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Foreword and Disclamer

This report has been prepared for NSW Fisheries
and NSW State and Regiona Devel opment. Department

The report was based on information gathered from published reports,
primary desk research and by means of interviews
with persons believed to be reputable and reliable.

| believe the report to be accurate but it contains evaluations of future events and readers should
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Executive Summary

The yabby Cherax destructor has long been harvested for pleasure and profit in NSW and has an
agueculture higtory of about 30 years. The introduction of a Class E extensve multi-gte
aquaculture permit in the State 1999 led to renewed interest in yabby growing on farm dams and
heightened interest in the concept of a group of landowners or intensve yabby farmers working
together, pooling resources, in a yabby processng and marketing venture in NSW. This in turn
led to the commissoning of this study.

An andyss of the supply and maketing of yabbies in Audrdia indicates that the nationd
aggregate aquaculture supply has been relatively steady at about 300 tonnes per annum.

In addition to this, there is a highly variable harvest of yabbies from wild stocks (30 to about 80
tonnes per anum) mostly in NSW, each year. The wild product is sold into different markets
and at lower price levels than the farmed produce.

Wedern Audrdias yabby aguaculture industry is modly based on multi-Ste semi-intensve
aquaculture networks and provides about two thirds of each years national output. WA sdis
amog haf of its output oversees as live purged yabbies with interstate and intrastate saes
making up the balance of salesin about equa proportions.

WA is regarded as the market leader by virtue of its high quality assurance of products as well as
the more condgtent supply it offers. A handful of yabby producer-marketing companies in the
state account for alittle more than haf of the nationd turnover.

The NSW yabby farming indusdtry is the nations second largest and conssts mostly of a diversty
of extendve and intensve enterprises with the focus on live yabbies and limited volumes of
boiled yabbies and severa other processed products.

Most NSW operators underteke their own marketing to locad and more distant intrastate
customers — thar export trade is very limited — but there are currently several grower-
marketing networks developing around the Class E multi Ste permits.

The demand for farmed yabbies commonly outdtrips the limited supply and the latent demand
appearsto be as much asfive times the current level of about 300 tonnes per annum.

The opportunities for yabby marketers are very attractive because the supply of these tasty
crustaceans is growing & a modest rae and they are 4ill unknown and untried for many
consumers and yet their price is only about haf of that of equivdent szed large prawvns. With a
gregter investment in promotion of yabbies than has been seen in past years the aggregate
demand can be raised consderably.

Any group of yabby producers in amogt dl areas of NSW is well placed to take advantage of the
market opportunities in Audtraia and overseas because of the mild climate, extensive transport
links and strong infragtructure in the Sate.

Sydney is essentiadly underserviced as far as yabbies are concerned and NSW producers have the
capability to become the market leadersin ashort time.
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Financid andyses on a modd yabby cooperative in NSW indicated that breskeven fixed
handling costs/charges a a turnover of 50 tonnes per annum level are $2.36 per kilo; packaging
costs (syrene case and other materidls) would aso have to be paid for by the producer and the
freight costs would be charged to the buyer.

However it is unlikely that such supply and sdes level can be achieved by a new cooperative in
NSW in less than a few years because a number of business chalenges lie ahead. At low sdes
levels the fixed overhead costs of running a yabby cooperaive become prohibitive and
subgtantial losses would be incurred. At high levels of course the prospective business looks
more attractive and can make a profit.

The forecast bresk even handling costs of $2.36 per kg at 50 tonnes pa throughput represents
15.7% of the estimated average sdling price of NSW farmed yabbies. This is remarkably smilar
to the 14.5% charges sought by the Commercid Fishermen’'s Cooperative based at Newcastle, to
market much smaler quantities of yabbies than 50 tonnes per aanum. It is dso smilar to the
20% of sdlling price or $2-$ per kilogram seafood wholesder’s margin.

There are a number of dternaives to the full service cooperative modd examined in the
financid andyses. A staged development of a yabby cooperdtive, for example, sarting with a
hdf time manager and voluntary assstance by members progressing to full service from a full
time gtaff may prove more éttractive.

Yabby producers interested in forming a cooperative should examine the market forecasts and
financid daa in this report in the light of ther own rik profile and financid and human
resources and decide on the most appropriate way forward.

The decison to form a cooperative or indeed to work collaboratively in another legd entity such
asacompany isapersona aswell as an economic one.

Regardless of the legal entity utilised to operate the business, the critical
success factor is that there is enough commitment and trust amongst the
group members to get aufficient quantity and high quality of product to be
profitable.
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1. INTRODUCTION

The yabby Cherax destructor is a widdy distributed species of freshwater crustacean endemic in
NSW which has long been harvested for pleasure and profit. In the past 30 years yabbies have
dso attracted atention as a species for aquaculture, particularly in inland aress, and in the past
decade they have aso been grown in coastal areas of NSW.

Cherax destructor and severd other rlated freshwater species are adso found in other mainland
dates and consequently yabby aguaculture has developed in purpose built ponds in Victorig,
South Audrdia and Western Audrdian too. Despite a hisory of some 30 years yabby
aquaculture in NSW, Victoria and SA is essentidly a smdl industry, principdly because most
people are only involved in a semi-intendve to extensve manner to gain supplementary income
in an exiging agriculture or pastord enterprise with little “invested in aquaculture infrastructure.

NSW yabby aguaculture in 1999/2000 consisted of 204 active permits with total output of 42
tonnes from 59 enterprises according to NSW Fisheries Status Report for the year.

Yabby faming in Western Audrdia, principaly for the species Cherax albidus, is d<o 4ill a
and| industry but Western Audtrdia has become the mgor producer of yabbies because of the
output from commercid trapping in thousands of farm dams in the state’ s wheetbelt region.

Furthermore the yabby industry in WA has developed to the stage where there is specidisation
and vertica integration whereby four of the larger yabby farming enterprises have edtablished a
network of landowners and trappers to harvest yabbies to boost supply to their licensed
processng and marketing facility. Other licensed yabby processors (non farmers) aso buy
yabbies directly from landowners or licensed yabby trappers in WA who act as an intermediary
in the marketing chain.

Two other freshwater crayfish species are famed in Audrdia in addition to the yabby species,
but @& much lower volumes, as described later. The redclaw crayfish which is farmed amost
exdusvdy in Queendand (WA, NT and NSW production are negligible) and is sold mostly
within the State and in Sydney, with smal volumes oversees. The marron, a WA native species
is farmed in WA and on Kangaroo Idand (SA) and is sold in WA, other States and oversess in
gmilar volumes

In NSW the introduction of the Class E extendgve multi -dte aguaculture permit in 1999 led to

renewed interest in yabby farming and the concept of a cooperative venture whereby landowners

can pool resources and work together to:

*+ enjoy some economies of scde from a shared processng, packing and marketing facility
with alarge volume

+ have sufficient throughput to tackle export markets

retain more control of the product than sdlling to adistributor or agent

+ gan more of the marketing profit margin by iminating some market intermediaries.

»

This study on the feashility of a yabby cooperative commissoned by NSW Fisheries and the
Depatment of State and Regional Development was initiated in response to an gpproach from a
group of yabby growersin the Hunter region of NSW for such a study.
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The project was not restricted to the Hunter area nor to Class E aguaculture alone. It ams to
provide information to enable landowners and aquaculturists anywhere in NSW wishing to work
together, to market yabbies, in a collaborative manner such as with a registered cooperative, to
make amore informed decison.

More specifically the report ams to provide:

amarket analys's covering domestic and overseas markets
information on cogtsin establishing a cooperative enterprise
financid forecasts, and sengtivity analyss, for such aventure
guiddlines on developing an operating and marketing strategy.

> » » »

Y abby Cooperative Feasibility Report Ruello & Associates Pty Ltd



1.1 Methodology

Mogt of the information used in the market andysis and financid analyses were gathered by
persona discusson (face to face and by telephone) with producers, marketers, restaurateurs,
research and development officers and other parties around the country and oversess. This was
supplemented with desk research of the literature and information from web resources.

Every effort was made to obtain quantitative data as well as descriptive information but the bulk
of the domestic and overseas trade in farmed yabbies is undertaken by only a handful of grower
companies and seafood wholesalers operating in a competitive open market. Consequently only
the pricelvolume information that interviewees were prepared to make avalable for public
rel ease has been documented.
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2. YABBY PRODUCTION, SUPPLY AND MARKET SHARE

Yabbies have traditiondly been harvested from wild stock in waterways in South Audraia,
Victoria and NSW and in the lagt two decades from purpose built aquaculture ponds in these
southeastern States. In WA yabbies are harvested from farm dams only, as wild stocks in that
State were not fished commercidly.

The volume and vaue of production of yabbies from aguaculture in these four dates is shown in
the accompanying Table 1. The NSW Fisheries data from the wild havest in NSW ae aso
shown in this table, data from the wild fishery in other dates are unavalable, but landings are
reportedly smdler than for NSW.

This table demondirates a large year to year variaion in each State and in the aggregate supply
from al states; much of this annua fluctuation is due to rainfall variations as discussed later.

Table 1 Annud production and fam gate vadue of yabbies from producing dates (Data from
Audrdian Fisheries Statistics (ABARE 2001) and NSW Fisheries.

State 1997/8 1998/9 1999/2000

tonnes $000 tonnes | $000 tonnes $000
NSW 38. 435 40 472 42 550

37 wild 43 wild 64 wild | 540
Vic 24 184 13 125 15 139
SA 11 115 27 231 14 143
WA 231 2253 165 1591 211 2781
Totd 341 288 346

WA cdealy dominaes the supply of yabbies by virtue of the large number of farm dams being
harvested and the growth of large networks of growers (See bdow). According to Crag
Lawrence of the WA Fisheries department some 5000 farm dams are being harvested by various
networks around the State and that most of these ponds can be considered as semi-intensve or
extensve aguaculture providing supplementary income. Another festure of WA production is
that many of the ponds are harvested by the women and children living on the properties.

As noted earlier, the yabby in WA is Cherax dbidus while Cherax destructor is the dominant
species in the south eastern states.

It is noteworthy that wholesde buyers and consumers of yabbies are mostly unaware of the
different yabby species in the maketplace dthough some wholesders and retallers may have
noticed that the yabbies from WA are of a paer appearance then those from the south east of the
country. Poor product awareness and differentiation of crayfish is commonly seen ingde the
Sydney Fish Maket a Pyrmont where wild and farmed yabbies are not identified and
differentiated, and redclaw crayfish are frequently referred to as redclaw yabbies.

NSW is the second most important producer of yabbies and has an amost equa contribution
from aguaculture and wild stocks. The wild harvest varies condderably from year to year and is
drongly dependent on the timing and size of floods in the inland waterways. The aguaculture
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production from NSW comes mogtly from semi intendve enterprises characterised by reatively
low stocking dengty and ponds without aeration or regular feeding but farmers are increasingly
investing in pond aeration and draining facilities to boost productivity.

Yabby faming commenced about 20 years ago in SA and now the State has close to 400
registered growers mostly with purpose built ponds operated in an extensve or semi intensve
manner and about four yabby grower-didributors according to SA Development Officer Tara
Ingerson. SA is currently conddering the development of suitable policy to support the farm dam
harvesting mode seen in WA.

Victorian aguaculture of yabbies has had an equdly lengthy history and modest growth too but it
is focussed more on semi intendve farming in purpose built ponds than other dates. In recent
years there has been an increase in intensve culture and an investment in aeration and pond
drainage according to the regular items in the Audasa Aquaculture magazine. But with the
introduction of multiple property harvesting licences in 1999 (dmilar to the NSW Class E
permit) and the continuing drought some famers have let ther agueculture permits lgpse
according to Peter Lawson from the Department of Naturd Resources and Environment.
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21 Market Share

Wegtern Audrdia clearly dominates supply and hence market share in both the domestic and
export trade on an annud bads (and in every month of the year according to distributors). Table
2 shows the reative contribution of yabbies in each State as a percentage of the aggregate
national supply over the past three years and demongtrates NSW's increasing contribution to the
nationd yabby supply. NSW’s trade is essentidly confined within the State and smdl volumes
only are exported or sold interstate.

Table 2. State market share as a percentage of the total yabby supply (Wild plus Farmed)
State/Y ear 1997/8 1998/9 1999/2000

NSW 22 29 31

Vic 7 5 4

SA 3 9 4

WA 68 57 61

NSW production of wild yabbies is likedy to increase as the dructurd adjusgment of inland
fishing continues with commerdd fishers shifting ther effort from native fish and yabbies to
just yabby and carp (NSW Fisheries, various sources). The large annud fluctuations in NSW
landings of wild yabbies are attributed to the timing and size of floods and so0 large landings may
be expected in wet years.

The annud varidion in each dat€'s aguaculture production is mosly due to climatic variation,
partticularly rainfdl and runoff to waterways, according to yabby research and development
officers Craig Lawrence in WA and TaraIngerson in SA.

The maked decline in production in SA from 1998/9 to 1999/2000 shown in Table 1
dramaticdly demondrates the negdaive impact that drought can have on productivity in semi
intensve yabby aguaculture. This fal in yabby supply can be atributed principdly to the lack of
ran in SA according to Ms Ingerson. The decline in landings from WA from 1997/8 to 1998/9 is
a0 attributed to drought conditions.

2.2.  Seasonal Supply

One of the notable characteristic of the aguaculture yabby trade is the sessondity in supply.
Throughout the country the supply of yabbies has a direct rdationship with water temperature
which in turn is dependent on air temperature as the season changes from summer to winter.

Yabbies are more active and more eadsily trapped when water temperatures are high and
consequently usudly most a@undant a the end of summer and in early autumn (February to
April) when animds are active and of alarger Sze as aresult of the summer growth.

In dl daes supply is usudly smdl and often negligible in July and Augud, as the yabby's
catchability declines markedly when pond temperatures fdl. It is widdy agreed by growers and
ressarch officers dike that it is invariably difficut to catch yabbies a a water temperature of
10°C or less.
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Crag Lawrence however reports that WA licenced trappers are becoming more proficient at
trapping a winter temperatures and advises that there is now a smal supply of yabbies from WA
al year round and that he expects more and more people to harvest al year round and generate a
greater continuity of supply to markets.

2.1.2 Augralian Freshwater Crayfish Supply
Yabbies ae jus one of severd Audrdian freshwater crayfish competing in the seafood
marketplace both here and overseas and it is indructive to review the supply of yabbies in
relation to the aggregate supply of dl commercid gpecies ie yabbies, redclav Cherax

quadricarinatus and Marron Cherax tenuimanus from aguaculture.

Table 3 Aggregate Audrdian freshwater crayfish supply (ABARE Annud gatitics)

State/Y ear 1997/8 1998/9 1999/2000
Qld Redclaw 60 77 75

SA Marron 6 7 10

WA Marron 42 42 42
Yabbies All States 341 288 346

Tota All FW Crayfish 451 414 473

This table shows that aggregate Audrdian production of freshwater crayfishes has been
remarkably steady from year to year and that yabbies clearly dominate the supply.

Prices of marron and redclaw are margindly higher than yabbies for equivdent sizes but marron
grow to a much larger sze than the other species and specimens over 200 grams attain prices
well over $20 per kilogram according to industry sources. The reatively higher flesh recovery
rate of marron (visa vis other species) contributes to the high price of large individuds.

NSW’ s yabby supply as a percentage of the total nationa freshwater crayfish supply was
17% in 1997/8
20% in 1998/9
22 % in 1999/2000
a deadily increasing contribution to trade each year.

But the nationad aggregate production of al freshwater crayfishes in Audrdia is but a tiny part
of the international output of more than 100,000 tonnes per annum, of which China and the USA
account for more than 25,000 tonnes per annum each.
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3. YABBY MARKETSAND MARKETING

Yabbies are sold by farmers and specidist yabby processors to a number of market
intermediaries who use various channds to get the product to consumers in Audrdia and
oversess. Yabbies from wild havet ae usudly cooked by the fisheemen and sold in the
traditiondl “wet fish” marketing sysem of wholesders and the centrd fish market in Sydney,
Melbourne and Addaide.

Trade in farmed yabbies however has been dominated by live purged crayfish # because this
product fetches the highest price — and cooked (boiled) crayfish mogly chilled, but sometimes
frozen, forms a smdler secondary market for many famers. More highly processed products
such as pate form the bass of what can be described as a minor “cottage industry” for home
made products which are rarely seen beyond the loca region of production and are typicaly
produced and sold by the farming family.

Wegtern Audrdia dominates the farmed yabby trade and exports (mostly live crayfish) account
for a leest haf of Western Audraian output and the trade is mostly undertaken by a handful of
companies. It would appear from discusson with producers around the country that the totd
domestic and export sales volumes from Audrdia are dmost equa, with exports totaling about
100+ tonnes per annum, as described below.

3.1 Domestic Markets And Marketing Channels

Boiled yabbies have been a traditional product in the Audtralian seefood marketplace and Sydney
and Mebourne have been the mgor markets for product from wild fisheries. Sydney because of
its large population and Mebourne because of its proximity to inland areas such as Lake
Hindmarsh and Lake Albacutyla, which have been large producers of wild yabbies in certan
years.

In the past 25 years yabbies have increasingly been sought after aive because higher prices have
been paid by restaurateurs and consumers for live seafood because it is perceived to have better
egting qudities % than chilled or boiled crustacean ¥ because it is clearly fresh. Live yabbies are
then cooked in avariety of ways according to the chef’ s‘consumer’ s preference.

Boiled yabbies have traditionally been cooked and sold by fishermen (or farmers) to seafood
wholesdlers, fish auction markets and consumers, and occasiondly live yabbies too were
marketed directly by the fishermen. Boiled yabbies have mosly been consumed in home,
athough some product has been bought by chefs for buffet use in clubs and restaurants, retail
outlets are the main sdllers of cooked wild yabbies.

The development of semi-intendve faming of yabbies in WA farm dams in the 1990's led to a
divergfication of markets a lengthening of the marketing chain and a specidisation in marketing
functions, in that State,
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Thus today there are four yabby farming companies (Cambinata, Farm Fresh Yabbies, Mulataga
and Southern Yabby Farms [SYF]) which act as a processor-marketer of yabbies from severd
hundred yabby growers under one brand. The SYF web ste notes that its supply network covers
700 landowners while the Cambinata publicity materid refers to a network of 500 landowners as
one of its strengths. It would therefore gppear that these four companies between them distribute
yabbies from more than half of the damsin the entire Sate.

There are dso a dozen other yabby processng companies in Western Austrdia which buy and
sl yabbies but these are not directly involved in the growing of crayfish. The four grower’s
marketing companies dominate interstate and overseas trade but digtribution amongst locd,
interstate and oversess markets is highly variable from year to year (and company to company)
asit isdetermined by supply and the strength of demand from each market.

This evolution of specidist yabby processor-marketing enterprises in WA, and in SA too, was
largely brought about by the very large distances between the producers and the consumers in
eastern dates and oversess, the focus on purged live product and the increasing role of export
markets.

Yabby grower-marketing companies built around a network of growers evolved in SA in pardld
with those in WA. The notable difference between the industry development in these two dates
is that export markets are so not important for South Austrdian producers; this is because South
Audrdia has dgnificant wild stocks a times and a long history of consumption of loca yabbies
in Addlaide and elsewhere. In SA the networks cover a smadler geographic area and have fewer
paticipants, dl of whom ae regigered yabby farmers and not smply landowners with farm
dams.

Gdloway Yabbys for example represents one of a handful of networks of growers in SA
working together in marketing, and 80% of Gadloway Yabbys product is sold to Adeade
restaurants (according to publicity release) with the remaining going interstate and overseas. The
grong loca market in SA has meant that SA brands are not as well known intersate as are the
dominant WA brands.

In Victoria and NSW yabbies from extensve and semi-intendve farming are mostly marketed by
the growers individudly through a number of channds to consumers in NSW principaly, but
with small volumes of interstate and overseas sdes.

Live product is the man form and NSW wholesdlers and restaurateurs are the dominant
marketing channds for most producers athough several growers prefer to cook their yabbies and
focus on farm gate sales with some sdles of live and cooked to local restaurants and clubs.

In some Riverland and other popular angling areas smdl szed yabbies of less than 20 or 30
grams are aso sold as live bat a times. The NSW Fisheries are currently reviewing supply for
the bait market asit is seen as a growth area for fishers and farmers.

Victorian and NSW growers are increasingly working together in informa networks where they
share facilities, cusomers and market information to supply wel graded purged live yabbies to
wholesdlers and restaurateurs within the stale and interdtate; export sdes are dso utilised but
reman smal scde. These two dates too have severd grower companies (Centrd Victorian
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Yabby Farms, Yabby Blue etc) but these two are not as widdy known in Sydney as the leading
WA brands are.

Unlike fishermen, yabby farmers do not commonly use the auction markets in Sydney or
Melbourne to sdl their product, but prefer to sdll their product a pre-agreed prices to seafood
wholesders in these cities who on sl manly to restaurateurs. Unlike boiled yabbies, live
yabbies are not commonly sold in retall outlets except in afew specidist fishmongers.

Higoricd data on sdes volumes and product flow are unavalable but intrastate saes of live
yabbies would probably account for the mgority of the output of NSW and Victorian
aquaculture. Cooked yabbies, damaged or smadler yabbies (which are not so sought after in the
live trade) make up just aminority of the farmed trade.

A notable feature of the yabby trade is the rather smdl regular demand for live yabbies in
Sydney and Medbourne and the emergence of an unusudly long and circuitous marketing
channd a times. The eratic supply of high qudity live (and cooked) yabbies over the past 25
years has congrained trade in yabbies and the irregular supply has become an impediment to the
devdopment of strong marketing channels s0 much so that severa wholesders serving leading
restaurants do not bother to have stock in store and are prepared to buy from felow wholesders
¥ their competitors ¥ as needed.

This unusua lengthening of the marketing chain as depicted in Figure 1 leads to increased prices
which in turn congtrains demand and acts as an impediment to trade development.

Y abby Products

Live yabbies Various Sze and qudity grades
Boiled yabbies chilled smal medium and large
Boiled yabbiesfrozen

Uncooked frozen whole yabbies

Boiled yabby tails

Boiled yabby mest

Boiled yabby meat pickled

Y abby flesh pate

Y abby all

Y abby shell waste for fertiliser or animal feed
Live yabbies for bait

Live yabbiesfor aquarialdisplay
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Figurel. Domestic Marketing Channelsfor farmed yabbies.

The heavy arrows show the most important marketing channel.
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3.1.1 Domestic Prices

The prices pad for yabbies are highly variable as they reflect changes in supply and demand for
a paticular product form, sze, the different point in the marketing chain and the qudity grade.
Furthermore the Sze grade categories and quality grading practices used by different companies
are not dways the same and this adds to the complexities in anadysing the market for live or
cooked yabbies.

Most of the mgor producer-marketers commented that price cutting was common and added to
the price fluctuations and uncertainty in the marketplace.

Prices vary according to the marketing company and the implied quaity warranty too. The better
edablished WA and SA companies (ie with larger supplier networks, greater throughput and
reliable QA programs) are usudly able to fetch a better price than their competitors because they
offer better qudity live yabbies * the mgor qudity parameters being relidble sze grading, clean
atractive shdls vitdity in the packed animals and mortdity aslow as zero percentage.

From our discussion with regular wholesde buyers of live yabbies in Sydney and Mdbourne, it
would appear that WA enjoys the best reputation with SA second and Victoria and NSW coming
an equd third in reputation for religbility of product and service.

The price premium achieved by the leading companies in WA such as Cambinata and Southern
Yabby Farms with their AQIS Food Processing Accreditation can often be as much as $2 per
kilogram for medium or large Sze yabbies but discusson with the buyers suggedts that a large
and rediable supply is equdly important asreiable (high) qudity in price stting.

Domestic Prices
The FOB (Free on Board) Perth prices quoted for premium live grade by one of the mgor WA
grower processor-marketer company in early December 2001 were:

Sze Pricelkg
90g+ $22

70-90g $19

50-70g $16.50
30-50g $14.50
<30g not avalable

Second grade. ie animds with missng clawvs and/or stained shell which are bought modly for
flesh use in restaurants, are commonly sold for about $3 per kilogram less than the above prices
for premium.

Other growers around Australia were sdling yabbies for less, as much as two dollars per kilo
less a tha time for live yabbies This price differentid is a reflection of the different supply,
demand and quality of yabbies each company had at the time.

Cooked yabbies, a mgjor output of NSW and Victoria, sell for about $3 per kilo less than those
indicated above for WA live yabbies, for the reasons outlined earlier.

There are three unusud features of the domestic and export trade in yabbies. One is the
relatively deady prices quoted throughout the year by the individua processor-marketing
companies, other crustacean prices typicdly go through sgnificant price fluctuations throughout
the year according to seasond supply and demand considerations eg prawn prices soar in the
second half of December (for Chrismas consumption) or when supply is subgtantialy less than
demand for extended periods.
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The second notable feeture is the smdl volumes in a typicd transaction to wholesdlers:  about
20-100 kilograms; larger shipments are unusud.

The third feature is the rdatively large number of direct sdes to restaurateurs, retalers and
consumers, compared to other seafoods (farmed or wild). Related to this is the equally atypica
practice of sdling product a much the same price to consumers, restaurateurs and retalers
regardiess of the volume of sde. Most aguaculture and fisheries produce is sold to distributors or
in auction markets, and priced according to volume purchased (lower prices for increasing
volumes) and direct salesto consumers are unusudl.

3.1.2 Sydney Fish Market and Spot Prices

The Sydney Fish Market (SFM) has traditionally been a sdler of cooked yabbies and some live
ones—at its auction. In recent years the auction has adso sold increasing quantities of product
from farms athough this aguaculture origin is not indicated during the sde or in the datistics on
the SFM web site.

Table 4 below shows the average price of yabbies, dmogt al wild product from fishers and other
suppliersin VictoriaNSW and South Audtrdiafor the past two years.

Table 4. Sydney Fish Market Average Prices for 1999/2000 and 2000/01.

1999/2000

Product form Sze Kilos Min price Max Price Average
Cooked Ungraded 2660 4.38 10.00 7.55
Live Ungraded 263 6.50 11.50 8.84
Live X Large 5 13.50 13.50 13.50
Live Large 82 5.00 14.00 10.94
Live Medium 18 7.50 7.50 7.50
Live Small 18 5.50 5.50 5.50
2000/2001

Product form Sze Kilos Min price Max Price Average
Cooked Ungraded 2258 5.52 14.35 9.73
Live Ungraded 256 2.00 15.50 8.70
Live X Large 17 16.00 16.50 16.32

These tables show the strong predominance of cooked and ungraded product; this is because
commercid fishermen usudly just cook al of the catch, and sdect and size grade live ones just
occasondly. The live ungraded category shows no dgnificant change in average price from one
year to the next while the cooked shows asgnificant pricerise.

The supply of yabbies at the SFM on any one day is usudly less than 150 kilograms and weekly
supply is usudly less than 300 kg and the supply is dominated by the SFM “ungraded’ category
which is mostly crayfish of aout 50-60 grams.

In December last year the market sold severd consgnments of large yabbies from aguaculture
and a comparison of the prices recaved demondrates the variability in “spot prices’ at this
auction. The prices in the Friday preceding Chrismas were gpproximately double that received
by the same supplier aweek earlier.
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Discusson with the buyers of these consignments reveded that they were bought to fill orders
and that the very high price pad just before Chrismas was due to rivary between competing
buyers and that only at such times would customers pay such extraordinary prices.

There are aso days when prices are lower than usud too. Spot prices can be low or high in any
auction market.

Table 5. Crayfish pricesat SFM. Friday 14 & 21 December 2001.

Product Sze No of | Minprice | Max Price | Average
form cases kg

14 December

YabhiesLive Medium 1 14.50 14.50 14.50
Y abbies Lage 3 16.00 16.00 16.00
Y abbies X Large 1 18.50 18.50 18.50
Reddaw Live Smdl 1 14.00 14.00 14.00
Redclaw Medium 1 15.50 15.50 15.50
Redclaw Lage 2 19.00 19.00 19.00
21 December

YabbiesLive Large 1 32.50 32.50 32.50
Y abbies X Large 7 31.00 32.50 31.64
Redclaw Live Smdl 2 13.50 13.50 13.50
Redclaw Medium 6 15.50 18.50 16.60
Redclaw Large 1 17.00 17.00 17.00
Redclaw X large 2 20.00 20.00 20.00

Monthly data on yabby sales at the SFM in 2000 are summarised in gppendix 1.
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3.1.3 Historical prices

The best time-series of prices for yabbies are the data published annualy by ABARE but
regrettably it is of limited vaue because it does not give any indication of the different products
or the sizes of the yabbies.

The data from the Sydney Fish Market sales is more precise but they aso have limited vaue as
they essentidly refer to wild product, and the sze grades smdl, medium, large and extra large
are not defined.

Of interest are the modest price rises over the past few years in fam gate price of yabbies even
with a steady level of output, indicated by the ABARE data below. WA has had a sgnificant
increase in price but much of this is a result of larger, better qudity produce being marketed in
the last two years according to C. Lawrence. This “macro data’ is supported by a comparison of
the prices sought for the 50-70 and 70-90g categories by a leading WA digtributor in December
2001 with those of August 1997 — only about $1 per kilo more.

Table 6. Annud fam gate prices of famed yabbies (Audrdian Fisheries Statistics ABARE
2001).

State 1997/8 1998/9 1999/2000
tonnes | $/kg tonnes | $/kg tonnes | $/kg
NSW 40 11.72 40 11.80 50 11.80
Vic 24 7.67 13 9.62 15 9.27
SA 11 10.45 27 8.55 14 10.21
WA 231 9.75 165 9.64 211 13.18
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3.2 Export Markets And Marketing Channels

The export market like the domestic scene is a complex and competitive one dominated by the same
handful of WA and SA companies as in the domestic trade.

Live yabbies are being exported to more than 20 countries but the total volume to most countries is
less than a tonne per year. The significant importing countries are listed in the table below.

Table 7. Y abby exports 1999/2000*

Country Tonnes
Hong Kong 27
Singapore 19
Belgium 14
Germany 14
Switzerland 12
USA 5
Taiwan 3
United Kingdom 3

Total (all exports) 29

* Data from various sources

Live yabbies have been the mgjor item of internationa trade with Hong Kong Singapore and Europe
reported by exporters as the major markets, other products such as cooked yabbies and IQF
(Individually Quick Frozen) uncooked yabbies are not important. Singapore is a smal idand nation
with limited natura resources but a successful trading hub, and many products shipped into
Singapore are sold into neighbouring countries such as Malaysia. Although Mdaysia is a substantia
aguaculture nation it is aso becoming an increasingly important importer of seafood too.

Enquiries from Norway, the Phillipines, the United Arab Emirates and VietNam are currently being
followed up by anumber of partiesin Austraia

Awareness of freshwater crayfish generaly is low throughout most countries and awareness of
yabbies in particular is even lower and most buyers would not be familiar with the different species
of Audtraian freshwater crayfishes. Hence overseas consumption of yabbies and other Audtraian
freshwater crayfish is mostly limited to what may be referred to as more affluent and better informed
seafood consumers eating at finer restaurants.

Although there are repeated reports of insufficient supply to meet overseas demand, a close analysis
of the information available on export trading revealed that total export sales are about 100 or more
tonnes per annum, depending on supply and demand conditions, with WA by far the magor exporter
respons ble for more than two thirds of exports.

Most exporters comment that overseas marketing of yabbies is not as easy nor as profitable as the

public reports in the media seem to portray. The reasons for this follow:

*+ Current trade and marketing channels have been developed over many years, after costly
oversess trade promotions by several companies.

* Individua sales are not of large volumes therefore
*+ Customers and sales are often gained a great expense (travel, communication, samples

shipment)

* Sdles are often at prices no better than domestic prices, hence net returns are the same or less
than domestic trade

* Greater packaging costs and financid risk in shipping product to distant customers (overseas
debt collection is more costly if a dispute arises).
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+ Airport delays, transhipment and mishaps leading to unrecoverable costs

* The market is sengitive to oversupply, and price cutting by aggressve Australian companies is
not unusual

A fal in the inspection charges levied by the Australian Quarantine and Inspection Services (AQIS)
a the end of the 2001 year has however dleviated the overhead costs on small shipments a little. Air
freight however remain high.

The current export market of about 100+ tonnes per annum is remarkably similar to the peak exports
of cooked wild yabbies from SA in the mid 1970s when 115 tonnes, mostly from Lake Alexandring,
were exported to Sweden in 1975 by Ocean Foods (Olszewski, 1980).

Although export trade volume is now currently narrowly focussed on live product there have been
and ill are repeated attempts to widen the markets beyond the existing products and trading partners
(see below) and raise aggregate demand and prices.

The freshwater crayfish industry has been a regular exhibitor at overseas trade fairs such as the
ANUGA Far in Germany, European Seafood Exposition in Brussels and the Boston Fish Show
(USA) over the past decade and severa companies have engaged Austrade’s consulting services to
undertake specific market research and devel opment exercises.

As noted above price remains a key factor in driving sales as much cheaper — adbet mostly
smdler—crayfish are available from exporters in China, the USA and elsewhere. Chinese production
of crawfish meat is very cheap, exports of frozen cooked crayfish, tails and meat (including 1 kg
consumer packs) have had a negative impact on the economics of the Louisiana producers and
processors which led to a Congressiona investigation and imposition of a tariff on crawfish meat in
September 2000 (Huner 1997).

A prohibition on the import of live freshwater crayfish is an impediment to trade in this poduct in
some  countries  (eg France; detailed information avalable a web ste
www.agis.gov.au/animex/asp/search.asp ). A more wider use of tariffs on the import of various
aquaculture products such as exists in Korea and China is a more general impediment to export of
Australian freshwater crayfish.
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3.2.1 Disribution Channds

The didribution channds for live crayfish are as varied as they are for trade within Audrdia
One of the magor grower processor-marketing companies in Western Audrdia is promoting
direct sdes, utilisng fax and internet, to trade buyers such as restaurateurs and distributors as
well asto consumers willing to pay in advance by credit card.

The other mgor companies in WA and SA are focussng on trade saes only, usudly to seafood
distributors, and other larger buyers of seafood such as hotel or restaurant groups, who then on
Al

Some of the WA companies are dso offering marron and other farmed and wild crustaceans to
their overseas and domedtic clients so yabbies — at least the larger Sze grades— are being
digributed overseas dongsde maron and sometimes with redclaw too dthough these two
species aetypicdly larger and higher priced.

3.2.2 Export Prices

The FOB Perth prices quoted by one of the mgor companies for in early December 2001 were:
Sizegrade Pricelkg

90g+ $23
70-90g $20
50-70g $17
30-50g $15

Higher prices till can be obtained for the very large crayfish about 150gram or heavier.

The prices above are  margindly higher than those quoted for domestic sdles and most exporters
report that exports are sought as much for additiond sdes volumes/outlets as wel as the
possihility of greater net return per kilogram. The export price levels too have not changed much
in the past few years according to distributors.

These prices are lower than those quoted for marron mainly because of crayfish sze differences
but they are smilar to equivaent sized redclaw prices.

Yabbies are however much dearer than the sSze equivdent (smal) American crawfish or the
even chegper Chinese freshwater crayfish which have adversdy impacted on the USA's
industry.
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4, SITUATION ANALYSISAND RISK MANAGEMENT

The strengths and weekness of a yabby marketing cooperative and the opportunities and possible
threats confronting a prospective cooperaive in NSW were examined (SWOT andyss) and a
number of risk management Strategies developed to meet prospective challenges.

4.1 SWOT Analysis

Thefollowing STRENGTHS were identified:

+ Yabbiesareavery atractive and tasty crustacean

* Yabbieslend themsdvesto avariety of cuisnes and dishes

+ Liveyabbies are eadly handled with very low mortdities

*+ Live yabbies can be transported easly over long disance/long times without water without

ggnificant mortdities

Boiled yabbies have ardatively long shef life

The Hunter region and most of NSW have excdllent and cheap transport links to Sydney and

international ports

* |nfrastiructurein NSW is excdllert

*+ The Hunter Vdley a mgor touris dedtindion; this offers opportunities for low cost highly
effective cross promotiona exercises

+ Location offers potentid for tourism activity and linksin the mid to long term

*+ Extendve agueculture of yabbies mosly qudifies for the labd organic faming, which
should prove advantageous vis a vis sdmon and pravn farming which are typicdly intensve
operations. Can be promoted as “ bush tucker”

* NSW Fisheries, CSIRO and universties provide astrong R & D base for yabby faming

*+ Northeen NSW has a mild cdimate which will dlow dl year round harvedting, dbat of
gmadler quantities than summer pesk

*  Thousand of farm damsin NSW capable of producing yabbies

*+ Srong interes in improving productivity of yabby faming in NSW will increese State
supply.

WEAKNESSES

* Experienced seafood/aguaculture staff are difficult to recruit and maintain

* Product liability clam, stock loss, fire or other disaster due to human error leads to loss of
key customers

+ Difficulties in atracting sufficient suppliers to obtain the required economies of scde and
achieve desired market share

*+ Market pressures lead to member dissatisfaction, resgnations and loss of economic viability

+ Saff error or inadequate debtor control leads to financia loss.

»

»

OPPORTUNITIES:

+ Audrdian has a strong “clean and green” image overseas and our stock is essentidly disease
free

+ Yabby prices ae reaivey low for crustaceans, for example they are wholesded a only
about hdlf the price of equivaent large prawns

+* Worldwide increasng interes and demand in high quality seefoods as a result of increasing
population and risng affluence in most countries.
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Markets in Austraia and oversess are gill underdeveloped and capable of subgtantia growth.
Mog people in Audtrdia and €l sawhere have not yet eaten these tasty crustaceans

Yabbies have many inherent taste atributes which renders them as good raw materid for
innovative vaue added product

Audrdian economy is strong and stable; aweek Audtrdian dollar facilitates exports

Magor competitors overseas such as Turkey, China and the USA face risng prices and
environmental degradation or congraints.

Research indicates that growth rates and tall flesh yidd can eadly be improved over the next
few years with traditiond sdection techniques (Without Geneticdly Modified Organisms);
this will hep increese supply subgtantidly, assst farm profitability, lower prices dightly and
generdly simulate demand.

Single sax and hybrid stock can increase supply, farm profitability and stimulate demand.
Aquaculture research will produce a chegper and better pelet diet which will assst fam
profitability and increase supply

Decreasing trade bariers and tariffs with time open up more markets and more profitable
business.

THREATS

*

Depressed  economic  conditions in some countries, recesson in Japan, congraning
international demand for seafood

Disease outbreaks and yabby supply lossis apossible but unlikely threat

Consecutive “wet years’ leads to overwhdming oversupply of wild yabby and disruption to
yabby trade; possible but unlikely to have sustained impact on farmed yabby markets

Massve growth in redclav and marron supply and price crash leading to yabby market
disruption; possible but unlikely

Magor seafood safety scare leads to extended downturn in demand; possible but impact can
be limited

Oversupply of yabbies and price war from other yabby producer-marketing enterprises
depresses prices and |eads to grower dissatisfaction. Possible but can be avoided.

These potentid threats to the business and management drategies for other possble risks are
explored in the following section.
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4.2 Risk And Risk Management

There are a number of risks common to any business venture but a business specidising in the
packing and marketing of live aguatic animals faces al the common business and financia risks as
well as the additiond risks entailed in the holding of live animals under high density conditions.

If the business is established with substantial debt capital (borrowed funds) there is the further risk of
not being able to meet interest payments which could trigger a financia crisis if the principa then
also becomes payable under the terms of the contract.

The following business risks are fairly common and need not be dscussed at length here as they are
insurable without great cost :

+ Fire damage to premises

+ Burglary, theft or sabotage

* Motor vehiclefire, theft or damage

* Machinery breakdown (excluding those due to wear and tear)

+ Product Liability and Public Liability.

The sale of live or cooked yabby products entails a number of common seafood business hazards
such as transport delays and product loss by airlines or road transport. These damages or financia
losses can be insured for but premiums are prohibitively expensive and the common industry practice
is to “carry the risk” and seek redress from the transport company for damages incurred. At times the
customer seeks to have shipments insured and this is undertaken and charged to the customer.

4.2.1 Seasonal And Unexpected Supply Discontinuity

Climatic conditions are variable from year to year and yabby reproduction, surviva and growth are
dependent on temperature and rainfall conditions, which are essentially uncontrollable but
predictable.

As noted earlier seasona supply is commonly lowest around July and August each year but the
impact of this seasonal downturn can be minimised by:

* having a diversity of supplier properties scattered around the state to take advantage of the
microclimate in different regions

* a diversty of growers/production systems which offers greatest opportunities for a range of
yabby sizes and al year round supply; ie by having a mix of Class E, intensve and semi
intensive operations

+ training growers in the practica procedures and business advantages of harvesting yabbies in
winter

+ offering financial incentives to members for product ddlivery in winter months.

In NSW some growers believe that they can produce small volumes of yabbies all year round and in

WA researcher C. Lawrence reports that farmers are getting better at trgpping yabbies in winter
temperatures in that state. It appears that reliable al year round supply isjust a matter of time.

There is a widely held view amongst aguaculturists that al year round supply is essential for success.
This is not necessarily so. There are many examples of success in the food trade where year round
supply is unavailable: cherries are one example where the industry thrives without continuous supply
and in fact enjoys free publicity when the new season is heraded in the media. In the Austraian
seafood scene it is noteworthy that the Atlantic sadmon and prawn farming industry have grown
strongly without al year round supply in the first 15 years.
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All year round supply can be beneficial but it is certainly not essential. What is essentid is being able
to advise customers reliably on the period of availability and then meeting that promise.

Unseasonal weather, extended drought or rain, or catastrophic weather induced supply shortage ae
also arisk and these too can be aleviated by the measures described above.

Specia insurance against supply shortfal is potentially a risk management strategy but given the
short history of yabby marketing and the lack of information on this type d business the insurance
premiums would not be attractive.

In short, good supplier training and networks to provide a range of products from different
properties are the best supply risk management strategy.

422 Stock LossFrom Plant Breakdown Or Animal Disease

A busness with mogt of its stock held dive faces specid risks which require careful andyss and
a talor made management plan. The risk management plan should congst of a risk prevention
drategy and risk mitigation Strategy.

Risk andyss entalls

*  |dentify what risks may exist

*+ Assessthe chances of occurrence
*  Assesswhat the severity might be.

The risk prevention methodology should include;

Adequate training for suppliers to minimise intake of diseased animas
Adequate staff training and operating manuas

Anima inspection on arriva; quarantine arrangements

Use of new or rdliable equipment, particularly back up gear

Regular stock and water monitoring, data logging and andyss.

aghrowbdE
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Risk mitigation protocols and procedures should therefore cover:
+ Procedures for advisng customers of supply problems
Disposal of spoiled product

Sde of injured or weakened product which isfood safe
Pant gerilisation before restocking

Purchasing stock in a short time to make up for losses.

> » » »

Insurance is avalable for some aguaculture stock on fams —a a subgtantid premium — and for
gdock in a packing plant, but given the rdatively new datus of yabby marketing and the lack of
actuarid data it would be assessed on an individua busness risk bass and would be

prohibitively expensive for a newly established business.

4.2.3 Food Safety Risks

Live yabbies are a low risk food and do not present any specid public hedth risk. Boiled yabbies
are aready -to-eat food and may present a moderate ik if not handled carefully, particularly to
a risk consumers such as the very young, very old, pregnant women and anyone with a
compromised immune system.

The risk of a food safety problem should be managed by maintaining the plant and equipment in
hygiene conditions and having adequatdy trained gaff following procedures documented in a
HACCP based food safety plan that has been passed by Safe Food NSW and AQIS where
needed. A product recadl plan following guiddines developed by the ANZFA should be
developed as part of the food safety plan (ANZFA 2001).

This of course does not guarantee that a food safety problem will not occur but it demonstrates
due diligence to customers and government agencies and minimises the chances of charges under
State or Commonwedth legidation or apublic ligbility dam for faulty product or illness.

Adeguate product liability insurance should neverthdess be taken out from day one to protect
agang acivil dam for faulty product or illness.
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S. FINANCIAL ANALYSES

5.1 Financial Modd

Our andyss of supply and demand factors (described in the earlier sections of this report)
suggested that about 50 tonnes or more of product throughput per year would be needed to make
the cooperdtive project viable ie have sufficient product saes volume to provide some continuity
and reiability of supply to compete againg other sdlers and sufficient economy of scde to  be
profitable, hence the sdection of 50 tonnes per annum for a base economic modd for a
cooperative business.

A computer model of a modest cooperative facility capable of packing a least a tonne of yabbies
per week with a focus on live yabbies and with cooked (boiled) yabbies as a secondary or
resdua product market (for dead or week crayfish) was then set up. The cgpitd items and
equipment for thismode cooperative and their costs are shown in Table 8 following.

The modd and accompanying financiad data are based on income and outgoings over a 10 year
period, with a 3% inflation rate in years 3-10, costs were held congtant for year two. The
building is depreciated over a 20 year period, the second hand motor vehicle is replaced after
five years and other equipment is depreciated over the 10 years unless otherwise indicated.

The fixed operating cogts for running this fadlity employing a full time manager were then
esimated, as shown in Table 9. The computer model was then used to examine the outcome over
a ten year period using discounted cash flow methodology, particularly the price members would
need to be charged to recover the handling and marketing of the yabbies ie the breskeven “sde
price’ or handling costs charge per kilogram of yabbies sold on behaf of members. Discounted
cash flow is discussed in the box below.

The am of the exercise was to examine this breskeven price/charge in reation to prevailing
marketing charges (eg other cooperatives or company processing-marketing marging) o growers
could assess the costsbenefits from joining a cooperative and compare it to their status quo or
other marketing options.

Discounted cash flow methods for evauating investments recognise that a dollar today is better
than a ddllar recaved in severd years time because it could have earned interest in the interim.
Thus we discount the future earnings by the * discount rat€” to get present value.

Internd Rate of Return (IRR) is the interest rate a which the present value of earnings (or
savings) from the invesment over future years is equa to the present vaue of dl of the
invessment and al cash aitgoings from the project ie the discount rate which gives a Net Present
Vaue (NPV)of zero.

The IRR represents the highest rate of interest a which a firm can borrow money for a project
without making losses.

Table 8  Facility establishment costs.

Egtimates of initid /capital expenditure for amodest processing facility capable of purging,
boiling (domestic sales only), chilling and packing yabbies.
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Item Cost $
Processing packing shed 80,000
Approx. 14 X 8 m with chiller shower room,

office fadilities and purging/holding tanks and

packing room

4 Holding/purging tanks and filters 10,000
Chiller room with “shower drip” 10,000
25x3m

100 Pastic “prawn baskets’ 1,600
Y abby boailing equipment 1,000
Gas cooker and cooling tank

Two work/packing benches 3,000
Electric scales 2,500
(5 gramsto 20 kilograms capacity)

Insulated 1-tonne vehicle (2™ hand) 30,000
QA system development 5,000
Office equipment 6,000
Computer, fax, printer, vigtors chairs and table

S(

Cleaning equipment 1,000
Miscellaneous 2,500
Establishment and Legdl fees 10,000
TOTAL 162,500
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Item Cost $
Manager' s remuneration package 55,000
Motor vehicle costs 8,000
Insurances 5,000
Electricity and cooking gas 3,000
Phone and fax 1,500
Water 2,000
Accounting and adminigtration 2,000
Market development & promotion 20,000
Repairs and maintenance 4,000
License fees and registrations 2,000
Miscdllaneous 2,500
TOTAL 105,000
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The assumptions behind the model were:

The members would assst in assembling the facility and the mgor plant and equipment to
contain costs so that it could compete against established operators. (Twice this amount, or more,
could eadly be spent if funds were not limited). Note that this modest facility is intended for
export of live yabbies only; cooked yabbies are intended for domestic sale only.

Capital costs would be contributed by members, and in an dternative option $80,000 of the tota
of $162,500 could be borrowed.

There is no provison for purchase of land as it assumes land is available a a negligible rent or
leese. (Subgtantid land cost or heavy invetment in buildings would render a new busness
uncompetitive and unprafitable in the yabby market environment).

There is no provison for income from saes of equipment such astraps, bait, fud etc.
No cash income in July and August each year when yabby supplies are seasondly lowest.

The cooperative operates with one full time multi skilled manager. Any additiond requirements
for labour would be provided on a voluntary basis by members or casud labour employed and
charged out as needed.

The cooperative would sdl at competitive prices and would not actively undercut nor seek
higher prices than exising processor-marketers. ie sdl a the same price as edtablished
companies for equivdent product (product form, sze and qudity grade). It would be unlikely
that the newest entrant to the market could gain higher prices with the increasng supply forecast
(100% in five years, Section 7).

The modd takes no account of actua yabby sdes price (because the cooperative's revenue
comes from its fee for service) but we have estimated $15 as the average sdes price (across the
common Sze grades) for discusson in this report as this approximates the current fam gate
return from NSW yabbies.

The cooperative would invoice producers for the direct packaging costs (eg styrene cases, foam
sheets, ice pack at cost) and the buyersfor freight on al sdes.

The model was used to examine the breskeven sdes pricelhandling fee a lower sdes volumes ie
20, 30, and 40 tonnes and at 60, and 70 tonnes sales levelsin ayear.

Seventy tonnes was sdlected as the upper turnover figure because it is the grestest annua
throughput recorded by existing yabby processors and 20 tonnes was sdected as the lowest
foreseeable throughput because it is unlikely that anyone would enter a new business based on a
lower throughput.
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Additiona underlying financid assumptions are listed below

Start date July 2002
Business structure Cooperativein NSW
Overdraft rate (% of overdraft balance) 10%
Superannuation rate (% of wages) 8%
Workcover rate (% of wages) 1%
CPl increases — costs (% per annum) 3%
Annud increase in price (% per annum) 3%
Capital introduced (owners equity) $162,500
Loan funds $0
Loan interest rate (% per annum) 8%
Loanterm 10 years
Loan start date July 2002
Discount rate for NPV caculation (% per annum) 5% red (8.2% nomind

@ 3% CPl)

The computer mode was used to produce the following financia data sheets:
The monthly cash flow budget (yer 1) and the breskeven fixed costs per kilogram of
crayfish

*  Year 10 cash flow budget (quarterly)

Profit and loss statement for years 1-10

+ Bdance shedt, years 1-10.

»

These sheets are attached at the end of this section.

Profit and Loss and Baance Sheets for the other scenarios (20, 30, 40, 60 and 70 tonnes pa) are
attached in Appendix I1.
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TheKey Findingsare:

1. At a throughput of 50 tonnes per annum the cooperative would have to charge members a
hendling-marketing fee of $2.36 per kilogram to bresk even on its fixed operating costs. This
$2.36 represents 15.7% on the estimated average sale price of $15 per kilogram of yabby.

2. The modd shows that breskeven price/cost for the business is not achieved until year three
with the capital and operating costs as shown in Section 5 ie the fixed overhead codts are not met
for thefirst two years and it is costing more than $2.36 per kilogram to handle the product.

3. The profitability of the mode cooperative is of course most sendtive to the price charged to
members.

4. The sdary paid to the manager isthe most sengtive item in the schedule of fixed costs.

At lower throughput levels the breakeven cost, eg $3.93 at 30 tonnes pa, would be considered
intolerable by farmers. At 70 tonnes per annum the breskeven cost of course is much lower at
$1.69 per kilogram. At this sales level there would be scope for the cooperative to charge more
than breakeven and make a profit.

It is indructive to examine the cooperaives breskeven handling-marketing cost as a percentage
of a prospective average sale price of $15 per kilo as shown below. As noted earlier the members
would be charged for packaging costs related to their sdes in addition to the cooperative's
hendling-marketing charge.

Table 10. Breskeven price/codts a various throughput levels

Annua Throughput BreakEven Price | BE price/ costs as
in tonnes (Fixed Operating Cost | % of $15 average
) in $kg market price
20 5.90 39.3
30 3.93 26.2
40 2.95 19.7
50 2.36 15.7
60 1.97 131
70 1.69 11.3

Many businesses such as seafood wholesders would be prepared to market yabbies for a fee of
about $2.36 per kilogram plus the cost of dl packaging. The Commercid Fishemen's
Cooperctive at Newcastle, for example, only charges 14.5% commisson for sdes of members
product plus some ancillary charges (eg ice) which are negotiable.

Each group of producers interested in forming a cooperative would need to examine these
figures in the light of therr financid and human resources, ther propensty for risk teking and
their assessment of market conditions.
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5.2 Sensitivity Analyses

Sengtivity andyses were conducted on some of the key expenditure items listed in our schedule
of fixed costs and the results are discussed beow. Interestingly, profitability is not greetly
affected if aloan of gpproximately 50 % is arranged at 8% interest.

The results of the andyds were re-estimated under the assumption that about haf the required
dart up capital was provided by the owners ($82,500 owners equity and $80,000 loan) rather
than the base assumption that al capitd would be provided by the owners. This made virtualy
no difference to the outcome of the andyss (i.e. the breskeven price). This is because the
discount rate used, a nomind rate of 8.2% (derived from a red rate of 5.0% with CPI=3.0%) is
smilar to the loan interest rate of 8.0%.

Because a loan will affect cash flow it does however impact on accumulated profits and annua

operating profits, dthough the impact, particularly on the latter, isfarly smdl.

521 Breakeven Prices/Costs

Breskeven price (cost to farmer/coop member) is defined as the price that gives the investment a
net present value of zero caculated over a 10-year period. Table 10 showed the breakeven prices
ranged from $5.90 per kg to $1.69 per kg for throughputs over the range 20 tonnes to 70 tonnes
(capital and fixed operating costs were assumed constant, regardless of throughput).

Table11l Sengtivity of Yabby Cooperative Invessment to Changesin Price

Price Net Present Benefit/Cost | Internal Rate | Breakeven year © Year 10 (()jp.
Vaue? Ratio of Return® profits
$2.36/kg $0 100 8.2% Year 3 $3,000
+10% ($2.59) $103,000 110 2.7% Year 2 $23,000
+20% ($2.82) $205,000 120 37.2% Year 1 $39,000
+50% ($3.53) $514,000 150 N.4% Year 1 $85,000

& Calculated as the discounted stream of benefits from the investment over a 10 year period less the discounted stream of costs
over the same period. The discount rate is 8.2% (derived from areal rate of 5.0% with CPI=3.0%).

Theinternal rate of return is the discount rate at which an investment has a net present value of zero.
¢ Theyear in which operating profit (before tax) is positivei.e. total sales exceed total expenses.
4 QOperating profits (before tax) earned in year 10 of the investment.

b

The investment is most sendtive to the price variable, as shown above. A 10 per cent
increase in the price paid to the cooperative by growers would increase the benefit cogt ratio to
1.1 (from 1.0) and the operating profits (before tax) in year 10 would almost treble to $23,000.

Note that estimates of net present vaue and year 10 operating profit have been rounded to the
nearest thousand dollars. The sday pad to the manager is the most important component of the
fixed cogts (next section).

Y abby Cooperative Feasibility Report Ruello & Associates Pty Ltd.



36

5.2.2. Management Labour Cost

The base case assumption was that a manager would be employed full-time and paid $50,000
per annum sday. Table 12 shows a sdary 20% smaller than the $50000 pa in the base mode
will increase the cost benefit ratio for the project from 1.00to 1.2 and :

+ brings the bregk even date forward to year two
+ increase operating profit in year ten from $8000 to $22000.

A reduced sdary however suggests acceptance of a lower level of expertise in the manager,
which may prove senseless.

Table12. Sengtivity of Cooperative Investment to Changes In Management Sdary*

Wages Net Present Benefit/Cost | Internal Rate | Breakevenyear Year 10 op.
Vaue Ratio of Return profits
$50,000 pa $0 1.00 8.2% Year 3 $8,000
-10% ($45K) $45,000 1.05 14.6% Year 2 $15,000
-20% ($40K) $89,000 110 20.9% Year 2 $22,000
-50% ($25K) $224,000 1.28 40.4% Year 1 $44,000

* Superannuation cost not included here

A 50% lower sdary brings about a massve increase in profitability as shown above but would
be posshle only if the manager was employed on a haf time bads, however it is unlikely that al
of the manager’s duties could be fulfilled onahdf time bass.

Employment of a manager on a 50% basis may prove successtul if this is supplemented with the
provison of voluntary assistance by members on arotationd bass.
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5.2.3 Market Development And Promotion Cost

The profitability of the cooperative is less sendtive to the cost of maket
development/promotion. The base case assumption was that $20,000 would be dlowed for
market development expenses to develop and support market share and product prices in the face
of exising competitors.

Table 13 shows that a 10 per cent reduction in market development costs (to $18,000) would
increase the net present value of the investment by $16,000, the benefit cost ratio would increase
to 1.02 and the operating profits (before tax) in year 10 would increase from $8,000 (base case)
to $11,000.

Table 13. Sengtivity of Cooperative Investment to Changesin Marketing Costs

Market Net Present Benefit/Cost | Internal Rate | Breakevenyear Year 10 op.
Development Vaue Ratio of Return profits

$20,000/an $0 1.00 8.2% Year 3 $3,000
-10% ($18K) $16,000 102 10.5% Year 2 $11,000
-20% ($16K) $32,000 103 12.8% Year 2 $13,000
-50% ($10K) $80,000 108 195% Year 2 $21,000

A 20% reduction in the market development budget would increase the cost benefit ratio from
1.0 to 1.03 but this reduced budget would reduce the capability for market development and
hence overal success.
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Yabby Cooperative - 50 tonnes
Projected Cash Flow
For the Period Ending 30 June 2003

38

Total Jul-02 Aug-02 Sep-02 Oct-02 Nov-02 Dec-02 Jan-03 Feb-03 Mar-03 Apr-03 May-03 Jun-0¢
Operating Cash Receipts
Income (from Sales Schedule) 118000 0 0 11800 11800 11800 11800 11800 11800 11800 11800 11800 118
Other Non-operating Income 0 0 0 0 0 0 0 0 0 0 0 0
Other Operating Income 0 0 0 0 0 0 0 0 0 0 0 0
Total Income 118000 0 0 11800 11800 11800 11800 11800 11800 11800 11800 11800 118
Capital Introduced - Equity 162500 162500 0 0 0 0 0 0 0 0 0 0
Loan Funds 0 0 0 0 0 0 0 0 0 0 0 0
Total Cash Receipts 280500 162500 0 11800 11800 11800 11800 11800 11800 11800 11800 11800 118
Operating Cash Payments
Direct Expenses (from Sales Sche 0 0 0 0 0 0 0 0 0 0 0 0
Accountancy/Bank Fees 2100 175 175 175 175 175 175 175 175 175 175 175 1
Consultants/Contractors 0 0 0 0 0 0 0 0 0 0 0 0
Electricity 3000 250 250 250 250 250 250 250 250 250 250 250 2
Employees
Superannuation 4500 375 375 375 375 375 375 375 375 375 375 375 3
Wages 50000 4167 4167 4167 4167 4167 4167 4167 4167 4167 4167 4167 41
Workcover 500 42 42 42 42 42 42 42 42 42 42 42
Education/Training 0 0 0 0 0 0 0 0 0 0 0 0
Fuel & Oils 0 0 0 0 0 0 0 0 0 0 0 0
Insurance
Stock 3000 3000 0 0 0 0 0 0 0 0 0 0
Public Liability 500 500 0 0 0 0 0 0 0 0 0 0
Fire/Burglary 500 500 0 0 0 0 0 0 0 0 0 0
Machinery Breakdown 500 500 0 0 0 0 0 0 0 0 0 0
Household 0 0 0 0 0 0 0 0 0 0 0 0
Personal Disability 500 500 0 0 0 0 0 0 0 0 0 0
Interest
Loan 0 0 0 0 0 0 0 0 0 0 0 0
Overdraft 941 0 135 204 175 145 116 86 56 25 0 0
Lease Charges 0 0 0 0 0 0 0 0 0 0 0 0
Legal Expenses 10000 10000 0 0 0 0 0 0 0 0 0 0
Licences (inc. Rego. Business Nar 2000 2000 0 0 0 0 0 0 0 0 0 0
Lab Supplies/Chemicals 0 0 0 0 0 0 0 0 0 0 0 0
Motor Vehicle
Fuel 4800 400 400 400 400 400 400 400 400 400 400 400 4
Insurance 500 500 0 0 0 0 0 0 0 0 0 0
Registration 500 500 0 0 0 0 0 0 0 0 0 0
Repairs & Maintenance 2400 200 200 200 200 200 200 200 200 200 200 200 2
Other/Miscellaneous 2400 200 200 200 200 200 200 200 200 200 200 200 2
Protective Clothing 0 0 0 0 0 0 0 0 0 0 0 0
Water 2100 175 175 175 175 175 175 175 175 175 175 175 1
Rent 0 0 0 0 0 0 0 0 0 0 0 0
Rep. & Maint. 3960 330 330 330 330 330 330 330 330 330 330 330 3
Subscriptions 0 0 0 0 0 0 0 0 0 0 0 0
Telephone 1500 125 125 125 125 125 125 125 125 125 125 125 1
Market Development 20000 1666.6667 1666.66667 1666.6667 1666.6667 1666.6667 1666.6667 1666.6667 1666.6667 1666.6667 1666.6667 1666.6667 1666.66
QA System 5000 5000 0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0 0
Total 121201 31105 8240 8309 8280 8250 8221 8191 8161 8130 8105 8105 81
Non-Operating Cash Payments
Drawings 0 0 0 0 0 0 0 0 0 0 0 0
Fixtures & Fittings 6000 6000 0 0 0 0 0 0 0 0 0 0
Motor Vehicle 30000 30000 0 0 0 0 0 0 0 0 0 0
Land & Buildings 90000 90000 0 0 0 0 0 0 0 0 0 0
Plant & Equipment 21600 21600 0 0 0 0 0 0 0 0 0 0
Principal Repayment - Loans 0 0 0 0 0 0 0 0 0 0 0 0
Tax Payable 0 0 0 0 0 0 0 0 0 0 0 0
Total 147600 147600 0 0 0 0 0 0 0 0 0 0
Total Cash Payments 268801 178705 8240 8309 8280 8250 8221 8191 8161 8130 8105 8105 81
Net Cash Flow 11699 (16205) (8240) 3491 3520 3550 3579 3609 3639 3670 3695 3695 36
Opening Bank Balance 0 0 (16205) (24445) (20954) (17433) (13884) (10304) (6695) (3056) 614 4309 80
Add/Subtract Net Cash Flow 11699 (16205) (8240) 3491 3520 3550 3579 3609 3639 3670 3695 3695 36
Closing Bank Balance 11699 (16205) (24445) (20954)  (17433) (13884)  (10304) (6695) (3056) 614 4309 8004 116

Y abby Cooperative Feasibility Report

Ruello & Associates Pty Ltd.



Yabby Cooperative - 50 tonnes
Projected Cash Flow
For the Period Ending 30 June 2012

Total Jul-Sep Oct-Dec Jan-Mar Apr-Jun
Operating Cash Receipts
Income (from Sales Schedule) 168911 30344 46189 46189 46189
Other Non-operating Income 0 0 0 0 0
Other Operating Income 0 0 0 0 0
Total Income 168911 30344 46189 46189 46189
Capital Introduced - Equity 0 0 0 0 0
Loan Funds 0 0 0 0 0
Total Cash Receipts 168911 30344 46189 46189 46189
Operating Cash Payments
Direct Expenses 0 0 0 0 0
Accountancy/Bank Fees 2660 665 665 665 665
Consultants/Contractors 0 0 0 0 0
Electricity 3800 950 950 950 950
Employees
Superannuation 5871 1468 1468 1468 1468
Wages 65239 16310 16310 16310 16310
Workcover 652 163 163 163 163
Education/Training 0 0 0 0 0
Fuel & Oils 0 0 0 0 0
Insurance
Stock 3800 950 950 950 950
Public Liability 633 158 158 158 158
Fire/Burglary 633 158 158 158 158
Machinery Breakdown 633 158 158 158 158
Household 0 0 0 0 0
Personal Disability 633 158 158 158 158
Interest
Loan 0 0 0 0 0
Overdraft 0 0 0 0 0
Lease Charges 0 0 0 0 0
Legal Expenses 0 0 0 0 0
Licences (inc. Rego. Business Nam 2534 633 633 633 633
Lab Supplies/Chemicals 0 0 0 0 0
Motor Vehicle
Fuel 6080 1520 1520 1520 1520
Insurance 633 158 158 158 158
Registration 633 158 158 158 158
Repairs & Maintenance 3040 760 760 760 760
Other/Miscellaneous 3040 760 760 760 760
Protective Clothing 0 0 0 0 0
Water 2660 665 665 665 665
Rent 0 0 0 0 0
Rep. & Maint. 5016 1254 1254 1254 1254
Subscriptions 0 0 0 0 0
Telephone 1900 475 475 475 475
Market Development 25335 6334 6334 6334 6334
QA System 0 0 0 0 0
0 0 0 0 0
Total 135430 33858 33858 33858 33858
Non-Operating Cash Payments
Drawings 0 0 0 0 0
Fixtures & Fittings 0 0 0 0 0
Motor Vehicle 0 0 0 0 0
Land & Buildings 0 0 0 0 0
Plant & Equipment 0 0 0 0 0
Principal Repayment - Loans 0 0 0 0 0
Tax Payable 1621 0 0 1621 0
Total 1621 0 0 1621 0
Total Cash Payments 137051 33858 33858 35479 33858
Net Cash Flow 31860 (3513) 12331 10710 12331
Opening Bank Balance 204649 204649 201136 213467 224177
Add/Subtract Net Cash Flow 31860 (3513) 12331 10710 12331
Closing Bank Balance 236509 201136 213467 224177 236509

39
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Yabby Cooperative - 50 tonnes
Projected Profit & Loss Statement

For the Ten Years Ending 30-6-2012

40

12 Months
30 Jun 03 30 Jun 04 30 Jun 05 30 Jun 06 30 Jun 07 30 Jun 08 30 Jun 09 30 Jun 10 30Jun 11 30Jun 12
Income
Sales 118000 121540 125186 128942 132810 136794 140898 145125 149479 1539¢
Less Cost of Sales
Opening Stock 0 0 0 0 0 0 0 0 0
Add - Direct Costs 0 0 0 0 0 0 0 0 0
Less Closing Stock 4] 0 0 0 0 0 0 0] 4]
Total Cost of Sales 0 0 0 0 0 0 0 0 0
Gross Profit 118000 121540 125186 128942 132810 136794 140898 145125 149479 1539¢
Gross Profit Margin 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00
Other Income
Other Non-operating Income 0 0 0 0 0 0 0 0 0
Other Operating Income 0 0 0 0 0 0 0 0 0
Total Other Income 0 0 0 0 0 0 0 0 0
Less Expenses
Accountancy/Bank Fees 2100 2100 2163 2228 2295 2364 2434 2508 2583 26¢
Consultants/Contractors 0 0 0 0 0 0 0 0 0
Electricity 3000 3000 3090 3183 3278 3377 3478 3582 3690 38(
Employees 0 0 0 0 0 0 0 0 0
Superannuation 4500 4635 4774 4917 5065 5217 5373 5534 5700 587
Wages 50000 51500 53045 54636 56275 57964 59703 61494 63339 652!
Workcover 500 515 530 546 563 580 597 615 633 6t
Education/Training 0 0 0 0 0 0 0 0 0
Fuel & Oils 0 0 0 0 0 0 0 0 0
Insurance 0 0 0 0 0 0 0 0 0
Stock 3000 3000 3090 3183 3278 3377 3478 3582 3690 38(
Public Liability 500 500 515 530 546 563 580 597 615 6%
Fire/Burglary 500 500 515 530 546 563 580 597 615 6%
Machinery Breakdown 500 500 515 530 546 563 580 597 615 6%
Household 0 0 0 0 0 0 0 0 0
Personal Disability 500 500 515 530 546 563 580 597 615 6%
Interest 0 0 0 0 0 0 0 0 0
Loan 0 0 0 0 0 0 0 0 0
Overdraft 941 274 0 0 0 0 0 0 0
Lease Charges 0 0 0 0 0 0 0 0 0
Legal Expenses 10000 0 0 0 0 0 0 0 0
Licences (inc. Rego. Business Name) 2000 2000 2060 2122 2185 2251 2319 2388 2460 257
Lab Supplies/Chemicals 0 0 0 0 0 0 0 0 0
Motor Vehicle 0 0 0 0 0 0 0 0 0
Fuel 4800 4800 4944 5092 5245 5402 5565 5731 5903 60¢
Insurance 500 500 515 530 546 563 580 597 615 6%
Registration 500 500 515 530 546 563 580 597 615 6%
Repairs & Maintenance 2400 2400 2472 2546 2623 2701 2782 2866 2952 30«
Other/Miscellaneous 2400 2400 2472 2546 2623 2701 2782 2866 2952 30¢
Protective Clothing 0 0 0 0 0 0 0 0 0
Water 2100 2100 2163 2228 2295 2364 2434 2508 2583 26¢
Rent 0 0 0 0 0 0 0 0 0
Rep. & Maint. 3960 3960 4079 4201 4327 4457 4591 4728 4870 50:
Subscriptions 0 0 0 0 0 0 0 0 0
Telephone 1500 1500 1545 1591 1639 1688 1739 1791 1845 19(
Market Development 20000 20000 20600 21218 21855 22510 23185 23881 24597 253!
QA System 5000 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
Depreciation
Plant & Equipment 5487 2987 2987 2987 2987 2735 845 585 0
Fixtures & Fittings 1020 1020 1020 1020 1920 0 0 0 0
Land & Buildings 4500 4500 4500 4500 4500 4500 4500 4500 4500 45(
Motor Vehicles 6000 6000 6000 6000 6000 6016 6000 6000 6000 59¢
Total Expenses 138208 121691 124624 127928 132230 133580 135283 138741 141986 14591
Ogeratinq Profit (Loss! Before Tax (20208) (151) 562 1014 580 3215 5615 6384 7493 80+
Taxable Profit (Excluding Private Use) (20208) (151) 562 1014 580 3215 5615 6384 7493 80«
Less Tax Expense 0 0 0 0 0 0 0 0 1621 28¢
Profit (Loss) After Tax Before Drawings (20208) (151) 562 1014 580 3215 5615 6384 5872 51t
Breakeven Year By Year4
Break Even Sales 138,208 121,691 124,624 127,928 132,230 133,580 135,283 138,741 141,986 145,9:
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Current Assets
Cash at Bank
Debtors

Stock

Total

Non-Current Assets

Fixtures & Fittings

Less Accumulated Depreciation

Land & Buildings

Less Accumulated Amortisation

Motor Vehicles

Less Accumulated Depreciation

Plant & Equipment

Less Accumulated Depreciation

Total
TOTAL ASSETS

Current Liabilities
Overdraft
Creditors

Provision for Tax
Loans

Total

Non-Current Liabilities
Loans
Total

Total Liabilities

Proprietor's/Partners' Capital
Capital Introduced
Accumulated Profits/Losses
Less Accumulated Drawings
Total Funds

TOTAL LIABILITIES & FUNDS

Yabby Cooperative - 50 tonnes
Projected Balance Sheet
For the Ten Years Ending 30-6-2012
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12 Months

30 Jun 03 30 Jun 04 30 Jun 05 30 Jun 06 30 Jun 07 30 Jun 08 30 Jun 09 30Jun 10 30 Jun 11 30 Jun 12
11699 26054 53277 81317 110198 109945 140585 172143 204649 23650
0 0 (12154) (24673) (37567) (50848) (64527) (78617) (93130) (108077

0 0 0 0 0 0 0 0 0
11699 26054 41123 56644 72631 59097 76057 93526 111519 12843
6000 6000 6000 6000 6000 6000 6000 6000 6000 600
1020 2040 3060 4080 6000 6000 6000 6000 6000 600

4980 3960 2940 1920 0 0 0 0 0
90000 90000 90000 90000 90000 90000 90000 90000 90000 9000
4500 9000 13500 18000 22500 27000 31500 36000 40500 4500
85500 81000 76500 72000 67500 63000 58500 54000 49500 4500
30000 30000 30000 30000 30000 60000 60000 60000 60000 6000
6000 12000 18000 24000 30000 36016 42016 48016 54016 6000

24000 18000 12000 6000 0 23984 17984 11984 5984
21600 21600 21600 21600 21600 21600 21600 21600 21600 2160
5487 8474 11461 14448 17435 20170 21015 21600 21600 2160

16113 13126 10139 7152 4165 1430 585 0 0
130593 116086 101579 87072 71665 88414 77069 65984 55484 4500
142292 142140 142702 143716 144296 147511 153126 159510 167003 17343

0 0 0 0 0 0 0 0 0

0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 1621 289

0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 1621 289

0 0 0 0 0 0 0 0 0

0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 1621 289
162500 162500 162500 162500 162500 162500 162500 162500 162500 16250
(20208) (20360) (19798) (18784) (18204) (14989) (9374) (2990) 2882 803

0 0 0 0 0 0 0 0 0
142292 142140 142702 143716 144296 147511 153126 159510 165382 17053
142292 142140 142702 143716 144296 147511 153126 159510 167003 17343
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6. ESTABLISHING AND OPERATING A COOPERATIVE

6.1 Legidative Requirements

The legidadive requirements for establishing a cooperative to process and market yabbies for
domestic and overseas customers include:

+ regidration of the cooperative with the Registry of Cooperativesin NSW,

+ food business (safety) registration with SafeFood NSW,

* regidration of the edablisiment (ie premises and facilities) with the Audrdian Quarantine
Ingpection Service for exports

+* and compliance with state and commonwedth food hygiene requirements for the facility and
qeff.

These requirements are discussed here but full detalls are available in various documents fredy
avalable and these and the organisation's web sSte should be consulted to obtan up to the
minute information.

6.1.1 Registration Of Cooper ative.

Once a group of people have had informa meetings which lead to agreement on the objectives
and generd operation rules for a cooperative and a decison to formaly register a cooperative
has been made cetain documents must be prepared and submitted to the Registry of
Cooperatives. (Generd cooperatives in NSW are administered under the provison of the NSW
Co-operatives Act 1992 and the Co-operatives Regulation 1997; these regulaions are available
from the Government Information Service (Phone 1800 463955).

The documents for registering a cooperative can be prepared by the prospective members,
directors or employees of the cooperative but it is probably prudent to seek the assistance of an
accountant or solicitor too, unless someone has the expertise to prepare the documents as
indicated below.

The Registry of Cooperatives provides a kit to assg in this and it is highly recommended. The

kit includes:

* A copy of the standard rules

+ A copy of the disclosure statement format

*+ The cooperatives formation booklet “Forming a Cooperative’ which has the steps involved
in forming a cooperétive.

It is important that the notes in the kit are followed closdy and amendment is not made to any
dandard rule unless it is in accordance with the guiddines and the Co-operatives Act. Registry
officers can advise on the proposed rules and completion of other documents.
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The disclosure statement includes information on :

* The need for the cooperdtive, the resources avalable, the benefits to flow from its formation,
and the deals of member involvement such as ligbility and finanda involvement. Of
particular interest here is the share capita cost per member

+ A lig of persons who have indicated their intention to join the cooperative

* A budget covering a least the firg 12 months of operation. This should cover source of
funds, properties and assets

* How the cooperative will be managed and how the cooperative will perform its functions

*+ A lig of persons willing to be appointed directors with details of their qudifications and
experience

+ Copies of market research, letters evidencing avallability of loans grants, subsdies and any
particular resources necessary for operation.

A draft of the rules of the cooperative and a draft Disclosure Statement should be submitted to
the Registry of Cooperatives before making any formd arangement or commitment to forming
the cooperative. These draft documents should be submitted at least 28 days before the scheduled
formation meeting.

The forma mesetings and preparation of documents will teke at least saverd months and there is
a regidration fee of $160.00. However it is prudent to budget a total of about $10,000 to cover
professond accounting and legd assstance in the preparation and registration.

The operating requirements for a cooperative are discussed in Section 6.2 following.

6.1.2 Food Hygiene Requirements For The Facility

Any new business facility packing yabbies for sde will be required to conform with the “Food
Premises and Equipment” sandards outlined by the Ausraian New Zedand Food Authority
which are to be enforced by Safe Food NSW, the authority responsble for food safety in the
seafood processng and wholesde sectors. Furthermore any seafood processor or wholesaler
located in NSW must register with the SafeFood authority, develop a food safety plan and fulfill
various gaff training requirements.

Prospective exporters will adso have to meet a smilar set of provisons for ther premises which
are contained in the Export Control Orders, paticulaly Schedule 2, administered by the
Austraian Quarantine Inspection Services (AQIS) for the Commonwedlth.

The generd requirements for food premises and equipment for the Commonwedth and State
governments are Smilar however because they are dl formulated to facilitate the food business
operator’ s compliance with food safety practice requirements.

These requirements, referred to as Audrdian Food Safety Standard 3.2.3 of the Australian New
Zedand Food Standards Code are briefly described below; full details are in the newly released
free publication “A Guide to the Food Safety Standards’ (ANZFA Safe Food Australia 2001).

In short, food businesses are required to ensure thet their:
+ food premises

+ fixtures

+ fittings

*  equipment
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+ and trangport vehicles.

are dl desgned and condructed to be cleaned and where necessary sanitised (Full details in
Divison 2-5, Standard 3.2.3).

Businesses must ensure that the premises are provided with the necessary services of:
Water

Waste disposal

Light

Ventilaion

Cleaning and persond hygiene facilities

Storage space

And access to toilets.

> > » » > » »

Fixtures and fittings must be designed, congtructed, located and ingtdled and equipment must be
designed, constructed, located and, if necessary, ingtaled, so that:

@ there is no likelihood that they will cause food contamination

(b) they are able to be easily and effectively cleaned

(© adjacent floors, wadls, celings and other surfaces are able to be eadly and effectively
cleaned.

(Full details are in Divison 4, Standard 3.2.3. Full details on the AQIS requirements can be
found in the Export Control Orders No. 9 (on sdle a Commonwealth bookstores).

These new Audrdian Standards are not prescriptive, as they formerly were, ie they do not
dipulate what materid the surface of wadls must be, it merdy dipulates that surfaces must be
impervious and easly deaned and |eaves the choice of materia etc to the proprietor.

The requirements in plant, equipment, daff traning and qudity sysems for smdl volumes of
highly processed products such as boiled yabby tails would far outweigh the likely returns from
such products in the short to mid term. Some European Union nations and the AQIS have
margindly more demanding, requirements for dl boiled crusaceans than the nationd food
standards hence export of boiled yabbies (whole or tails) were not proposed for a new yabby
cooperative.

The facilities and equipment outlined in Section 5 for a modest cooperative facility have been
sdected and costed to meet the AQIS requirements for live yabbies only and the ANZFA
requirements for live and cooked yabbies.
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6.1.3 Food Safety and QA Systems

The AQIS and SafeFood NSW both require food premises to develop and manage a HACCP
based system to manage food safety hazards (HACCP = Hazards Andysis and Critical Control
Points).

Government agencies no longer require the presence of authorised government officers on dte
for ingpection of the end product before it is sold. In 1994 AQIS moved away from product
ingpections by government officers to a sysem of sdf ingpection/regulation by processors and a
sorutiny  of the production/packing process by government officers via its Food Processng
Accreditation (FPA) or its Agreed Quaity Assurance (AQA) arrangements.

SafeFood NSW has recently produced a Seafood Safety Manua with a number of mode food
safety plans and ingructional materia which will help operators to develop the necessary food
safety plans for ther operations (eg packing live crayfish, and boiling crayfish) to meet the State
requirements for food safety. (SefeFood NSW does not concern itsdf with quality issues, its
charter is redtricted to the administration of food safety hazards).

The AQIS FPA requirements for packing live yabbies are essentidly smilar to the food safety
requirements of Safe Food NSW. The AQIS AQA requirements are more complex and
demanding, as they must address more issues than just food safety, and hence requires the
development of a qudity manud which is to be modeled on the 1SO 9001 or 9002 quaity
management requirements (1SO= Internationa Standards Organisation).

We have budgeted $5000 in the set up codts for professona assstance in the development of a
food safety/QA system. Regidration under the AQA arangement does not imply that the
company concerned has a higher quality of seafood than a company regisered under the FPA
arrangement with AQIS. Mogt seafood exporters today are registered under the FPA arrangement
because it is more easily devel oped and maintained and cheaper to operate.

The AQIS cogtings listed below are based on a new cooperative registering with AQIS under a
FPA arangement and the establishment maintaining its regidraion in an A or B category. AQIS
regiders edtablisments with a five cdass raiing sysem depending on performance  highest
quality/lowest number of defects establishments earn a Class A raing and etablishments with a
high number of defects on ingpection are given aD or E raing.

AQIScharges

Annua regigration for FPA or AQA system is charged a a fee for service of $19.80 per quarter
of an hour. With an A or B rating there are two mandatory ingpections of the premises per yesr.
These occupy about 2.5 hours hence there is a cost of about $100 per year for these ingpections.
Entry to the EXDOC system costs $150 per annum and there is afee of $15 per shipment.
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Companies registered with the FPA system are charged for Hedth Certificates where needed by
the importing country.

SafeFood Char ges.

SafeFood NSW has yet to findise its charges for seafood premises but has indicated that
registration will be severd hundred dollars per aonum and tha on dte ingpections will require
about severa hours and charged at $120 per hour. SafeFood has indicated that it will seek to
minimise costs for seafood premises.
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6.2 Operational Considerations For A Cooperative

A cooperative edtablished to pack and market yabbies on behaf of members should Sart
busness with well defined objectives and a broad membership who share dmilar vaues in
fulfilling these objectives. The objectives will have been included in the regigration but
operationd manuals and procedures will need to be developed once facilities are available and
staff gppointed.

Financid success will depend on having a diversity in member type (Class E extensve as wel as
more intensve famers) and a geographical spread of members to provide high volumes of a
diverse range of high quality product. The geographicd range of the cooperaive services and
functions however need to be defined and controlled.

6.2.1 Membership Recruitment And Selection Criteria

Procedures for recruitment and sdection criteria for members need to be formulated with care so
that the number of satisfied members can quickly be built up so the cooperative functions
harmonioudy and profitably.

Thisis probably the greatest challenge that such a venture faces.

Ided ly prospective members should have:
Trust in other members and the cooperative

+ Srrong commitment to producing yabbies regularly throughout the year and exclusve sdes
via the cooperaive s0 tha members do not compete with the cooperative. Any less than
100% requires rules for handling misbehaviour and compliance, even if they ae not
enforcegble by law

+  Shared short and long term financid objectives for the cooperative

*+ A commitment to following the cooperative's product specifications and Code of Practice to
yield conforming produce.

Operationa procedures for the management of the day to day operaions of the cooperative as
well as the recommended harvesting and handling by producers should be documented as soon
as possble once full time Staff is gppointed.

6.2.2 Human Resources And Staffing

The cooperdive will need a multi-skilled manager because in the early years the manager will
need to undertake marketing, financid, bookkeegping and manud duties. Idedly expertise in food
handling, anma husbandry or management of recrculaing tank sysems would be
advantageous too but it is unlikdy to find dl these skills in one person. Therefore training in
some of these areas may need to be provided to an otherwise competent gpplicant.

Good marketing skills are required to find new customers and develop reliable markets at high
prices so that members get prices as good as or higher than their colleagues esewhere, otherwise
members will become disgruntled if they fed that there are better prices available esawhere.

A sday package of $55,000 has been used in the financid forecasts but this may have to be
raised if the cooperdtive is profitable in order to retain the services of a successful manager.
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A Kkey success factor will be the capability to recruit, train and provide technicd support and
encouragement for newly recruited Class E landowners. The Commonwedth Farm Biz training
support program can probably be accessed to provide financid assstance in traning new
landowner-producers in the necessary food safety —QA procedures.

6.2.3 Harvesting And Handling On Farm

The following “best practice’” procedures have been developed from the WA  Producers Code of
Practice for the faming and handling of yabbies (1998) and recommendations from yabby
farmersin NSW.

The recommended harvesting strategy is the use of a series of baited trgps (dog pellet food is
chegp bat and easly handled) set around the perimeter of the pond/dam rather than nets Traps
dlow for sdective harvest of the larger yabbies and avoid damage to the yabbies and to the pond
bottom.

The traps are st for severa hours at least and best times for harvest are early morning or late
afternoon to avoid the heat and bright light of the midday and unnecessary dress to the yabbies.
Overnight setting and morning harvesting is an ided arrangement.

The necessary handling gear: plastic tubs, mesh baskets or styrene cases, and clean water if
needed, are prepared a pondside prior to lifting traps. A tub with clean water is used to hold and
gill flush the yabbies for afew minutesimmediatdy after thetrapis removed from the dam.

Gill flushing is necessary to dlow the yabbies to flush out the dirty water hdd under the gill
cover 0 as to maximise vitdity and cleanliness of yabbies in the packing facility and subsequent
shipping to customers.

The clean yabbies should then be sorted, in the trgp or a basket, removing any dead, soft shelled,
“undersze’ or other rgects (berried femdes) and trandferred to a holding floating basket or
floating "sock bag” awaiting pick up or delivery to the processng facility. This sorting should
idedly be undertaken under the shade and not in the open exposing yabbies to excessve hed,
wind and light.

Initid dze grading can be undertaken manudly by eye or with the aid of a basket with a dotted
bottom to adlow for aquick size sort to dlow escape of undersized individuals.
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6.24 Transport To Processing Facility.

Live yabbies should be transferred to a holding tank without delay oice they are removed from

the water. They may be trangported to a processng facility in shadlow plastic baskets in an
insulated vehicle with overhead drip/shower arangement, or in syrene cases interspersed
between severd damp foam sheets.

The later is used by producers to ddiver their produce to a nearby facility, with ice or chiller
packs in summer, while the specialy fitted vehicle is used by processors.

6.2.5 Purging

The purging of yabbies is typicdly underteken in holding tanks for a period of 1-3 days
depending on water temperature. The tanks may be round or rectangular in shape and the yabbies
ae hdd in ddlow plagic baskets with lids firmly fixed; a Ndly “pravn basket” is commonly
used in NSW for this.

One to two days purging a ambient temperature is typica in warmer months but three days are
commonly used in cold wesether; the hind gut is examined visudly to check that the intedtine is
actudly clear before the yabbies are chilled and packed for shipment.

The yabbies are then sorted thoroughly and graded for qudity and sze according to the groups
specifications. Five sze grades and two quaity grades are common and recommended here but
this may need to change in accordance with customer specifications.

6.2.6 Product Grading
Key quaity parameters recommended are :

Uniformszegrades 90 gram+,
70-90g,
50-70g,
30-50g,
and less than 30 gram (bait)

Qudlity grade: Premium and second grade.

Premium grade is redricted to dtractive, livdy and undamaged yabbies. Seconds include
dameged, deformed, dirty/dark; missng legs infeted with extend fouling organisms
Temnocephala or Epistylis.

WeaK, lifdess or soft shelled individuds should not be used for the live market but maybe used
for frozen or cooked product or otherwise sold.
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6.2.6 Chilling And Packing

Graded yabbies are held in plastic baskets in a cool room fitted with shelving/racks designed to
hold the baskets under a shower sprinkling device which keeps the yabbies cool and clean. A
room about 2.5 x 3 m with three rows of shelving is adequate for handling one tonne of yabbies.

The temperature of this holding room is usudly held at 15°C or about 10°C cooler than ambient
in summer or about 12°C in winter. Yabbies can be hed under these cool conditions (12-15°C)
for severd weeks but there may be losses from death and weight losses with extended storage.

Yabbies are “finger packed” in 5 or 10 kg lots in new styrene cases with a sheet of damp new
foam on the bottom, in the middle and on top; with small cases and large yabbies, foamn on
bottom and the top is sufficient. A haf kilogram/haf liter ice pack (weter frozen in plagtic bottle)
or 1 kilogranvliter icepack — depending on shipment requirements — is packed indgde the case;
the larger ice pack is used for long trangt timeslarge case while the haf kilo icepack suffices for
the small case.

The lid is fitted to the styrene case and sedled with tape and the case strapped with tape across
both ends A sdf adhesve labd is atached bearing information on customer details product
description and net weight as well the date of packing or other code to enable product lot
identification and traceability. The packing information is recorded with data on pond harvested,
etc as per the facility’ s food safety plan.
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6.3 Alternative Cooperative Structures

The prospects of a mixed aguaculture cooperative handling and marketing severa species has
been canvassed by some aguaculturigts, pointing to the opportunity for economies of scde and
the marketing drength gained from having a broad portfolio of products rather than limited
volumes of one species done to offer customers.

A diversfied cooperative may gan some advantage in the marketplace if it can offer a portfolio
of seafood products to buyers rather than focusng on one group done such as yabbies. But this
is not certan. There are however many examples in Audrdian aquaculture of successful single
species companiesin the yabby, prawn and sdlmon farming indudtry.

Business turnover can be rased and product supply risk reduced if the cooperative markets
produce from growers of other species, as wdl as yabbies, but it then raises the risk of
introducing inefficiencies or mgor losses as the daff’s efforts and the cooperative's other
resources are spread over a number of product groups and markets. For example, the
promotional budget needs to be adequate for each species and it is unlikely that there would be
aufficient funds available in a new cooperative to concurrently develop strong markets for
several species at once.

There are a number of other ways producers wishing to work together in a cooperative manner
can reduce risk. If deemed satisfactory by prospective participants they can reduce sdaries on the
earlier proposed mode, with members providing 50% of management assgtance to a hdf time
manager (Note management is costing approximately $1 per kilo in the financia modd).

Another way to achieve objectives is to work around a successful producer-marketer with
proven processng facilities and established marketing network and pay a mutudly agreegble
handling fee for service (per kilo or percentage of sales price).

These two options or perhaps a combination of the two can be used for a short term or the long
term while the proponents develop more trust in each other and the proposed cooperative. Thus
there can be a saged development gtarting with one of these options leading to the full service
independent cooperative modd.

Another completely different approach to the traditional cooperative is to form a joint venture
company with a budness, which can be an exising fishermen's cooperative, an aguaculture
company or cooperative or a thriving seafood processing and marketing company That is, a joint
venture with a profitable cooperative or company which has low operating costs and experienced
segfood handling and marketing staff who could quickly and inexpensively be trained to handle
yabbies too. In this manner the benefits and ligbilities of the expanded busness are shared
according to the terms of the agreement between the parties.

There is of course the option to form a new (limited) company rather than a cooperative. While
many farmers and fishers have a “soft spot” for the concept of a cooperative because they fed
comforted by the idea that each member has the same (equal) voting power as ancther, in redity
some persondities and agendas will come to the fore and play a dronger role than others in a
cooperative too.

A mgor drawback to a company structure is that membership would need to be restricted to 50
shaeholders for a private company to comply with legidation; a public company, to
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accommodate many more shareholders, would not be as attractive an option as it entals far
greater set up costs and year to year reporting obligations and costs.

Any business, cooperative or company, needs to have a “driving force’ who shows gresat
determination, and hopefully leadership tdents, if it is to succeed; unfortunately this determined
driver may find the equa voting rights within a cooperative frudrating leading to a resgnation,
loss of the cooperative s driving force and perhaps the birth of a competing company.

It is noteworthy that the most successful yabby marketing enterprises in Audrdia today are
those in WA that dated as growing operations more than five to twelve years ago. These
companies ¥ not cooperatives * sarted off with a smadl capita outlay and added to ther facilities
each year and increased their network of suppliers and customers over a period of 5+ years.
Y abby cooperatives have not proven so successful in WA.

Regardless of the legal entity utilised to operate the business, the critical success factor isthat
there is enough commitment and trust amongst the group members to get sufficient quantity,
diversity and high quality of product to be profitable.

Each group of producers has to examine its human and financial resources and risk taking
profile and then decide on the best course of action.
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7. MARKETING PLAN CONSIDERATIONS

7.1  Demand And Supply Outlook

The current demand for yabbies is about three hundred tonnes per annum divided about equdly
between domedic and overseas markets. Growers with little experience in  marketing,
paticulaly export sdes, commonly say that demand often exceeds supply, however the size and
drength of this demand remains unknown, dthough it is quoted by producers as being as much
asfive times current supply levels.

Our discussion with experienced seafood export brokers indicates that there are few unsolicited
enquiries from oversees for yabbies (and other freshwater crayfish) and that these enquiries
usually cease once prices and terms of trade are discussed and found to be unattractive.

What is often overlooked in discusson on prospective yabby markets is the dadticity (strength)
of the market demand and the price that buyers are willing to pay for larger volumes than have
been avallable in the past.

A common factor creating confusion about market demand is the practice by aguaculturists of
overestimating aggregate demand by giving too much credence to unqudified enquiries from
“tyre kickers’ and by multiple counting of the demand from sesfood buyers smply because their
knowledge of seafood consumption and marketsis limited.

This inadvertent multiple counting by aguaculturists is a result of the propensty of seafood
buyers to indicate that they could sdl X times the current sdes volumes if the supply were
available, without adding that this prospective demand is predicated on a sStuation where other
(competing) buyers continue to have limited supply.

Thus the aquaculturist adds the market demand suggested by buyer A with the market demand
indicated by buyers B and C too and comes up with the aggregate demand A+B+C, whereas the
demand is consderably less because while buyers A and B and C dl intend to sdll yabbies to
partticular restaurateurs or retallers (assuming that they aone have supply) these restaurateurs
will not be buying yabbies from dl three of these yabby buyers (A, B and C) & any onetime,

The latent market demand could indeed be five or more times current sales levels of about 300
tonnes per year but it is widdy agreed amongst mgor sdlers that the market is price sendtive
and is easly saturated hence we would conclude that such volumes could not be sold at current
price levelsif supply grew to such aleved in just afew years.

Market expansion to about 1500 tonnes pa a current prices requires well planned and executed
sdes promation activities, which in turn require time and money. In the abisence of such
promotion efforts, some innovative yabby products, a mgor change in  seafood consumption
preference or other key driving factor the price would substantidly fal if supply were to incresse
rgpidly to thislevel.

Figure two demondrates the competitive environment in which yabbies are marketed; this shows
that there are many competing seafoods and indeed other foods and services operating today in
the Audtrdian and overseas economic environment.

In short, the demand and prices obtained for existing yabby products in domestic and overseass
markets will be determined by the resources invested in market development, particularly in
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seeking new users of yabbies. As noted earlier market awareness of yabbies is low so there is
indeed ample capacity to attract many new usersin Australia and oversess.

We do not expect Audraian yabby supply to increese dramdicaly over the next few years
despite some overly optimistic predictions (eg Piper 2000 reported a forecast increase of 293%);
supply from aquaculture is more likdy to grow a the aguaculture industry average of about
100% volume growth over five years. At this rate of growth in supply (ie doubling in five years)
the industry could maintain existing prices or experience only a rdaively samdl fal in prices if it
continues with the higtorically low invesment in market development.

If supply were to increase about 293% in five years as forecast in Piper's report with a
continuation of current marketing practices and budgets the yabby farming indusry would
dmog certanly suffer subgtantid price fdls and a decline in net returns. The chdlenge for the
yabby indugtry isto increase demand in parald with growth in supply so prices remain strong.

We do not see redclaw or marron as particularly strong threets to the marketing of yabbies as
there is no evidence tha these indudtries will grow any faster than yabby production or that
gther are planning a subgtantid boosts to generic promotion and market development. Wild
yabby supply from NSW will grow but it is mosly lower qudity and cooked and fits into
different market segments to the aquaculture product and is no more a threat than other crayfish.

Thus we bdieve that the aguaculture yabby supply and sdes volumes could possibly double over
a period of a few years with a fdl no grester than about 10% if the industry makes a modest
increase in brand promotion. But industry can maintain current price levels and perhaps even
rase them in the face of this increasng output if it makes a concerted effort a generic and brand
promotion.

Hence our recommendation that a new business entering the yabby trade should budget about
$20,000 per annum for market development and promotion if it is to enter the market
successfully and then maintain a Sgnificant market share. A new cooperdive can use this budget
to source additiond funds from State and/or Commonwedlth agencies (eg Supermarket to Asa
project) to undertake specific in-country market research to hep formulate a strong export
mearketing plan.

The information on existing markets and the market demand forecasts described above have
been andysed to propose a number of drategies that may be used by any group in developing a
marketing plan for yabbies. It should be noted however that the seafood market is dynamic and
therefore these drategies should be reviewed in the light of prevaling market and economic
conditions.
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Figure 2. Y abby Marketing Environment. The Size and closeness of each concentric ring just reflect the leve of smilarity of each food
product to the proposed cooperative s yabbies and not necessarily the level of competition in the marketplace.
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7.2 Marketing Strategies

A new cooperative should am “To become the Audrdian leader in the ddivery of high qudity
yabby products and serviceg’ and the market entry drategy to achieve this worthy mission
datement is to offer superior service to cusomers in Audrdia and overseas a competitive
prices.

The cooperative should become a member of the state and nationd crayfish asssociations and
review the latest market information with other yabby producer-distributors or networks prior to
gpproaching prospective cusomers. A frank and honest approach highlighting that it is the
cooperative' s intention to compete on service and not undercut prices is crucia to establishing a
condructive relationship with other yabby producer-digtributors. A sound relaionship enables
the sharing of market and price information, without resorting to any illegd price fixing.

7.2.1 Product Strategy

The firs product decison facing a new cooperative is the sdection of a brand name and an
appropriate logo to facilitate brand promotion, recognition of the packaging labed and brand
recdl. The brand name sdected should be easy to spel and pronounce in English and in the
languages of any target markets oversess. A different brand can be used for oversess trade but
two brands and the related stationary are cumbersome, costly and unnecessary.

As indicated dsewhere the focus of the proposed cooperative is on live product. The smdlest
supply and strongest prices for yabbies prevails for the larger grades so the new cooperative can
gan some maket drength in encouraging producers to maximise the proportion of the product
inthe larger Sze categories.

Producers however need to sdl al sze grades harvested to be profitable so the cooperative
management therefore needs to concurrently develop strong demand for dl size grades providing
they meet the agreed product specifications for the key quality parameters (discussed in Section
6.2). There is dso a need to sAl seconds in order to maximise returns from these, and bait sales
may prove to be a profitable market niche.

Smadl sze grades should therefore not be dismissed as a nuisance as they are needed to provide a
product range, economies of scde and to dlow for a diversty of customers. The Class E
landowners are more likely to have a larger proportion of smaler szes but these can complement
the larger product from more intendgve production. The old adage “There is strength in numbers'
isrelevant here.

Product quality and quality of service needs to be the best on offer and so a documented Service
and Qudity Assurance program should be developed and made avallable for prospective
customers to examine. This QA program should be taken serioudy by cooperative members and
daff and price ganed by producers should reflect qudity; non conforming producers should fed
the price pendty.

Cusgtomers should be given a qudity guarantee which clearly sates the surviva/ vitdity on offer.
Common practice is to have no more than 1 to 2% mortdity on ddivery. Some companies have
no more than 3% mortdity 3 days after consgnment. A guide on “How to look after our
products’ should accompany firs consignments to new customers to help them and develop an
image of expertise; growers should not assume that al seafood buyers know how to look after
yabbies.
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A dngle page Qudity and Service Guarantee can be produced for distribution to al customers,
this should summarise the features of the program and highlight the benefits for the customers.
The service guarantee should be enforced and if possble customers compensated in some way
when sarvice is substandard.

7.2.2 New Product Development And Value Adding

As noted earlier there are a number of products produced by yabby producers in a cottage
industry manner where the labour costs and overheads are mostly disregarded. There is no
evidence however tha production of these products increases returns for the producer, it merey
provides another avenue to sall some of the seconds.

A new business needs to be up to date and innovative but new operators need to be cognisant of
the fact that processng of high priced seafood such as yabbies into “vaue added” highly
processed products such as frozen vacuum packed cooked meat or pate is accompanied by cost
adding and increased financid risk.

The new HACCP based food safety requirements in Australia make specid fadilities and food
safety plans mandatory and render such activities more codtly for a new busness. In short, the
costs and benefits of any new product development should be carefully assessed.

Interest in organicaly grown food is increasing and dthough organicaly grown yabbies may not
yet fetch a sufficiently aitractive price premium over conventiondly grown product it may give a
marketing advantage as demand for organics seafood increases. This is a low risk option for
product development for growers and minimd risk for a cooperdive to market them; it may in
fact provide agrest opportunity for free publicity for the business.

Soft shdl yabbies, as commonly produced commercidly in Louisana USA with crawfish,
represent another innovative product worthy of attention. This trade however requires investment
in specid holding facilities and operating procedures (See Huner 1997) and may prove dtractive
if sufficient funds are available for such specidised activities.
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7.2.3 PricesAnd Pricing Strategy

As indicated earlier a market entry based on competitive prices and terms of trade is proposed.
Price levels should be explored with other yabby producer-marketers to ensure that the most up
to date information is used to establish appropriate “start up” prices to help both the producers
and buyers.

The flipgde of the price decison is the matter of rebates for stock losses on ariva. A new
business needs to be cognisant of the need for patience and tolerance in the firs couple of
shipments of live crayfish as mortaity may be higher than average in the firgt few shipments.

A new cooperative aso has to make a policy decison of prices relaive to volumes purchased
and the related question of price discounts to wholesale buyers to ergble them to distribute the
products in a profitable manner too.

However to make an offer to progpective new trade customers more appeding an introductory
dlowance/discount for market development and promotion may be offered; this may take the
form of an extra 10% for free with the first order so that the cooperative's customer can use these
asfree trade samples or for free tasting by consumers.

This introductory alowance needs to be offered on top of the typica overpack of about 5%
which compensates buyers for water drainage and evaporation from the live crayfish in trangt.

The pricing message to convey should be adong the lines of “Best vaue for money based on high
quality product and premium service’. This however needs to be coupled with strong debtor
control in order to avoid bad debts and minimise losses from defaulting or weak businesses.

Y abby Cooperative Feasibility Report Ruello & Associates Pty Ltd.



59
7.24 Didgribution Strategy

One of the mgor questions to be resolved by any new entrant to the seafood market is the
sdection of a profitable mix of customer types (Markets, wholesders, retallers, restaurateurs and
consumer direct sdes) and agppropriate didtribution channes to achieve desred market
penetration and maximise net returns to producers. Related to this is to sdect a pricing policy
which relates to the volume of sdes; if product is sold too cheaply to restaurateurs or consumers,
for example, the cooperdive does not gain anything from the eimination of the “middleman’.

There is no sngle correct or right answer to this question, nor to the question of overseas or
domedic sdes done, as the right answer will depend on the busness location, financid
resources and marketing skills.

Marketing channd decisons are best made after face to face meetings with prospective buyers
s0 both parties understand and respect each others interests. This of course adds to the costs of
interstate and oversess sales.

The mgor yabby marketers are usng a number of overlgpping didribution channds to maximise
sdes across the range of products they sdl to cusomers in Audradia and overseas and to
optimise returns for the producers and themselves.

Direct sdes to consumers should be considered with caution because they commonly generate a
Stuaion where the cooperative may be competing with its own customers and thereby raise
digribution channd conflicts.

Sydney should however be a prime target market for any NSW yabby cooperative as it is a mgor
consumer of seafood and so close yet it is currently served best by WA and SA producers
shipping over long distances. “Plan globd dart loca” can serve as a ussful guiding principle, as
can the old adage “Do not put al your eggsin one basket”.

The Sydney Fish Market should not be disregarded as a didribution option smply because
hitherto it has not played a large role with farmed yabbies. SFM Live the Market's dectronic
marketing innovation offers another distribution option.

Sweden is the largest fresh water crayfish market in Europe because of consumption in
restaurants and at home, but it is very price conscious and demand is strongly seasona (grestest
in August for the festive Krafta season when there is a demand of about two thousand tonnes for
the retall stores). Sweden should become attractive for Audraian producers in coming years
when their production levels and economies of scae incresse and Swedish prices become
profitable.

Japan is dso of particular interest because it is a mgor importer of many seafood products but to
date has shown little interest in yabbies and other freshwater crayfish because of low awareness
and a dsrong preference for marine products. Nevertheless Jgpan too remains a chdlenge that
warrants greater attention.

Producers should review their digribution channds regularly to ensure tha they reman
gppropriate as the marketing environment or the members' needs change.
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7.25 Promotion Strategy

A new business entering the market for yabbies needs to quickly initiate a promotion plan and
spend time and money seeking new customers. These can quickly be accessed through
advertisng and free publicity in various trade magazines and journds such as Seafood Audrdia,
(A Sydney quaterly publication) Seafood Internationd (A London monthly publication) or
Seafood Leader (An American bimonthly publication) and by “cold cdling” on known
wholesders of seafood in key cities.

Web dtes are more commonly being used too for promotiona purposes and cooperatives can
link ther own web dte with various networks such as SeaEx in Audrdia the FHshing
Information Service from Tokyo or agencies such as Austrade in Canberra.

Food Fairs and seafood expos are dso very useful for gaining new customers and launching new
products. The Boston Seafood Show in the USA, The European Seafood Expo in Brussels and
the ANUGA show in Cologne, Germany are amongst the leading ones. In Audrdia the Fine
Food Show in Sydney and in Mdbourne in dternate years have proven cost effective for many
seafood marketing companies and organisations.

Twenty thousand dollars was suggested as an annud budget for market development and
promotion elsewhere in this report but this represents the cash expenditure for the cooperative
only. Producers need to be prepared to donate product for free samples and consumer tastings in
order to generate sdes and cusomer loyaty and help maximise the benefits from the expenditure
budget.

The brand promotion by the cooperaive can complement any generic promotion yabby farmers
around Austradliamay choose to fund jointly.

The Atlantic sdmon farming indugtry in Audrdia has a long higory of ongoing promotion and
generous donations to food industry functions to promote its product to the food trade and
consumers. It provides a good example to follow.

Free publicity should be sought and public relaions exercises initiated in the community to help
soread the word about yabbies and make consumers and the food trade more conversant with
these tasty creatures. Yabbies are photogenic creatures for the print and eectronic media and
lend themsdves to carefully planned publicity stuntsgames such as yabby races and peding
competitions. A bush tucker theme may prove useful for domestic and overseas promotion.

Individud producers should take a role in generic and brand promotion, publicity and public
relations too, at a locd level and on their business and recreetiond travels, to add to the $20,000
per annum budgeted efforts.

Price, promotion, product and digtribution are the four components of what is known as the
marketing mix. Although these four factors have been discussed one after another they are inter-
related and hence a change in one generates a need to re-examine and perhaps change the others
to ensure that the marketing mix continues to be effective in the forever changing marketing
environrmen.
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10. CONCLUSIONS

Augrdian yabby supply and trade is dill smdl, as is the redclav and marron industry. Y abby
supply volume will grow about 100% over the next five years, redclaw and marron supply will
probably increase a a dmilar rate. This rate of increase should not present any obvious
marketing difficulties for these crayfishes but producers can assure a sronger economic outcome
if they invest more in market development than has been the practice.

A group of yabby producers in the Hunter area of NSW, or indeed in amost al areas of NSW
are well placed to take advantage of the market opportunities in Audtrdia and overseas because
of the good climate, transport links and strong infrastructure in the state. Furthermore Sydney
offers an essentidly underserviced market as far as yabbies are concerned and NSW producers
have the capability to become the market leaders in a short time if they accept the chalenges
facing them.

They should think globa but certainly start loca. They should rot be deterred by smdl volumes
nor by the absence of year round supply.

The Audrdian agueculture industry has generaly not invested much in market development and
promotion. But promotion will determine the fate of the yabby indudry as it will other
aquaculture sectors. The proposed market development and promotion budget of $20,000 per
annum may appear large to some aguaculturids but it is a relatively modest sum and an essentid
investment for success. The Tasmanian sdmon farming industry last year spent at least $800,000
on generic promotion adone in athree month period.

The financiad andyses on a prospective yabby cooperaive indicated that breskeven handling
cogtg/charges a a turnover of 50 tonnes pa level are $2.36 per kilo. However it is unlikey thet
such supply and sdes leve can be achieved by a new cooperative in NSW in less than a few
years.

At low sdes levds the fixed overhead costs of running a yabby cooperative become prohibitive
and subgtantid losses would be incurred. At higher levels of course the prospective business
looks very attractive.

The breskeven handling costs a 50 tonnes per annum throughput represents 15.7% of the
edimated average <sdling price of yabbies. This is remarkably smilar to the 14.5% charges
sought by the Commercid Fishermen's Cooperative based a Newcastle to market much smaller
quantities of yabbies than 50 tonnes per annum. It is dso dmilar to the 20% of the sdling price
or $2-$3 per kilogram of awholesaer’s margin on fresh seafood.

Yabby producers have to examine the financia data and other materid in this report and assess it
after congdering the opportunities and chalenges facing a prospective cooperative in the light of
their own persond risk taking profile.

There are other means of “cooperative minded yabby farmers’ pooling resources to achieve dl
or most of ther objectives without having to go the cost of edtablishing a new full service
cooperative. Farmers have a choice of options as discussed earlier.

The decison to form a cooperative or indeed to work collaboratively in another legd entity such
as a company is a persond as wel as an economic one. Regardless of the legd entity utilised to
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operate the business, the critical success factor is the establishment of enough commitment and
trus amongst the group members to get sufficent quantity and qudity of product to be
profitable.
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11. APPENDIX

Appendix |. Monthly sales data from Sydney Fish Market

Sydney Fish Market yabby sales 2000.

YEAR MONTH PROCESS SIZE Tota Weight Min Price Max Price Ave Price

2000 1 0

2000 2 GREEN 9.26 $6.50 $6.50 $6.50
2000 2 GR L 6.2 $5.00 $5.00 $5.00
2000 2 GR M 184 $7.50 $7.50 $7.50
2000 2 GR S 183 $5.50 $5.50 $5.50
2000 3 0

2000 4 COOKED 92 $871 $8.71 $8.71
2000 4 GR 72 $6.95 $7.24 $7.13
2000 5 C 100 $8.13 $8.13 $8.13
2000 5 GR XL 550 $13.50 $13.50 $13.50
2000 6 C 954.0 $4.38 $8.00 $6.83
2000 6 C M 48 $6.91 $6.91 $6.91
2000 6 GR 110 $6.50 $9.50 $8.68
2000 7 C 340.0 $6.53 $7.05 $6.72
2000 9 C 17 $8.11 $8.11 $8.11
2000 10 C 2315 $7.95 $10.29 $9.26
2000 10 GR 20 $4.00 $4.00 $4.00
2000 11 C 543.0 $8.88 $11.51 $10.07
2000 12 C 479.50 $9.57 $14.35 $11.38
2000 12 C S 20 $8.52 $8.52 $8.52
2000 12 GR 20 $14.50 $14.50 $14.50
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Appendix I1.

Profit and Loss and Baance Sheets for various annud sales
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12 Months
30 Jun 03 30 Jun 04 30 Jun 05 30 Jun 06 30Jun 07 30 Jun 08 30 Jun 09 30 Jun 10 30 Jun 11 30Jun 12
Income
Sales 118000 121540 125186 128942 132810 136794 140898 145125 149479 153963
Less Cost of Sales
Opening Stock 0 0 0 0 0 0 0 0 0 0
Add - Direct Costs 0 0 0 0 0 0 0 0 0 0
Less Closing Stock 0 0 0 0 0 0 0 0 0 0
Total Cost of Sales 0 0 0 0 0 0 0 0 0 0
Gross Profit 118000 121540 125186 128942 132810 136794 140898 145125 149479 153963
Gross Profit Margin 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Other Income
Other Non-operating Income 0 0 0 0 0 0 0 0 0 0
Other Operating Income 0 0 0 0 0 0 0 0 0 0
Total Other Income 0 0 0 0 0 0 0 0 0 0
Less