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NOTICE OF ANNUAL MEETING

Notice is given that the Annual Meeting of the shareholders of Rural Equities
Limited will be held at the Te Awa Farm Winery, 2375 State Highway 50,
Hastings on Monday 21 November 2016 at 3.30 pm.

ORDINARY BUSINESS

1. To receive and consider the Company’s financial statements for the year
ending 30 June 2016 with the reports of the Directors and the Auditor.

2. To elect Directors:

a) In accordance with clause 13.5 of the Company’s constitution
Nigel Atherfold, who was appointed as a director on 1 July 2016 to fill
a casual vacancy, retires and being eligible offers himself for election.

b) Inaccordance with clause 13.8 of the Company’s constitution, David
Cushing retires by rotation and offers himself for re-election.

3. To authorise the Directors to fix the remuneration of the Auditor for the
ensuing year.

GENERAL BUSINESS

The Chairman will invite shareholders to raise any other issues relating to
the Company for discussion.

NOTES
1. All shareholders are entitled to attend and vote at the Annual Meeting.

2. Any shareholder entitled to attend and vote at the Annual Meeting may appoint another
person or persons as their proxy or, in the case of corporate shareholders, a representative
to attend and vote on their behalf. A proxy or representative need not be a shareholder of
the Company.

3. A form of proxy is enclosed with this notice. The constitution of the Company requires,
so as to be valid, that any proxy form must be deposited at the registered office of the
Company (127 Queen Street East, Hastings or PO Box 783, Hastings 4156) or posted
to the Company’s Share Registrar, Computershare Investor Services Limited, (Level 2,
159 Hurstmere Road, Takapuna, Auckland or Private Bag 92119, Auckland 1142) to be
received not less than 48 hours before the time of the Annual Meeting.

INVITATION

Shareholders are cordially invited to join Directors for

refreshments at the conclusion of the Meeting.

Rural Equities Limited






Executive Chairman’s Report

THE YEAR IN REVIEW

The Directors are pleased to present the 2016 Annual
Report for the Rural Equities Limited Group.

The Group’s result for the year ended 30 June 2016 is an
audited after tax loss of $4.06 million which compares
with an after tax profit of $9.51 million achieved last year.
The overall result was primarily due to the impact of
property and investment revaluation losses of $5.95
million which offset the operating profit before interest and
tax of $3.52 million. In comparison, the operating surplus
was $4.67 million last year with revaluation and other gains
of $6.93 million.

Important features of the year were:

B Net Asset Value per share at 30 June 2016 was $5.46
whichis $0.11 (2.0%) less than last year’s record NAV of
$5.57.

B The Group’s Earnings before Interest and Taxation
decreased to $3.52 million compared to $4.67 million
the previous year with earnings impacted by continuing
low milk prices and reduced beef trading margins.

B Ab cents per share dividend will be paid on 9 November
2016 for the year ended 30 June 2016.

B REL repurchased 1.52 million shares held on behalf of
the Rotorua Energy Charitable Trust at $4.20 per share.
The shares were subsequently cancelled.

m The Eiffelton North property which was converted to a
dairy farm in 2015, completed its first year of milk supply
with pleasing results.

m  Mik production increased to 1.98 million kilograms of
milk solids with Eiffelton North contributing 395,000
kilograms in its first season.

This has been a challenging year for REL with dairy prices
continuing at unsustainably low levels and beef trading
margins reducing from the high levels recorded in 2015.
Lamb and wool prices were stable. Overall climatic
conditions were generally favourable. The benefits of a
portfolio of rural properties that are diversified by sector,
geographic location and tenure were demonstrated once
again this year.

Fonterra’s final milk price for the season ended 31 May
2016 was $3.90 per kilogram of milk solids, which is a
$0.50 (11%) decrease on last season. Synlait’s final milk
price was $3.91 per kilogram. International dairy prices
were volatile with a number of supply, demand and market
factors contributing to price changes. European milk
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production is starting to decline and demand for milk
products in Asia and Latin America is improving. Prices
began to decline markedly in February 2014 and continued
that general trend until July 2016. Recently we have seen
an overall rise in dairy prices which is being reflected in
improved forecast milk prices for the season ending
31 May 2017.

The Eiffelton North property near Ashburton was
successfully converted to a 233 hectare dairy unit in 2015.
It has completed its first season of supply, milking 880
cows. A pleasing 395,000 kilograms of milk solids (1,700
kilograms per hectare) were supplied to Synlait. The 163
hectare Eiffelton South property is being run in conjunction
with the converted Eiffelton North property to provide
grazing for replacement dairy heifers, fodder crops for cow
wintering and to grow supplementary feed. In the 2016
year the irrigation system on Eiffelton South was extensively
upgraded with the installation of two additional centre
pivot irrigators. Recently a road underpass has been built
to connect Eiffelton North and Eiffelton South, enabling
cow numbers to increase to 1,100 with approximately
80 hectares of the Eiffelton South becoming part of the
Eiffelton North milking platform.

Investing in properties within the portfolio to improve land
use, value, earnings and the overall quality of the portfolio,
remains a long term strategy for the Group. As part of this
strategy, the Directors have committed to take irrigation
water from the Ruataniwha Water Storage Scheme by
signing irrigation water agreements for three Hawke's
Bay properties — Maranoa, Middle Hills and Tahuna. If
this project proceeds, we expect irrigation water will be
available in late 2020. We intend to irrigate over 500
hectares on these three properties which will enable




them to be further developed to operate intensive mixed
cropping and livestock programmes.

After solid revaluation gains totalling over $25 million
in the previous two years, a relatively minor downward
adjustment in the value of the rural property portfolio this
year was expected. This is largely a reflection of the lower
milk price with dairy farm values reducing. In contrast,
values for arable as well as sheep and beef farms were
firm. In the regions, the Group’s farm properties in Hawke’s
Bay and Waikato increased in value, however the decline
in values in other regions more than offset those gains.

Irrigating maize — Flimby

FINANCIAL PERFORMANCE

The Group’s Total Comprehensive Income for the year
ended 30 June 2016 was a loss of $4.06 million compared
to a profit of $9.51 million the previous year.

The Group’s Operating Earnings before Interest and
Taxation for the year was $3.52 milion (2015 - $4.67
million). The directly managed farm component of this
was $2.16 million (2015 - $2.75 million). The decrease
is primarily due to milk prices that were even lower than
those received in the previous year. The Group’s directly
managed Waikato sheep and beef properties provided a
solid contribution. Net rental income from the Group’s
leased properties was lower than last year and reflects the
Eiffelton property becoming directly managed rather than
leased. Interest costs were lower and other expenses
were similar.

The asset revaluation movements, which is the overall
change in value of the Group’s property portfolio and

other investments, were a loss of $5.95 million (2015
- a contribution of $5.59 milion to the Group’s Total
Comprehensive Income).

Total Assets at 30 June 2016 were $217.64 million
compared with $220.19 million the previous year. Interest
bearing debt increased by $9.4 million during the year to
$26.65 million at balance date, which is 12.2% of Total
Assets. The Group remains in a very strong financial
position. The increase in debt is primarily due to the share
buy-back and the completion of the Eiffelton conversion
project.

CAPITAL MANAGEMENT

In November 2015, as part of REL’s capital management
strategy, the Company entered into an agreement to buy
back 1,515,677 shares held on behalf of the Rotorua
Energy Charitable Trust. The shares (which represent
4.23% of RELs shares on issue) were subsequently
repurchased at $4.20 per share on 20 January 2016 and
cancelled.

Since balance date, the Company has made a general
offer to all shareholders to repurchase up to 1,000,000
shares at $4.40 per share. The offer closes on 19 October
2016.

Also since balance date, an unconditional agreement
was signed to sell Silverton, a Manawatu sheep and beef
property, for $8.85 million which is close to book value.

Yearling cattle at Rollesby




DIVIDEND

A fully imputed dividend of 5 cents per share will be paid
to shareholders with respect to the financial year ended
30 June 2016. The dividend has been maintained
at the same level as 2015. The record date is Friday
28 October 2016 and the dividend will be paid on
Wednesday 9 November 2016.

DIRECTORS

On 30 June 2016 Sir Ron Carter and Andrew Train retired
as Directors, both having made an excellent contribution
to the Group over many years. On 1 July 2016 Nigel
Atherfold was appointed a Director. Nigel has 25 years’
experience in the banking, treasury and corporate finance
sector with specialist knowledge of the dairy sector.

In accordance with the Company’s constitution, David
Cushing retires by rotation at the Annual Meeting and is
seeking re-election as a Director. Nigel Atherfold, having
recently filled a casual vacancy as a Director, will also be
seeking election.

TRUSTEE

In August 2015, Public Trust retired as Trustee of the New
Zealand Rural Property Trust. A new subsidiary, REL
Trustee Services Limited, has been formed to act as the
Trustee. As the Trust is a wholly owned subsidiary of Rural
Equities Limited, this allowed for an internal trustee to be
appointed.

OUTLOOK

Confidence in the long term outlook for the rural sector has
consistently been expressed by the Directors. Beef prices
are coming under pressure but remain at good levels and
lamb prices are expected to be firm in the coming season.
Wool prices have declined in recent months but provide a
relatively small contribution to income. The improved milk
price forecast for the season ahead is welcomed and is an
early sign that the gap between global supply and demand
is beginning to narrow. We expect dairy prices for the
year ahead to be materially higher than last season as the
market rebalances. China will continue to be a significant
buyer of many New Zealand farm products.

REL is a long term investor with a diversified quality
portfolio of prime agricultural properties and will continue
to focus on enhancing the income earning ability and value
of the existing portfolio.

David Cushing
EXECUTIVE CHAIRMAN

-
— el

T T

The end of the day at Waikoha




SCOPE OF OPERATIONS

The Group owns twenty five farms comprising 11,568
hectares. The farms are a mix of sheep and beef, dairy,
deer and arable farms that are spread throughout New
Zealand from northern Waikato to Southland. There are
fifteen properties in the South Island and ten in the North
Island. Fifteen farms are leased to external operators. Ten
farms are directly managed comprising 5,238 hectares.

Seven of the directly managed farms are dairy farms
comprising 1,499 hectares and approximately 4,850 cows
are milked in conjunction with 50-50 sharemilkers. There
is one dairy grazing property in Canterbury. The remaining
directly managed properties are the two Waikato sheep
and beef farms. These two farms comprise 3,656 hectares
and run approximately 25,000 stock units.

FARMED PROPERTIES

The directly managed farms continue to make a solid
contribution to profit, however, this has decreased again
this year, primarily due to the continuing low milk prices. In
the year to 30 June 2016 these farms contributed $2.16
million ($2.75 million in the previous year). The Waikato
sheep and beef farms again performed well.  Although
beef income remained similar to the previous year, the cost
of replacement cattle at Puketotara was higher in 2016
which reduced beef trading margins.

After a difficult spring in all regions, generally favourable
climatic conditions prevailed over most of the country for
the remainder of the season. Parts of Canterbury suffered
from a continuing drought which was also apparent through

Dairy cows at Tatarepo

the east coast of the North Island in the autumn. The
anticipated El Nino weather system impacted on climatic
conditions to varying degrees with northern regions having
a very good season, although areas from Manawatu to
southern Taranaki were abnormally dry.

DAIRY FARMS

This season 1.98 million kilograms of milk solids were
suppliedto Fonterraand Synlait. Thislevel of milk production
is well ahead of the 1.67 million kilograms produced in the
previous season but includes 395,000 kilograms from
the newly converted Eiffelton North property. The low
milk price did not make feeding additional supplementary
feed to the cows to produce extra milk economic, except
through the strategically important parts of the season.
For this reason milk production from the six continuing
dairy farms reduced by approximately 5%. Cow numbers
on all farms have been held relatively constant through the
low milk price period over the last two seasons and have
not been reduced as has occurred on many dairy farms
throughout the country. Therefore we expect to be able to
benefit from improved milk prices this season rather than
first having to rebuild cow numbers.

Once again, price signals in relation to the milk price
changed as the season progressed. The opening forecast
milk price from Fonterra was $5.25 per kilogram of milk
solids but this was soon reduced to $3.85, which despite
some upward and downward movements through the
remainder of the season, was quite close to the final milk
price of $3.90. Synlait’s final milk price similarly reduced
from the opening forecast of $5.50, to end the season at
$3.91 per kilogram of milk solids. With smaller quantities
of supplementary feed used during the season, the
favourable climatic conditions in autumn allowed for a
strong finish to the season.

Costs on all farms are closely monitored and fertiliser
inputs were moderated where soil tests indicated this was
prudent. Pasture renewal programmes have continued as
the longer term benefits on the farms outweighs the short
term costs.

Global dairy prices fell by a cumulative 52% (as measured
by the Global Dairy Trade Price Index) from February 2014
to June 2016 which has resulted in the milk price for the
second successive season being unacceptably low. The
2015-16 season milk price is below the cost of production
of around $4 per kilogram of milk solids on many farms
which excludes debt servicing. As we expected, milk
production in the European Union countries is responding




to lower global milk prices with initial signs of lower
production apparent. When combined with stronger
demand from Asia and Latin America, there is some
narrowing of the gap between global supply and demand
offering renewed optimism. These factors have given rise
to higher forecast milk prices for the coming season, with
$5.25 from Fonterra and $5.00 from Synlait.

We anticipate that there will be ongoing milk price volatility
in the seasons ahead. However, the recently opened Milk
Price Futures market will be a useful option to mitigate
some of this risk.

Milk prices have shown considerable variation from
season to season — despite the current lows, the average
Fonterra milk price over the last seven seasons is $6.05
per kilogram. The graph below illustrates the Fonterra milk
price history since 2002 and also shows the trend line with
an upward slope.

The Eiffelton property situated near Ashburton comprises
a total of 396 hectares. Until 2015 the property had been
leased to a neighbouring dairy farmer as a dairy support
unit. The 233 hectare Eiffelton North property was
converted to a dairy farm during 2015. Eiffelton North
is now a large scale modern dairy unit with a 60 bale
rotary dairy shed complete with modern technology and
a high standard of other improvements. In its first season,
Eiffelton North performed above expectation to produce
395,000 kilograms of milk solids (450 kilograms per cow
and 1,700 kilograms per hectare).

It was originally planned that the 163 hectare Eiffelton
South property would also be converted in the future to

New underpass at Eiffelton

become a separate 650 cow dairy unit. That will now not
occur in the foreseeable future, instead, a road underpass
has recently been constructed to connect Eiffelton North
with Eiffelton South. This will allow approximately 80
hectares of Eiffelton South to become part of the Eiffelton
North milking platform. This will enable approximately
half of the milk producing capacity of Eiffelton South to
be captured without the capital cost of an additional dairy
shed and associated facilities. The remainder of Eiffelton
South will continue to provide winter grazing for cows
and grow supplementary feed. In the coming season, on
the enlarged 313 hectare Eiffelton North milking platform,
1,100 cows will be milked with expected milk production
of 500,000 kilograms of milk of solids. We expect this will
increase to 600,000 kilograms from 1,240 cows over the
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next two seasons following further pasture renewal and
consolidation.

The irrigation system upgrade at Eiffelton South was
completed during the year. Two additional centre pivot
irrigators together with an extension to the existing pivot
have been installed giving almost full irrigation coverage.
New cow lanes were also installed along with a revised
paddock layout with additional stock water troughs.

In conjunction with Synlait, the Eiffelton North sharemilkers
have achieved Lead with Pride Gold Plus status for the
farm. Lead with Pride is a certified best farming practice
system operated by Synlait. It provides internationally
accredited ISO 65 certification for a farm. Synlait are
promoting Lead with Pride as a means of achieving
excellence in all aspects of milk, from farm to consumer.
The four sections of Lead with Pride that each farm must
pass by audit are environment, animal health and welfare,
milk quality and social responsibility. This is an excellent
achievement at Eiffelton North, especially in the first season
following conversion. This is a credit to the sharemilkers
which has involved a significant commitment from them
and their farm staff over this dairy season.

The Milford dairy farm is located near Temuka. It comprises
177 hectares and milks 720 cows. The farm was converted
in 2001 and consistently produces in excess of 1,900
kilograms of milk solids per hectare with modest inputs of
supplementary feed. In conjunction with the sharemilkers,
the opportunity to upgrade the cow herd was taken so that

Tanker entrance signage — Eiffelton North

all cows now produce a2 milk®. There are strict conditions
of supply to meet, however, Synlait pays a premium for this
milk which is used in infant formula.

Environmental considerations and minimising soil nutrient
losses are now a normal part of operating a dairy farm.
These same considerations are also becoming a necessary
part of operating sheep and beef as well as arable farms in
many regions throughout the country with new rules being
introduced through Regional Plan changes and reviews.
In Canterbury, Farm Environment Management Plans for
each farm are now a requirement with written procedures
covering irrigation, livestock and effluent management,
together with fertiliser and crop rotation planning. The
information in these Plans is used to run Overseer®
computer models to calculate nutrient inputs, outputs and
losses through the soil. Cows have been excluded from
waterways on all our dairy farms for many years. This is
now being extended to exclude all cattle from permanent
waterways on other farms. Riparian fencing and tree
planting are part of this overall plan.

WAIKATO FARM GROUP

The Waikato farm group comprises two sheep and beef
properties - Puketotara (1,146 hectares) and Waikoha
(2,510 hectares). Intotal approximately 25,000 stock units
are carried on the 3,656 hectares. Puketotara, located near
Huntly, operates as a finishing unit associated with Waikoha
which is located near Whatawhata in close proximity to
Hamilton. Waikoha is a breeding unit with approximately
7,000 ewes and 450 beef breeding cows. This integrated
policy allows store lambs and surplus weaner cattle bred
at Waikoha to be farmed within the group until they are
ready for slaughter. Obtaining maximum value from all
stock that is bred is a key element in the integration of
these two farms. The integration policy allows maximum
flexibility in relation to the management of the farms which
are able to support one another during periods of drought
as well as allowing additional finishing stock to be traded
at Puketotara in more favourable seasons.

Following weaning in December 2015, over 3,500 store
lambs from Waikoha were transferred to Puketotara.
These lambs were finished and sold at prices averaging
close to $110.  With improved soil fertility and grazing
management through ongoing fencing at Waikoha,
overall livestock performance is improving. This year
just over 8,700 lambs were docked which is the best we
have achieved so far. The weaner bulls have also been
transferred from Waikoha after weaning in April as planned.
The focus at Waikoha has been to improve ewe and ewe




