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1.0 Executive Summary

W2 KSNBE GKSNB A& YdzO1:= GKSNB Aa

The main ofective for our industry must be to reduce the cost of fifth quarter
disposal and improve returns. To regain the historic position when the fifth quarter
made a significant contribution to overall operating costs similar to those obtained
prior to BSE ands illustrated by my visits to South Africa, New Zealand and Australia
and the US.

Due to the scale and centralised nature of processing in New Zealand and Australia
the ability to market and exploit new markets for their fifth quarter is far greater
than in the UK. Processors are far more likely to be vertically integrated enabling
them to progress further up the value chain. This shortened chain lends itself to
high-level product traceability and reduces the number of stakeholders requiring
their cut. Consequently the fifth quarter is worth more than double in Australia, New
Zealand and the US than in the UK as illustrated by figure one.

Figure One. Cattle fifth quarter in selected countries (US $). (EBLEX)
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In the UK we have a more fragmted industry with over 190 small or medium sized
abattoirs, 50% of abattoirs send offal direct to rendering and are unable to secure
higher value markets for their offal because of their low volumes. The industry
therefore must move to load volume congtdtion as a means for smaller
businesses to compete in the international export market.

The reopening of our export markets also means low value items, which would
previously have been sold cheaply for rendering or pet food, could be exported for
greate returns. My experiences in abattoirs in New Zealand and Australia illustrated
the importance of improved and careful harvesting of offal in the UK. In addition
each element of further processing strengthens the position of the seller.

Farmers can plagn important role in tangibly improving fifth quarter quality for
example in reducing liver fluke damage. Producers need to be made aware of
problems and any increase in new cases in offal and hide downgrading. If there was
a value associated to offal afidedback reports including offal and hide quality, this
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would empower producers to think of their livestock as a package of products rather
than simply a carcass.

¢CKS ljdzr tAGe 2F GKS GFlyySNDRa NIg YIFOGSNRLFTE X
farm management and production methods. Improving these standards would

increase hide quality and result in improvement of value along the chain, improving
economic performance of all sectors, producer, processor and tanner. The challenge

is to find an improvemet scheme that is simple and cost effective, that can possibly

be incorporated into existing farm assurance schemes.

There are excellent potential returns available for producers adding value to unique
native breed cattle hagonchides and sheepskins Wwih the UK. Suitable marketing
applications would help generate increased identity for the regional tourism
industry, especially within areas of the UK using synonymous regional branding and
distinctive sheep breeds, e.g. Herdwick sheep in Cumbria. c@hihave a great
impact not only in promotion of native breeds but also in promoting the
differentiation of a region. These products can also help develop a farm brand and
establish new income streams.

However it is clear that there is an urgent needcteate a sustainable strategy to
save the UK tanning sector, or potentially we lose an industry asset and skills forever.
The position of the UK sheepskin industry inparticular can only be described as
perilous. It is only by supporting these companiest ttee opportunity will remain

open to us in the value added sector. It is vital for agricultural stakeholders to open a
dialogue with the hide and skin industry to move the industry forward enabling it to
reinvent itself through the creation of modern féties and regional tanneries.

The marketing of a small number of hides and skins is only part of the story, the vast
majority of skins and hides will remain for the foreseeable future a commodity
product on a world market. We still have a good hijgss product in the UK to
market to international tanneries: our cattle are not branded, do not suffer tick
problems and many are finished indoors. The quality of hides worldwide appears to
be on a downward trend and opportunities are being missed becaubeuah the
leather market suffers from peaks and troughs, quality will always sell.

Relationships between the various elements of the beef and sheep industry have
always been tenuous. There is a disconnection between all stakeholders within our
food chain A systent encompassing farmer, abattoir, hide market, fellmonger,
tanner, renderer, etc, all with a myopic approach to their own sectoral profitability
has produced an atmosphere of mistrust and self interest where value adding
opportunities are lost.

All stakeholders would benefit from forming a working group to help develop better
understanding between our symbiotic industries and therefore help enable
transparency and increase profitability for the entire industry. Legislation and
consumer attituds must be changed to enhance better understanding of the
exciting products that can be efficiently and safely derived from the fifth quarter.



2.0 Introduction

2.1What is the Fifth Quarter?

Hearts, Liver, Kidneys, Tongue, Skirt, Tripe, Cheek, Taies, HStomachs &
Intestines, Runners, Tallow, Sinews, Pizzles, Bones, Blood, Embryonic Fluids, Heels,
Head Mounts, Horns, Rendered Products, Nutraceutical, Bioactives and

Pharmaceutical products, hooves, tendons, ears, glands, etc, etc.

Figure Two: Beefi§sues % liveweight  Figure Three: Sheep Tissues % liveweight
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The fifth quarter represents an average of 47% in beef tissues and 51% in sheep
tissues of total liveweighand yet in the UK only realises 5% of total value (EBLEX
2009). Fifth Quarter tissug are broadly split into two categories edible or-co
products (red offal: liver, heart, kidney and tail) and inedibledrgducts, (green

offal: stomach, digestive tract and hide). Yet for both edible and inedible fifth
guarter the primary producer recedg no tangible value, and the value the processor
receives has fallen dramatically over the last two decades.

Before the onset of the BSE crisis and its consequent problems for the UK livestock

sector, offal and bgproducts from animals were still refrR G2 | a4 GKS W7
j dzZ NIISNR:Z a (GKSe& GNIRAGAZ2YyIffte LINPOARSR
As a consequence of BSE and subsequently Foot & Mouth Disease (FMD) the
available profit from the fifth quarter has been substantially eroded as starkere

limited through export bans and much of the material from which value was once

derived became no more than waste and a cost to the industigependent work

commissioned by EBLEX has suggested that adopting fifth quarter practice could

change a £00 charge per bovine into a £40 benefit per bovine.



Despite the generic nature of most fifth quarter products and the primary producer
having become increasingly disassociated from this market, the producer is able to
have an influence on some of its dity both in terms of value added direct and
commodity markets, for example in liver quality and hide improvement. Therefore,
a potential opportunity now exists to regain and reinvent significant value within our
supply chains, especially now that OveririjhMonth Scheme (OTMS) restrictions
have been lifted and our export markets areapening to the world.

2.2 Background

| graduated from Harper Adams Agricultural College with an agricultural degree in

2002 and the Royal Agricultural College withAagricultural & Food Marketing MBA

in 2006. | now farm with my parents at Spring Barrow Lodge Farm in Leicestershire.
The farm is a mixed unit comprising of 750 acres, 500 acres being arable and a
further 1200 acres contract farmed. The 250 acres of gradstpports our 200

head herd of pedigree Longhorn cattle and Jacob and Suffolk sheep flocks.

We are passionate about pedigree breeding and promoting our stock through the
show ring. Our main route to market for those cattle and lambs not sold for pssligr
breeding is through our added value retail business selling our meat direct at farmers
markets, events and through our on farm butchery. In 2009 we have sold over 60
bodies of purebred Longhorn beef, 200 lambs and outsourced 150 Rare Breed pigs.

Sellirg direct has allowed us to put a firm base in the price of our pedigree stock and
has enabled us to achieve the best margins from our native breeds. Their brand
allows us to achieve a premium, selling direct to the consumer and in turn this
enables us to @unter any loss in performance and carcass yield in comparison to
modern commercial and continental breeds.

2.3 Why the Fifth Quarter?

We are a low volume turnover business aiming to achieve the highest value per
animal we can through direct marketin@ecause of the unique qualities of the
native breed cattle and sheep we produce and through having diversified into direct
meat sales, | became increasingly interested in the additional value that our fifth
guarter products could offer our business. Bemtarmer and relatively green to the
butchery business | found myself observing the meat chain with a fresh perspective
and questioning the level of transparency and efficiency within our supply chains.

Having considered a Nuffield over the years, | alagys attracted to do something

a bit different and looking at the fifth quarter industry from a farmers perspective

has been a rewarding and interesting journey. Learning about the fifth quarter has
GF1Sy YS 2dzi 2F Yeé W]y 2ade®lBmas unde?sta®iflg | y R
of the symbiotic industries that surround livestock farming and | hope through this
study | help raise awareness of the opportunities that are available to our sector. My
aim is to highlight areas for discussion and create a widebate for the
opportunities for improvement in returns.
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2.4 Objectives

1 To help explore and maximise returns from the fifth quarter for producers
retailing their beef and lamb direct to achieve the highest possible return per
unit.

1 To explore thevalue of Native Breeds and the added contribution they are
able to provide to margins through the marketing of their unique fifth
guarter (hides and horns).

1 To explore and highlight the opportunities to improve returns throughout the
beef and sheep indiyy by increasing the value of the fifth quarter resource
to the industry.

To inform my study | travelled to South Africa to understand how a developing
country, with a poor population that places a high value on protein uses its fifth
quarter. To undersind how Australia and New Zealand, two countries with large
volume production, uniquely placed to export to the Asian market consolidate and
market their fifth quarter for export. Finally to the United States to meet smaller
producers and marketing eoperatives marketing fifth quarter for direct sales from
native breeds.

11



3.0 The Leather Industry
3.1 The impact of the producer on Hides and Skins

The value of finished leather is affected by the quality of the grain in the leather and
the grain is influened by farm and abattoir activity and practice. The producer can
impact on the quality of the grain by damage from lice, ticks, scratching, barbed wire
and dung burn. However farmers are frequently unaware of the value of the hide as
a product.

Damage cased by ectoprasite infestation, goads, branding, barbed wire and dung all
leave minor scarring on the hide which, while of little significance to the farmer or
the animal, significantly reduce the value of the hide to the tanner. The needs of the
farmer ard the tanner are different at this point. Unless the animal is in distress or
its performance condition is suffering, the farmer has little incentive to attempt to
rectify problems affecting the hide. For the tanner the damage, which cannot be
detected untl processing has begun, represents a loss of value on the final product
and increased expenditure on additional processing to mask the damage.

The quality of hides is defined by the absence of damage to the grain surface
through which, the hair fibresrgw. This grain surface is visible only after the hide
has been partially processed, with the hair being removed to reveal the surface. The
tanner therefore buys blind on weight, which actively discourages quality high
payments. This and the inability toace the hide back to the individual producer
severely limits the opportunity to add value and therefore increase quality.

3.2 The Tanning Industry

As a result of intense international competitive pressure a great deal of the UK
tanning industry has coraicted substantially over the past thirty years, leaving the

hide and skin market exposed and largely reliant to the vagaries of the export
YIEN] S o ¢KS YlFI22NAGe 2F KARSa FyR &alAya
salted and exported to countries viitower labour costs and environmental disposal

costs.

Cattle Hides and Sheepskins in the UK are generally preserved and traded in two
formsc
i Saltedc salt acts as a preservative of the skin, providing a stable product that
can be exported with a mediuterm shelf life.
1 Chilled¢ the modern alternative to salting, reducing weight in transport and
environmental disposal costs.

Over the last decade the country with the largest demand is China, although Italy still
imported two thirds of our bovine hidem 2008. Hides and skins are offered to a

global market and are subject to fluctuating market prices typified by cyclical peaks

FYR GNRdAK&a 2N WFSFad FyR FlLYAYySQad 2SS | NB
to the fall in demand for leather in theac manufacturing industry. Hides and skins

12



are recognised as one of the most volatile commodities in terms of prices and
tanners face problems in long term planning because of this price volatility. The key
issues are

1 Hides and skin supply is not prieastic: because they are a-pyoduct, the
supply is driven by demand for meat and changes in agricultural policy rather
than price.

Rapid changes in fashion.

The UK market structure has several links in the supply chain (abattoir, hide
market, trader andrellmonger/tanner). The demand influence in the supply
chain is therefore diminished or lessened by the number of links.

Tendering systems based on a short term basis intensifies volatility of prices.
Skins and Hides are a-pyoduct and therefore can bbeandled poorly as a

low value item.

= =4

= =

As with most sectors of the meat industry the BSE outbreak caused problems for the
hide and skin trade. Many export markets switched to skins from other countries
and this trend has remained as further animal healgdues have been prevalent and
the stigma of BSE remains.

3.3 UK Sheepskin Tanning Industry

f 5dzNAy3I (GKS wmpcnQa YR T1TnQa (G(KS akKSSLMA
people, over 50% of whom were based in the South West.
1 The 6 biggest tanneries and manufaiers employed 2140 people with a
combined turnover of £30 million per annum.
1 UK sheepskins were sourced by these tanneries and manufacturers for
clothing, slippers, footwear lining, infant care, seat covers and rugs and many
other products retailed commhensively in every major high street
throughout the UK and exported to more than 26 countries.
¢ .8 GKS o06S3aAyyAy3a 2F GKS wmMobdbdnQa H 02YY
employed less than 350 people.
The annual sheep Kill in the UK in 2008 was 15.5 million.
There remains only a small domestic market for skins being 60,000 tanned
primarily by two tanneries in the South West of England, less than 0.5% of
GKS G240 f LY byydzht (AfE® /2yGaGNFad GKA?
million sheepskins were tanned ihe UK.
1 At a notional retail price of £50 per skin the revenue from the UK tanned
sheepskins realises in the region of £3 million per annum, retained within the
UK economy.
1  Within the UK there is only a humble 10,000 sheepskins, which are annually
contrad tanned for farmers.
1 The majority of the rest of the UK skins are salted and exported by hide
markets.

= =

(RSA 2004)
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Why the decline?

EC legislation arising from BSE and FMD and AnirRaid8yct regulations.
High environmental disposal costs.

Comparativehigh labour costs.

Volatile market.

Rapid changes in consumer taste and demand in sheepskin products.

= =4 =4 4 A

Fenland Sheepskin Company is one of the last surviving tanneries in the UK,
processing skins for bespoke customers and also offering a contract taserivige

for farmers, from £18 per skin. | was lucky enough to meet Andrew Tinnion who has
sadly passed away during the writing of this report and | was impressed with his
depth of knowledge and enthusiasm for the sector.

The most striking message from dkew and from Peter Robinson the secretary of
the Real Sheepskin Association was that the UK sheepskin tanning industry
desperately needs a succession plan. Much of the equipment and machinery used in
the remaining sheepskin tanneries is antiquated and ynah those who are still
employed in the sector are nearly as old as the machines!

Andrew was passionate about sourcing UK sheepskins and their unique selling point
in relation to traditional breeds and those with distinctive wool. However many
breeders @& coloured sheep can often have small quantities of volume, which
therefore make it difficult to purchase enough stock to fulfil orders.

When Fenland had been approached by a clothing manufacturer looking to source a
large number of Herdwick skins forlaxury clothing range, he felt this might be
possible by approaching abattoirs, where there is enough throughput of Herdwick
skins in the North of England. This would enable them to build enough stock to
enable the clothing manufacturer to publish a catgle, with confidence that it
could fulfil the orders. However enquires simply led to concerned hide and skin
YSNOKIydGa Ay GKS INBFZ g NyAy3a GKSY gl @&

LI G OKQd ¢KS aStSOlA2y 27T |puzfof UKliaBnerleY a1 Aya

3.4 International Sheepskin Perspective
3.4.1 Australia

Australia is uniquely suited to sheep production, traditionally the most popular
breed is Merino, with their distinct characteristic of heavy fleece of fine quality,
white and dense wool. Australian pelts are typically poor quality suffering from
seediness, ribbiness and general ectoparasite damage.

Ly O2YLI NR&A2Y (2 (GKS !Y R2YSadAO0 Nrg YI GSN
historically held more value in the wool, ttvipure Merino skins being potentially

worth less than the wool. Another key difference is volume, slaughter within

Australia is on a far larger scale and it is common for abattoirs to process up to 3,000

14



lambs per day. In many other ways the system ofibgiyand selling sheep skins is
similar to the UK, both experiencing common problems. However there are a few
fundamental differencesg

9 Bidding for the raw material occurs on a daily, rather than weekly basis. This
is because of the higher output from ala@its and therefore requires the
daily removal of skins.

1 Skin buyers will visit the pens at several abattoirs before slaughter and place
bids against the skins that he desires. A large degree of grading of skins whilst
on the animal will be carried out athis stage and the price placed
retrospective of perceived quality.

The Australian sheepskin market structure is similar to the UK, although there are
some key differences. The Australian raw material is recognised as holding more
value in the wool of th skin and the price is adjusted accordingly, whereas in the UK
this is not the situation. The quality judgement is made whilst the skin is on the live
animal, although this will not ultimately mean the pelt will be quality. Skin buyers
bidding for lots atabattoirs is a more open and transparent system for hide
merchants and fellmongers to buy skins, than the closed system in the UK. This
method of bidding would allow more opportunity for tanners to source the quality of
skins they wanted. It would also femtially overcome the example given regarding
Fenland struggling to source Herdwick skins. However because of the smaller
volumes of throughput in the UK this system would be hard to achieve.

Figure Four. Summary comparing the UK and Australian Markeicttire

UK Australia

Various Breeds Mainly Merino

Significant value of the raw material | Value of raw material has traditional
the pelt been in the wool

No grading of raw material at all f¢ Grading for wool and pelt quality carrie
quality out onlive animal

Low slaughter numbers High volumes of slaughter numbers
Weekly bidding for raw material Daily open bidding for raw material.

In Australia the skin is a separate line on transaction when selling lambs over hooks,
meaning that the producer eives one payment for the skin and one payment for
the carcass. Skin prices can vary a great deal and is dependant on the presentation
and cleanliness of the animal pre slaughter and the type and length of wool on the
animal. Mutton can range from AUS$Q.8p to$30 for Merino sheep. This method

of feedback separating the payment helps provide an incentive culture and enables
the producer to have a greater understanding of the market.

15



3.4.2 New Zealand

bSs %wSIftlFyR A& (KS 42 NH Rdlsiand dedpil Ssslight S E L2 NJi
change in market structure over the last 20 years the number of hide and skin
merchants are minimal, thus retaining a relatively short supply chain. Large
processors like Alliance have fellmongeries situated on site at the wia&s, which

receive skins direct from the killing line and are processed immediately. This favours

farmer traceability and feedback because a change in supplier can be easily
identified on the Kkilling line, through marking the skin or using a tag. Hewev

despite the advantage of a short supply chain this was not being exploited and

quality improvements were not being conducted.

Figure Five. Summary comparing the UK and New Zealand Market structure.

UK New Zealand

Good quality pelts Good quality pelts

Skin merchants part of the supply chain Few skin merchants

Longer supply chain Short supply chain, abattoirs often linke
to fellmongers

Small abattoirs High volume kill (up to 35,000 per day)

Wool low value Wool low value

The key to improving qu#yiis pelt traceability and in New Zealand whilst visiting the

meat works at Oamaru owned by Alliance | was introduced to a tagging method
1y26y +Fa WvdzAiOl {0A1QX 6KAOK KIFIR 0SSy dzaSR
The principle involves insertirgbar coded plastic strip through the axilla and each

end of the tag then sticks together to form a ring. This tag holds a number that

relates to farm origin and has been developed to survive the pickled stage where the

skins are graded. The grades carrthbe feedback to farmers, however despite

seeing a rise in pelt quality the scheme had been discontiqued

We¢KS (NRdzotS Ad4 KARS AYLINROGSYSyid G§SOKyz2f 23
P2 AYLINROSYSYy(d F2N mnx: O NGO S FoRASWAeD SfaoR
General Products Manager (Alliance).

This view was commonly expressed during my study tour, everyone in the chain from
producers to tanners can see the value and importance of hide and skin traceability
but for a programme to work it needa committed relationship between all
stakeholders in the supply chain. However the value of the market and nature of its
volatility means the continuation of traceability systems becomes vulnerable when
the market value is low.

16



3.5 UK Cattle Hide Tanrgnindustry

 The UK Bovine Kill in 2008 was around 2.7 million hides over 50% are
processed in the UK through one remaining large scale tanner in Scotland.

f ¢KSNE NS | KIFIYyRFdzA 2F 20§KSN) WwoSaLeRi1s
specialised to survive, in the facé similar circumstances to that of the UK
sheepskin sector.

NCT tannery is the largest remaining hide tannery in the UK and processes over 50%
2T GKS !'YQa KARS&AX GKS LXIFyd SadlofAaks
in Europe predominantly mNJ SGAy3 3INIRSR KARSa 4 @K
their sister company Bridge of Weir leather on the same site takes leather to the
finished stage for automotive, furniture and the aircraft industries.

A

R
S L

| was intrigued to learn how we as a farming istty could have an influence on the
final quality of hides and would the development of a traceability programme
potentially generate better returns for the industry. | was particularly interested in
visiting NCT because of their size and also the fag theve a high emphasis on
quality control and have a designated representative to liaise and strengthen
relationships with the abattoirs that they source their skins.

¢tKAa SyloftSa (GKSY G2 Odzi 2dzi GKS WKARS YI !
supplers across the UK. The advantages of this mean they reduce costs, increase

guality and reduce environmental disposal costs of salt by using chilled preservation

methods. However in return they have to guarantee to purchase all the abattoirs

hides and skis, good or bad. Hides are graded internationally as A (being the best

grade), B and C. The aim is to process as many A and B grades, which are more
saleable as the remaining C grades (currently 30%) tend not to find a designated

market but are sold on thepot market and potentially at a loss.

| was specifically interested in learning how farmers could increase the value within

0KS OKFAYSXS AYONBFaAy3d (KS ydzYoSNI 2F LJ2 2 NBN.
was lucky enough to spend time in the tary and it was apparent that the majority

of damage to poorer quality hides occurs in the abattoir usually leading to holes in

the skin, caused by flay damage. Despite having looked at traceability programmes

for hides in the past that would lead directhack to the farmer, the view expressed

was that any cost of implementation at both the abattoir and tannery would

outweigh the potential benefit of hide improvement.

3.6 International Hide Improvement Strategies

The Australian hide improvement prograren{H.l.P) was a study that had been
funded by the MLA and other industry bodies in Australia, investing AUD$2.6 million
into researching activities to improve the quality of Australian cattle hides. The
evaluation and research of the hide improvement pamgme highlighted why hide
improvement is difficult in Australia and why it is important to improve quality.

17



9 Hides produced in Australia are often flawed by barbed wire, large scratches,
scarred by parasites such as ticks and buffalo fly and brandedasgé sized
fire brands in conspicuous parts of the hide.

1 The costs of correcting defects in leather originating from blemishes in the
raw hide are borne by the leather manufacturer and this is coupled with a
lower selling price of a corrected piece of tleer (and hence a lower raw
price) in comparison with an unblemished one.

1 Users of leather in the footwear and furniture sectors also incur increased
costs (decreased cutting yields, wasted cutting time, lost productivity,
remakes and rejects and extra entory) as a result of hide damage caused
by producers and meat processors.

1 These problems have implications for exports where Australia is perceived as
a supplier of poor quality hides and low grade leathers.

Therefore to attempt to improve quality angtading feedback the objectives of H.I.P
were pursued through the development of a system to transmit information on hide
quality and hide characteristics to the producer from the processors (abattoirs,
tanners and hide traders). Under the system where élverage market price signals
pass through to the producer only broadly as an average price for all hides, there is
no provision for feedback on quality of individual hides and hide prices are not
separately identified. Without such information the move ® value based
marketing system, where better hides achieve a premium and poorer hides are sold
at a discount cannot be made.

Therefore in Australia the system developed for the H.I.P was a unique hide
identification programme, using a compressed airtdaing stamper. The hide is
stamped with a tattoo at the point where the hide is being flayed from the carcass
and has an automatic cycle with adjustable timing once the trigger is activated.

When the hide is graded at the wet blue stage, the gradedtar entered into the
tannery computer system. This system is then able to provide a range of reports on
individual hide quality and is a powerful aid to inventory management. This system
was designed to also collect both carcass information from the alvednd grading
information from the tannery, this information can then be matched and the
feedback process can commence.

The hide feedback information system can be used by abattoirs to achieve premiums
and incentive prices for their products with custers as well as introducing an
incentives payment programme to reward producers who supply high quality hides.

Despite this apparent panacea and the excellent technology that had been
developed, the funding for the hide improvement programme in Austrabes
stalled. Due to the following weaknesses

1 Cost of technology and implementation of that technology is high and the
market potential unclear.
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1 Meat processors proved reluctant to pass information down the chain to
producers.

1 Producers in trials wereat receiving anything extra for quality hides and
therefore there was little incentive for change within the farming system to
improve quality.

1 Many in the supply chain were happy with the simplicity of the averaging
system.

1 Lack of processor profits makéeem risk averse.

The H.I.P illustrated that one of the key stumbling blocks is the cost and
implementation of technology within the abattoir and tanneries. EID for cattle has
now been introduced in New South Wales and in the UK sheep sector ovearsthe |
12 months and perhaps a potential benefit of EID technology could be that if the
mask can remain on the hide and the tag can survive the wet blue stage, feedback
could be introduced using an existing system at little extra cost.

Timereau Light Leatlmein New Zealand processes premium deerskin leather,
marketing it to major European fashion houses in Europe, such as Gucci and Prada.
Deerskin is used by the top fashion houses because it can be of the highest quality
leather available, being light and fsowith excellent grain structure. Although
individual hide traceability is not necessary, Timereau do work with the abattoir to
ensure that each batch of deer from each producer is stamped with a distinguishing
mark, for traceability feedback and rewarDue to the nature of the high quality
YFN] SG GKSeé adzZllLif ez F2NJ 322Ra (GKFG gAff
producer and processor upto an additional NZ$@380 per hide supplied if they
meet there quality expectations. This example skdWwat if there is enough value in

the chain, traceability systems become very cost effective.

One of the best examples of a quality improvement programme for cattle hides is
The Golden Hide Programme in Sweden. The chain in this system is shoringvolv

a cooperative relationship between farmer, abattoir and one central hide
distributor. The main trading company for hides and skins in Sweden is Kontrollhudar
International (KHI) in Kavlinge. KHI is the sales company of the SCAN Group, which is
a prodwer/farmer owned association of slaughterhouses. The SCAN Group consists
of 9 slaugherhouses handling cattle as well as sheep and lambs. Approximately 90%
of the hides are chilled at these slaughterhouses and directly transported to KHI
warehouse in Varber during the night after slaughter. At the warehouse all hides
are salted and sorted. The system of trading hides and skins is quite concentrated,
with four hide markets/collectors, and four tanneries which process raw hides.

In total between 0.4 and 0.®nillion bovine hides are produced each year. The
structure of the KHI organisation enables payment to farmers of SEK130 (£12) per
hide on condition that the following management measures are undertaken by the
farmer:

1. Only electric fences are used.
2. Calves are dehorned.
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3. Anti-ectoparasitic agents are used.
4. Ringworm vaccination is used if necessary.
5. Animals are kept clean from manure.

The Golden Hide Scheme has resulted in a striking improvement in hide quality and
helped generate an international reputati and brand for producing some of the
best quality hides in the world. Currently 15,000 farmers are involved in the
programme, resulting in the production of 60,000 "Golden Hides" per year. As long
as farmers are members of the scheme it guarantees thieie premium and does

not involve complicated or expensive traceability expenditure and infrastructure.

Tight policing of this scheme is necessary in order to determine success. Farmers
must meet all the criteria consistently to guarantee flawless hittethe UK we have
existing farm assurance in the Farm Assured Beef and Lamb scheme, that could
incorporate the management measures required for premium hides and it is
important to highlight that in the main these measures are good husbandry
requirementsthat many producers should already include within their management.

During the credit crunch | witnessed during my study tour a lot of tanneries,
stockpiling hides mainly because of the decline in demand for leather in automotive
production. The key masge | took away from all the tanneries | visited was that
quality will always sell, even in the bad times. But hide improvement programmes
have to be based on simple systems that are cost effective. For the development of
guality improvement there must ba simple measure of quality and a means of
rewarding quality producers.

3.7 Achieving hair on hide tanning in the UK

When | began my study there was no tannery offering a hair on hide tanning service

in the UK. Only one business: Exeter Hide and Skinp@ny has offered any hair on

hide tanning service, exporting in the region of 300 hides to Italy per annum to be

sent back tanned at a cost of £150 per skin excluding postage and packaging.
Following discussions with the UK Leather Federation | was teastablish a

cheaper UK based alternative. Claytons in Chesterfield have evolved to become a
0SaLkR1S GlrYyySNE GAGK | WgAatt GFO1tS FyeidKAa
and when | began my study they were keen to look into the possibility efioff a

service. This visit helped me establish an understanding of the reasons why there

was no service and how these problems could be overcome

1 Specific machinery able to flesh hides (thinning the hide) at full size, where
not available in the UK and very expensive to purchase.

1 No one tanner in the UK had the complete equipment for hair on hair on hide
tanning, small volumes of processed hides would therefore have to be moved
at high cost: farmers wanting hair on products, often only want one or two
hides tanning at a time, resulting in it not being cost effective for the tanner.
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| was keen to work with Claytons in achieving hair on hide tanning in the UK and |
was therefore eager to visit small scale tanneries and discover methods of fleshing
hideson a small scale that would overcome this key stumbling block. In South Africa
because of the trade in game and hunting there are many small scale taxidermists
and micretanneries and because labour is cheap, hides are simply fleshed using
skilled labourand simple tools, however this is very time consuming and in the UK

labour costs and lack of skill would mean this would be prohibitive.

lllustration One.Hand fleshing an Impala skin at a small tannery and taxidermists in
South Afri@a and using small scale tanning drums, and equipment

Greenhalgh Tannery in Victoria is the last remaining small scale tannery able to
achieve hair on hide tanning in Australia. The eureka moment that | took from
Greenhalgh was that they were able to amhe the fleshing process through using an
old fashioned shaving machine, by skilfully working the hide over a fast moving
stone. This machine could be imported in to the UK from Eastern Europe at a far
cheaper cost than a full size fleshing machine; thasil allow Claytons to achieve

the process of hair on hide tanning.

By combining their resources during my study | have worked with two UK tanners;

Holmes Hall tannery in Hull and Pittards in Somerset, that now offer a completely UK

based alternative at @ost of £100 per skin excluding postage and packaging. They

have been able to achieve this by working together and bringing two parts of the
GFryyAy3 LINRPOSaa (23SGKSNE o62yS GlF1Sa (GKS K
the finishing using an existingansport link between the two companies).

3.7.1 The potential for marketing hair on hide and sheepskin products and their
role in promoting region differentiation.

{2dziK ! FNAOI Qa AYyRAISYy2dza b3IdzyA OFGOGE ST 2
are possibly one of the most distinctive cattle in the world and synonymous with

Africa. The Nguni has been rediscovered over the last decade as an outstanding beef

breed for production under Harsh African conditions: the Nguni is an incredibly
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hardy animaland tick resistant. Their resurgence has also been even more
commercially viable because of their variously patterned and multicoloured hides,
GKAOK KI @S F2dzyR I LI FOS Ay {2dziK ! FNRAOI Qz
retail in excess of ZAR (£421)ing sold as an authentic and distinctive product of

South Africa. Further value can be added to these hides by further processing that

can be found in any airport or tourist shop in Limpopo province, from handbags,

cushions, clothing and furniture.

New Zealand is famous for its sheep industry, and therefore home produced
sheepskins, baby rugs, slippers and rugs are available in every tourist outlet
throughout the country. The skins are supplied by the two main tanneries on the
Islands, Bowron Sheepskiasid Classic Sheepskins and prices for sheepskin rugs
retail around NZ$75 (£30).

4.0 Horns

The potential to adding value to horns either as wall mounts or walking stick handles
is severely limited by the legislation that still surrounds the disposahefhiead as
SRM. Commercial cattle are predominantly polled in the UK for easier management
and because modern handling systems and abattoirs do not allow for horned breeds.
Those breeders with horned cattle and sheep can potentially obtain horns with
agreanent from the abattoir by cutting them off at the root post slaughter and can,
2y0S 02AfSR YR GKS WLRAOIKQ NBY2OSR 0S5 dz
manufacture. Although stick makers can be found for commission pieces, because of
the low volume of prduct that can be collected and because stick makers are often
fulfilling their craft as a past time, there is little opportunity for commercial
production in the UK.

In New Zealand | visited Venison producers that harvesting velvet realising on
average Xg per animal realising between NZ$6Q00 per kg, exported to China for
medicine. The market is strong for deer velvet and is revered in China for its
medicinal purposes. In the UK, harvesting velvet is illegal and therefore New Zealand
producers are ale to take advantage of this fifth quarter opportunity and supply in
large volumes to secure markets. Powdered cattle horn is also popular in China for
medicinal purposes and in use as an abrasive but the key to supplying many fifth
guarter products is voime supply and therefore there is little realistic opportunity

for the UK market.

The Texas Longhorn is a breed of cattle synonymous with Texas and is known for its
characteristic horns, which can extend to 7 ft from tip to tip. | was interested in
learning more about Texas Longhorns and discovering how US breeders of these
distinctive coloured and horned breeds were able to exploit the potential of these
unique fifth quarter products.

| was lucky enough to spend time in Fort Worth, Texas with the mesnbethe

Texas Longhorn @perative, learning about the breed and its marketing and trying
to discover if there were any comparable strategies for cattle with similar
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characteristics in the UK (e.g. Highland and Longhorn cattle)‘. As with native breeds in
GKS 'YX GKS ONBSRSNR 2F ¢SElY [2y3aK2NYy OF
farmers with an average herd size of less than 20 cows.

C2NJ ¢SEl A [2Yy3IK2NYy oNBSRSNARA Al A& WLttt | 62
Longhorn cow sell for US$2951 | & | LINBadA3IS oNBSRSNDa a
Stockyards. This particular animal had exceptional horn length and the purchasing

and breeding of these cattle is based on horn, rather than confirmation, being kept

as a historic breed with value as pedigrbreeding animals, rather than commercial

beef cattle.

lllustration Two. Texas Longhorns. - =
owned by rancher TM Smith.

Despite headline prices obtained in the pedigree market only the very best cattle as

in most purebred markets are able to aehé the highest prices and the Longhorn

Cooperative was established in 2007 by breeders with a USDA grant to help them

sell direct and realise higher prices than the poor prices Longhorns would fetch in

GKS WalftS o0IFNYyQ o6fAGBS nsdud very2lgan catleNdnE G 0 & ¢ S
therefore are penalised at sale barns. Recognising the potential to add value to their

cattle the coeoperative has a strategy tp

1 Brand their beef as healthy beef: lean, low fat and low in cholesterol.
1 Market hides and skinstio the tourist shops in Fort Worth.
1 Develop distinctive horned products and wall mounts.

By working together to create critical mass and marketing their cattle themselves
through the internet and through a small high value supermarket chain they have
been able to transform the potential of their cattle, from achieving less than US$500
per animal at the sales barn to a value of US$1400 per animal marketing direct. | was
also able to visit a smokehouse where they are hoping to develop a range of lean
jerky meat to add further value to the forequarter by producing a range of lean low
fat jerky meats.

The added bonus to marketing these cattle directly was being able to market hides
and horns under the same brand, mounted horns retailing from $180750 and
hides being able to command $500. At the sales barn horned cattle can be penalised
and despite the abattoirs | visited being able to command upwards of $60 for
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unprocessed horns the producer would receive nothing for this extra value in the
chain.

This enbryonic project by Texan cattle breeders highlighted the necessity to ensure
that the right breed is produced for the right market. In the case of Texas Longhorns
there is incredible additional value in the fifth quarter of the animal and if sold into a

fat stock market this value will not be realised by the producer. Some of that value
will be realised by the processor and distributor but this margin does not peculate
back to the producer.

Challenges that had been faced by the-aperative in realisingheir ambition
includedc

1 Finding a small processor centrally located for the use of all producers over a
large area.

1 As in the UK commercial taxidermists and tanning facilities difficult to accrue
for commercial production.

1 Sourcing enough producer memiseto obtain critical mass and continuity of
supply.

1 Producers gaining an understanding of the supply chain, including marketing
and retailing their products.

In California I visited a Jacob sheep and Heritage sheep breeder who was aspiring to
derive anincome from her 20 acre small holding. The business was an incredible
example of thrift and branding based on the distinctive horned breeds on the farm.
The sale of a breadth of products including, horn buttons (US$5 each), taxidermy
heads and skulls (US®0+), fibre, yarn, hand woven products and sheepskin rugs
(US$100), had resulted in the development of a farm shop. The only difficulty she
had was selling the meat or (locker lambs) because in the US all meat must be
butchered in USDA approved plantsintended for resale. Commonly the USDA
plants are too large to be able to handle small volumes from smallholders. Incredibly
wethers could be sold into the trophy hunting market to be released onto hunting
estates and these animals could fetch up to $2aah.

The main message from this visit that | took away was the aura that was created by
adding value to everything possible and the contribution the fifth quarter made to
this small business. Horn craft, home taxidermy, tanning and high quality knitted
products had led to spin offs including workshops for these skills and a paid
membership club for the farm with fees from US$14®70, with an excellent
following.

5.0 Offal
5.1 Producer impact on offal
Animal health and husbandry can affect offaluealand quality, for example liver

fluke is a growing problem in the UK especially with increasingly wet summers.
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According to EBLEX 2009, Fluke infestation is responsible for the rejection of 50% of
cattle livers in the UK, with an estimated cost of £2P5 per infected beef animal.

Not only does this lead to a reduction of value to the processor, but liver fluke
problems will result in poor performance, including reduced weight gain, low feed
conversion and anaemia in cattle and sheep. However this camdwented through
greater awareness and treatment but in the UK financial losses are not commonly
appreciated by the producer and liver rejection is not reported back.

An example of a hidden opportunity is lamb fries. Recent advice on finishing entire
lambs by EBLEX in the Better Returns Publications has suggested to producers
considering finishing lambs entire in some market situations for faster growth rates.
How many producers realise the additional potential value that lambs finished entire
can yield UK Lamb fries are currently being traded up to £4.40 per kg dressed.

This is an excellent example of hidden value in the UK market. No doubt the
processor would correctly put the case that lamb fries can be worth nothing because
of fluctuating demand andhat they have to secure a market in a very competitive
business environment. However in the case of offal, especially with the example of
lamb fries, where the producer has direct control over the delivery of the product, is
the system where no there i feedback or reward correct?

5.2 The marketing of offal

Offal is generally referred to as red or green with red being the traditionally
consumed products and green those which require further processing such as
stomach and intestines. Appendix Two sklova detailed breakdown of the
proportions of offal derived from a lamb carcass (EBLEX 2009).

The greatest margin available for the sale of quality edible offal is to domestic
consumers, offal is a good low cost nutritional product. The amount of edilidé of
consumed domestically in the UK is now limited by consumer taste rather than
legislative restrictions. The UK consumer no longer has the understanding or
appreciation of offal that may have existed a generation ago.

Despite this the UK has seen aivaV in the consumption of offal in the domestic

market over the last ten years by 67%. This has been exacerbated by the credit
crunch as consumers seek to trade down, the work of celebrity chefs, such as Fergus

| SYRSNAE2Y LINBY2(GAYy 3 @OKSE ORYOSYLHQ 2IFY RVD2KS
ethnic populations. However this is still to a relatively modest value of £62 million

and accounted for only 3.6% of all fresh and frozen meat sales in England in 2007.

5.3 Understanding culture to understand the market
Our appetite and understanding of offal is far less than that of developing and
Eastern European countries where offal is an intrinsic part of culture and due to

there being only a small domestic market for offal, combined with sustained export
bans, mos offal in recent history has either been sold cheaply for use in pet food
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production or treated as waste50% of abattoirs sell edible offal direct to the
rendering industry cheaply as pet food.

Figure SixThe opportunity of exporting the fifth quartermarket price comparison
between UK & French offal (EBLEX)

Bovine UK abattoir (£)| UK retail (£) Rungis (Euro) | Fr Retail (Euro
Liver 0.2 1.64 1.10 3.30

Heart 0.82 n/a 0.70 4.20

Kidney 0.75 n/a 1.0 5.50

Tail 2.2 5.49 4.50 5.85

Thin skirt 3 n/a 4.50 13.50

Tongue 2.75 n/a 4.50 6.75

Figure Four represents how a greater demand for offal in France (because it is an
intrinsic part of national culture and cuisine), therefore demands far higher prices.
This then represents an exciting opportunity for exers in the UK.

The culture of offal being a disposable waste product has also led to the issue of offal
0SAy3a R2¢y3INIrRSR RdzS G2 IoFrGG2ANI RFYIF3S |y
Not surprisingly meat inspection has become less focused ontyymBservation

when handling offal due to perceived low value. The meat inspectors job is to find a

problem, so the more they cut, the more they are likely to find. This represents a real

problem when trying to market the product for export.

lllustration Three.Incision extended
through apex into opposite myocardium,
unlikely to meet export specification.
This heart would be very difficult to

eat stuffed!!

Adapting to meet customer demand is a part of business and therefore we reguire

change of culture in the UK regarding our offal specifications and presentation.
Processors that | visited in Queensland are uniquely positioned close to the Chinese
YIEN] SG 6KSNBE | @GFINASGe 2F 2FFIfQa | NBE NBIR
varie@ 2F 2FFLfQa Ay GKS ¢2NIR [yR a2YS 27F7FI
expensive than primal cuts of meat. To gain entry to this market a lot of research had

to be undertaken to overcome a lack of understanding of the Chinese market
specifications, sice most offal recovery was traditionally for European and Japanese

markets.

As the lifting of the export ban on beef now enables offal to be exported again, the
export market appears the greatest opportunity to increase margins from edible

26



offal (as wadound in Ireland after their ban was lifted). However there continues to
be a stigma attached to UK offal because of concerns over BSE and offal abattoir
damage, it is likely that export potential will be greatly influenced by public opinion
in target courries.

To obtain the highest margins for edible offal it is important to understand the
culture and need of the target market. In South Africa for example there is a large
domestic market for offal. At the abattoirs | visited in South Africa, salesediifth
guarter not only covered the cost of slaughter but also provided a modest profit.
Offal represents high value cheap protein as in most developing countries with a
very poor population and offal is a staple to many diets.

Figure Seven. Ex abattaietail prices for offal at the LTT Abattoir, Makhado, South
Africa (January 2009).

ZAR/kg £/kg
Cows Heels 14.95 1.25
Cows Stomach 13.68 1.15
Lol GOG2AN) WagSSLIAyY A& 12.99 1.08
Pork Knuckles 25.98 2.17
Cow Liver 12.50 1
Soya sausage with abattéfa ¢ S S LIA y| 8.95 0.75

*Abattoir sweepings refers to mixed meat and bone trim from the butchery process.

Illustration Four.Dressed cow heels
In South Africa.

LTT abattoir is located in a relatively rural location in the Limpopo ProvinSeuth
Africa with a poor population that will spend upwards of 40% of disposable income
on food, in comparison to the UK and US where less than 10% is spent on food.
Despite this, prices for dressed cow heals for example retail around £1.25 per kg, an
incredible amount of added value per animal, in the UK cow heels are most likely
sent to rendering at cost.

This illustrates the potential opportunity for the fifth quarter where there is a need

and demand for cheap sources of protein. The challenge isgbalte to supply
enough volume cost effectively to make the opportunity worthwhile.
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There are 195 mostly small and medium sized abattoirs in theSUKlerryn Meats
abattoir in South Wales owned by Vion is the largest abattoir in the UK and services
Teso through a centrally prepared meat route. The abattoir employs 1000 people
over a 14 acre site and processes 450 cattle and 2500 sheep per day. One of the
most interesting observations during this visit was that over 40% of livers are
rejected with flukedamage every day, a figure, which is not untypical for the UK.

The plant at St Merryn potentially represents one of our most up to date processing
plants and the fifth quarter only represents 5% of sales. The plant was built and
modified when fifth quarer was of very little value, there is only a small offal room
and there is little room or flexibility on the line to be able to take advantage of new
market opportunities as with many abattoirs in the UK-goducts are sent for
rendering off site to amidependent rendering company.

22N)] dzyRSNIiI 1Sy o0& tSGSNI!'fftSy Ay GKS w!/
AKSSLIpd G2 FTRR @IfdzSQ dFy3arofte AffdzaaNI GSa
large enough product volume can be achieved at an alatif similar size to the

processing plant at St Merryn.

Figure Eight. The profits that could be added to the value sheep production at
slaughter if the feet and tongues were salvaged (RAC 2009).

Tongues

Cost of lamb tongues per kg £9.60
Average numbr of lambs tongues per kg 13

Cost per lamb tongue £0.74
Av. Number of lambs killed per week by large abatto| 10,000
Potential revenue per week £7,385
Missed revenue per year £384,000
Feet

Cost of feet (each) £0.15
Av. Number of lambs killed peregk by large abattoir | 10,000
Potential revenue per week £6,000
Missed revenue per year £312,000
Total missed revenue £696,000

5.4 Vertically integrated large scale processing in New Zealand and Australia.

Alliance group is a producer owned-operah S GA 0K cQpnn aKl NBK2f
largest processor in New Zealand with annual sales around NZ$1.1 billion (including

HT2 2F bSge %SIHilyRQa &AKSSL) FyR 1Yo 2dziLldz
processor in that it processes an extensive arraghitted and frozen meat but also

all coproducts in house, including wool, pelts, casings, finished leather and a variety

of other products. The group has eight processing plants and processes more than 7

million lambs and sheep, 140,000 cattle and 100,88er per annum.
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during its peak season. This critical mass enables the piiagesiall ceproducts on

site, centralised processing included

t

1 Automated collection of offal from the cutting line to the processing and
packaging room.

1 Spacious and modern offal rooms.

1 All casings processed on site into salted sausage skins.

 Sheepskii 3INF RSR IyR LIAO1fSRI ¢ A @K O SFER0NI H m?
domestic sheepskin wool sales.

1 All waste products rendered and processed on site to customer
requirements, from beef stock soups through to rendered lamb bone meal
for pet food for the US nré&et.

1 Modern flexible killing line has been built to allow space for the removal of
specialist byproducts, dependant on market opportunity e.g. cartilage or
sinews.

lllustration Five.Modern, spacious and automated offal rooms harvestihg fifth
guarter at Lorneville meat works. This picture shows the grading of diaphragm
material.

This modern large scale abattoir is designed to harvest all fifth quarter efficiently and
market it competitively into high value markets and a meeting wité Alliances co
product marketing manager revealed that over 20% of total revenue is generated by
sales of the fifth quarter. The shortened chain at Lorneville also illustrated that by
reducing the number of stakeholders requiring their cut, the additioraenue that

can be obtained and how market opportunities can be more readily taken advantage
of. This shortened supply chain and a modern flexible killing line means that Alliance
is able to take advantage of every market opportunity in the sector imatud
Nutrceaticals and Biocatives.
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5.5 Nutraceaticals and Bioactives: The Australian Market

An excellent example of further opportunity presented by large scale and vertically

integrated processing is the capture of dietary ingredients frorpramucts. Co

products for use in biopharmaceutical manufacture and extracted bioactives are sold

into a competitive global market. Australian products are able to compete through
comparative advantage of BSE fee status and through the ability to be able to supply

hA 3K @2fdzySa 2F LINBPRdAzOGZ RdzS G2 GKS yI G dzN
abattoirs.

Many traditional food and plant products contain active components that provide a
functional or health benefit. Protein peptides, fat fractions, enzymes, plant stanol
esters and isoflavones all have numerous applications in the promotion of health and
the reduction of diseases.

Increasingly these high value bioactive components derived from food and plant
products are being used in functional foods, pharmaceuticals hiamans and
animals, nutraceuticals and as functional ingredients. Red meat and its associated
co-products such as blood, cartilage and organs are an excellent source of many of
these biocatives.

Nutraceauticals are nutrients and ngmtrient compoundsn food that have health

promoting, disease preventative medical properties and can be taken as a dietary
supplement or added to food to increase the amount of those substances in the diet.

¢CKS YIEN] SO F2NJ ydziil OSdzii A Ol liedS anNEuBFedmSOG A 2 YV I
experienced strong growth of 1015% per annum and is perceived to be a healthy

customer driven market. The value of the US nutraceutical and functional food

market was estimated to be worth US$ 21 billion in 2005 (MLA 2006).

FigureNine. Example of Nutraceutical value chain, based on chondroitin sulphate
food grade AUDS$ per kg of retail finished product. (MLA 2006).
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Few bioactives can be collected and marketed without further processing. In
assessing the marketpportunity it is important to be aware of the supply chain
leading to the market, because it will determine the share of the market value that is
likely to flow back to the processor or producer.

Figure seven shows the example of beef trachea as thewaterial for chondroitin
sulphate and the growing value of the product as it flows down the chain. AUD$12
worth of trachea at the abattoir can be estimated to grow (after purification and
packaging) to be worth AUD$1,063 per kg of retail chondroitin stdpteblets per
bottle. In this example most value is added by the retailer, but the largest
proportional profit is accrued by the value adder. The value adder is only one step
forward from the abattoir illustrating that with only one step up the chain tngb
vertical integration into the value adding sector the abattoir potentially is able to
increase profit margin by 700%. If the abattoir oraqerative of abattoirs are able

to supply enough volume, the potential profit margin that can be obtained byngak
one step up the value chain developing additional revenue streams and adding
profits from existing low value bgroducts.

Examples of unique and innovative added value livestock products

1 Essence of Kangaroo (3000 mg: 100 tablets) Meat powdered food
supplement: AUS$29.95.

1 Purely Merino Lanolin skincare, based on Lanolin extract from washed
Merino wool, separated at abattoirs and tanneries.

6.0 Rendering

The parts of sheep and cattle not required for human consumption are collected by
licensed rederers, usually on the day of slaughter. The UK has twelve rendering
companies operating from twenty sites and they perform a valuable service in
recycling byproduct material.

The rendering process is the crushing and grinding of animpfdnjucts follaved by
heat treatment to reduce the moisture content and kill migsgganisms. Melted fat

or tallow is then separated from the solid bone and protein through a process of
spinning and pressing.

The outbreak of BSE and the controls introduced to contréiom 1988 onwards
greatly increased the cost and complexity of the disposal of animgirdgucts,
necessitating the separation and destruction of SRM. Some of the main impacts of
the controls resulted in:

1 A severe limitation in the sales of tallow.

1 A omplete ban on use of meat and bone meal for animal feed, therefore
becoming a waste product.

9 Prohibition on sale for human consumption of cattle over thirty months old.
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1 The creation of a new category of waste in SRM.
Rendered Products are classifiedhe UK in three main ways:

Category 1: Animal ByProducts containing specified risk material

Category 2: Animal ByProducts from animals not slaughtered in a
slaughterhouse or from those condemned as presenting a risk
to animal and human health

Category 3 Animal By Products from sheep and cattle slaughtered: Fit for
human consumption (including Red Offal)

In 2007 C1 and C2 resulted in the processing of 1,360,000 metric tonnes of material
used in varying ways as fuel, cement and bio diesel. C3 resnltbd processing of
865,000 metric tonnes, mainly for use in the pet food industry but also for fertiliser
and animal feed.

Meat and bone meal (MBM), although still used in some parts of the world as a pig
and poultry feed has since 1997 has been lamdfilbr incinerated because of the
link with BSE. However the government is aiming to reduce the amount of waste
that is landfilled and has set very challenging targets to get substantial reductions by
2010.

Prosper de Mulder (PDM group) renderers In thi€ hlve developed a number of
potential innovative and sustainable new uses for MBM. In the UK because of the
historic constraint on the use of MBM from a position of adversity the UK rendering
industry has been able to make significant strides in reseagchses for C1 and 2
material such as being burnt as fuel, cement production and fertiliser. However none
of these are widely used in the UK currently because of environmental, legislative
constraints and consumer misconceptions.

The technology does estifor tallow to be refined into bialiesel in the UK, however

there is only one commercial plant producing any volume in Scotland and therefore

as an industry it is still in its infancy. Progress has been stagnated by mixed
consumer feelings on bifuelsand a lack of clear government direction, due to the

bio-¥ dz§f LISNKI LJA K24 o60SAy3a GKS LI ylFOSE AG g1t
L& tlhdzZE Q Ay GSNXY& 2F SySNHeé& O2yadzYLiAzy ¥

Prosper de Mulder have built two purpose built combirtesat and power plant at
two of their sites and are currently building a third to generate power from MBM
and other waste for the rendering plant and sell electricity back to the grid. This will
help create a tangible value for these products deliveringthand power and
reducing their carbon footprint.
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6.1 Innovation in the UK Processing and Rendering Industries: Anglo Beef
Processors, Elesmere Port.

One of the most exciting opportunities presented by rendering the fifth quarter in
the UK atthe momenk & (G KS LI I yYYySR WLINRP2SOUG nQ o6& !
on carbon neutral business, they are planning to build anbéss power plant at the

ot

LINPOS&aaAy3d LIXIFyd d 9fSAYSNBE t2NI® ¢KS LI |

kill of over 50,000 dde annually and the hope is to feed this product into an on site
power plant to create energy self sufficiency at the abattoir. This will be a first for
the UK processing industry and will mean 6000 tonnes of carbon are abated, a first
for the UK food idustry meaning that the plant will be a carbon neutral site.

6.2 Biog Diesel from tallow, the Midfield, Australia

MLA has partnered with industry to launch the Midfield Biesel project, aimed at
developing a solution to waste that's good for businessile reducing
environmental impact. Bidliesel hagotentially significanadvantages for the red

meat industryin terms of longterm sustainability for the environmerand increased
profitability. The bieRA Sa St LINRP2SOG A& 2y®ject®fhea[ ! Qa
project is underway at The Midfield Group one of the largest capacity meat
processing plants in Australia. The Midfield group also operate a rendering plant, a
pastoral company, and a transport business.

The projects investigating opportuties for value adding to its rendered products
and opportunities to restructure its energy usage. It is investing in renewable
energies including bidiesel from their own tallow and possible-generation using

this biodiesel as a fuel sourc&he opportnities to fit biodiesel production with

the existing rendering plant provides benefits in terms of shared facilities, labour and
resources.

The Australian rendering industry suffers from the instability of tallow
prices.Ongoing uncertainty of tallow pmés makes some rendering operations of
marginal viability and prevents many from forward planning for investment in the
industry.A tallowbased valueadded commodity of high value linked to
international pricing structures would provide the necessary #itgb The
production ofbio-diesel from tallow would not only link the value of tallow to
international oil prices but also give a financial return greater than current average
prices.In addition it would give energy positive, environmental benefits e t
Australian fuel industryThere is a longerm demand for biediesel. The Australian
diesel market is approximately 12 billion litres/yelr50% could be sold as B20 bio
diesel blend (20% bidiesel 80% fossil fuel diesel) then the market is 1.2Dhiliires

per year of tallow based bidiesel.

6.3 Sacramento Rendering Company

In the US 1 visited the Sacramento Rendering Company in California, like the PDM
group this company operates independently and as such they believed this allows
them to take adtantage of new market opportunities far better than being part of a
centralised abattoir system. One such market opportunity had been to diversify into
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processing their own grades of pet food and | witnessed containers arriving from
Alliance in New Zealantbntaining lamb meat bone meal for use in these products,
(containers, which | had seen being loaded three weeks previously).

Rendering waste products from the meat industry is only part of an independent
renderers business and at Sacramento Renderinpp@oy they were collecting
cooking fat and grease from over 3,500 restaurants and supermarkets. The business
had restructured its production to focus on producing fuel grade-dwsel from
tallows and kitchen waste. Its company logo and transport livéirynaluded the
green logoW CNB y OK  Tandk éha couid?seeftuStiisQcould help provide a
clean and green image for this company in an industry that can suffer consumer
misconceptions. However on a commercial level the management stressed to me
that the production of biediesel and its future as a renewable fuel would only be
sustainable in the US with government subsidies and a continued rise in crude oil
prices.
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lllustration Six.The re branded Sacramento Rendering Company Livery

Despie the contrasting opinions on the sustainability of fuel, the use of tallow

and fats in the production of b#uel does not require swathes of land to be
forfeited from food production to fuel. It is an existing waste product that can be
used for a susinable purpose and therefore this distinction needs to be made, the
production of green fuel from our industry from a waste source can be used as a tool
in the promotion of our industries improving green credentials.
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7.0 Conclusion

7.1 SWOT Analysiof the UK fifth quarter potential

Strengths

T

T

T

Good quality standards of production and existing assurance schemes, that
could incorporate hide and skin assurance.

Increasing domestic market for offal, where the returns are greatest.

Innovative rendeng sector, leading the world, with the potential to use
rendered waste for biduel and fertiliser.

Viable processing routes exist in the UK for both hair on hide and sheepskin
tanning. Diverse native breeds within the UK can offer added value potential
through the sale of distinctive hair on cattle hides and sheep skins. They can
also assist in the promotion of regional differentiation on the tourism
industry.

Weaknesses

1

The consequences of animal disease, high labour costs, regulation and
sophisti@ated eating has devastated our fifth quarter industries over the last
twenty years.

195 mostly small and medium sized abattoirs in the UK. Abattoirs have
struggled to market edible offal domestically within the UK. 50% of abattoirs
sell edible offal diretcto the rendering industry cheaply as pet food.

Because of the low value of offal in the UK meat inspectors have developed a
culture where required incisions into hearts and livers destroy the value of
the product. The MHS does not work closely enougth \wrocessors to be
able to offer quality feedback on the fifth quarter.

As a nation we are no longer willing to accept offal as part of our diet.
Despite seeing a modest increase in our national offal consumption because
of immigration, the credit crunchnd celebrity chef: nose to tail eating.

As farmers we can have a large impact on the quality of the fifth quaretr.

for both edible and inedible fifth quarter the farmer receives no tangible
value. Ectoparasites, contamination, scratches, brandamgl injections all

can have a detrimental effect on hide quality and EBLEX estimates 50% of UK
Livers are rejected with Liver fluke damage.
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1 As middlemen between the producer (farmers and abattoirs) and the
customer (leather and sheepskin tanner), hiderkeds can be perceived as
Fy dzyySOSaalNE 02a0G fF&@SNJ LINBGSYylAy3ad (K
0KS WLINPRdAzZOSNBQ AYy |0GSYLIWGAY3I G2 Fdzf FAE

Opportunities

1 With the reopening of our export markets and the growingrat diversity in
the UK we now have the opportunity to market our fifth quarter to achieve
the highest margins were offal is still an intrinsic part of national culture. We
can only understand the market by understanding these cultural differences.

1 Ultimately there is huge potential market both at home and abroad for co
products and for abattoirs it is a real opportunity to reduce disposal costs
while gaining income.

1 Farm assured beef and lamb scheme is an existing vehicle that could help
deliver, higherquality fifth quarter. However producers must see a tangible
benefit and premium for increased value.

1 Building relationships to try and reduce volatility within fifth quarter markets
and enable a more long term view. Shortened supply chains will asbtée
improved profitability and increased transparency.

1 Moving to load consolidation will help improve returns from the sale of the
fifth quarter.

Threats

1 There are a handful of remaining tanneries in the UK processing less than 1%
of sheepskins ande$s than 50% of cattle hides. Added value producers do
have a route to process their skins and hides, however this chain is fragile.

1 Animal disease past and present. There is still a stigma attached to the UK
because of BSE and the export of UK offal ball limited by what the
consumer is willing to accept in the target country. Therefore investment
must continue to be made in mitigating this stigma.

1 Volatility of the markets for byproducts means that there will always be
companies looking to make guki short term gain from the market.
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7.2 Recommendations

T

The supply chain for the fifth quarter should be as short as practically
possible. If possible the supply chain should be as integrated as possible in
terms of ownership, joint ventures and commigation must be effective.

The panacea would be to remove volatility from the market place for hides
and skins. Agreements between abattoirs and suppliers should be long term
and stable. Longer term agreements would be more possible if payment was
basedon quality rather than on an average weight basis.

LYOSyuA@Sa ol &SR 2y j dzI £ A (@ dza A y 3
relationships develop by encouraging added value throughout the chain.

A number of quality improvement hide improvement strategies hheen
trialled throughout the world, the key to success as illustrated by the golden
hide scheme in Sweden is to produce a simple system with tangible rewards
and goals. But the reward must be stable and therefore success is dependant
on the establishmenof long term relationships.

The rendering industry can offer innovative and sustainable uses from MBM.
For the public to embrace these innovations it is important that the industry
promotes itself and the potential of these products.

In the UK we havea more fragmented industry with over 190 small or
medium sized abattoirs, 50% of abattoirs send offal direct to rendering and
are unable to secure higher value markets for their offal because of their low
volumes. It is difficult for these businesses truwe markets due to the
nature of fifth quarter as a commodity. The industry therefore must move to
load volume consolidation as a means for smaller businesses to compete in
the international export market.

All stakeholders would benefit from formingwaorking group to help develop
better understanding between our symbiotic industries and therefore help
enable transparency and increase profitability for the entire industry.

It is clear that there is an urgent need to create a sustainable strategy & sav
the UK tanning sector, or potentially we lose an industry asset and skills
forever. The position of the UK sheepskin industry inparticular can only be
described as perilous. It is only by supporting these companies that the
opportunity will remain opend us in the value added sector.
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7.3 How do we market our fifth quarter?
Opportunities for Farmers Selling Direct to retain value from the fifth quarter

The greatest current opportunity for livestock producers whom add value | believe is
through the sale of hides and skins. Following a decision by DEFRA and work
undertaken by the Real Sheepskin Association, producers are able to receive and salt
the hides and skins from animals derived from that holding, following slaughter in
licensed premises a®srg as the carcase is passed as fit for human consumption.
Once the hide or skins have been salted, they can be sent for processing at an
approved tannery prior to sale.

You will need to buy back your skin from the abattoir, EBLEX provide regular updates
on their website as to the current market prices. Therefore with this industry
guidance you are able to make an informed decision as to where to negotiate and
are not reliant on the price the abattoir may set. | have found it far easier dealing
with smalle abattoirs, where your business is more valuable and they are less likely
to have an intensive production line and therefore are more likely to be able to
separate and identify your skins.

When selling into the commodity market there is more likely éogsowing potential
opportunity in the chain with larger more vertically integrated processors, however
for the value adder it is important to try and build strong relationships with smaller
processors. The success of being able to add value to yougtiétter selling direct

is based on a close personal relationship with an abattoir.

For guidelines on salting and sending your hides and skins for tanning | have
enclosed copies of hide and skin preparation methods, current legislation and all
relevant pagrwork in appendices &.

Figure TenGross margin of a 23 kg d/w Suffolk lamb and a 19 kg d/w Jacob lamb,
both born at the start of April 2009 and finished at the same time in November 2009,
carcass and skin marketed through Blackbrook Traditional Meat.
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Collecting, salting and sending hides and skins can be very time consuming, although
very rewarding when your luxury skins are returned from the tanners and it will be
important to recognise labour cost in any true costing. However as a swilaime
producer we aim to maximise the value of our livestock and through marketing the
fifth quarter of our lambs we are able to achieve an additional 15% turnover from
our Suffolk lambs per head and an additional 28% from our Jacob lambs. Selling the
fifth quarter from our Jacob lambs means that output per head is £16 higher than
from our Suffolk lambs and generates an additional 175% profit margin per head,
marketing the skin at £90, whereas the mark up for a Suffolk skin is more in the
region of £55.

Figure Elevenshows the gross margin for a Longhorn Bull sold direct, including sale

2F WKIFAN) 2y KARS NHAQ>S RRAY3A Iy | RRAGAZY

additional 34% profit margin per head.
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Now we have been able to press a larger number of our home produced hides and
because we have a market for our added value products at farmers markets, we
have commissioned hair on hand bags, gun slips and furniture that we will hope to
be marketing later this year. All these prodisi¢ hope will allow us to obtain further
value from each individual hide.

lllustration SevenLonghorn
Hair on hide furniture and rug.
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7.4 Self Reflection

The Nuffield study experience is an incredible one that opens many doors that would
normally be shut and getting the opportunity to meet some incredible people who
put you through your paces and challenge your preconceived ideas and
misconceptions.

My Nuffield has allowed me to develop a far better understanding of global
agriculture andn some instance this can be very humbling, when you find yourself
walking through an 80,000 acre ranch in Texas with a man who started with leasing a
100 acre feedlot and now finishes 250,000 head of cattle a year.

Nuffield also allows you to explore muéurther than the remits of your topic and as

an aspiring pedigree livestock breeder | was able to have incredible opportunities to
visit some of the top pedigree cattle breeders in the world. Develop an
understanding of breeding cattle to suit differenlimates, conditions and markets
and developing an understanding of alien breeds such as Waggu (the ultimate fifth
guarter animal: selling fat at a premium!)

My thanks must go to the following individuals and companies for their time,
expertise and patiece in trying to enable a simple farmer understand their
industries.

United Kingdom

Mr Paul Pearson UK Leather Federation

Mr Peter Robinson Real Sheepskin Association
Mr Barry Knight Claytons of Chesterfield

Mr Andrew Tinnion Fenland Sheepskin @pany
Mr Phil Hadley EBLEX

Mr John Dracup St Merryn Meat Ltd

Mr Stephen Woodgate Foodchain & Biomass Renewables Association
Mrs Alice Swift Tesco

Mr Gareth Scott NCT Leather Ltd

Mr Robert Painter Pittards Plc

South Africa
Mr lan Macdonald

Mr Gavin Bristow Bristow Bonsmara

Mr and Mrs A White

Mr Peter Menne Nguni Cattle Breeder Louis Trichardt

Australia

Mr Will English Dept Primary Industries  Victoria
Greenhalgh Tannery

Mr lan Curley European Restaurant
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Mr Rod Polkinghorne
Mr John Buxton

Mr Jay Stottelaar
Mr Matt Spry

Mr Dallas Schuller
Mr Murray Scholz
Dr Philip Franks

Mr Joe Gibson

Mr Scott Glasser
Mr Warren Isaac
Mr Clarkg Dickson
Mr Gary Foster

New Zealand
South Island

Mr Craige Mackenzie
Mr Mark Hawkins

Mr Richard Harper
Mr Carl Alsweiler

Mr Shane Gerken

Mr David Morgan

Mr Dan Perriam

Mr James Fraser

Mr Neil Dickson
us
California

Mr Nori Kanda

Mrs Robin Lynde
Mrs Lynette Frick
Mr Michael Koweler
Mr Bill Eckstein

Texas

aNJ . Aff
Mrs Sandy Martin
Mr TM Smith

Mr Randy Robertson
Mr George Slayton

Wt 2f {AY3IAK2NYySaQ

Geelong Leather Pty Ltd NSW

{ LINEQa { K2NJIK2NYya
Waggu Feedlot

Dunoon Farm

MLA

Gibson Management
Yagaburne Beef
Murgon Leather Pty
Darling Downs Dorpers
Teys Brothers Pty

Queensland

Greenvale Farms

Pleasant Point Farm
Alliance Group Ltd
Alliance Group Ltd
Canterbury Meat Packers
Raincliff Station

Bendigo Station

Stern Angus

5* Feedlot

New Zealand Light Leather

Masami Cattle Ranch Inc
Merdian Jacobs

Ideal Jacobs

President US Rendering As
Sacramento Rendering

h Q. NXexas Beef & LTT Ranch

Running Arrow Farm
Smith Longhorns

Texas Smokehouse
Texas Longhorn Gup
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Appendix One
A simple illustrated guide to the tanning process.
www.classicsheegkins.co.nz

The Sheepskin Story

1 '

A 1. Washing and
New Zealand Shee Tour Starts Here Fleshing
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8. Grading 9. Shop
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