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BACKGROUND

In mid 1992, the Meat Research Corporation retained Booz-Allen & Hamilton to compare the costs of
processing beef in Australia with the costs in the US and Argentina

To enable in-depth comparisons between the three industries, the study adopted a methodology
quite different from that typically used in such comparisons. Five representative facilities, three from
Australia and one each from the US and Argentina, agreed to provide detailed information for the
91/92 season on a confidential basis. To ensure commonality of definition, data collection was
supervised by a Booz-Allen professional in each country, and management of each facility was
interviewed at length to help intarpret the results. In addition, the results were carefully compared to
other data sets, both proprietary and in the public domain, to ensure correctness

This first report has now been extensively reviewed and discussed through a major presentation at
the AMEFC Annual Meeting, a series of two-day workshops held in Brisbane, Melbourne and
Sydney, in-depth reviews with the particilgants themselves and a number of one-on-one discussions
with industry experts. In addition, the MRC formed an expert team which toured the US and
Argentina to investigate first-hand the issues raised in the study

Specificaély, the industry raised five questions with regards to the study which have now been
answere

How do we know Australian facilities involved are really best-in-class?

Previous studies suggest Australian productivity is comparable to US productivity. If so, how can there be such
agap in costs?

3. The study says AUSBIC has processing costs of $1.13 per kilo -- doesn't this imply processing costs of $560
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per animal, which is ridiculous?
The study also says that cattle costs are very low and processing costs (vs. the US) are very high. Was the
study slanted to support the view of producers that Australian processors are inefficient? ‘

5. Two participants have challenged some of the numbers in the report. Is it inaccurate?

This scrutiny has resulted in a number of corrections and refinements of the original work



BACKGROUND (CONT'D

The initial study produced a number of major findings

- The Australian composite facility was severely cost disadvantaged to the US facility in terms of processing, but
advantaged in terms of animal cost

- The Australian composite facility is also disadvantaged to the Argentinian facility, but primarily due to animal
count

- Much of the cost gap, 60-70%, is the result of factors such as distance to market, type of cattle processed, lack
of government support, etc., and is beyond the control of processors

- At least 30% is addressable. If realised, this would mean an additional margin of over $50 per head. However,
realising this requires significant changes in the labour environment, which means that the improvement will be
difficult to realise

These findings created considerable controversy

For the most part, the controversy has been good -- it has created a widesgread recognition but the
real issue is not processor mismanagement or poor uptake of technology, but the difficulty of
effecting positive change in the Australian labour environment

To provide further insight into this problem, the MRC has now extended the study to Ireland and New
iealan_d, two countries with labour environments more similar to Australia’s than those of the US and
rgentina

Today's objective is to discuss these latest findings and their implications for the CCA, and to answer
any questions about either this effort or its predecessor
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SUMMARY OF RESULTS




NOTE

« This study represents a comparison of ten meat processing plants. To the extent possible, the data are all
from the 91/92 season. While it is accurate with respect to these participants during this time period, it does
have a number of limitations

- It represents a set of individual firms, not five entire industries

— It looks in-depth only at processing cost, not transportation, animal cost, or downstream
marketing. To the extent that particular facilities have chosen to incur additional expenses in the
boning room or by-product areas in order to address higher price markets and improve price
realisation, such expenses may well be justified by higher returns. We have not factored this in

- Finally, costs are very sensitive to several factors

The season we selected for comparison may or may not be representative, rather it was chosen
for consistency between facilities, thus it may have been a particularly good season for one facility
and poor for another

Exchange rates can make a tremendous difference in cost position. The drop in the A$/US$ rate
since the original study could already have eliminated 10¢ per kilogram of the processing
performance gap

+ Notwithstanding these caveats, the results of the reviews of the study, combined with the study tour
conducted by the MRC and our communication with participants, support the overall conclusions of this
study

24-319065



WHILE VERY DIFFERENT, THE PARTICIPATING FACILITIES ARE REPRESENTATIVE OF FACILITIES IN
EACH COUNTRY

D PTI F
.. COUNTRY.
Australia 600+ 25+ years Nalional 1 Mostly grass 50%+ 450+ Queensland/New | >450 kgs
{Composite) {ed catile South Wales
United States | 1,500+ 20+ years Enterprise l 2 Mostly feediot | <10% 450+ Midwestern >500 kgs
(Modified) cattle United States
Argentina 1,000+ 20+ years Enterprise 1 All grass fed 20%+ 150%+ Central Argentina { >450 kgs
(Modified) cattle
NZBIC 400+ 20+ years Enterprise 1 Grass fed 90%+ 100+ New Zealand >475 kgs
Traditional Mix of beel
and dairy
breeds
NZBIC 100+ <5 years Enterprise 1 Grass fed 95%+ <50 New Zealand >425 kgs
Hot Boning High proportion
dairy bulls
IRISHBIC 400+ <15years - | Enterprise 1 Grass fed 80%+ 300+ Central to >575 kgs
Winter feed Southern Ireland
Mostly dairy
breeds
* 50% of Argentine facility’s slaughtered animals are boned out; all other facilities are virtually 100% boned 24-29847BC



ALTHOUGH NOT THE HIGHEST COST PROVIDER OVERALL, AUSBIC DOES HAVE THE HIGHEST
PROCESSING COST

TAL DELIVE T/UNI
7 44 (A$/Kg FW)

4.34

S i
IRISHBIC USBIC AUSBIC ARGBIC

=

NZBIC NZBIC
Hot Boning Traditional

NET ANIMAL COST PROCESSING COSTS
6.43 (A$/Kg FW) (A$/Kg FW)

2.32 2.28

NZBIC ARGBIC AUSBIC  ARGBIC IRISHBIC N NZBIC

/A |

1.13 1.0 0.86 0.72 0.61

N\

IRISHBIC USBIC AUSBIC  NzZBIC

i

Hot Boning Traditional Traditional Hot Boning
NOTE: The difference between total delivered cost and the sum of net animal costs and processing costs is due to transportation 24-29853MR
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DEFINITION OF FINISHED WEIGHT

Finished weight, as defined in the study includes:

All chilled or frozen muscle meat cuts
Manufacturing and ground beef

Trimmings and fat that can be sold as meat (boxed), not by-products .

Finished weight does not include the sale of traditional by-products
(e.g. hides, offals, tallow, meals and other)

24-29851MRAR
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THIS DEFINITION OF PROCESSING COST PER UNIT IS SOMEWHAT DIFFERENT FROM THAT
CURRENTLY IN USE

. First, it is useful to consider by-products recovery separately from processing costs

. Second, cost per unit has been defined on the basis of finished weight, the most appropriate basis
for comparisons

—  Using only per head measures hides the fact that larger beasts are more efficient, and countries with
larger animals have a genuine cost advantage on the shelf

—  Using only carcass weight obscures the fact that yields differ considerably between facilities, again, which
translate to a genuine advantage on the shelf (facing exhibit)

- Both of these conventions are different from those traditionally employed in the industry

+  To aid understanding, the following page provides a set of comparisons expressed in more
traditional terms. From then on throughout the report, the definitions of "processing"” and "cost per
unit" are used as defined above except where explicitly noted



L IGHT, HD ND F D
(Kilograms)
Kilograms
600 -
595
500 1 534 518
486 63%  |475 53%
400 A 53%  [425
55% 56%
L) %ob
300 A 318
N\ Vv
67%| 74% \ 240
200 - i Q§§
100 -
AUSBIC uUsBIC ARGBIC IRISHBIC NZBIC NZBIC
Traditional Hot Boning
[ Live waight HDW FW
SOURCE: Participant data; BAH Analysis 24-29933AM/2
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USE OF TRADITIONAL MEASURES STILL SUPPORTS THE CONCLUSION THAT AUSBIC IS COST
DISADVANTAGED IN PROCESSING

0 LIA OF DY ST TRA AL M RE
AUSBIC USBIC ALl AD AGE
- (ADVANTAGE)
Finished  Carcass Per Finished ~ Carcass Per Finished Carcass. Per
Weight Basis Weight Basis Head Basis Weight Basis Weight Basis Head Basis Weight Basis Weight Basis Head Basis
(¢/kg) (e/kg) ($/hd) (¢/kg) (e/kg) ($/hd) (¢/kg) (¢e/kq) ($/hd)
Gross
Animal Cost 3405 228.7 $606.08 4658 329,77 $1,117.92 (125.3) (101.6) ($511.83)
Processing Cost
Less By-products 56.5 38.0 $100.57 {(40.8) {28.9) ($97.92) 97.3 66.9 $198.49
NOTE: - All numbers are in Australian dollars
« A similar calculation can be made for other BICs _ 24-29866MR/2



Bl;EAEEg(S:ESS'NG DISADVANTAGE IS THE CUMULATIVE RESULT OF DISADVANTAGES IN A NUMBER

LIAN DISADVANTAGE
(A¢/Kg FW)

USBIC ARGBIC |RISHBIC NZBIC ~ NZBIC
Traditional Hot Boning

By-Product Recovery and Yields 25.8 (14.7) 38.0 2.7 9.5
Labour 30.6 21.0 12.9 20.8 27.6
Consumables and Packaging 7.1 (5.9) (0.5) 6.3 7.7
Government Charges and Inspection 6.0 (1.2) 54 3.2 4.0
Services 5.6 2.7 3.8 1.7 2.0
Overhead and Depreciation 22.2 (9.0) 54 9.0 10.8
Total Processing Disadvantage 97.3 (7.1) 65.0 43.7 61.6



BY-PRODUCT REVENUE OFFSET DEFINITION

There are significant differences in the amounts of offal, fat, bone, blood and moisture
loss in each country, as well as differences in how these are used. To allow analysis of
these differences with the minimal amount of complication, we have combined the
revenue effect of these differences into a single number, which we have termed the
By-product Revenue Offset. It includes:

+ The recovery and sale of traditional by-products
— Hides
— Offal
— Tallow
— Meals and other recovered products

« The differences in meat revenue created by reducing carcass moisture loss in the
carcass chillers

» The differences in meat revenues due to market conditions that allow an increased
fat layer to be sold on the finished muscle meat (i.e. a 10mm trim level in Australia
vs. a 25mm trim level in the US)

This term is slightly different from those in common use in the industry in two ways.
Firstly, it incorporates the differences in meat yield across countries. Secondly, it does
not include the costs of processing by-products. Our belief is that the existing industry
measures do not facilitate analysis, and that these modifications are therefore
necessary

24-29914 MFUZ/
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By-Products Revenue Offset . . .

MOST OF THE OTHER BIC FACILITIES GET HIGHER VOLUMES AND VALUES FROM THEIR BY-
PRODUCT RECOVERY

BPC
A$/Hd
125

150 .

100 |8100.03

75 .

50

25

0

000

Y

m

$142.19

N\

7777/
77

N\

@
[=]
w
[+2]

=

7222704

$71.19

N

AUSBIC USBIC ARGBIC IRISH NZBIC NZBIC
BIC Traditional Hot

NOTES. « USBIC processors sell these flashed, not green

« IRISHBIC and NZBIC Hot Boning sell raw render mix

SOURACE: Participant Data, BAH Analysis

Baning

Price

YOLUME PER HEAD (kg's)
AUSBIC 35 18 36 45 134
USBIC 28 24 €9 48 169
ARGBIC 36 27 28 19 110
IRISHBIC k" 28 - 249 n
NZBIC 36 24 53 50 163
Traditional
NZBIC 33 17 - 169 218
Hot Boning

YALUE (S/kg)

ks | Vumaa . | rauow | omer | vora
AUSBIC $1.06 $089 $0.35 $0.77 $0.75
USBIC 247 1.04 035 048 0.84
ARGBIC 0.87 097 0.36 0.14 0.64
IRISHBIC $1.64 $1.42 - 0.05 0.35
NZBIC 1.21 1.23 o1 033 0.62
Traditional
NZBIC 117 1.40 — 005 0.33

Hot Boning

24-32009S

75% OF VALUE DIFFERENCE BETWEEN AUSBIC AND USBIC IS RELATED TO HIDE VALUE AS HIDES
FROM YOUNGER, FEEDLOT CATTLE IN USBIC PRODUCE HIGHER QUALITY LEATHER

-7-



EXPENSE AREA DEFINITIONS

Labour:

Consumables and
Packaging:

Services:

Government Charges
and Inspection:

R&M:

Depreciation:

Other:

Direct wages and on-costs (including penalty rates, holiday
payments, Rostered Day Off payments etc.)

Packaging, strapping, personal equipment (knives, etc.),
feed, salt, additives, etc.

Fuel, electricity, gas, telephone, water charges

Inspection and veterinary costs, transaction levies, QA costs

Labour, parts and materials, and contracts for Repair and
Maintenance

All depreciation expenses

Unallocated expenses, including corporate charges

24-29858MR/2
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IN THE SLAUGHTER AREA, LABOUR AND GOVERNMENT CHARGES AND INSPECTION REPRESENT
THE MAJORITY OF AUSBIC’S PER-UNIT DISADVANTAGE TO THE OTHER FIVE “BEST-IN-CLASS”

FACILITIES
SLAUGHTER COSTS PER UNIT* L 1 v AUSBI
(Finished Weight Basis) (A¢/kg FW)
Ag/kg FW e T
40 - ZBIC. | - NZBIC '
> || TRADITIONAL| HOT BONING
35 - 347 Labour
30 - Consumables 27 20 0.9 23 28
And Packaging
25 - 23.8 Services 15 0.4 0.7 0.1 07
19.9 21.2 | Y R
20 4 . Government 33
Charges And R
Inspection
151 12.8
T A&M And 0.7 1.0 (0.2) 0.1 1.7
10 - i Depreciation
5 Other {0.9} (3.3) —_ 0.1 (3.8)
Total 219 14.8 135 10.9 14.1
0 — Z Ditference
AUSBIC USBIC ARGBIC IRISH NzZBIC NZBIC
BIC Traditional Hot Boning
24-20859MR

* Includes By-product processing costs, e.g. edible offal room, tripe room, efc.

NOTE: -+ Positive Number = AUSBIC Disadvantage

* Exchange Rate used is 0.75 (USD and Peso), 2.44 A$/Irisht, 1.38 NZ§/A$

* Numbers used may not add due to rounding error
SOURCE: Participant data, BAH Analysis



MOST OF THE FABRICATION COST DIFFERENTIALS ARE IN LABOUR, C&P, AND SERVICES

FABRICATION COSTS PER UNIT
(Finished Weight Basis)

Ae/kg FW

50
45
40 4
35

47 1 48.5

42.9

23.5

20.8

22.4

AUSBIC USBIC ARGBIC IRISH NZBIC

NZBIC

BIC Traditional Hot Boning

NOTE: + Positive Number = AUSBIC Disadvantage
- Exchange Rate used is 0.75 (USD and Peso), 2.44 A$/lrish £, 1.38 NZ§/A$
+ Numbers used may not add due to rounding error
SOURCE: Participant data, BAH Analysis

FABRICATION COST DIFFERENCES VERSUS AUSBIC
' (A¢/kg FW)

Labour

Consumabiles
and Packaging

Services
Government
Charges and
inspection

R&M And
Depreciation

Other

03

(2.5)

(0.1) 0.2

0.8 (4.8) {2.0) 0.4 (1.0)

(0.9) — (0.9) — (0.4)

Total
Difference

26.3 (1.4) 4.2 23.6 24.7

24-29860MR



IN OVERHEAD, AS IN THE PREVIOUS AREAS, LABOUR COSTS ACCOUNT FOR MUCH OF THE AUSBIC
OVERHEAD DISADVANTAGE -- ARGENTINA, HOWEVER, GIVES UP THIS ADVANTAGE DUE TO
SIGNIFICANT GOVERNMENT FEES AND TAXES

Ag/kg FW
40

35
30.9

E D COST
(Finished Weight Basis)

36.7

30

254

244

21.6

17.6

AUSBIC USBIC ARGBIC

NOTE: - Otherin ARGBIC includes almost 600,000 peso/month in selling commissions, storage and government taxes
NZBIC Hot Boning pays head office charges to cover management and marketing services

LI T T 3

IRISH NzZBIC NZBIC
BIC Traditional Hot Boning

Positive Number = AUSBIC Disadvantage
Exchange Rate used is 0.75 (USD and Peso), 2.44 A$/lrish £, 1.38 NZ$/A$
Numbers used may not add due to rounding error
SOURCE: Participant data, BAH Analysis

EA

DIFF
(Ag/kg FW)

fggpmgw. HOT BONING

Labour

Consumables
and Packaging

Services

Government
Charges and
Inspection

R&M And
Depreciation

Other

{0.1)

08

28

81

(1.0)

(0.2)

(2.7

28

08

3.1

(2.3)

(0.4)

(14)
0.2)

19

(0.1)

{1.4)

05

12

12

Total
Ditference

233

(5.8)

9.3

13.3

-10 -
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GIVEN THIS PERSISTENT DISADVANTAGE IN LABOUR COSTS CONSIDERABLE ANALYSIS WAS

CARRIED OUT TO BETTER UNDERSTAND IT

Depth
of
Analysis

v

PARISO

HEET

+ Labour cost per kg (HDW) A¢
— Slaughter
— Fabrication

 Fully loaded wage rate (A$/hr)

« Productivity (head/employee/day)
~ Total
— Direct

+ Injury rates per year (per 100
workers)

» Unionisation
— % union (workers)
— Awards/site
— Work classifications/site

F

12.6

194

16.22

—r —
o

130

109
4@

66

- 40
7.8

156.75

© N
-~ W

9.1
8.7

13.15

2.2
27

210

100

12

* Adjusted to reflect that IRISHBIC and NZBIC Hot Boning do not have rendering operations
NOTE: « AUSBIC - Australian "Best-in-Class" composite facility
Comparable work classifications; US: Edible offal (Grade 3), AUS/ARG: Petfoad worker, Ireland: Grade 3 by-product worker, New Zealand: C/D grade slaughterman

(1)
2
(3)
(4

ARGBIC based on 6.5hr/day paid

South American injury estimation from data on absenteeism

) There are nearly 50 different federal and state awards across the industry
SOURCE:

Participant Data, BAH Analysis

-11 -
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Labour. . .

SIX FACTORS EXPLAIN MOST OF THE LABOUR COST DIFFERENCES BETWEEN AUSBIC AND THE
OTHER BIC FACILITIES

- (A¢/Kg FW)
BIC. | NZBIC
ITIONAL|HOT BON!NG
Animal Size 5.9 (0.4) 6.6 2.0 (4.6)
Yield Differences 3.7 2.8 2.8 0 1.7
By-Product Labour 0 1.0 2.0 0 2.0
Wage Rates 0 41.0 (5.6) (2.7) (4.6)
Benefits (On-costs) 0.2 (11.0) 6.6 3.1 3.7
Labour Productivity 13.5 (13.8) (6.9) 1.1 22.4
Other Factors® 7.3 1.4 6.5 7.2 7.0
Total Ditferances 4| RO
vs, AUSBIC RT6
* Management, pro@d mix, other ur-lexp!ainé& factors. Estimaléd}:iy-pmduct impact | 24-298825

SOURCE: Participant data, BAH Analysis

THESE FACTORS ARE ADDRESSED IN MORE DETAIL ON THE FOLLOWING PAGES

-12-



Labour . . . Animal Size . ..

FIRST, AVERAGE LIVE WEIGHTS AND FINISHED WEIGHT YIELDS DIFFER SIGNIFICANTLY AMONG
COUNTRIES -- RESULTING IN DIFFERENT OUTPUTS FOR THE SAME LEVEL OF INPUT LABOUR

LIVEWEIGHT AND FINISHED WEIGHT BY COUNTRY
600 - 595
518
500 | 486 4
) | | 25
- =>36.6%'__ - 41.1% ;; 36.3%| 40.0%
300 - o
200 - 178 / , / 188 170
200191717 17
SO0
AUSBIC USBIC ARGBIC IRISH BIC NzBIC NZBIC
Traditional Hot Boning
SOURCE: Participant Data ' 24-29883S
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