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Executive Summary

1.

2.

7.

(g_\

8

AgResearch requires significant capital reinvestment during the next five years. its asset
base includes aging campuses and several buildings in need of earthquake strengthening.
There are also a number of under-utilised assets and research farms.

MBIE and previous monitaring agencies have been concemed that these undetperforming
assels have contributed to historically low financial returns and that revaluations, asset sales
and non-core income may be masking an underperforming core business.

On 31 October Sam Robinson, Ghair of AgResearch, wrote to you to requ holdlng / >
Ministers® appraval for an $89.2 million capital investment programme, K{;ﬁg ﬁgmme
i i

Future Footprint, proposes to make significant investment in two i \,.
Grasslands (Massey, Manawatu) and Lincoln (Cantes buzy) whil ‘t@ two ()
specific centres of exparlise at the campuses in Ruakura (§@ ) anti lnver

This would require redepioying up to 282 staff (Includmg ﬂ?mm-eefenoe s

\\.f_)

majority moving to Grasslands or Lincoln. ( %
L
il ‘ Y M‘is du.(['r\‘\ \ ~’ \t
rare opportunity for AgResearch to vbit ls@e]"stake \é},b d education-research-
technology transfer hubs, espegi a!l e\ialeb significant redevelopment
proposed by Lincoln Universﬁju oonomlc h hubs could be significant.

% : nt’s Business Growth Agenda.
on parks and will help businesses o
ions {Building Innovation), It will also support

accelerating technology transfer and embedding best
Resources).

p;act (Quildf
M)EIIE Pecomma reholdmg Ministers provide ‘in principle’ approval for the
}:grbposed Ftﬁqm ertﬂ nt plans so that AgResearch can begin the detailed planning phase.

1

AgResearch's prop

l?.‘a re’onmmends a series of report backs to assure sharehokiing Ministers that the

\ ﬂ s of this business plan are minimised and the potential upsides of an Innovation hub are

a)‘«h'nsed These include documentation on the risk of staff loss on transition, joint
vestment plans with stakehalders and detaif on how AgResearch will incenlivise

~" collaborative and partnetship behaviours at all levels.

A proposed letter of response to AgResearch has been provided as Annex One and a draft
Cabinet paper has been provided for your input as Annex Two.
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Recommendations

We recommend that you.
a ‘Note that AgResearch has submitted a business case, the Future
' Footpiint, to shareholding Ministers which proposes to create (wo
innovation hubs at Grasslands (Massey, Manawatu) and Lihcoln
{Canterbury) while maintaining two regionally specific centres of
expertise at the campuses in Ruakura (Hamilton) and Invermay
{Otago). This would require redeploying up to 282 staff, with the
majority moving to Grasstands or Lincoln.
b, | Notethat AgResearch has requested approval from shareholding O -
" | Ministers for investmentof “{2)(0)(t) at Grasslands and <\ AW ]
9r2)o)i)  at Lincoln, < ( N . ( ( "'() AN
. Note that the investment will be funded through the sale f{’\us DY NN O
' farm and campus esssis and opetating cash flows. N or\|al,..~ ,\\_\\
funding will be requested from the Crown. < “3e p \\\)
LY X
d. Agree to send a copy of this briefing to t{h Q(\f,& an;ry Q\‘\\ Aérée ! Disagree
Industries, Hon David Carter for his @f{:rm bﬁ‘ .
Approve the attached letter . OFF onse (Annex O ¢ = :
8. p AN \9% e x@s%)\ \\ _ Agree / Disagree |
£ Approve the attachpp‘di‘qu_cabmet paperﬁ@e\)@mo) Agree / Disagree
P NS e i
- I\“:\\}j’} \\}“ ’}\
e Cx \
< \ \\,
x\\ 2 \\\
Nll ,\ ‘/ 2
Gen !‘Manaeﬁa ﬁ\%t L;tiﬁh% and System
Hon Steven Joyce e "7 Hon Dr Jonathan Coleman
Minister of Science and Innovation Assoclate Minister of Finance
Date [/ 1212 Date [/ /12012
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Purpose

1. On 31 October, Sam Rabinson, Chair of AgResearch wrote to you to request shareholding
Ministers' approval for an $89.2 million capital investment programms, the Future Footprint.

2.  The proposed investment meets the criteria of a "significant transaction” as defined by the
CRI Toolkit. The AgResearch Board is expected to obtaln prior written consent from
sharaholding Minlsters for any transactions with a value equivalent to or greater than
$10 million or 20 per cent of the CRI's total assels.

3. Initial analysis of the Futwe Foofprint business case was provided for your éeﬁng with the

AgRessearch Chalr and Chief Executive on 13 December 2012 (B/12/476 §sﬁﬂaﬂng - <’f\"x
es a\ Istter of " o

provides final analysls of the Future Footprint business case and pm;a\ﬁ
response (Anhex One),

W< ") ) \
4.  You have requested a paper to be prepared for Cablnet, tdﬂn\q ;ﬁ&sharehq(l@‘m&% Buéter 's
intended decisions. This has been provided as A[ujax T\yo

6.  For your convenience a copy of the Futurxl&qumﬁj‘éas:iness eﬁlSe\h\ébeen provided as

Annex Three.
ot B
’\\ \ ) ) ‘)\ t, \ \\
Background 3\\ e \\ B ..‘\\_

N

A
Y

/r

6.  The business ple\:\\mogosds thatﬁ?éée‘meh’remvests $72.7 miliion from asset sales to

build two s@:leme\zn’dmnovathn‘* &' or ‘clusters’ at Grasslands (Massey) and Lincoln and
refm Iiihtv t Ruak jitemi) and Invermay (Dunedin). The total investment by

foreagst to b $99.5 million, but this includes of $10.3 million of land and
bﬁl ngs bough m ant and Food Research. The plan requires the relocation of 262 staff

\ \(béibre relh:arhe Wi riatural reductions), including 87 non-scienca staff.
_ /X%&{)\’ Proposed
AN 1 Current location for Difference
,u\\\\3 current people
)¢ | Ruakura 266 104 -162
R Grasslands 267 364 +97
Lincoln 116 268 +152
Invermay 113 26 -87
Total 762 762 0

Tahle One: Future Foolprint staff distribution

7.  Grasslands will ba focussed on forage, animal and metabolism and health, agriculturat
greenhouse gases, human nutriton and food assurance and innovatioh research.
AgResearch plans to have approximately 370 staff based at this centre.

8. Lincoln will be focussed on South Island farm {dalry, sheep, beef and deer) systems,
sustalnability and environment, animal genomics/genetics and reproduction. AgResearch
plans to have approximately 270 staff based at this centre. South Istand dairy systems are
expected to continue to provide the major source of sector growth in the coming years.
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9.  Ruakura and Invermay will be focussed an regional farm systems, land-use, sustainability
and environmental research. AgResearch plans to have approximately 100 staff at the
Ruakura campus and 30 staff at Invermay.

10. The business case has to some degree been overtaken by a8 commitment by AgResearch to
work with Lincoln University, Plant and Food Research, Landcare Research and DairyNZ to
achieve, over time, the creation of a world-class education-research-technology transfer hub
at Lincoln, Canterbury (the Lincoln Huh)

11, MBIE and the Ministry for Primary {ndustries have prepared a joint briefing on the Lincoln
Hub for you and the Minlster for Primary Industries, Hon David Carter (B/12/467),
recommending that Ministers support an as full as possible integration of capital assets,
including speclalised laboratories and sguipment with integrated teams and(jcint” a}.llcomes P
A datalled business plan for the Lincoln Hub is due to be submitted by /gwam\zam s A \\

tv?rio %belopmal gm ‘~ ' ¥
tfsh hojdj:;%Mn i
hifmhon

12. The Future Footprint business plan, as presented, assumes t
Lincoln will take place independently with little sharing of
gave In principle agreement to the Future Footprint capahili

wvould

be able to enfer the Lincoln Hub planning procesm!b ‘3 )’iq tesa nts
\'\‘\f‘- % 3\ A J\\‘\\ '-\-M-'
_;' g A Tt PSS \.\ £ ]
Asset Sales = A MY A BN e
13. AgResearch has maintained aﬁ&h&bbase thatJn \aﬂ’fng campuses and under-ulilised
assets. MBIE and previgus tnaniforing age Qé!ba véheen concerned that these have
contributed to low i fll;; cial n n}i that revaluations, asset sales and non-core

income mayhﬁ«m y.an underpb):f core business.

14, AgRq,sbhrkh‘sWaﬁaoewue SRRl swpper Hutt) was declared surplus to requirements by
4!1&‘Bq’ai?d;in 2008,.T ite i on to b advertised for sale as abroved by shareholding

{ Miqisiars (B!12{3 Q).\P s are expected to he approximately 526150 B2

18. ‘I he 5¢a 10-2015 Farm Strategy, approved by the Board in November 2010, set
's plans to reduce the number of fanms from 13 to 5 over a five-year penod
oI ng ministers approved the sale of twa farms at Flock House in September 2011.

( ' ‘Rﬁe sale of farms is expected fo ralse gachon S22 N

\IG Stakeholders, such as the Ministry for Primary [ndustries and FertResearch, have expressed
some concetn that farm sales will lead to the loss of two long running fertiliser trials.
AgResearch has noted these concems and has assured MBIE that &t will work with

stakeholders to mitigate the risks.

17. MBIE recomimends that shareholding Ministers approve the remaining farms for sale with the
expectation that the AgResearch Board lead the process and regularly update MBIE on

progress.
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Summary of Investment Options

18. The faliowing table summarizes the Investment options:

Table Two: Fulure Foolprint businéss casa oplions

Investment Buslness as Usual 1 Business as Usual 2
option Future Footprint (BAU1) (BAU2)
Retain capability in -k ’»» 7 .__._/ &
Move capability to ; 5
create hubs at Li!:lcoln existing locations. ! g’e@tme I\ \
Summary Upgrade and bulldin _ | \feaw dsib mali \ 4\
and Massey — creating N
olusters’ or "hubs’ existing sltes tomegt b\, Business.} §.>0 ¢
: imrnedlate ngadi}\ . S o \‘\ .
—— el > xiﬁt -
?l, g s
$99.5m K \i \ Nigot o J\i\‘{‘?hj))\
sion 3o K\
Capital ‘ \\ Y\ }\ :\\t‘\ > \’\
Investment N el X
, f:‘fﬁ'rf\ﬁ-* >
NS
?‘i ,[c .‘\“,) _j “h’

10 year S{2kN)
In perpetully: S(Z;ii i)

10 year; SL2UbIH
In perpetuty: S{z3ikhm

10year. 2{2)e}il)
) 1
in parpetuy: ST

 Buiid
complefion

2016

2018

2018

Forecast
__revenue 2022

Forecast return
on equily 2022
Folecast
adjusted return
on equity 2022

* In BAUT {he firs! dividend
gation S22k

saciinn 5 ‘\Jhb‘" }‘

sechon S{E2Yhi)
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Financlal Analysis of the Options

19.

20,

21,

23,

24,

MBIE has considered the assumptions made in the respective business cases and found
them to be reasonable, Build cost contingencies, transition provisions and growth
assumption are within normal expectations. We find the timing of asset sales to be optimistic
but this has been considered in the sensitivity analysis presented.

MBIE recommends that shareholding Ministers do not consider the BAU2 option, which Is the
minimum investment level, AgResearch's campuses are In heed of significant upgrade so
additional business plans will be needed in future years. A deferred patchwork of smalier
works will erode any benefit arising from the initial 9{2){b(i1} of additional dividends.

2
sachion Sz <& A
( - ‘\~S \\e) e ,\‘\\; \‘1
< \{ W Cy WD
2 \ ~\\J)
A8 K '~ . N\ ‘\f/\\ g
We also note that the BAU1 business case, being improvidg ¢ SO ity wi ﬁ;g%oép site
configuration, takes one year longer. This is be £ ally d wociled
buildings Is slower than undertaking a newgwiﬁ&; A\ Qp%
The use of debt and alternative funding }E\\ﬁas \65\9hted In detall. Bank debt
is discussed further in the sensj nukry\‘&: sech ernaiive farms of finance
stich as partnership with lo le and e not been presented. MBIE
unhderstands that many rer By management and found to be
unsuitable. We re 1the uId be presented to shareholding
Ministers a g oond l 2
\anﬁle basts 0% ation provided, the Future Footprint proposal does
4;;511\ 258l «a‘threat 16\ e finanelal sustainability of the business. serdion 221N
0 v ¢ x \\ \ - section 9(2)(b)(i)

E \\,

\\ ’9\>
nalysis of the Preferred Option

(éﬁ.\ Cash flow requirements for the project are highly sensttive to variation in the timing and

26.

27.

28.

proceeds of sales and in the purchase price of assets. The worst case scenario presents a
peak debt of Z}UHIY in 2017, No discussion Is presented regarding AgResearch's
ability to maintain such a leve! of debt. However, the recent CR! Balance Sheet Review
(B/12/358) suggests thal AgResearch could currently suppott up to  S{2)(B}{il} debt.

A hypothetical peak debt of S(2EH1} has been discussed with AgResearch management.
This would require dividends if sales proceeds are better than the worst-case scenario. MBIE
recommends that any approval would be conditional on AgResearch developing such a

madel.

Sensitivity of NPV to cash flow variations is significant. Thereis a  9(Z:{5){I!} spread
between best and worst case scenarlos (10 year NPV).

No sensitivity to discount rate has been presented. MBIE has interrogated the financial
models provided and found that this sensitivity is substantially less than those sensitivities

modefled,
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Table threa; Sensitivily lo discount rafes

Model NPV - 10 years

| Fulure Footprint (8%) snlion B2}

Frid
e v 1 ﬂ“‘:-}ilrr: -

Fu!ure Footprlnl (6%)

Fulure Footprlnt {10%)

29.  iInconclusion, the sensttivities presented are reasonably selected and do nef, pmﬁent any
reason why the Futuye Footprint modet would be not ba approved. Howevar, {heré%s a8 3
significant exposure fo variation in the timing and proceeds of sales.ghd\n tﬁepurchaser 4
price of assets, MBIE recommend that any in principle agreement bexcbnﬁﬁgent onl -0
AgResearch providing detail of claar anc! unequivacal eyt po{nﬁs ga that ifthe fultha}r \fmﬂf
establishes that the business case is not as viable ascwfenlly éuggested, ihgr[ hq

programme can be reassessed. .\\\ LR ( L ,\,
- \ ’ ‘__.-' |" "._ ‘7 .'
.,“ {L .‘_.\\:‘__,.. =1 < " ey
\ ‘. ‘. S e, W T
!‘ \

Economic Analysis NS >

\ l

= K \\m. ¥ S S

30. AgRessarch’s purpose |s. ﬂo‘q Nd ﬁroducexa Jim&hdfa} }el’uln It primariy exists to improve
the performance of ilg gector: : the economtq cemsequences must also be considerad.

: j A . _»' Y '\ I A
Quantity of oulput. > &) -‘;- SR . ’J
nfo

\art}\@é

rmed ‘qff};lats tﬁat there is no substantial difference In the nature of
résbarh bistween thd options Presented. Any differences are incremental and can be

béﬁsfg’ered in L Imetion with total output.
32 \A'thOE%E Eolex é/nue is not significantly higher in the Future Footprint option, it is derived

al revenue growth, a key proxy for technoloqv transfer performance, Forecast
“camimercial revenus in 2022 is sachon SN higher than the BAU
ohis. This growth is in addition to the 22N average annual commercial revenue
( Q gmwth included In the BAU model.

33 AgResearch has not considered the economiic effect of this increased activity or stated
whether It Is derived through competitive advantage or through increased businass
expenditure on reseaich and development

Quality of output

34. AgResearch has presented some analysls linking internal slaff co-location to better quallty
research and ultimately GDP impact. The model, based on Treasury working papers’,
indicates that the Future Footprint plan would resull in a $16 million increase In annual GDP
(2021). This arises solely from the benefits of AgResearch staff co-lacating. MBIE assesses
the individual assumplions as reasonable, but finds the overall cause and effect tenuous.

! Hall, J. & Scobio, G.M. (2008} The Role of R&D in Produclivity Growtl: The Case of Agriculture in New Zealand-1927 to 2001, Report
No. 0301, New Zealand Treasury Working Paper, Wellinglon, New Zaafand and Glakelsy, N., Leviis, G., Mills, D. (2005) The
Econamics of Knovledga: What Makes ldeas Special for Economic Growin?, New Zealand Traasury Policy Perspeclives Paper 05/05.
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Wider impact

35. AgResearch is proposing the formalion of innovation hubs at both Lincoln and Massey. The
benefits of successful hubs, such as the Danish ‘Food Valley' and Tasmanian Institute of
Agricultural Research, are described qualitatively but there is little quanlitative documentation
available, It is commonly accepted that integrated services and aligned objectives maximise

aconomic benefits.

36. Aninnovation hub will not succeed simply because companies are co-located — it will
sticcead when all parties have a culture of collaboration. AgResearch'’s relationships with
stakeholders such as DairyNZ and the universities historically were poar, although they have
recently improved significantly, Poor relationships are a significant potential barriqr fo
success and MBIE recommend that AgResearch reports back on how it will d
relatianships at an executive level and how it will incentivise cullaboratl)( rship

behaviours at every level. v\\ {\ o

Strategic fit ; \
37. AgResearch’s objectives at Lincoln and Massey c@sg}eﬂﬂ the usiness

Growth Agenda, specifically: /*\‘

+ Building lanovation; Strengthenlng %h)nshtu S hc}hétp‘in}fmsinesses Interact
more effectively with researchir

o
= Building Innovati novguq )ia ure and encouraging the

development pf I rks ,\
(‘,,
e Buildin: our i%r growth from more efficient land and resource use
byt.ﬁbqe echnol and embedding best practice knowledge.
A\

L] \(,fo; Pr‘\mary Industries is aware of the Future Footprint business
its principles. it has reguested to be fully consulted if the

9)\ I in the dalry Industry is forecast to be focused in the South Island, Therefore, It i
+/reasonable to create a hub at Lincoln, building on existing relationships and aligning with the

proposed move of  DalryNZ steff.
section B2XLYI)
40, The plan currently presented is one of co-location, sharing a building with DairyNZ next to
the Lincaln campus. Howaver, since the business plan was submitted it has been recognised
that there is the potential to build a fully integrated campus with Lincoln University, Plant and

Food Research, Landcare Reseaich and DairyNZ.

41. Assuming that the proposed development operates within the capital constraints documented
in this business case, MBIE recommends that shareholding Ministers encourage the
development of an integrated campus at Lincoln and provide In principle agreement for
detailed planning to commence.

A Hub st Grasslands / Massey

42. There is potential to leverage Massey Universily's strength in food technologies with the
existing assets at Grasslands. Fonterra also has a very strong research and development

presence in the area.

MBIE — SCIENCE AND INNOVATION BRIEFING: AQRESEARCH. FUTURE FOOTPRINT

COMMERCIAL IN CONFIDENCE i

\\




43. Massey University's assets do not need urgent investment therefore a fully integrated
campus Is not yet viable. However, AgResearch still has the option to further develop plans
to integrate the needs of Massey, Fonterra, Piant and Food Research and other local

stakeholders.

44, MBIE recommends that AgResearch is given in principle agreement so that it can fully
engage with stakehalders and prepare joint detalled plans. Once detailed plans are
presented, MBIE will be able to fully consider whether the plans presented are appropriate
rather than being gold plated, Given that the creation of a Massey Hub is less advanced than
Lincoln and that stakehaolders such as Fonferra are currently considering their needs. We
recommend a 30 June 2013 reporting deadline.

¥ N
K _,r\ Ly
Wy i
\ ) “ A O

Staff = .\‘V \‘\ X A L
P \\\ } F ":\'

45. The Future Foolprint plah focuses on AgResearch’s tangiblaass\ats \Hm\?evgr. the | L
company's greatest determinate of success Is its staff, This fact is not ‘coveradih, suffxgrem
detail in the business case presented, despite the ad 282 slte h‘ansfem {before
retirements and natural reductions). Three slgnlﬂ nt QLrpti,es neeq,(q he adﬂressed

o Whatis the risk of losing staff In thq df\l\ﬁll'lgs proc\.ess? Jsthére\a?@conoenlrahon of

exposure with key steffe ),\’ h \ g,.‘ )
o Wil anew hub ImprqveAgResbhrch s abmty tb i‘a&hilt and retain the best stafi? What
are the benefits ofmih? g

«\’( B ‘\‘ .‘\\'"

o How will.sta \Izeﬂliéauraged fo caﬁ‘aborate and innovate across the sector, in particular
withlrﬂih’sfbo teixt of thgmew@{hposal for the Lincoln Hub?

AN

‘ ! ,) ~\ 3\' Sclfh;\%l\d Igm}‘édence Transitions
) T Fram- \ | To Transitions - before
. Qu.(rfe‘ﬁphpg ion Future Locatlon retirements, vesignations
K Qiﬁkkq(a Grasslands/Hopkirk 86
g,»{\ N\ Lincoln 76
7 (- PGrassIands Lincoln 14
)) Lincoin Grasslands 19
Invermay Grasslands 6
Lincoln 81
Total Sclence and Non-Sclence Transitions 282

Table Four: Staff transitions

46. MBIE recommends that AgResearch report back on all these questions.

Mext Steps

47. A proposed letter of response to the AgResearch Beard is provided as Annex One.

48, You have requested that a draft Cabinet paper be provided for your input. This has been
attached as Annex Two.
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Communications/Niedia

49, We recommend that you charge the AgResearch Board with managing any public interest
issues as they arise and that you request AgResearch to keep your office Informed of any
davelopments In the planning process and asset sales programme.

50. The AgResearch Board will also be expected to carefully managa internal communlications to
staff and external communlcations with national and international science community,
TN
.«;\\

o~
B Y

oy

51. There Is additional risk that local Ruakura and Invermay stakeholders will
a reduction in headcount at these sitas. MBJE recommend that AgRese;
office to prepare a communications plan,

<
2 D
Annexes "\QS{Q " o @ \’\} N
Annex One: Proposed Letter of Response % D 6\3“\ g
Annex Two: Draft Gabinet Paper .~ % - Y\‘. >
Anriex Three: Future Footprint Eg'@és@\‘a}se (O\S‘g‘g‘.}\
C:\ \)v /f'\'"\"\ -
Ay
QN
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Annex One: Proposed Letter of Response
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Annex Two: Draft Cabinet Paper
agction B2)gHi)




Annex Three: Future Footprint Business Case
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