SKELLERUP HOLDINGS LIMITED

ANNUAL REPORT 2011
Double hackle to fit
standard and short shells

Vacuum shut-off groove

Registered Office
Skellerup Holdings Limited
1–37 Mt Wellington Highway
Mt Wellington

Splined bumper section
resists impact damage

PO Box 14-537, Panmure
Auckland 1741, New Zealand

9mm Multi-fit tail piece

Telephone: +64 9 571 1208
Facsimile: +64 9 571 5896
Email: info@skellerupholdings.co.nz
Website: www.skellerupholdings.co.nz

Annual REPORT 2011

Contents
The Skellerup Group of
companies develops, markets,
manufactures and distributes
technical polymer products
and vacuum pumps for a
variety of specialist industrial
and agricultural applications.
Report of the Chairman
and Chief Executive

04
07 Christchurch Earthquake
08 Supply Chain
09 Industrial Division
13 Agri Division
16 Case Study
17 Health & Safety Report
18 Environmental Report
19 Board of Directors
20 Corporate Governance Policy
22 Financial Statements
75 Corporate Directory

Founded more than 100 years
ago, today Skellerup is a global
company headquartered in
New Zealand, with operations
in Asia, Europe, North America
and Australasia.

1

Key Points

$193.6

(million)

REVENUE
UP 7.1%

$33.0

OPERATING
CASH FLOW
UP 37.5%

Operating revenue up 7.1%
to $193.6 million
Net Profit after Tax (NPAT)
up 68.9% to $20.2 million
Operating Cash Flow $33.0 million
Net Debt reduced from $26.9 million
to $9.1 million
Final Dividend of 4.0 cents per
share (fully imputed) payable
21 October 2011
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(million)

$20.2
npat
UP 68.9%

(million)

Year on year comparative table
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2011

2010

%

$000

$000

change

193,593

180,719

7.1%

Trading EBITDA

39,518

28,596

38.2%

Trading EBIT

32,227

21,690

48.6%

Surplus before Tax

29,560

16,905

74.9%

9,360

4,947

89.2%

Surplus after Tax for year

20,200

11,958

68.9%

Operating Cash Flow

33,022

23,952

37.9%

173,931

172,778

63,606

71,888

110,325

100,890

10.50c

6.81c

6.0c

4.5c

192,805,807

191,147,928

Year ended 30 June

Operating Revenue

Taxation

Total Assets
Total Liabilities
Net Assets
Earnings per share
Dividends per share
Total shares on issue
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Report of the Chairman and Chief Executive
This result is an especially pleasing performance given the disruption
Skellerup has experienced in Canterbury. It reflects an improved trading
environment as our customers recover from the impact of the Global
Financial Crisis (GFC) together with gains from winning business through
our focus on new products and the benefits of operational improvements.

OVERVIEW
At $20.2 million this year’s Net Profit after Tax (NPAT) is an
increase of $8.2 million, or 68.9% on the previous year, and
is a record for the Company.
This result is an especially pleasing performance given the
disruption Skellerup has experienced in Canterbury. It reflects an
improved trading environment as our customers recover from the
impact of the Global Financial Crisis (GFC) together with gains
from winning business through our focus on new products and
the benefits of operational improvements.
Earnings Before Interest and Tax (EBIT) of $32.2 million is a
48.6% increase over the FY2010 result.
Sales growth was driven by stronger demand and new product
launches. Both the Agri and Industrial Divisions performed in line
with expectations, with the Industrial Division showing revenue
growth of 7.6% and an EBIT increase of 45.6%. Meanwhile the
Agri Division, which is less affected by economic cycles, posted
a revenue increase of 6.4% with EBIT up 11.9% for the year.
This year’s Gross Profit margin was 39.9% compared with
38.6% achieved in FY2010.
Operating cash flow was a respectable $33.0 million, up from
$23.9 million in FY2010. This result was driven largely by
improved profitability and tight control over working capital.

DEBT REDUCTION
Net debt reduced during the year from $26.9 million to
$9.1 million – a reduction of $17.8 million mainly as a result
of strong earnings growth.

We have made good in-roads into new market segments,
including hydraulic and dynamic shaft seals for the whiteware
and pump manufacturing markets. In addition, we have
leveraged the customer bases of our individual trading units
to considerable advantage. We have also expanded our sales
capacity in key markets such as North America and Europe.
New business won with Maserati is a strong pointer to future
sales growth of motor vehicle rubber couplings. The introduction
of a range of lower specification higher volume bonded washers
saw sales gains for Deks in Asia and North and South America.
Sales of products such as gaskets remain solid both in Australia
and North America, despite somewhat depressed markets.
Significant new production capacity, both in Italy and in
Vietnam, positions us well for any economic upturn. In the
meantime our increased competitiveness, resourcing options
and wider market range provide resilience and growth even in
challenging market conditions.
Gulf Rubber is now committed to establishing a base in North
America by the end of the calendar year. The new office will
primarily operate as a sales and marketing base as well as
providing product development opportunities and more extensive
market intelligence. The strong performance of the Deks product
range in North America in the past year has justified strengthening
the sales team in North America to accelerate our penetration into
this important market.

As at the end of the financial year, the percentage of debt
to debt-plus-equity improved from 21.0% to 7.6%.

Our Industrial Division development team based in Auckland
continues to build expertise in creating innovative composite
polymer components.

INDUSTRIAL DIVISION

AGRI DIVISION

Industrial sales for the year were 7.6% ahead of the previous
year, reflecting good growth in demand for most industrial
products, particularly the sale of industrial vacuum pumps into
the North American oil and natural gas exploration markets.

Agri sales for the year were 4.9% ahead of the previous year
reflecting a small lift in demand from the dairy industry for our
range of consumable products. EBIT at $17.1 million was
11.9% ahead of FY2010.

Uncertainty in key markets due to the lingering effects of the
GFC, especially in Europe, limited sales growth. Despite this
impediment Earnings before Interest and tax (EBIT) is up 45%,
from $13.8 million to $20.0 million, showing that the Industrial
business can grow profitably even in a downturn.

Demand for capital items, such as dairy vacuum pumps, has
improved, indicating a more positive outlook for dairying on the
back of improved milk solid prices over the past year.

Sales of our industrial vacuum pumps, assembled in our plant in
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Jiangsu, China and sold through our subsidiary Masport Inc in North
America, are currently limited only by our ability to supply. We are
working hard on increasing our capacity to meet market demand.

Agri production capacity has been stretched due to increased
demand, both through natural growth and through re-stocking
of the supply chain. The series of earthquakes and after shocks
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experienced in Christchurch interrupted production and depleted
on-hand inventory but thanks to the efforts and drive of our
Christchurch staff the impact on our customers was minimal.
Work on process improvement in our manufacturing facilities
has provided additional resilience to our production capability.
As a result of increasing demand for dairy liners we are currently
in the process of expanding our production capacity in
Christchurch by approximately 40% at a cost of $5 million. Just
under half of the additional capacity is now in place with the
balance of the equipment to be commissioned during the 2012
financial year.
A new ‘multi-fit’ milking liner designed so that it can fit either
standard or large fittings was launched this season and has been
well received by the market.
Sales of dairy related products into the European market, have
been positive as a result of demand returning from dairy Original
Equipment Manufacturers (OEMs). However the North American
market has been more demanding as a result of milk prices still
being below the threshold required to see any significant
increase in production in that market.
The Quatro and Red Band gumboot ranges continue to be well
received in the New Zealand market.
A number of new footwear models are now in the process of being
released into both the domestic and international markets, with
the Quatro range being extended to safety and sport applications.

Sir Selwyn
Cushing
Chairman

BOARD APPOINTMENT AND RETIREMENT
We welcomed Ian Parton to our Board during May of this year
as an Independent Director. Ian has had an extensive career
in engineering and business management. His past experience
includes Managing Director of consulting engineering firm
Worley Group Limited (now AECOM); following which he spent
a period of three years as regional development director for
AECOM. In addition to his extensive engineering background
Ian brings to the Board considerable experience in strategic
planning and global business development as well as strong
corporate governance.
Having welcomed Ian to the Board during the year it is with
regret that we now farewell John Thompson from the Board.
John, who has been a Non-Executive Director of the Company
since May 2008, has for personal reasons chosen to retire from
the Board at this year’s Annual Meeting in October. John was
the founder of Gulf Rubber, which the Company acquired in
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Report of the Chairman
and Chief Executive
February 2006. Through the acquisition Gulf Rubber the
Company has significantly enhanced its reputation as a supplier
of highly technical polymer products for a wide range of
industries and now has customers in numerous countries
throughout the world. As a result of his extensive knowledge
relating to the manufacture and distribution of industrial
polymer products John has made a significant contribution
to the Company during his time on the Board.

DIVIDEND
The Company’s dividend policy is to return to shareholders each
year a total dividend payout within the range of 40% to 60%
of NPAT.
Accordingly the directors have resolved to pay a fully imputed
final dividend of 4 cents per share that will be paid on
21 October 2011 to shareholders on the register at 5pm on
7 October 2011. Given the current strong financial position of the
Company, the Dividend Reinvestment Plan will not be operative
for this dividend payment.

ANNUAL MEETING
The Company’s Annual Meeting of Shareholders will be held at
Eden Park, Auckland, on Wednesday 26 October 2011 at 2.30 pm.

FOCUS GOING FORWARD
Our focus on product development, which extends now to much
closer links with our customers at many levels, will continue. This
has led to the acquisition of new customers across almost all
business units within Skellerup.
Meanwhile our work to improve operations, first through our
vacuum pump supply chain and also within our Christchurch
production facility, will be rolled out to our other operations in
coming years. We see this work as delivering substantial value
both in the short and in the long term, without requiring
significant capital investment.
We will continue with our investment in developing new sales
channels and opportunities, not only in our existing markets but
also in emerging new markets such as China and South America.

OUTLOOK
We consider the outlook for the coming year to be positive for both
divisions with earnings at the NPAT level for the June 2012 year
expected to be within the range of $22 million to $23 million.
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Sir Selwyn Cushing

David Mair

Chairman

Chief Executive

DAVID MAIR
Chief Executive

Christchurch Earthquake
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SHAKEN BUT RESOLUTE
The earthquake that struck Christchurch on 13 June added
further damage and disruption on to a city only just beginning
to recover from the devastating 22 February earthquake.
While no fatalities were directly attributed to the 13 June
earthquake and a relatively small number of injuries were
recorded, another substantial shock, bringing to three the
number of major disruptive events to hit the city in the space
of a year, has had a deepening psychological effect on many.
Repeated trauma such as this would test anyone’s fortitude. Yet,
on each occasion, Skellerup’s people have not only shouldered
their personal burdens – they have come into work and done
what was needed to quickly get Skellerup’s production and
distribution facilities up and running again.
Thankfully, all of Skellerup’s approximately 200 staff have come
through the three major quakes safely. We are relieved too that
their families are safe and sound.
‘We must acknowledge and pay tribute to the strength of
character and resilience shown by our staff in the face of these
tremendous difficulties,’ said Chief Executive David Mair.
‘Through their determination and commitment our business
has been able, at least as far as customers were concerned,
to continue virtually uninterrupted.’
The June earthquake (and its precursor tremor), caused little
additional damage to Skellerup’s facilities, so safety checks were
carried out and production was fully restored within a few days.
This is despite the fact that the earthquake was centred only
a few kilometres from our Woolston factories and distribution
centre. Suburbs surrounding Woolston were badly affected.
In the ensuing months, conditions at our Christchurch facilities
have been made safe. Again, our staff, we are proud to say, have
come through, in spite of the difficulties, to deliver full capacity
across all our facilities.
All staff, including all temporary staff, continued to be paid. At
the same time, customers experienced little or no interruption
to supply.
‘We are working to turn all the temporary repairs into permanent
fixes; we have established an alternate emergency water supply
in the event of another earthquake causing the loss of city
supply; we are employing more staff to cope with increased
demand for our products as we install additional production
capacity’, said David.

From left to right: Perry Davis, Skellerup National Footwear Manager, with
Student Volunteer Army volunteers Sam Johnson, Vikki Stephens, Sam Gifford
and Miriam Dawson in their new gumboots.

‘Skellerup has been part of the
Canterbury community for more than
100 years and of course we are very
happy to support our community in
this way,’
‘Skellerup has a proud history in Christchurch and by these
actions we are pleased to show our commitment to Skellerup’s
‘home town’ and to our loyal staff,’ said David.

RED BAND AND FRIENDS PITCH IN TO HELP OUT
After the February earthquake Skellerup donated 500 pairs of
gumboots to the Student Volunteer Army to help the volunteers
work in comfortable footwear as they cleaned up.
‘The Student volunteer army has done a fantastic job and we
fully support them for what they did,’ said Perry Davis, Skellerup
National Footwear and Dairy Manager.
In the months since, Skellerup has continued to help its
neighbours with donations of gumboots to local organisations
and groups, such as the North Brighton Citizens Group, the
Salvation Army and numerous schools.
‘Skellerup has been part of the Canterbury community for more
than 100 years and of course we are very happy to support our
community in this way,” said Perry.
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Operational leverage in the supply chain

Skellerup’s industrial vacuum
pump supply chain stretches from
its factory in China all the way to
its customers in the mid-west of
the USA.
Skellerup’s Masport Inc (Minc) sales and distribution staff
are based in Lincoln, Nebraska.
Minc has a strong reputation in the market place for the
reliability of both its industrial vacuum pumps and its service.
A recent significant increase in demand from all customers put
pressure on the supply chain with little time to adapt. Skellerup
senior management quickly set in motion a number of initiatives
to sharpen up the supply chain.
The aims were three fold.
> Shorten lead times.
> Reduce costs by eliminating waste.
> Become more agile to meet the rapid change in demand.

REPLENISHMENT
The old way was based on ‘monthly’ thinking. A lot of time was
spent forecasting ahead, with orders placed on that forecast.
Inevitably, mismatches occurred between what was made and
delivered and what was actually needed.
The new way is weekly thinking; what is sold one week defines
the following week’s production order.
This weekly repeatable cycle means production plans are
completed weekly; and every Thursday a container leaves the
factory in Jiangsu China; every week a container arrives at Minc.
We are now working with our suppliers to get weekly deliveries.
This regular heartbeat is driving improvements throughout the
supply chain.
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Skellerup’s search for hidden value inside its own
operations is driven with considerable enthusiasm
by CEO David Mair.
‘Success is about winning with customers and we’re
supporting our people with timely deliveries; we’re
working with our customers to determine their true
wants and needs and to deliver in the timeframes that
they want.’
‘And we’re benefiting too, with reduced costs in many
areas: no one’s spending hours doing forecasting – it’s
unnecessary. Our senior managers have more time to
deal with more important issues now they’re not
worrying about shipping schedules. We’re turning
uncertainty into certainty. That translates into
competitive advantage.’
David says in spite of these advances, he believes
there is room to increase productivity a further 30%
or more in the Chinese factory and cut delivery time
down to four weeks. ‘The trick is to recognise small
points for operational leverage, and the beauty of it
is that we can continue to improve operationally with
no capital investment, nor are we asking people to
work harder or longer.’
Quality also, will improve. ‘Over the next year we will
surprise people at how effective we can become at
delivering vacuum pumps and improving quality,’ says
David. ‘It’s all about operational excellence and a way
of thinking about problems’, he says.
Next, the rest of the business. David says the
operational improvements in the vacuum pump
supply chain will be translated across Skellerup over
the coming two to three years. ‘We can make similar
big gains in units such as footwear and liners, by
applying the same principles’.

Industrial Division report
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OVERVIEW

Skellerup is New Zealand’s largest
industrial rubber products supplier, with
customers in more than 30 countries
including Australia, Europe, North
America and Asia. Skellerup subsidiary
Gulf Rubber leads the way for the
Industrial Division in the production
of technical polymer products.
Deks Industries (DEKS) specialises in
the manufacture and distribution of roof
flashings and roof washers, while Masport
Inc (Minc) is well known in the US for
its range of industrial vacuum pumps.
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Industrial Division
FINANCIALS

DUAL HARDNESS PIPE GASKETS

Sizes ranging from
3” - 24” diameter

The Industrial Division continues to weather the after-effects
of the Global Financial Crisis (GFC) on its sales. Its key markets,
especially Europe, have yet to fully recover and fears of
a double-dip recession continue to dampen confidence.
Further uncertainty, at least for our Italian operation,
is generated by the poor health of the Italian economy.

Bonded in place
stainless steel teeth
to retain
pipe location

Potable water
approved for
use with
drinking water

DEKTITE COMBO

Suitable for both
standard and retrofit
applications

Conforms with
and follows all roof
profiles
Diagonal fit for
improved water
run off
Twenty year
warranty

With EBIT up 45%, from $13.8 million to $20 million, the
Industrial Division’s performance shows it can grow profitably
even in less buoyant times.
A highlight for the Industrial Division has been the surge in
demand for the Skellerup range of industrial vacuum pumps,
used in the oil and gas recovery sector. Sales of our industrial
vacuum pumps, that are assembled in our plant in Jiangsu, China
and sold through our subsidiary Minc in North America, are
currently limited only by our ability to supply. We are working
hard on increasing our capacity to meet market demand.
Increasing demand for industrial vacuum pumps due to a boom
in oil and gas drilling operations in North America is expected to
last at least two to three more years.
Sales of products such as gaskets remain solid both in Australia
and North America, regardless of the depressed market,
auguring well for sales when conditions improve.
Despite the challenges of the post-GFC market, our Italian
operation has delivered good sales growth as a result of its
access to new markets through cross-selling between the Italian
and Australian customer bases, and from successful sales efforts
of new products in a competitive market place.
Similarly, while facing increasing competition both in Australia and
its overseas markets, DEKS is holding its own through strengthened
sales teams and competitive pricing supported by lower cost of
landed products from production facilities in Asia.
Across the division, margins have been protected through driving
efficiencies in resourcing and carefully managing pricing in
response to the market being highly competitive.

DRIVESHAFT COUPLING

Used in most
rear wheel and
all 4 wheel drive
vehicles
Must allow
cardanic motion

Absorbs torsional
shocks for a smooth
and quiet ride
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Despite these challenges, a range of actions taken by the
Industrial Division business units in the last two years are
beginning to have a positive effect.

Requires precision
moulding involving
rubber, nylon yarn
and steel

MARKETS
Gulf Rubber is now committed to establishing a base in North
America by the end of the current calendar year. The new office
will primarily operate as a sales and marketing base. As well as
outbound sales activities, the frontline staff will source product
development opportunities and more extensive market
intelligence. These leads will be fed back to the Auckland based
design and development team.
DEKS is also expanding in North America, with the appointment
of an additional sales person. This move reflects the strong
performance of the DEKS product range in that market in the
past year.
DEKS UK has recorded another growth year and has relocated
to new premises in Nailsea near Bristol.

Industrial Division
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In Europe we have opened up opportunities in new markets,
especially in the area of hydraulic seals and dynamic shaft seals
for the white goods and pump manufacture markets. The impact
of sales into these new markets has yet to take full effect and will
be felt more strongly in the coming financial year.

PRODUCTION
Record sales of vacuum pumps have stretched Skellerup
production capacity at its Jiangsu, China facility.

HIGH PERFORMANCE AIR-COOLED
ROTARY VANE VACUUM PUMP

Gulf Rubber production is now coming out of a new purpose-built
20,000m2 factory in Vietnam. The new facility provides a much
improved working space, substantial room for growth and the
opportunity to streamline production. Furthermore, the new facility
is expected to meet the production standards demanded by major
international automobile manufacturers, such as BMW and
Mercedes, opening the door to additional contracts in the future.
Tumedei similarly extended its production capacity through the
addition of a third shift and the establishment of a specialised
‘clean’ facility, required as part of the manufacturing process
relating to rubber components for fuel injectors used in the
motor industry.
Despite increases in raw material costs, DEKS prices remained
competitive due to multi-sourcing actions, which introduced
competition amongst suppliers.
New process plant and equipment commissioned for closed-cell
foam manufacture will position the product for the growth
potential that is present for it in many markets and applications
around the world.
Ultralon’s closed-cell foams are recognised internationally
as one of the best materials on the market for its thermoforming
properties. These properties make it an ideal material for
use in sporting goods such as ski boots and sports protection
gear. Ultralon foam’s uniqueness come from the specialised
process controls, formulations and quality control that go into
its manufacture.

PRODUCTS
Revenues from rubber couplings, used in the drive trains of most
rear-wheel and all four-wheel drive vehicles, are up on last year,
and new business won with Maserati is a strong pointer to future
sales opportunities.
The introduction of a range of lower specification higher volume
bonded washers saw sales gains for DEKS in Asia and North and
South America. The full range of the new Dektite Combo roof
flashing was released and taken up in Australia and North America.
A number of products that the Auckland based development
team has worked on over the past year are now being
transitioned from development to production. This involves:
> selecting the most cost-effective production facility
> establishing production processes
> transferring custom-built assembly and test equipment.
On top of its capability in developing innovative composite

components, the development team has this year demonstrated
its strength in designing and building assembly and test
equipment. This is proving to be a growth area for the business.
With numerous projects on hand and a growing advance work load,
the development team took on an extra engineer this year and
commissioned a fourth moulding machine to cope with demand.
Projects now are extending into production of assembly and
sub-assembly components, to add value to co-moulded products.

OUTLOOK
Happily for the Industrial Division, its minor market share in
very large markets, and its significant competitive advantages,
mean that it is somewhat shielded from macro-economic
market disruption.
At the same time, the Industrial Division trading units are
becoming increasingly well positioned with new production
capacity and bolstered sales and marketing power to take
advantage of any upturn in economic conditions. In the meantime
the Industrial Division is more than holding its own in the market,
carving out new market share against its traditional competitors
and opening up new markets, with innovative new products.
The capabilities of the development team are becoming more
widely recognised within the Industrial Division’s target markets
and momentum is building. Right now, the team has at least a
year’s projects lined up, providing growing confidence that the
product development model has a solid future.
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Industrial case study

Check Valve
The check valve’s function is to prevent the flow of
water from the domestic system back into the mains
supply. It’s a one-way valve that is designed to fit
into domestic shower mixers, taps and water meters.
While similar in function to the backflow preventer
valve launched to European customers last year, this
one is on a smaller scale, and contains fewer parts,
but is actually two check valves in line.
It is this last feature that makes it stand out from
the competition. Other manufacturers usually fit
two single check valves into a brass housing. The
check valve combines all of the components into
one plastic moulded fitting, saving space, weight
and brass – as well as costs for assembly of the more
complex unit – while providing better functionality.

BIG THINGS START WITH A SMALL PACKAGE
It’s seemingly only a small plastic tube, barely three
centimetres long.
But, as well as being far more complicated, in subtle ways, than
it looks at first glance, the Industrial Division’s new check valve
encapsulates the division’s business strategy.
The Auckland based development team’s approach is helping to
take business away from established and dominant international
vendors. For Skellerup, it is about being agile and responsive
compared to the inertia – even disdain – of the incumbents.
The check valve is the culmination of nearly nine months work
by the development team.
The development team had to set about constructing the check
valve – in fact a product family consisting of a range of sizes
– that could meet stringent international quality and functionality
standards, yet is competitive in the market.
Starting with a blank page, the team created all the design
drawings, which gave them a deep understanding of the
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complexities and nuances of the components. The team then
built all the mould tools, and at the same time set up a test
facility with a range of test rigs that complied with Australian,
North American and European standards.
The development team is in the middle of trialling the mould
tools now, says Product Development Manager Shaun Spacey.
‘We’ve taken on another project engineer to cope with the extra
work, and we’ve commissioned a new moulding machine and
robot, in part to handle the demands of this project,’ he says.
Having developed the check valve across a range of standard
sizes the international sales team is now positioned to begin
exploring new market opportunities. ‘With the controls on design
and production that we have we can grow the market through
identifying applications that no one has captured before,’
says Shaun.
‘We’re adaptable and innovative and responsive, and our
customers like that. It’s that customer focus that differentiates
us,’ says Shaun.

Agri Division
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AGRI DIVISION REPORT
Agri manufactures and distributes products for the dairy industry
for all of the leading global and regional dairy industry Original
Equipment Manufacturers (OEMs), as well as many leading dairy
industry distributors.
The second largest dairy rubber supplier in the world, Agri
operates in all major markets as well as emerging markets in
Asia and South America.
The Division’s products, ranging from dairy consumables
to footwear are highly specialised due to their technical
sophistication, design, formulation and quality.

FINANCIALS
Agri enjoyed a healthy year, with sales ending 4.9% ahead
of the prior year and EBIT up 11.9% to $17.1 million.
Local factors contributing to the good result included the high milk
payout to NZ dairy farmers, an extended milking season and a
strong forecast for next year. The result was tempered to some
degree by a reduction in inventory levels in the retail channel.
Restocking of inventory post the GFC increased demand, though
stock levels in the channel are unlikely to return to pre GFC levels,
with distributors and retailers now taking a ‘lean’ approach and
pushing stock back onto their suppliers.
Unlike last year when farmers were focused on limiting spending
only to essential maintenance, the improved farm economic
conditions this year have encouraged farmers to be more diligent
in replacing milking liners and other dairy consumables in a more
timely fashion.
Along with the longer milking season, this diligent approach
has resulted in strong sales of filters, which should, for best
performance, be replaced after every milking.
Capital investment, in replacing old milking sheds with new,
boosted demand for dairy rubberware, but the level of dairy
conversions has not yet returned to pre GFC levels as high sheep
and beef prices limit dairy’s allure.
Milk prices have increased around the world. This was reflected
in a slight recovery in the dairy market in North America and
a stronger recovery in Europe.
At the same time, recovery has attracted new competitors into
the market including internet-based retailers.
Our emphasis on quality and standards helps to maintain our
competitive advantage over price driven competitors. We will
continue to be deeply involved in the drive to improving
standards to meet global best practice.
Increased ranging across all categories of footwear was gained
in key markets including rural, industrial and hardware, and
increased promotional activities supported sales of Skellerup
branded products.
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Agri Division
PRODUCTION

VACPLUS
SQUARE LINERS
Anti- slip barrel milking liner increases
air-flow & enhances milk flow

Increased demand on the farm combined with restocking of the
supply chain to some extent produced a double-demand; at the
same time the three major earthquakes and associated aftershocks that hit Christchurch disrupted production schedules. As
a result, all production has been running at full capacity to keep
up with demand, with extra shifts brought in to help cope.
A focus on process improvement over the last 12 months paid
dividends as production capacity was tested.
A number of initiatives to increase productivity had already been
identified and put into practice. These helped mitigate the
challenges faced by manufacturing over the last year.
Initiatives included quicker changeover times, less rework and
reduced waste product. Now output is of higher quality, on
specification, with increased productivity.

Vacuum shut-off groove

The continuous improvement process, now proved successful in
manufacturing, will be rolled out in the coming year through
other functions including supply chain and administration.
As a result of increasing demand for dairy liners we are currently
in the process of enlarging our production capacity in Christchurch
by approximately 40% at a cost of $5 million. Just under half of
the additional capacity is now in place with the balance of the
equipment to be commissioned during the 2012 financial year.

MARKETS
Master Blaster
Eco nozzle
Uses up to 30% less water
than comparable nozzles

During the year, Agri invested in infrastructure and market
development activities to support its product sales in existing
and new markets.
In North America a senior business development executive with
considerable retail channel experience has been taken on to lead
the development of rural footwear sales in that market.
We test-launched the Quatro gumboot into the European market
in September 2010, with a highly favourable response. A full
launch across the UK and Europe is planned for the northern
autumn. A new website, www.skellerupgumboots.com, promotes
the development.
Meanwhile our international business go-to-market strategy for
dairy liners is bearing fruit after three years in gestation. The
approach is to build a stronger alignment with customers and their
needs through bringing technical and design people, on both sides,
to the table. In this way Agri has moved from a purely sales and
production relationship to a much more trusted partnership that
has Agri closely involved in its customers’ own market strategies.
Agri’s traditional market approach has been to operate
essentially as a contract manufacturer to its OEM customers
for dairy liners. In this way, it retained a simple sales relationship
with its customer: Agri produced goods to order. However a
relationship like this is prone to price and competitive pressure;
the producer can struggle to differentiate and long term
involvement with customers is often difficult to achieve.
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To address this issue Agri embarked three years ago on a new
programme to take its dairy liner design, development and

Agri Division
production services to the market, the aim being to become
more closely involved with its international customers in
particular at a deeper level and across multiple points of contact,
in order to form partnerships to jointly develop new products.
With each new product, having been designed and produced
according to the customer’s specific requirements, the customer
is given a specific differentiation and a competitive advantage.
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QUATRO camo gumboot
Anti-bacterial moisture wicking lining
UV resistant
Highest level in comfort & durability
Podiatrist inspired

Rather than just a sales representative sitting down with the
customer to determine needs and take orders, a team
comprising technical and product managers, as well as sales
staff, are involved.

For extreme weather conditions
4mm insulator wool-felt
base & 4mm CR-Foam insulation

By working closely with our OEM customers we can create
products that offer significant advantages for them in the
market place.

Quatro comfort system inner sole

After the initial work to establish credibility and trust, Agri
has had some significant wins in the past year. Along with
investment in additional manufacturing capacity and staff, Agri
is now moving out into new markets. The traditional markets of
North America, United Kingdom and Europe are the base, but
emerging markets, namely China and South America are
showing genuine growth opportunities for Agri.

firefighter extreme fire boot

This season Agri launched a new ‘multi-fit’ milking liner for the
retail market. The new liner which is proving to be popular is
designed so that it can fit either standard or large fittings, and
features a new design tail section that shuts off vacuum and
resists splitting from impact damage.
Sales of VacPlus Square milking liners, now in their second
season on the market, continue to grow. The VacPlus Square
milking liner offers dairy farmers yield increases, energy savings
and animal health benefits.
The Master Blaster Eco nozzle launched earlier in the year
has proved popular as it uses at least 30% less water than
comparable nozzles in the market.
Sales of our dairy product range are now being supported
through a new website launched this year which encourages
best practice in dairying.
www.dairybestpractice.co.nz focuses on how end users can
maximise production through yield increase, as well as saving
energy through best use of the key components of milking plant
such as liners, tubing and filters.
The best practice website emphasises the importance of
replacing milking liners every 2,500 cow milkings and provides
a raft of evidence, especially in terms of animal health costs,
to support this practice.
An array of new footwear products have been launched or
announced during the year. New gumboot styles broadened
ranges while new products extended our iconic brands.
The much anticipated Red Band Juniors gumboots, for toddlers
and pre-schoolers, were launched at Field Days in Hamilton in
June. Red Band Juniors join the Red Band range, which now

quatro comfort system

PRODUCTS

Exceptional traction
High abrasion cupped rubber outsole

comprises models for men, women, youths and children as
well as, now, the littlest member of the family.
New additions to the Quatro technical boot range include
Quatro Safety and Quatro Camo (camouflage).
The Fire-fighter Extreme fire boot, currently being rolled out in
New Zealand, is the result of extensive development collaboration
between Agri and the New Zealand Fire Service (NZFS).
Looking forward the outlook for dairying worldwide remains
positive and as a consequence Agri as a leading supplier of
essential consumables to the dairy industry, including footwear, is
expected to achieve on-going earnings growth in the year ahead.
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Case study: A bigger footprint
for Skellerup gumboots
foam innersole for additional comfort complete the package.
‘Red Bands now cater for the whole family,’ says Perry, ‘from the
time you are jumping in puddles and exploring, to riding ripsticks
or motorbikes, and working in mud and on concrete.’

Red Band Junior Gumboot

Same quality rubber
as used in adult sizes

Red Band sales have been enhanced through entry into the
Bunnings chain of home hardware retail stores, as well as the
launch of a specially developed Red Band website
(www.redband.co.nz) and other promotional activities.
Also during the year Skellerup released Red Band socks, designed
to stay up in your Red Bands, and during the coming summer
a special promotion will see Red Band jandals at barbecues
and beaches throughout New Zealand.
Skellerup development team extended the footwear range in
other ways during the year, including new special purpose boots
and additions to the Quatro range.
The Fire-fighter Extreme fire boot is the result of extensive
development collaboration between Skellerup and the New
Zealand Fire Service (NZFS).

Low heel and ergonomic sole
for greater stability

Red Band, once just a short gumboot, is taking on a life of its
own with new developments rolled out during the year, and
more in the pipeline.
This year saw the launch of the Red Band Junior gumboot,
the Red Bands for the littlest members of the family.
Of course, kids have had their own gummies for a long time,
but real gumboots – Red Bands – were for many years the
preserve of grown-ups with grown-up sized feet.
While women’s, youth and children’s Red Bands have been
available since 1997, the all-important toddler demographic was
left un-catered for.
Clearly, the range was incomplete without a product to fill this
niche and parents let Skellerup know it.
‘We always have numerous requests for smaller sizes from Mums
and Dads at Field Days, says National Footwear and Dairy
Manager Perry Davis.
Happily bowing to market pressure, Skellerup released Red Band
Junior earlier this year.
‘Kids always want to look like their Mum and Dad and now they
can have matching footwear,’ says Perry.
The Red Band Junior range is sized 3C to 7, to suit toddlers up to
age 3, with a flatter heel than the other gumboots in the range.
This design refinement gives infants more stability and better
orthotic support for their age.
Like its big siblings, Red Band Junior is hand-built, but a
lightweight construction method is used to give little legs a bit
more mobility. Quick drying polyester lining and a 3mm sponge
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The new boot survived more than 12 months of market related
rigorous testing and trialling in a variety of challenging
environments before it was released. It features numerous
technical and design innovations, that provide extra protection
with less weight, while meeting national and international
safety standards.
The result, says Perry, is a comfortable boot that is competitive
with all other fire boots available on the market anywhere.
One of Skellerup innovations was in response to NZFS’s
requirement for the range to include half sizes. To meet this need
Skellerup developed new styles of inner sole so that boots could
be matched more closely to the wearer’s foot size.
With testimonial support from NZFS, Skellerup is looking to take
the new boot into the Australian and European markets over the
next 12 months. Meanwhile, in New Zealand, the new boot will
be rolled out to all operational staff as part of normal
kit replacement.
Another brand extension is the Quatro Camo. As well as all
Quatro’s technical and comfort features, the Camo version offers
the Mossy Oak camouflage pattern, a proprietary design that is
popular with other clothing preferred by hunting and
fishing enthusiasts.
Perry is confident the boot will do well in this market. ‘This is
a boot that is so comfortable it’s like a running shoe: it locks
around your ankle so you can actually run in it.’
The boot will be marketed to the hunting and fishing sector,
in knee length and calf-length models, next season.
To support the Quatro boot range and brand, a specially
designed Quatro sock was launched during the year. The new
sock was designed especially for the Quatro boot and features
vents that allow the sock to breathe. The new sock has proved
very popular, says Perry.

Health & Safety report
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While we had staff onsite at the time of the September
Christchurch earthquake and many of the substantial
aftershocks, including the February shakes, there were few
injuries and none were of a serious nature. This is partially
due to our current processes, procedures and Health & Safety
(H&S) program which, among other things, ensures that stock
is in its proper place, all machinery is properly fixed and
emergency shutdown procedures are followed. This is a good
indication of the thoroughness and conscientious application
of the H&S program at Skellerup.
We know the importance of effective participatory H&S
management in eliminating injuries. And we understand that
improvements in safety and well-being lead to awareness and
attentiveness that ultimately leads to better product quality.
Our safety and internal auditing programs, termed Key Element
Assessments (KEA), seek to enhance the effectiveness and
efficiency with which work is carried out while minimizing the
risk to employees, by:
> streamlining workplace layout and processes
>	ensuring all equipment used is up to standard and guarded
as appropriate
> fully training staff members on policies and processes
>	ensuring the correct methods are used when performing
specific tasks.
Skellerup has worked hard to reduce lost-time and medical
treatment injury numbers and we are on track to reach the
goal of a zero-injury workplace.
Key Points for the 2010/2011 year:
>	Skellerup Total Incident Rate (TIR) that measures lost-time
and medical treatment injuries per 200,000 hours worked
has significantly decreased from 3.24 to 2.54. This is an
all-time low for Skellerup. While this result indicates impressive
dedication and effort from all staff at Skellerup, we are still
continually searching for ways to decrease this score even
further in the drive towards our zero injury target.
>	The KEA internal health and safety audit/improvement
programme is ongoing. All businesses that had audits

completed during the 12 months to June 2011 increased their
KEA scores significantly, with one business unit increasing its
KEA score by 30%.
>	In New Zealand we have once again retained the ACCPP
(Accident Compensation Corporation Partnership Program)
Accreditation Tertiary status. This is the third year running
that we have obtained this status. It shows that our Auckland
and Christchurch manufacturing and distribution operations
are demonstrating well-established, continuous improvement
frameworks that function actively in the workplace.
>	The H&S culture within our businesses has markedly improved
since the implementation of the KEA audits and other H&S
initiatives. This is evidenced by the continual improvements
in hazard reporting and reporting of near-hit incidents by
employees. The quality of hazard management and incident
investigations has also markedly improved, and continues to
improve with ongoing staff training and resourcing. As the
number of actual injuries declines, more focus is applied to
near-hit incidents to further mitigate the risk of injuries.
>	While we had staff onsite at the time of the September
Christchurch earthquake and many of the substantial
aftershocks, including the February shakes, there were few
injuries and none were of a serious nature. This is partially due
to our current processes, procedures and H&S program which,
among other things, ensures that stock is in its proper place,
all machinery is properly fixed and emergency shutdown
procedures are followed. This is a good indication of the
thoroughness and conscientious application of the H&S
program at Skellerup.
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Environmental report

ENVIRONMENTAL TARGETS SURPASSED
Over the last two years, we have focused on establishing a strong
foundation for our Environmental Management activities. We
have concentrated our efforts on our Woolston facility in
Christchurch, being one of the largest manufacturing bases in
the group.
Our activities have focused on three areas. We set a ‘stretch’
goal for each:
> Landfill – 50% decrease in weight.*
> Water usage – 50% reduction in volume.*
>	Electricity – more than 10% reduction in volume.*
*From the baseline set two years ago.
We are pleased to report that these goals have been well and
truly surpassed, inside the initial two year timeframe target that
we had set for ourselves.
The achievement is magnified, given the difficulties the
Christchurch manufacturing team has faced over the last year.
At the same time Skellerup has increased production on site.
Now, the challenge is to maintain or reduce further the amounts
of water and energy used and waste going to landfill, in the face
of ongoing increases in production.
Subsequent activities will focus, for instance, on reducing further
the electricity used per item manufactured.

Landfill

50%
decrease in weight
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In terms of landfill, over the last year more than 50% - more
than 100 tonnes - of waste materials is now being sent to be
recycled (waste cured liner and tubing rubber is turned into
cycleway and walkway materials) rather than going to landfill.
This saving is more than just a benefit to the environment: the
landfill costs avoided through this exercise are significant.
An example of the way electricity has been saved is in the use
of hydraulic power packs. In the past these power packs were
running for the full production cycle. Now the process is supplied
with power on demand. This initiative alone has saved some
300,000 kilowatt-hours of electricity. Overall, more than one
million kilowatt-hours have been saved since the start of the
project, which is well above the target.
In terms of water savings, one initiative started last year, in
the Manufacturing department, has seen some 30 million litres
a year saved in primary processes. Secondary process savings
are now being worked on. Overall some 50 million litres of water
a year are being saved through better water use practices. As a
result, the original 50% saving target, thought to be challenging,
has been exceeded substantially.
While the environmental management programme was
intended to be rolled out to other sites and units once the
Woolston programme was established, this plan has been
delayed as a result of the disruption caused by the series
of earthquakes that hit Christchurch over the last year.

water usage

50%
reduction in volume

electricity

10%
reduction in volume

Board of Directors
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Sir Selwyn Cushing
KNZM, CMG, Chairman
Sir Selwyn has had a varied and broad-ranging career with many of New Zealand’s highest-profile
companies, including the chairmanship of Air New Zealand, Brierley Investments, Carter Holt
Harvey, Electricity Corporation, Huttons Kiwi, Whitcoulls Group, and was a director of Skellerup
Industries Limited (the original Skellerup listed company) in the nineteen eighties. He has also
served as a government-appointed member of the Securities Commission and the N.Z. Apple
and Pear Marketing Board. His other current directorships include NZ Rural Property Trust, PGG
Wrightson and Rural Equities.

David Mair
B.E, MBA, Director and C.E.O
David joined the Board at the end of November 2006. David’s background of international
operations management experience provides an excellent fit with the Company’s expansion of
manufacturing capability and market penetration particularly in Asia. David is a former Executive
Director of Interlock Group and was a Vice President of Asia Pacific Operations and an Operational
Council Member of ASSA ABLOY (Sweden). He is a Director of A2 Corporation Limited and Methven
Ltd. David was confirmed as Chief Executive Officer of the Company in August 2011.

John Thompson
Director
John was the founder of Gulf Rubber (Sydney and Auckland) which Skellerup purchased in
February 2006. He has had over 35 years’ experience in all aspects of the rubber industry
globally, with particular expertise in sourcing highly technical polymer products from Asia.
His experience also extends to the establishment of joint venture manufacturing relationships
in Asia and Central America.

Liz Coutts
B.MS, C.A, Director
A former Chief Executive of Caxton Group, Elizabeth is a Director of EBOS Group Limited,
NZ Directories Holdings Limited, Ports of Auckland Limited, Ravensdown Fertiliser Co-operative
Limited and Sanford Limited. She has previously been Chairman of Meritec Group Limited,
Industrial Research Limited and Life Pharmacy Limited; Deputy Chairman of the Public Trust; and
a Commissioner of both the Commerce Commission and the Earthquake Commission. She has
been a Director of the Health Funding Authority, PHARMAC; Air New Zealand Limited; Sport &
Recreation New Zealand; and Trust Bank New Zealand; and a member of both the Financial
Reporting Standards Board of the New Zealand Institute of Chartered Accountants and the
Monetary Policy Committee of the Reserve Bank of New Zealand.

Dr Ian Parton
PH.D, Director
Ian brings to the Board an extensive engineering background. He has considerable experience
in strategic planning, global business development and corporate governance. Ian is currently
the Chairman of Babcock Fitzroy Limited and a director of Auckland Transport Limited and
Construction Techniques Limited. He is also a Councillor and Pro-Chancellor of the University of
Auckland. Ian was previously Managing Director of consulting engineering firm Worley Group
Limited (now AECOM) and regional development Director for AECOM. His previous directorships
include Industrial Research Limited and Deputy Chairmanship of Watercare Services Limited. Ian
has a Ph.D. in engineering. He is a Past-President of the Institution of Professional Engineers of NZ.
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Corporate governance policy
The corporate governance practices adopted by the Company
meet the requirements of the New Zealand Exchange’s Corporate
Governance Best Practice Code.
The Board of Directors is committed to maintaining the highest
standards of corporate governance. This report outlines the policies
and procedures under which Skellerup Holdings is governed:

CODE OF ETHICS
Skellerup’s Code of Ethics governs its conduct. Its purpose is to:
> Set policy and provide guidance for ethical issues,
> Establish compliance standards and procedures,
> Provide mechanisms to report unethical behaviour, and
> Provide for disciplinary measures.

ROLE OF BOARD OF DIRECTORS
The Board of Directors is elected by the Company’s shareholders
to direct and supervise the management of the Company.
The Board’s role is to:
> Establish the strategic direction and objectives of the Company
>	Set the policy framework within which the Company will operate
> Appoint the Chief Executive
>	Delegate appropriate authority to the Chief Executive for the
day-to-day management of the Company
>	Monitor performance of the Chief Executive and the Board
Committees on a regular basis
>	
Approve the Company’s system of internal financial control; monitor
and approve budgets; and monitor monthly financial performance.

BOARD SIZE AND STRUCTURE
The Board is currently comprised of four non-executive Directors
and one executive Director. Non-executive directors are selected to
ensure that a broad range of skills and experience are available.
One of the non-executive directors is appointed as Chairman.
Board procedures ensure that all Directors have the information
needed to contribute to informed discussion on all monthly
agenda items and effectively carry out their duties. Senior
managers make direct presentations to the Board on a regular
basis to give the Directors a broad understanding of management
philosophies and capabilities.
A formal system has been put in place to review the performance
of the Board and the individual Directors.

BOARD COMMITTEES
The Board has three standing committees, described below. Special
project committees are formed when required.
1. Audit and Risk Management Committee
This committee comprises three non-executive directors, one of
whom is appointed as Chairman. The Chief Executive and the Chief
Financial Officer attend as ex-officio members; and the external
auditors attend by invitation of the Chairman.
This Committee meets a minimum of four times each year.
Its responsibilities are to:
>	Ensure that the Company has adequate risk management
controls in place;
>	Advise the board on accounting policies, practices and disclosure;
> Review the scope and outcome of the external audit; and
>	Review the annual and half-yearly statements prior to approval
by the Board.
The Audit and Risk Management Committee reports the
proceedings of each of its meetings to the full Board.
The current composition of the committee is Liz Coutts (Chair) and
Sir Selwyn Cushing and Ian Parton. The Committee met four times
during the year under review.
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2. Remuneration Committee
This committee comprises two non-executive directors. It meets
as required to:
>	Review the remuneration packages of the Chief Executive
and Senior Managers
>	Make recommendations to shareholders in relation to nonexecutive director remuneration packages.
Remuneration packages are reviewed annually. Independent external
surveys are used as a basis for establishing competitive packages.
The current composition of the Remuneration Committee is
Sir Selwyn Cushing (Chairman) and John Thompson.
3. Board Nomination Committee
This committee comprises two non-executive directors. It meets
as required to recommend new appointments to the Board.
The current composition of the Board Nomination Committee
is Sir Selwyn Cushing (Chairman) and Liz Coutts.

ORGANISATIONAL STRUCTURE AND FINANCIAL
REPORTING
The Board has delegated the management responsibilities of the
Company to the Chief Executive.
The financial progress of the Company’s two divisions is reported
separately to the Board each month to enable divisional financial
performance to be analysed prior to consolidation of the accounts.
Delegation of capital expenditure is limited and clearly defined with
a Board-approved annual budget. This is monitored monthly.

INTERNAL FINANCIAL CONTROL AND RISK
MANAGEMENT
The Board, advised by the Audit and Risk Management Committee,
approves the Company’s system of internal financial control. This
system includes clearly defined policies controlling treasury operations
and capital expenditure authorisation.
The Chief Financial Officer is responsible to the Chief Executive for
ensuring that all operations within the Company adhere to the Board
approved financial control policies.
The Board has established a framework for the relationship between
the Company and the external auditor. This framework ensures that:
>	Recommendations made by the external auditor and other
independent advisers are critically evaluated and, where
appropriate, applied; and
>	The Company has defined policies and procedures in place
as appropriate internal controls to manage risk effectively.
The Board ensures that adequate external insurance cover is in place
appropriate to the Company’s size and risk profile.
The Company has a risk register that identifies the key risks facing the
business, and the status of initiatives implemented to manage them.
This risk register is reviewed and updated on a regular basis.

SHAREHOLDER RELATIONS
The Board aims to ensure that shareholders are kept informed
of major developments affecting the Company. Information is
communicated to shareholders primarily through the annual and
interim reports.
Any material affecting the Company during the intervening period is
immediately reported to the New Zealand Stock Exchange under the
‘continuous disclosure’ regime.
The Board encourages shareholders to attend and participate fully at
the Annual Meeting to ensure a high level of accountability. Investors
can obtain information on the Company from its website
(www.skellerupholdings.co.nz).

