supply chain).

The Department has estimated that in the first year of risk-based auditing there

would be a 30 per cent reduction in the number of facilities audited (representing

by its estimate $2 million in savings), with further reductions to apply as
compliance history is demonstrated.
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Additionally, the annual cost to the industry of duplicated audits was calculated to
be about $1.25 million in 2013. It is estimated that a 20-30 per cent saving in this
cost was achieved from audit duplication reduction.

In terms of use of templates and regulatory reform, the DAWR representative
stated that regulatory reform had resulted in a time saving for Departmental staff
totalling 30 per cent. It was noted that these time savings had, in general, not
resulted in cost savings for exporters in DAWR charges (the main exception being
for air freight shipments where some savings were realised). DAWR argued that
the savings enabled work in additional markets and in the absence of these saving
exporters would have incurred additional charges. LiveCorp also noted that
exporters had saved time from the templates / regulatory reform.

Opportunities to improve impact achieved

The following were noted as areas for program improvement:

Going forward greater attention was needed on measuring the industry impact of
LEP activities with an R&D project needed within the LEP to achieve this.

Hotstuff — it was noted that 2010-2015 represented the first 5 year period that
Hotstuff (model to reduce heat stress) had been a compulsory part of the trade. A
study could be conducted into measureable outcomes from Hotstuff, both in terms
of commercial benefits and higher confidence by the community.

Research is needed to rigorously monitor health and welfare outcomes on ship
and identify how research interventions could assist with improvement.

Improve the selection process for R&D projects. DAWR would like an input into
the selection of projects. There could also be an expanded opportunity provided
for those outside the industry to put ideas forward.

Additional suggestions were provided by MLA in the background paper.

Subprogram — Market Access
MLA Summary of Sub-Program Outputs and Outcomes

Indonesia

A protocol for productive heifers was agreed and utilised for shipments and was further
refined in October 2015 with campylobacterioisis and trichomonisasis testing removed,
quarantine time halved and other savings achieved. The amendments removed between
$130 and $150 per head from the cost of the protocol (for example, $1.5 million for
10,000 head), with exports of around 10,000 head likely in 2015.

In September 2015, the delegation from IAQA brought proposed protocols for pre-export
inspection of cattle exports which were proposed to apply to feeder, slaughter and
breeding cattle protocols. They included unworkable conditions such as testing for
brucellosis, tuberculosis and vaccination against all serotypes of bluetongue. Through the
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delegation and the involvement of the LEP and Department of Agriculture, the delegates
increased their understanding of Australia’s animal health systems and the export
preparation process. IAQA subsequently re-submitted protocols which only applied to
productive heifers and aligned with the existing DGAHLS health requirements without
the additional testing and vaccination requirements.

The delegation resulted in IAQA amending and reducing its proposed pre-export
requirements and limiting their application to productive heifers. This reduced or
removed its potentially negative / trade restrictive impact on exports.

Furthermore, the LEP worked with the Department to develop the Registered Premises
list (so as to prevent agreement to Indonesia’s proposed requirement for farms of origin to
be approved) as part of the October 2013 protocol negotiations. Over the following two
years, the LEP and the Department have continued to push for further additions to the
list and for a process to expeditiously add registered premises. To date, there have been
no facilities added to the Indonesian approved list since October 2013, although there
have been progressive steps forward, and a visit by the DG of DGAHLS in October 2015
provided the opportunity to reiterate the importance of a more responsive system.

Other Asia

Throughout the period in review, it has been of key importance to maintain close contact
with importers and Australian and overseas governments to engage in formal and
informal action to maintain or increase access for Australian livestock. Market access has
been achieved for feeder/slaughter cattle in China and Thailand, while improved
technical knowledge has developed in Vietnam.

For China, the LEP developed a strategy for progressing the opening of the China market
with the aim of achieving the best possible access for all of Australia (including northern
producers). Three Chinese delegations to Australia and a technical visit to China,
coupled with significant technical papers and effort resulted in the agreement of feeder
and slaughter cattle protocols with China in mid-2015. The agreed protocol included
significant changes to how China manages bluetongue virus and in turn provides access
for northern cattle.

China has been a priority for the livestock export industry for more than a decade. The
opening of the market reflected significant strategic and operational effort from the LEP,
which incorporated the commercial demand pressure developed by exporters and state /
territory governments. The market provided a new opportunity for exports and helped
build optimism in the producer and exporter sectors. The involvement of the LEP helped
to speed up the process and achieved better access for northern Australia. For sheep,
industry and Government have developed proposed breeder sheep and goat protocols
and provided these to China on several occasions. While they have not progressed to
date, with the feeder and slaughter cattle protocols agreed, it is likely they will proceed in
the next year. And as part of the Australia-China FTA, tariffs on feeder/slaughter cattle
will be reduced from 10 per cent to 0 per cent over the next 4 years.

In 2014, the LEP developed a standard operating procedure for Ovine Johne’s Disease
testing under the China breeder sheep protocol to support ongoing trade. It was agreed by
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China and breeder sheep exports were able to continue. Breeder sheep exports to China
in 2014 were 5,712 head and to August in 2015 around 13,000 head, with LEP
involvement supporting some of these exports. The Department and industry are also
prepared to progress negotiations for breeder sheep and goats with a number of
refinements to improve exports.

For Thailand, protocols were agreed for feeder and slaughter cattle after many years of
LEP activities, including the coordination of a delegation in July 2014. Thailand provides
a new market opportunity for cattle exporters and northern cattle producers. A total
9,200 cattle have been exported to Thailand as of August 2015.

In Vietnam, the LEP liaised with exporters, the NT Government and the Department of
Agriculture to pursue agreement for feeder and slaughter buffalo protocols, and was
ultimately achieved in 2013-14. Exports of buffalo to Vietnam increased from 798 head in
2013, to 4,068 head in 2014 — a significant impact for a niche industry.

Cambodia saw protocols agreed for feeder and slaughter cattle as well. There are yet to
be cattle exported, however the LEP is aware of interest and activity in the market and
provides an additional market opportunity for exporters and northern cattle producers.
Additionally, the completion of the feeder and slaughter cattle protocols has also allowed
negotiations to commence for a breeder cattle protocol.

For Korea, as of 2015 the Australian and Korean Governments had agreed on the health
conditions. However, they are currently awaiting approval from the Korean
Government.

For the Solomon Islands, the feeder cattle protocol was agreed in 2012-13, however there
have been no exports under the protocol, although the market is open if an opportunity
for export develops.

A protocol with Myanmar for breeding cattle has largely been agreed with only final
confirmation required. The protocol will provide a new market opportunity for exporters
of breeding cattle, although exports are likely to commence after 2015.

In 2011, the Malaysian Government sought to amend its slaughter goat protocol with
Australia to include Hendra treatment (oxytetracycline) following outbreaks in
Queensland. The LEP coordinated with exporters to formulate advice and provide an
agreed position for the department. The trade stopped for four weeks during the
discussions and recommenced when the Malaysian Government agreed to proceed with
the original requirements without Hendra treatment. The protocol was agreed with
clinical freedom from Hendra included in place of treatment, allowing trade to continue
without the unnecessary cost, mortalities and slaughter interval issues that oxytet
treatment would have caused. This achievement has applied to the subsequent exports of
goats of around 255,000 head.

MENA

Through regular formal and informal engagement with stakeholders, including
Australian Government and importing country officials, market access can be
maintained across the MENA markets for Australian livestock.
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Except for Saudi Arabia, market access has been maintained for all pre-ESCAS markets.
It should be noted that exports to Saudi had been decreasing for some years prior to
ESCAS. In-market presence has enabled the development and maintenance of
relationships with key stakeholders, both government and commercial. These
relationships have been critical in enabling (often in close cooperation with the
Australian Government) the resolution of most market access issues when they have
arisen, or where this has not been possible, the minimisation in most circumstances of
potential negative impacts. Additionally, market access has been regained for Bahrain
and Egypt, and gained for Iran and Lebanon.

In 2010-11, the second closed loop supply chain in Egypt opened. The LEP Livestock
Services Manager in MENA and the Department of Agriculture Consul in Dubai
reported in support on opening a second supply chain. The announcement increased the
opportunities for export to Egypt, doubling the number of available supply chains.

The Bahrain protocol renegotiation and market opening saw shipments of sheep
commence in April 2014. The opening of the market required new protocols to be
renegotiated and additional assurances obtained relating to the unloading of vessels. In
2011, sheep exports were 350,000 head; in 2012 they totalled 250,000 head; while in 2013
there were no exports following market access closure. In 2014, sheep numbers reached
280,000 head and to August 2015 totalled 260,000 head.

Egypt protocol renegotiations arose for feeder and slaughter cattle, with new protocols
for feeder and slaughter sheep and breeder sheep and cattle. Market closures were
reversed with new protocols developed, ESCAS implementation and additional industry-
based HGP freedom assurance certification requirements agreed. In 2014, 27,900 head of
cattle were exported and in 2015 to date there have been 18,500 head. The protocol
agreement led to the first shipments of sheep since 2003, with 79,000 head exported in
2014.

For Lebanon, sheep, goat and cattle feeder and slaughter protocols have been agreed in
2014-15, thus opening the market. There has been no significant impact as yet, although
it presents a new market opportunity for Middle East sheep exporters.

Turkey sheep and cattle protocols were agreed and finalised in 2010-11, allowing exports
to commence. In 2010-11, Turkey opened in September with 224,285 sheep and 66,002
cattle exported that year. The following two years there were 352,352 and 245,147 sheep
and 56,000 and 46,000 cattle exported, respectively. Iran protocols were agreed in 2014
for feeder and slaughter sheep, goats and cattle. To date however, there have been no
exports, in part due to political and financial challenges.

In 2013, the legislation of the Customs Union required that existing protocols with CU
states (for example, Russia) would continue to apply so long as negotiations had
commenced for CU protocols. With the Department, industry developed proposed
breeder, feeder and slaughter cattle protocols which were submitted to the CU in
December 2013. These allowed the trade to continue under the existing Russian
protocols. Furthermore, vaccination against BRSV is required under the Russian breeder
cattle protocol and Kazakh protocol and when Triangle 4 became unavailable in
Australia the LEP worked closely with the Department and exporters to seek
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dispensations and develop arrangements to allow continued trade. Trade for cattle in
2013 was around 5,000 head to Kazakhstan and 35,000 head to Russia. In 2014, exports
to Russia were 48,000 head and to August 2015 were around 24,000 head. The efforts of
the LEP supported continuity of the trade.

Other

Aside from regional specific market access protocols, there has been development of
standardised health condition wording and clauses for slaughter/feeder livestock. The
Department and industry developed template wording for health conditions, including
basic feeder/slaughter cattle and feeder/slaughter sheep and goat protocols to use as the
starting point for negotiations and with markets that demonstrated an interest in
importing. The certainty provided by the Department approving the wording for these
templates has allowed the LEP to work with exporters and their importers to improve the
certifiability of import permits and it has sped up the process of commencing negotiations
by providing an easily accessible, industry/government agreed starting point. The
standard health protocols have allowed for prompt responses to enquiries from
Cambodia and Lebanon; each of which agreed to the basic protocols.

The development of additional industry-based Hormone Growth Promotant freedom
assurance measures had the LEP develop a process, SOPs, work instructions and
promotional materials agreed to by the Department for use for HGP sensitive markets.
This allowed the re-opening of trade with Egypt and was adopted for Turkey to allow
ongoing supply. It was utilised when Russia heightened its sensitivity to HGPs (in meat)
and allowed exporters to provide additional assurance to satisfy the Department and
allow continued trade. It will provide a basis for developing systems to meet China’s
HGP freedom requirements.

The Protocol Committee has provided an effective means for determining clear market
access priorities for the Department and coordinating an agreed industry position on
technical issues. It has improved the way in which the Department and industry operates,
provides a mechanism for providing a coordinated industry position and results in
industry and the department focusing on the highest priority markets/issues. As per the
outcomes, the last five years have seen significant progress in market access for livestock
exports and the development of strong, productive relationships between industry and
government.

The LEP prepared a submission outlining the technical concerns with the Department’s
policy of requiring a Memoranda of Understanding (MOUSs) for unloading of livestock
with all new markets. The submission proposed a risk-based approach. The impact of
removing the MOU requirement for all markets significantly sped up the process of
achieving agreement for market access (for example, by simplifying it to just requiring the
health protocols to be agreed). The role of the LEP was primarily to highlight the
concerns of the restrictiveness and technical limitations of the MOU approach.

In 2015, the Australian Government and industry have worked together to progress a
protocol for feeder cattle exports to the US. While agreement has not yet been reached,
significant progress has been made. It is likely that the impact from the work to date will
flow beyond 2015.
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Workshop evaluation of performance

Impact summary: It was agreed that the LEP’s market access activities added considerable
value to the live export sector and that a BCR for LEP market access activities of 10:1 be
used.

In terms of the LEP’s market access activities three tiers of achievement were noted:
involvement in opening new markets
defensive market access activities in market maintenance — preventing new
protocols from being introduced that would be more costly to meet, and finally

involvement in improving protocols to existing markets.

It was recognised that the LEP’s market access activities spanned a wide expanse of
territory. The work in Indonesia in 2013 was particularly noted — with the LEP working
with others in industry and with DAWR to:

undertake a ‘Gap Analysis’ of three new/changed protocols that were proposed
for that market versus the existing protocols

negotiate an improved the feeder cattle protocol — compared to provisions
originally proposed, the final protocol agreed involved savings of about $120 per
head (indeed the original proposal may have involved a cessation of the trade).

In terms of other major issues:

the critical role the LEP played in the re-opening of the Bahrain market was
acknowledged — this market may have remained closed for very long time if not
for the work of the LEP

the development of the Vietnam market to a 300 000 head market could be partly
attributed to the work of the LEP, as a protocol needed to be developed for this
market and the LEP played a role in this undertaking.

the LEP’s involvement with Turkish market access issues, including the hosting of
delegations, was also noted.

The DAWR representative noted that they very much appreciated the role of the LEP in
coordinating industry input into market access issues and prioritising these issues.
DAWR noted that, in the absence of work done by the LEP, additional Department staff
would have to be assigned to this area, but that it was more efficient, and resulted in
improved industry outcomes, for the LEP to undertake this work.

It was unanimously agreed that

LEP’s market access work is enormously useful to industry

that access would be available to less markets, if the LEP did not exist, and access
to some other markets would be more difficult

the value of the LEP’s market access activities is derived from not only assisting to
open new markets, but also maintaining access to existing markets
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if not for the coordinated market access activities of the industry through the LEP
over time market access conditions would gradually deteriorate and Australian
live exports would suffer reduced volumes and market shares.

that in the absence of the LEP many market access outcomes would still be
achieved, but achievement occurred more rapidly because of LEP resources. In
the absence of the LEP, it was very probable that industry would take on this
activity again and provide input into Government.

It was also unanimously agreed that this was a difficult area to measure. The workshop
agreed that, rather than trying to value benefits from specific market access outcomes, an
overall value for the LEP’s market access activities be applied of 10 times expenditure.

Opportunities to improve impact achieved

Nothing was noted as areas for program improvement.
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Impact Assessment

7.2 MLA Impact benefits and investments=: 1.3 Live Export portfolio

Expected benefits

Red meat industry net income - total”
—2010-11 to 2014-15
— > July 2015

Red meat gross value of production- total®
—2010-11 to 2014-15
— > July 2015

Actual investment?

—2010-11 to 2014-15 inclusive

Benefit cost ratio
Red meat industry net income - total

Red meat gross value of production - total

$m
$m
$m

$m
$m
$m

$m

Indonesia

cattle

432
287
287

610
408
202

Vietnam

cattle

54
20
34

76
29
47

Middle East

Sheep

82
46
36

145
83
62

Malaysia

Goats

69
20
49

15

Live Export

Market access plus Portfolio Total

Sheep lower compliance 1.3
8 60 705
0 7 381
8 52 324
12 83 940
0 10 535
12 73 404
49

145

19.3

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat industry sectors including processing.. ¢ Saleyard equivalent GVP
excluding processing (basis for levies) d Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent.
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7.3 MLA Impact — benefits in terms of red meat net incomes=: 1.3 Live Export

portfolio
Industry Industry Benefit
downside upside Total Cost
threat opportunity benefits Ratio
$m $m $m BCR
1.3 Maximise market options for producers and exporters

in the LEP 637 68 705 14.5

— per cent of impact benefits 90 10 100

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

7.4 MLA Impact — benefits in terms of GVP=: 1.3 Live Export portfolio

Industry Industry Benefit
downside upside Total Cost
threat opportunity benefits Ratio
$m $m $m BCR
1.3 Maximise market options for producers and exporters in
the LEP 845 95 940 19.3
— per cent of impact benefits 90 10 100

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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7.5 Budgets for 1.3 Live export portfolio

Budgets by Program
$'000
1.3 Maximise market options for producers and 6.976
exporters in the livestock export market ’
MLA Donor Company 0
Overheads (Corporate Services / Communications) 557
TOTAL 7,533

2010-11

e e e e e ey Py ey P ey

$'000

7,020

623

7,643

2011-12 2012-13 2013-14 2014-15

$'000

9,390

1,075

10,465

$'000

8,339

1,020

9,359

$'000

8,025

718

8,743

$'000

7,546

662

8,208

$'000

7,317

681

7,998

$'000

7,766

669

8,435

$'000

7,367

629

7,996

$'000

7,637

822

8,459

$'000

39,075

0
3,660

42,735

$'000

38,308

3,796

42,104
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8 #2 Growing demand

Top line result to date — MLA expenditure on Growing Demand programs provide
industry returns of $2 155million from expenditure of $418 million with a BCR of 5.2:1.

Chart 8.1 and tables 8.2, 8.3 and 8.4 provide a summary of the payoffs from investment
in Growing Demand programs. Supporting details behind the impact for each individual
program are provided in following sections.
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8.1 Summary of MLA benefits and investments? — Growing Demand portfolio

Increasein present value of net income

1000
m Upside opportunity
750
c m Downside threat
[=]
E 500
&
b .
; — I B
2.1 Eating 2.3 New 2 4 Beef 25Lamb 2.6 Beef export 2.7 Sheepmeat
quality products domestic domestic marketing export
marketing marketing marketing

Present value of total investments 2010-11t02014-15

150
100
=
2
E
&
50
0 [ ] l
2.1 Eating 2.3 New 2 4 Beef 2.5 Lamb 2 6 Beef export 2.7 Sheepmeat
quality products domestic domestic marketing export
marketing marketing marketing
Benefit Cost Ratios
15
12
[=]
=]
&
ﬁ 9
8
S 6
=
@
m
3 .
. Bl ==
2.1 Eating 2.3 New 2 4 Beef 2.5 Lamb 2 6 Beef 27 2 Growing
quality products domestic domestic export Sheepmeat demand
marketing marketing marketing export
marketing

Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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8.2 MLA Impact —benefits and investments=: 2 Growing demand

Expected benefits

Red meat industry net income - total”
—2010-11 to 2014-15
— > July 2015

Red meat gross value of production- total®
—2010-11 to 2014-15
— > July 2015

Actual investment?

—2010-11 to 2014-15 inclusive

Benefit cost ratio
Red meat industry net income - total

Red meat gross value of production - total

$m
$m
$m

$m
$m
$m

$m

Eating
Quality

679
327
351

1470
518
652

54

12.5
21.5

New Products

33
24

62
45
18

21

1.6
3.0

Beef Domestic
Marketing
(incl 2.2
Nutrition)

108
95
12

248
220
29

96

11
2.6

Lamb Domestic
Marketing

(incl 2.2 Nutrition)

265
222
43

434
359
74

65

4.1
6.6

Beef Export
Marketing

921
602
319

1662
1088
574

137

6.7
12.1

Sheepmeat
Export Marketing

150
125
25

262
216
46

44

3.4
5.9

Growing
Demand Total

2155
1395
760

3838
2446
1392

418

5.2
9.2

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat industry sectors including processing. ¢ Saleyard equivalent GVP
excluding processing (basis for levies). d Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent.
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8.3 MLA Impact — benefits in terms of industry net income: 2 Growing Demand

Industry Industry

downside upside Total Benefit
threat opportunity benefits  Cost Ratio
$m $m $m BCR
2.1 Eating Quality 107 572 679 12.5

2.2 Nutrition Analysis included under Programs 2.4 and 2.5
2.3 New products 0 33 33 1.6
2.4 Beef Domestic Marketing (incl nutrition) 108 (0] 108 11
2.5 Lamb Domestic Marketing (incl nutrition) 265 0 265 4.1
2.6 Beef Export Marketing 394 527 921 6.7
2.7 Sheepmeat Export Marketing 6 144 150 34
Total - 2 Growing Demand 879 1276 2 155 5.2

— per cent of impact benefits 41 59 100

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

8.4 MLA Impact — benefits in terms of GVP=: 2 Growing Demand

Industry Industry

downside upside Total Benefit
threat opportunity benefits  Cost Ratio
$m $m $m BCR
2.1 Eating Quality 182 988 1170 215

2.2 Nutrition Analysis included under Programs 2.4 and 2.5
2.3 New Products 0 62 62 3.0
2.4 Beef Domestic Marketing (incl nutrition) 248 (0] 248 2.6
2.5 Lamb Domestic Marketing (incl nutrition) 434 (0] 434 6.6
2.6 Beef Export Marketing 739 923 1662 12.1
2.7 Sheepmeat Export Marketing 10 252 262 59
Total - Growing Demand 1613 2225 3838 9.2

— per cent of impact benefits 43 57 100

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

Key Points

Impact

MLA expenditure on Growing Demand programs provide industry returns of $2,155
million from expenditure of $418 million with a BCR of 5.2:1. Some 65 per cent of the
benefit accrued during the assessment period with 35 per cent to be captured in future
years.

Of the component programs in the portfolio beef export marketing delivered 43 per cent
of the benefits followed by eating quality at 32 per cent.
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In terms of return on investment, eating quality delivered the highest BCR of 12.5:1,
followed by beef export marketing (6.7:1) and lamb domestic marketing (4.1:1).

Observations from commercial / technical workshops

Eating quality — there is strong support for the benefits generated from MLA investment
in the MSA grading system over the evaluation period. The MSA grading systems and
the quality mark were critical to the maintenance of eating quality standards and helped
underpin private industry brands in both domestic and export markets.

New products — there are demonstrated returns from a selection of MDC based projects,
but not from levy based projects.

Beef domestic marketing - limited value is evident from campaigns as a result of changing
campaign objectives and themes over time in difficult economic circumstances combined
with a reduced budget (in real terms and compared to competitor proteins). Impact was
assessed as below the prior 5 year period, with nutrition a positive element.

Lamb domestic marketing - good value is seen with consistent and effective campaigns.

Beef export marketing - significant value has been created, whilst also acknowledging the
contribution of industry macro drivers to the commercial outcomes that were observed.

Sheepmeat export marketing - significant value has been created, whilst also acknowledging
the contribution of industry macro drivers to the commercial outcomes that were
observed.

Impact team recommendations

Develop a strategic approach for domestic beef marketing with consistent execution that
recognises the defensive nature of marketing activities in this market.

Improve communications with domestic and export commercial industry partners on
marketing activities.

Globalise MSA with better integration of MSA knowledge into marketing strategy.
Discontinue the new products program except through individual MDC projects.

Develop a global approach with individual market execution to measure the commercial
impact from domestic and export marketing programs on an ongoing basis. This
approach will facilitate measurement of progress made against MISP2020 KPIs.

Supermarkets to supply scan data, rather than utilising the Nielsen consumer panel data,
to evaluate and better understand the impact of domestic marketing.
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9 2.1 Eating quality

Top line result to date — MLA expenditure on the Eating Quality program provide
industry returns of $679 million, from expenditure of $54 million with a BCR of 12.5:1

Tables 9.1, 9.14 and 9.15 provide additional detail of the payoffs from investment in the
Eating Quality program.

9.1 MLA Impact benefits and investments: 2.1 Eating Quality

Eating Quality

2.1
Expected benefits
Red meat industry net income - total® $m 679
—2010-11 to 2014-15 $m 327
— > July 2015 $m 351
Actual investment®
— 2010-11 to 2014-15 inclusive $m 54
Benefit cost ratio
Red meat industry net income - total 12.5

a Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat
industry sectors including processing. ¢ Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real
rate of return of 5 per cent.

Summary

MSA now forms a very significant component of Australian beef and sheepmeat
supplies. In 2014-15 almost 42,000 sheep and cattle producers were MSA registered, as
were 54 processors, supplying over 130 MSA licensed brands to the marketplace, all
using MSA as an independent eating quality endorsement (see detailed data following).

MSA cattle grading numbers increased from 17 per cent of adult slaughter in 2009-10 to
35 per cent in 2014-15 (1.3 million to 3.22 million head).

Cattle price premiums increased from $0.15 per kilogram HSCW in 2009-10 to $0.33 per
kilogram HSCW for young grass fed (YG) classified cattle and $0.10 per kilogram for
grain fed cattle in 2013-14 and 2014-15. This equates to an increase of $42.38 and $91.32
per head respectively for grain and grass fed cattle.
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The MSA lamb and sheepmeat program has seen very strong growth over the last 5
years. The number of eligible lambs presented for grading grew strongly from 883 133 in
2010-11 to 6 768,449 in 2014-15.

MSA impact was measured at $679 million (net industry income) with a BCR of 12.5:1.
Some 48 per cent of the benefit accrued during the assessment period with 52 per cent to
be captured in coming years.

Objectives from MLA 5 year business plan

= An innovative and efficient consumer-focused program that enables enterprises to
underpin brands by accurately predicting the eating quality of an individual cut
according to a specified cooking method, thereby reducing variability and increasing
eating quality and demand for Australian beef and lamb

9.2 Detailed eating quality program annual data

Performance indicator 13-14
Cattle MSA graded (million) 1.3m 1.4m 2.1m 2.4m 3.0m 3.2m
per cent national adult cattle 17 per 19 per 29 per 31% 35 percent 34 percent
slaughter cent cent cent
MSA compliance 92 per 94 per 94 per 94 per 93 percent 93 percent
cent cent cent cent
Registered producers 15,584 18,500 23,751 30 409 37,616 41,973
MSA yearling cattle premiums $0.15 $0.15 $0.19 $0.28 $0.29 $0.33
Licensed beef processors 33 35 40 41 41 43
Lambs processed using MSA 0.9m 3.3m 5.4m 6.6m 6.8m
standards (informal) - millions
MSA graded lambs (formal) - millions 1.2m 2.8m 3.5m
per cent of national lamb slaughter 5 per cent 17 per 26 per 30 percent 30 per cent
cent cent
Licensed sheep processors 7 12 15 18 20
Licensed end-users 1,426 1,548 1,559 1,700 1,553 1,623
MSA Beef Index (average) na 56.7 56.9 57.0 56.8 57.6
Licensed MSA brands 40 55 71 77 108 131
Online feedback system usage 2,916 3,371 3,895 3,064 2,860 5,457
(no. of visits)
USDA PVP1 In Certified  Maintained Maintained
progress
per cent of outlets issued with 6 per cent 14 per 14 per cent 5 per cent
CAR’s? cent
Consumer awareness of the MSA - - 50 per 51% 55 percent 46 per cent
trademark cent
Consumer satisfaction ‘Eating quality - 30 per 35 per 35 per 38 percent 39 percent
of beef has improved in the last 3 cent cent cent
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Performance indicator 09-10 1011 11-12 13-14 14-15

years’

(1) US Department of Agriculture (USDA) Process Verified Program (PVP) (2) CAR = Corrective Action Request

Eating quality — Beef

MLA Summary of Program Outputs and Outcomes

The current MSA beef grading model has been developed by analysing data from over
100,000 consumers who have eaten over 700,000 individual beef samples using 8
different cooking methods and across 8 different countries. The industry now has a
system that can predict the eating quality of beef cuts from any animal, of any age,
anywhere in the country

Brands developed by commercial business now deliver the MSA message as part of the
eating quality aspect of the brand story. MSA is also used independently of proprietary
brands in the domestic market. Today there is a greater critical mass of MSA product
available in the market. The increase in MSA product availability led to a refresh of the
MSA marketing effort when every major processing company produced MSA licensed
brands and Australia’s largest retailer — Woolworths, launched their MSA beef range
nationally.

Over 3 million cattle are now graded on an annual basis. Whilst this figure is substantial,
to drive improvements in domestic beef consumption and grow demand for Australia
beef globally, the MSA program requires serious investment in order for the industry to
capture the full potential that lies within the MSA program.

Within the MSA Program, large amounts of data are managed to directly assess
compliance and the effectiveness of the program. The grading results for every graded
carcase are uploaded into MSA’s database allowing sophisticated analysis to be
performed. Web based feedback, benchmarking and grading calculation tools have been
made available to all registered producers and MSA licensees. The value of MSA, in its
ability to deliver an increase in beef eating quality, can be quantified through the newly
implemented MSA Index. With retrospective calculations, since 2010-11 there has been
an increase in 0.83 MSA index points across the Australian cattle herd. This is a
significant increase and demonstrates the adoption of eating quality principles in
production systems.

Pricing surveys are constantly conducted to allow trends in the market to be captured at
the farm gate, wholesale and retail level. Over the last 5 years, price premiums have
evolved and in some cases continued to increase with commercial signals being delivered
through the MSA supply chain offering incentives for the delivery of what consumers’
desire, notably through farm gate premiums. Since 2010-11, the price premiums for MSA
yearling cattle have increased from $0.15per kilogram to $0.33per kilogram in 2014-15.
This has continued to occur as numbers of cattle graded have also significantly increased
as shown in chart 9.3.
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In 2014-15, these premiums equated to an approximate additional return of $91 per head.
With MSA prices for MSA grainfed cattle also now being reported in Queensland, it is
estimated an additional $174 million in MSA premiums were returned to producers in
2014-15.

9.3 Increase in MSA beef grading and subsequent cattle premiums
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Even as cattle prices have fluctuated and more recently seen a significant increase, the
value of the MSA premium as a percentage of the carcase return has continued to
increase from 5 per cent in 2010-11 to 9 per cent in 2014-15 (see chart 9.4).

9.4 MSA price premiums as a percentage of carcase value

MSA grassfed YG per cent price premium
> /.\.—-—I
10%

per cent
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0%
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The integrity of the MSA program is managed by a stringent training and licensing
process. MSA is part of the AUS-MEAT language and as such AUS-MEAT are the
gatekeepers of the MSA standards. MSA manage the content of the standards and AUS-
MEAT enforce compliance. The MSA Beef Taskforce and the Australian Meat Industry
Language and Standards Committee (AMILSC) oversee changes to the standards and
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judge success of the integrity program holding MLA and AUS-MEAT accountable. To
ensure the integrity of the program, AUS-MEAT performs independent audits against the
MSA standards. In 2014-15, AUS-MEAT carried out 680 end-user audits in line with a
risk-based auditing schedule.

In addition to the auditing of the program, training is delivered at each critical point
along the supply chain by MSA and AUS-MEAT to participants including producers,
feedlots, processors and end users in the key fundamentals to make sure a consistent
eating quality product is delivered to consumers. Since 2010-11, over 14,000 supply chain
stakeholders have participated in an MSA training program.

9.5 Adoption of MSA to underpin brands, cattle premiums and retail premiums
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9.6 MSA registered producers and grading numbers over time
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Workshop evaluation of performance / industry impact

During 2010-11 to 2014-15, the Eating Quality Program collected and published detailed
statistics on eating quality performance for both the beef and sheepmeat programs. The
workshop accepted all the data provided. This data effectively established, with a
reasonable degree of precision, the outcomes achieved from the Eating Quality Program
— that is, what was achieved in this area with MLA investment.

To calculate the impact of the MLA’s Eating Quality Program, however, it is also
necessary to determine what would have occurred without any MLA investment. This
allows the ‘with investment’ and ‘without investment’ cases to be compared and, through
this means, attribute a return on investments made. The main focus of the Workshop was
on the ‘without investment’ case — that is, what would have occurred without any MLA
Eating Quality Program investment between 2010-11 and 2014-15.

Beef grading numbers

In terms of grading numbers, MLA staff proposed the following for the ‘with investment’
and ‘without investment’ cases:

‘with MLA investment’ was based on what actually had occurred - actual cattle
grading numbers increased from 17 per cent of adult slaughter in 2009-10 to 35 per
cent in 2014-15 (1.3 million to 3.22 million head)

‘without MLA investment’ was based on MSA grading numbers remaining around 20

per cent of the adult slaughter through to 2014-15 and beyond

— Therefore, an additional 1.32 million head of cattle were graded above the
‘without investment’ case in 2014-15 or 4 million head over 5 years

In considering the MLA staff proposal for the ‘with investment’ and ‘without investment’
cases, Workshop participants noted the following:
The decision by Woolworths to join MSA in 2011 was an important driver of grading
numbers — this decision, in part, was likely to have been based on industry’s (MLA’s)
continued support for the program

An additional 10 plants were MSA accredited after 2009-10 — this would not have
occurred without continued MLA investment

Between 2010-11 and 2014-15 there was an expansion in the number of MSA
pathways — again this would not have occurred without MLA eating quality R&D
investment

There were increased shifts and volumes by processors who adopted MSA before
2010-11.

Without MSA registration or accreditation, processors and their brands would have to
develop their own accreditation systems.

Without MSA, companies would have cherry picked the more favourable
components of MSA. The proliferation of MSA-style models would compromise
system integrity and consumer trust. In addition, R&D, feedback and support would
not exist without continued MLA support.
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Who else would have been in the position to take up administration of the MSA
system — other bodies do not have the resources.

Over time, corporate knowledge around the value of MSA within processing plants
would erode due to staff turnover.

Some processors have a significant proportion of their production now graded and are
likely to continue with this regardless of MLA investment.

On balance Workshop participants took the view that, in the absence of MLA
investments in eating quality between 2010-11 and 2014-15, MSA grading numbers
would not have remained at their 2009-11 levels of 20 per cent of overall slaughter (as
proposed by MLA staff), but would have fallen:

Without MLA eating quality investments between 2010-11 and 2014-15 grading
numbers would have fallen to about 5-6 per cent of slaughter by 2014-15

Moreover, without MLA eating quality investments between 2010-11 and 2014-15
and in the absence of any future investments, grading numbers remain at about this
level. This reflects that some users have now become ‘glued onto MSA’ and would
continue to use the technology even if it was not supported by Industry Service
Organisations. This particularly applied to some major supermarkets and brand
owners.

Effectively, therefore, workshop participants increased the level of industry impact from
MLA 2010-11 to 2014-15 eating quality investments above that proposed by MLA staff
by identifying another source of benefits:

Not only did the MLA 2010-11 to 2014-15 investments support an increase in MSA
grading numbers from 20 per cent of slaughter to 35 per cent of slaughter.

The MLA 2010-11 to 2014-15 investments also prevented grading numbers from
declining to 5 per cent of total slaughter.

Finally, the Workshop agreed that if MLA investment in eating quality were to have
ceased from 1 July 2015, grading numbers would decline over the next 10 years from
their current level of 35 per cent of slaughter to 10 per cent of slaughter:

The MLA investments in eating quality between 2010-11 and 2014-15 have resulted in
a greater number of users now ‘glued onto MSA'’. Because of this, if investment were
to cease now, grading numbers would only fall to 10 per cent of slaughter, not to 5 per
cent of slaughter as was presumed to be the case if investments ceased on 1 July 2010.

The agreed outcomes in terms of grading numbers for the ‘with MLA investment’ and
‘without MLA investment’ cases are as shown in chart 9.7.
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9.7 Counterfactual for beef grading numbers
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The ‘with MLA investment’ scenario includes observed and expected outcomes from investments made over 2010-
11 to 2014-15. Data source: MLA.

Cattle premiums/ differentials

It was noted that price premiums for MSA cattle over non-MSA cattle increased between
2009-10 and 2014-15:
For young grass fed (YG) cattle from $0.15 per kilogram HSCW to $0.33 per
kilogram HSCW (see earlier chart) — and price premiums increased, not only in
absolute terms, but also in proportionate terms (see earlier chart).

For grainfed cattle prices had increased by about $0.10 per kilogram HSWC.
This increase in price premiums that actually occurred is remarkable. A decline in price

premium would have been entirely normal — with increasing supplies (grading numbers)
prices would normally drop.

For the ‘without MLA investment’ case MLA staff proposed similar outcomes to that
assumed in an ex-ante analysis of the value of investments in the Eating Quality Program
undertaken in 2011 — specifically that:
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As

Price premiums would peak by 2011-12 at $0.19per kilogram and
Then decrease, with the 2014-15 premium expected to be $0.17per kilogram.

with grading numbers the Workshop devoted considerable time to discussing price

premiums under the ‘with MLA investment’ and ‘without MLA investment’ cases. The
following was noted:

Information on grain fed premiums had only been consistently collected for 2013-14
and 2014-15

— 56 per cent of graded cattle are grass fed and 44 per cent grain fed in 2014-15
— 75 per cent of graded cattle are in NSW and QLD.

In practice price premiums/ differentials vary widely - from 20 through to 70 cents,
depending on location and time of the year.

Often price premiums reflect a package of attributes that include MSA but also on-
farm assurance programs. It was noted that the data collection is designed to compare
MSA and non-MSA prices paid for the same cattle type.

Many of the factors considered relevant for price premiums in the ‘with MLA
investment’ and ‘without MLA investment’ cases were the same factors that had
affected grading numbers — for example, the Woolworths decision to adopt MSA
and the expansion of the program to an additional 10 processors

The consensus view of the Workshop in terms of price premiums is shown in Figure 6. It
was agreed that MSA cattle premiums/differentials in the ‘without MLA investment’
scenario would largely track grading numbers over time.

9.8 MSA price differentials for cattle
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Data source: MLA.

Compliance costs on-farm and in feedlots

The workshop considered the costs of compliance with MSA requirements on-farm and
in feedlots.

www. TheCIE.com.au



120

Impact Assessment of MLA Expenditure 2010-11 to 2014-15

For on-farm costs: it was viewed that MSA compliance involved adoption of best
practice, therefore, additional costs should be minimal. For feedlots, the major area that
could affect costs is where MSA impacts the use of HGPs.

MSA downgrades carcasses based on HGP use and therefore feedlots may incurred
higher costs.

However, since 2010, there has been a consistent fall in HGP cattle graded. The view
was that this was driven by HGP policies outside of MSA, especially by customer
requirements.

It was concluded that there were minimal compliance costs in farms and feedlots.

Processing price differentials and compliance costs

MLA staff identified two scenarios to estimate the benefit to processors:

4 cuts packed (cube roll, striploin, tenderloin, rump) from 50 per cent of MSA and
company spec compliant carcases = ~$174 million premiums over 5 years

6 cuts packed (cube roll, striploin, tenderloin, rump, knuckle, blade) from 50 per cent
of MSA and company specification compliant carcases is equal to around $307
million premiums over 5 years.

This amounted to a total premium of $481 million over 5 years based on the following
data and assumptions:
285 kilogram HSCW average, 87 per cent average compliance, HAM yields used,
sold at $1 per kilogram premium above non-MSA YG product

from 20 per cent of the carcase a 20 per cent premium is achieved and the MSA
premium is recovered from these cuts.

Overall, there were no clear answers on the proposed processing differential, however
there was agreement that benefits for processors (the wholesale level differential) would
at least cover the differential paid to producers and any compliance costs within the
plant.

Retailers

MLA estimated the additional retail value of $314 million over 5 years based on the
following data and assumptions:

average of $1.21 per kilogram in premiums for MSA beef compared to non-MSA YG
cattle

6 cuts retailed from 50 per cent of MSA and company specification compliant
carcases (cube roll, striploin, tenderloin, rump, knuckle, blade), weighted average
premium, HAM yields used and 285 kilograms HSCW average.

The workshop’s view was that, at retail level, MSA had largely become standard, which
supported the data indicating that premiums have declined".

14 The major supermarkets are supporting their own house brand offer with MSA.
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A key issue with the retail differential is that, with the changing structure of beef
retailing to the large supermarkets who use MSA beef as their everyday offer, the
comparison of MSA and non-MSA product is becoming limited to a smaller number
of independent outlets.

Opportunities to improve impact achieved

The workshop identified that:

For beef, there is an opportunity to better use more cuts and the whole carcass by the
application of more research to pathways

Increase R&D expenditure rather than the reduction that has occurred;

— Investment priorities were also questioned in terms of funds available for eating
quality R&D versus other ML A activities.

Improve the speed in MLA decision making/contracting.
— The example was provided, of work on stressed individual animals within MSA,
where the project was signed-off by industry advisory committees almost 3 years

ago but has not been progressed by MLA. This project was to address the situation
where producers comply with MSA standards and still result in dark-cutters.

MLA program silos may be holding back eating quality outcomes by ignoring the link

from processing back to seedstock producers

— While the Beef Information Nucleus (BIN) have been independently graded by
MSA and eating quality measurements were taken, there was however no product
collected for consumer sensory testing. This limits the effectiveness of eating
quality traits in breeding indices.

A priority was identified as the ‘internationalisation’ and implementation of MSA
into key export markets — the next frontier for MSA.

Better co-ordination between the key meat industry RDCs to improve R&D outcomes
across the supply chain.

Better coordination between beef and sheep programs who have been working
independently but have the opportunity to benefit from synergies.

Eating quality — Sheepmeat

MLA Summary of Program Outputs and Outcomes

The MSA lamb and sheepmeat program has been developed from over 90,000 consumer
taste tests of lamb and sheepmeat products. This has included 9 000 cuts of meat
involving 15,000 consumers. The MSA program has delivered considerable eating quality
benefits to the Australian lamb industry by reducing the variability in eating quality to
consumers through a dedicated pathway approach to delivering improved eating quality
(see chart 9.9).
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9.9 MSA lamb — eating quality
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The MSA lamb and sheepmeat eating quality program has seen very strong growth over
the last 5 years. The number of eligible lambs presented for grading grew strongly from
883 133 lambs in 2010-11 to 6 768,449 in 2014-15.

9.10 MSA lamb grading numbers over time

National MSA sheepmeat numbers
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Not all lambs presented for grading have cuts or carcases that are MSA trademarked.
There was a 24.5 per cent increase in the number of MSA lambs processed using the
MSA pathways and subsequently identified as MSA to the end user. 3.47 million lambs
were MSA trademarked in 2014-15 compared to 2.78 million in 2013-14.
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9.11 MSA graded v MSA trademarked lambs
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As of June 30 2015 there are 21,680 producers registered to supply MSA lamb and
sheepmeat, 20 licensed MSA licensed sheepmeat processors and 16 MSA licensed lamb
brands.

Workshop evaluation of performance / industry impact

Over the Evaluation Period the Eating Quality Program collected and published detailed
statistics for both the beef and sheepmeat programs. The workshop accepted all the data
provided.

Furthermore, compared to beef, the ‘without MLA investment’ case was easier to define.
MSA sheepmeat was a new program, largely developed within the Evaluation Period.
Without MLA investment, therefore, there was general agreement that the program
would not have existed or would have quickly withered. There was, however,
considerable Workshop discussion on what would occur subsequent to 2014-15 under the
assumption of no further funding to the program. There was also considerable discussion
on p rice premiums.

By way of preliminary observations on the impact of the Sheepmeat Eating Quality
Program Workshop participants noted the following:

= It was noted that there is both formal and informal use of MSA sheepmeat standards.
In 2014-15, 6.768 million lambs were MSA graded with 3.5 million formally MSA
graded and trademarked.

= An important outcome identified by the workshop was that the MSA program verified
the correct functioning of electrical stimulation (ES) systems in 2009-10 and 2010-11.

=  Work by the program also highlighted the risk of compromising eating quality
through sustained selection for higher carcass weights and lean meat yield.
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Grading numbers

The workshop considered the ‘with’ and ‘without MLA’ investment scenario and
developed the following scenarios (see chart 9.12).

Without MLA investment over 2010-11 to 2014-15.

There is a high likelihood that lamb grading would not have got off the ground with
grading numbers falling to zero by 2014-15.

With MLA investment during 2010-11 to 2014-15, but with no funding to the Program
beyond 2014-15.

The total number of lambs graded would fall from 6.8 million in 2014-15 to 3.5
million by 2019-20 — these being slaughtered by the 3 biggest supply chains selling to
supermarkets.

— The 3.5 million remaining would all be lambs that were trademarked in 2014-15.

The number of graded lambs would continue to fall through to 2029-30.

The 3.3 million non-trademarked lambs would exit the system in 2014-15.

9.12 Counterfactual for lamb grading numbers
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Premiums/ differentials

In terms of the proposed price premiums/differentials MLA staff proposed a price
premium/ different of $0.05 per kilogram applied to 50 per cent of trademarked lambs
which is equivalent to $1 per head with the potential premiums to producers over 5 years
of around $5 million.

Workshop participants noted that:
Price premiums were almost always associated with a bundle of attributes. These
attributes included MSA, no GMOs, no antibiotics, third party on-farm audits, etc.
There were significant price premiums associated with being part of such supply
chains, but it was difficult to isolate out the individual contribution of MSA.
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One processor commented that they pay a $0.20 per kilogram premium for lamb that
complies with MSA and other attributes as part of an on-farm quality assured supply
chain.

Following the workshop advice was received that the premium in Western Australia
is $0.20 per kilogram

On balance Workshop participants accepted the MLA proposal on price premiums. In
particular it was agreed:
For the ‘without MLA investment’ case, no premiums/ differential would have been
available from 2010-11 onwards.
In the ‘with MLA investment’ case, the premium/differential for trademark lambs
identified in the MLA proposal for 2014-15 be accepted.

Without ongoing investment the price premium above, would fall to zero over the 5
year period to 2019-20.

Other benefits

In terms of other benefits of the program, it was recommended that avoiding the
downside risks from the potential decline in eating quality from large lean lambs be
included as a benefit15. There is a trade-off between selection for carcass weight and lean
meat yield and a fall in eating quality. This would affect both domestic and export
markets.

Opportunities to improve impact achieved

Opportunities to improve outputs / outcomes / impact for MSA sheepmeat were similar
to those for beef eating quality

Additional suggestions were provided by MLA in the background paper.

Eating quality — Beef and Sheepmeat — Additional Activities

MLA Summary of MSA Marketing

Marketing of the MSA program has evolved considerably since its commercial rollout in
1999

After an initial launch that focused on communicating the MSA trademark to consumers
the MSA program has evolved to focus on underpinning the eating quality of commercial
brands without any specific requirement to communicate the MSA trademark to

consumers at retail and foodservice. At the direction of industry MLA revisited the MSA

15 These benefits were quantified by CIE (2012) ex-ante analysis of options to improve MSA.
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collateral and refreshed these assets repositioning the logo as a third party endorsement of
quality for graded beef products.

The goal of the refresh was to communicate a credible eating quality message for the
proprietary brand without dominating the brand, similar to the National Heart
Foundation tick and Australian grown / Australian made trademarks. In 2013 demand
for MSA to underpin lamb brands begun to emerge. During 2014-15 consumer awareness
of the MSA symbol tracked at 46 per cent of the target audience reaching 55 per cent in
December 2014. In 2015, consumer campaigns using simplified messaging to establish
MSA as a quality mark were used.

In 2011 a survey of 508 consumers found that 32 per cent would be very confident and a
further 59 per cent would be somewhat confident to select the right quality beef if they
had the choice of three options, MSA ‘Graded’, MSA 4 star and MSA 5 star beef. MSA 4

& 5 star symbols have been developed and are available for use on a voluntary basis.

MLA Summary of Off-Farm Value Chain Objective Measurement Technology

The Sheep CRC lamb supply chain group (LSCG) has been an effective collaborative
tool to link technology providers (STA, Carometec, etc), with the processing industry (a
number of participating processors), and with independent science and metrology
organisations (Murdoch University school of animal science). These collaborative
relationships have proven very successful by facilitating mutually aligned strategies for
technical and commercial innovation.

Significant recent progress has been made with the development of dual emission x-ray
DEXA for both lamb and beef for the prediction of fat composition, lean meat yield and
saleable meat yield. These technologies arose from increasingly precise and high
resolution imaging required for automation cutting lines, which were recognised as also
providing eating quality measurement potential.

A number of other measurement technologies are also being evaluated in relation to
processing automation systems, such as: hyperspectral camera image analysis for cutting
lines and fat composition attributes, and work with impedance spectroscopy for
intramuscular fat prediction.
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Impact assessment

9.13 MLA Impact benefits and investments=: 2.1 Eating Quality

Eating Quality

2.1
Expected benefits
Red meat industry net income - total® $m 679
—2010-11 to 2014-15 $m 327
— > July 2015 $m il
Red meat gross value of production - total® $m 1170
—2010-11 to 2014-15 $m 518
— > July 2015 $m 652
Actual investment®
—2010-11 to 2014-15 inclusive $m 54
Benefit cost ratio
Red meat industry net income - total 12.5
Red meat gross value of production - total 21.5

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat
industry sectors including processing. ¢ Saleyard equivalent GVP excluding processing (basis for levies). d Actual present value of
investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent.

9.14 MLA Impact — benefits in terms of industry net income=: 2.1 Eating Quality

Industry Industry Benefit
downside upside Total Cost

threat opportunity benefits Ratio

2.1 Deliver consistent and optimal eating quality 107 572 679 12.5

— per cent of impact benefits 16 84 100

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

9.15 MLA Impact - benefits in terms of GVP=: 2.1 Eating Quality

Industry Industry Benefit

downside upside Total Cost

threat opportunity benefits Ratio

$m $m $m BCR

2.1 Deliver consistent and optimal eating quality 182 988 1170 21.5
— per cent of impact benefits 16 84 100

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.
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9.16 Budgets for 2.1 Eating Quality

Budgets by Program
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10 2.3 New products

Top line result to date — MLA expenditure on the New Products portfolio provide
industry returns of $33m, from expenditure of $21 million with a BCR of 1.6:1.

Tables 10.3, 10.4 and 10.5 provide additional detail of the payoffs from investment in the
New Products portfolio.

10.1 Summary — MLA Impact — benefits and investments=: 2.3 New Products

New Products

2.3
Expected benefits
Red meat industry net income - total” $m 33
—2010-11 to 2014-15 $m 24
— > July 2015 $m 9
Actual investment®
—2010-11 to 2014-15 inclusive $m 21
Benefit cost ratio
Red meat industry net income - total 1.6

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat
industry sectors including processing. ¢ Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real
rate of return of 5 per cent.

Summary

New products demonstrated returns from a small selection of MDC based projects but
not from projects that are 100 per cent levy based — however, it was noted that levy
funded research informed and led to some MDC activities. The most successful projects
are detailed below are generated $33 million benefit (net industry income) and a BCR of
1.6:1. Some 73 per cent of the benefits were captured in the assessment period with the
remaining 27 per cent to be captured in coming years.
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10.2 Most successful new product projects

NPV benefit reporteda

Commercially
MDC available /
funding 2010-15 impact? Comments

50 per cent attribution to
Pulled meats 46 1.474 5.604 Yes MLA

3 systems in commercial

Smartshape 46 3.099 3.563 Yes production
Thin slice One commercial system
technology 100 0.469 0.539 Yes since 2012

Very fast chilling and
salting 100 17.524 0.000 Yes Operational for 3.5 years

@ An additional $6m in 2015+ benefits from other projects were identified by MLA but not reviewed/verified by the workshop

Objectives from MLA 5 year business plan

= To alert the red meat industry to new product trends and ideas; to develop novel
technologies and processes for producing value added products at increased margins;
and to develop the industry’s capability to adopt such technologies and to survive in
consumer focused market sector

MLA Summary of Program Outputs and Outcomes

The key focus of the portfolio was to develop technologies and capabilities to increase the
total net value of the carcase. There were two primary program areas totalling 75 per cent
of investment (excluding support costs):

= Bioactives & Co-products, involving exploratory research to utilise blood products and
offal;

= Product innovation (meat), development of systems and products for strategic applied
research proof of concept and development/launch.

Bioactives and co-products were identified as a significant opportunity to value add, as
currently 80 per cent of the value of a carcase comes from 40 per cent of its weight. As a
result, some of the research and development investment over the last 5 years has
focussed on enabling technologies to increase returns from the 60 per cent of the carcase
that contributes only 20 per cent of the value.

The remaining 25 per cent of investment was spread across three supporting program
areas:

= Market and consumer insights, identifying key consumer trends;
= New products (supply chain), marketing material development and publication;

= New products (capability), development of strategic protocols, processors and guidelines
for operation.

www. TheCIE.com.au



Impact Assessment of MLA Expenditure 2010-11 to 2014-15

131

A total of 207 projects were undertaken with 7 products being commercialised. There are
a number of key factors which MLA sees behind the low number of commercial
outcomes:

An inadequate business development strategy and portfolio approach to securing
industry partnership for proof of concept development — particularly early on in the
Evaluation Period.

Limited industry partnership investment for commercialisation;
Lack of transitioning knowledge to economic outcomes.

The project that provided 75 per cent of the current period benefits ran for four years but
is no longer commercially operating.

Workshop evaluation of performance / industry impact

The individual innovations that comprised the majority of the benefit were:
Very Fast Chilling (VFC);
SmartShape; and
Pulled beef.

VFC

This innovation involved working with one market participant.

This project involved a novel technique to produce high value meat using very fast
chilling and salting of pre-rigor beef to prevent pH decline. The technology improves
shelf life without the need for preservatives due to much lower microbial levels. It was
applied in producing a range of sausages sold through a major domestic retailer. The
sausages produced in this way provided:

The retailer with a premium of $2.23 per kilogram

The supplier of 90CL with a 25 cents per kilogram premium.
Production of the high value sausages has now ceased as the retailer is reviewing the
category.

The period of exclusivity under the MDC Agreement has now elapsed, providing an
opportunity for other businesses to pick up the innovation.

Smartshape

This technology was developed with two outcomes in mind:

re-shape the primal to fit the plate or portion required (developed with a major food
processing company)

more consistent eating quality for beef especially for ready-to-eat meals that would be
rapidly reheated.

Currently there are 3 units operating using 5 tonnes of beef each week.
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Pulled beef

Working with a major QSR operator, the project developed a spiral cooker that reduced
total cooking time to 1 hour where speed is a critical factor.

Opportunities to improve impact achieved

It was noted that the KPIs on which MLA investment decisions were made were overly
optimistic — with results, although positive, in critical areas were not meeting KPI
targets. MLA can learn from this, set realistic KPIs and then determine whether
investment is warranted based on these KPIs.

The key lesson from the past 5 years was that there were too many small projects. In
addition, a lesson of the last five years was that joining with a commercial partner, using
the MDC mechanism, is critical for success. If a commercial partner does not participate
from the outset, rates of adoption are likely to be poor or non-existent.

Impact assessment

10.3 MLA Impact — benefits and investments=: 2.3 New Products

New Products

2.3
Expected benefits
Red meat industry net income - total” $m 33
—2010-11 to 2014-15 $m 24
— > July 2015 $m 9
Red meat gross value of production - total® $m 62
—2010-11 to 2014-15 $m 45
— > July 2015 $m 18
Actual investment®
— 2010-11 to 2014-15 inclusive $m 21
Benefit cost ratio
Red meat industry net income - total 1.6
Red meat gross value of production - total 3.0

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat
industry sectors including processing. ¢ Saleyard equivalent GVP excluding processing (basis for levies). d Actual present value of
investments from 2010-11 to 2014-15 in 2014-15 dollars using a real rate of return of 5 per cent.

www. TheCIE.com.au



Impact Assessment of MLA Expenditure 2010-11 to 2014-15

133

10.4 MLA Impact — benefits in terms of red meat net income=: 2.3 New Products

Industry Industry

downside upside
threat opportunity

$m $m
2.3 New products 0 33
— per cent of impact benefits 0 100

Total
benefits
$m BCR
38 1.6
100

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

10.5 MLA Impact — benefits in terms of GVP=: 2.3 New Products

Industry Industry

downside upside
threat opportunity

$m $m
2.3 New products 0 62
— per cent of impact benefits 0 100

2 Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent.

Benefit
Total Cost
benefits Ratio
$m BCR
62 3.0

100
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10.6 Budgets for 2.3 New Products

Budgets by Program
$’000
2.3 Develop new products, packaging and value chains 2 004
MLA Donor Company projects 0
Overheads (Corporate Services / Communications) 161
TOTAL 2165

2010-11

e e e e e ey Py ey P ey

$'000

1687

1023
130

2 840

2011-12 2012-13 2013-14 2014-15

$'000

2 006

127

2133

$'000

1808

1094
138

3 040

$'000

2072

108

2180

$'000

1828

605
117

2 550

$'000

2793

195

2988

$'000

2 466

1024
175

3 665

$'000

1544

1622

$'000

1529

4824
97

6 450

$'000

10 419

0
668

11 087

$'000
9318

8570
657

18 545

vET
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11 2.4 and 2.2 Beef domestic marketing and nutrition

Top line result to date — MLA expenditure on the Beef Domestic Marketing and
Nutrition program provide industry returns of $108m, from expenditure of $96 million
witha BCR of 1.1:1

Tables 11.7, 11.8 and 11.9 provide additional detail of the payoffs from investment in the
Beef Domestic Marketing and Nutrition program.

11.1 Summary — MLA Impact — benefits and investments=: 2.4 Beef Domestic
Marketing (including Nutrition)

Beef Domestic Marketing
(incl 2.2 Nutrition)

Expected benefits

Red meat industry net income - total” $m 108
—2010-11 to 2014-15 $m 95
— > July 2015 $m 12

Actual investment®

— 2010-11 to 2014-15 inclusive $m 96

Benefit cost ratio

Red meat industry net income - total 1.1

@ Expected present value of benefits in 2014-15 dollars using a real rate of return of 5 per cent. b Net income across all red meat
industry sectors including processing. ¢ Actual present value of investments from 2010-11 to 2014-15 in 2014-15 dollars using a real
rate of return of 5 per cent.

Summary

Overall, limited value is evident from campaigns as a result of changing campaign
objectives and themes over time in difficult economic circumstances combined with a
reduced budget (in real terms and compared to competitor proteins). Impact was assessed
as below the prior 5 year period, with nutrition a positive element.

Impact was measured at $108 million (net industry income) with a BCR of 1.1:1. Some
88 per cent of the benefit accrued during the assessment period with 12 per cent to be
captured in the following year.
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11.2 Market performance over the evaluation period

Volume Value Return/price Market share

2009-10 2014-15 2009-10 2014-15 2009-10 2014-15 2009-10 2014-15
kt $A million Ac per kilogram %

Domestic® 767.0 675.0 8 500 7 800 11.10 11.57 100.0 100.0

2 Volumes are on a carcass weight basis.

Objective from MLA 5 year business plan

To provide world-class red meat marketing programs, services and solutions that deliver
immediate and longer term benefits to stakeholders from the domestic market

MLA Summary of Program Outputs and Outcomes

The domestic beef marketing strategy followed by MLA over the last five years, as
revealed in the Australia Market Marketing Strategy 2011-12 — 2015-16 (hereafter
referred to as the Business Plan), is summarised in chart 11.3. The strategy recognises five
key drivers of domestic beef consumption, with objectives set against each driver.

11.3 Domestic beef marketing strategy

To provide world-class red meat marketing programs, services and solutions that deliver immediate and
longer term benefits to stakeholders

Overall
Objective

Strengthen
Australian Increase relevance
consumers’ of nutrition
emotional bond with communications
beef

Strategic
Imperatives

Build consumer Increase utilisation Stay responsive to
awareness of (MSA) of non-loin cuts changing trends

INTEGRITY ENJOYMENT NUTRITION CONVENIENCE VALUE FOR

Core
programs

Community Beef campaigns Research & Retail & foodservice MONEY
communications underpinned by professionals education and Education re
(Target 100) MSA education promotions secondary cuts

OBJECTIVE 1 OBJECTIVE 2 OBJECTIVE 3 OBJECTIVE 4 OBJECTIVE 5
Increase Growth in domestic Improvement in key Beef available in Increased food
consumers demand red meat consumer more food service skills and
for beef through expenditure of at attitudinal outlets in more knowledge amongst
compelling least $1.5bn over measures formats consumers
marketing five years
campaigns

Desired
outcomes

The Business Plan, developed almost five years ago, was based on the following
assumptions:

=  Beef consumption in Australia was forecast to grow by 55kt or 7.6 per cent over the
five year period,

= Per capita consumption was projected to remain stable around 33 — 35 kilogram /
capita.
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At that time, it was also noted that given the predicted growth in export demand and
global beef prices, it would be hard to predict the direction of demand for beef over the
coming five year period.

Over the five year period 2010 - 2015, there were some significant variations from the
assumptions made at the start of the period, and some core changes in the market
environment, which impacted the performance of MLA beef marketing programs. Some
of the market environment impacts were:

There was a significant increase in export market demand for beef, and a shift towards
exports over the domestic market, where the percent of production exported increased
from 63 per cent in 2010 to 74 per cent in 2015.
Supply and price competitiveness of competitor proteins within Australia increased:

- pork retail price declined by $2per kilogram

— chicken retail price increased by only $0.17per kilogram

- Dbeefretail prices increased by $1.08per kilogram

Increased supermarket competition occurred with the expansion of discount retailers
such as Aldi and Costco. Furthermore, intensified price competition between Coles
and Woolworths, exemplified in their ‘price down’ promotions, impacted retail sales
values. As retailer margins on beef became less attractive in comparison to pork and
chicken (especially recently), retailers focused more on pork and chicken in
catalogues.

Whilst beef is a staple product for Australians, as in all other developed western
markets, there has been a long-term declining trend in per capita consumption of beef.

As a result, in comparison to the 2009-10 base year, by 2014-15, the beef market within
Australia had contracted:
Beef consumption declined by 92kt from 767kt to 674kt.

Consequently, beef consumption per capita declined over the five year period from
35.1 kilogram / capita to 28.6 kilogram/ capita.

Retail value of the domestic beef market declined from $8.5bn to $7.8bn.

The workshop accepted that domestic beef marketing is a ‘defensive’ activity with export
and domestic commercial conditions making it difficult for MLA to succeed in this area.
That being said the workshop concluded that program performance did not achieve an
acceptable outcome.

Objective 1: Increase Australian consumers’ demand for beef through
compelling marketing campaigns

In the competitive market environment described above, over the five year period 2010 -
2015, MLA ran 13 campaigns.

When comparing the sales volume during the campaign, with the financial yearly average,
10 of the 13 campaigns exceeded the benchmark (annual average sales) — although some
campaigns only marginally exceeded the benchmark.
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All three occasions that failed to exceed the benchmark were summer BBQ campaigns.
The strategy implemented during this time was to communicate ‘superiority and
seasonality’.

An analysis of the sales volume for the 5 year period is shown in Figure 2 (value data
showed similar results):
= The black line indicates general trend of average sales over the five years

= Campaigns that had a positive impact on sales volume and / or volume are shown in
green

= Campaigns that did not result in a sales volume or value impact are shown in red

11.4 Beef volume in kilogram: weekly average per period

s000000 | 09-10 l:| 10-11 l:] 11-12 lj 12-13 l:| 13-14 l:] 14-15 | 500,000

4,500,000 4,500,000
4,000,000

4,000,000
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3,000,000
2,500,000
2,000,000
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1,000,000

t 3,500,000
3,000,000
r 2,500,000
- 2,000,000
r 1,500,000
1,000,000

500,000
0

500,000
kg o

Source: Nielsen Home Scan

Objective 2 : Growth in domestic red meat expenditure of at least $1.5bn over
five years

Over the 5 year period, the retail value of beef sales in Australia contracted — by about 8
per cent. Total red meat sales also declined — rather than increase as per the objective.
Over a six year period the market remained relatively stable, with a slight increase in the
nominal value of red meat sales.
= Beef: increase on 2008/9, however decline on 2009-10:

— 2008-09: $7.533bn

— 2009-10: $8.512bn

— 2014-15: $7.812bn
= Total red meat: increase on 2008/9, however decline on 2009-10:

— 2008-09: $9.729bn

— 2009-10: $10.703bn
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— 2014-15: $9.926bn

Objective 3: Improvement in key consumer attitudinal measures

The figures below from the ML A Global Consumer Tracker* research provides an
overview of consumer perception trends from 2013 — 2015.

11.5 Changes in key consumer attitudinal measures

Most important 15 15 15 M5

% % % %

Freshness 52 44 53 38

Tastes delicious 68 61 73 53

Guaranteed safe to eat 54 47 44 40

Consistent quality standards 54 44 50 38

High nutritional value 61 44 50 44

Is an essential part of a healthy diet for growing children 64 42 59 35

Can be used in many different meals 76 51 83 50

IS Is easy and convenient to prepare 62 43 77 41
2 Low in fat 23 15 50 32
2 Cheaper 19 8 57 16
The animal is well-cared for 29 25 26 23

The industry is environmentally sustainable 27 25 31 22

Is the most superior meat 36 24 19 14

Nt important Is my favorite meat 33 26 42 19
| am willing to pay a bit more for this meat 29 26 16 14

Source: Milward Brown 2013- 2015 Is becoming more popular 12 20 20 29

Objective 4: Beef available in more food service outlets in more formats:

Since 2010 MLA have conducted annual presentations of new beef and lamb concepts to
domestic Quick Service Restaurant (QSR) chains based on new product platforms (such
as a pulled beef burger) or evolving trends in the QSR segment (such as snacking).

Over that time MLA have presented sliders, pulled beef burgers, steak sandwiches plus a
number of beef snacking items designed to spread the use of red meat protein into
breakfast and throughout the day.

As a result of these presentations MLA has contributed to the development of the first
pulled beef sliders and steak sandwich wraps as versions of these products have been
launched as limited time offers and in some instances as core range items on several
quick serve restaurants.

A similar approach has been undertaken with foodservice supply companies such as
Sodexo, Spotless and Opal Age Care. Annual presentations have set out to provide cost
effective beef menu solutions with the aim of ensuring beef maintains its presence on
menu.

As a result of these presentations ML A have influenced the penetration of beef across
large scale foodservice venues nationally, including the integration of brand campaigns
such as the ‘You’re better on Beef’ campaign most recently with Spotless.

per cent of dishes on menu remained stable (although data is not available for base
year)
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— 2012-13 — 27 per cent;
— 2014-15 — 28 per cent

The Evaluation Team was not presented with evidence to support a conclusion that the
objective ‘Beef available in more food service outlets in more formats’ had been met.

Objective 5: Increased food skills and knowledge amongst Australian consumers

Since 2010, MLA has sought to find new and innovative ways to help consumers prepare
quick and healthy beef meals.

The Entice publication has been produced twice yearly and distributed in line with brand
campaigns. Over 16 million copies of the publication have been printed over the
reporting period. 68 per cent of butchers surveyed by Millward Brown rated Entice as
having a positive impact on beef sales and 98 per cent of consumers surveyed found that
Entice gave them new ideas for beef meals.

With the growth of smart phones, MLA has invested in emerging technology to adapt to
the changing needs of consumers. Research indicated that consumers were nervous about
cooking steaks for fear of getting it wrong. The SteakMate app was developed to help take
‘the guess work’ out of cooking a steak.

Backed by MSA grading data and cooking science, the app has been downloaded over
100,000 times and has been featured as ‘App of the Week’ through iTunes. Most recently
it has been adapted for use with the new Apple Watch.

MeatCuts app was developed to help consumers better understand where various cuts
come from on the carcass. Downloaded over 40,000 times this digital cuts chart
showcases carcass utilisation, substitutable cuts, best cook method plus a simple recipe.
Easy to cook and prepare:
— 60 per cent agree that beef is easy to cook and prepare. Source; Millward Brown
— 2009-10 — 68 per cent;
— 2014-15 — 60 per cent
Good for a variety of dishes
— Two thirds agree that beef is good for a variety of dishes. Source; Millward Brown
— 2009-10 — 76 per cent;
— 2014-15 — 67 per cent

Nutrition

Nutrition remains an important driver of meal choice amongst Australian consumers. It
is for this reason it has been important to ensure that consumers are constantly exposed
to accurate information about the nutritional benefits of Australian beef and lamb.

MLA'’s nutrition program addresses the downside risk on demand by consumers limiting
their intake of red meat due to health concerns by ensuring red meat is accurately
represented in nutrition policy and its nutritional benefits are recognised by healthcare
professionals and the media.
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In 2008, the NHMRC commenced a review of the Australian Dietary Guidelines,
including the 3 to 4 times a week red meat recommendation, focusing on sustainability
and health concerns around cancer. MLLA’s investment in activities ensured the
recommendations released in 2013 reflected the most recent scientific evidence and
consequently, maintenance of the 3 to 4 times a week red meat recommendation.

The nutrition research funded by MLA generates evidence required to inform policy-
making which would otherwise not be available, including red meat nutrient
compositional and consumption data along with the role of red meat in health, in
particular iron and zinc and dietary patterns.

MLA research into the role of nutrition and s