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CORPORATE GOVERNANCE STATEMENT

The Board of Scales Corporation Limited (Scales or the Company) is committed to ensuring that the
Company meets best practice governance principles and maintains the highest ethical standards.
This Corporate Governance Statement provides an overview of the Company’s governance
framework. It is structured to follow the NZX Corporate Governance Code (NZX Code) and discloses
the practices relating to the NZX Code’s recommendations.

The Board’s view is that Scales complies with the corporate governance principles and
recommendations set out in the NZX Code apart from two specific areas as noted in this report. The
Board believes our governance structures, in particular our approach to remuneration, meets our
strategic objectives. In forming our conclusions we have sought external feedback from shareholders
and advisors to challenge our thinking and validate our findings, which we have appreciated.

The Company also complies with the corporate governance requirements of the NZX Main Board
Listing Rules (NZX Listing Rules). The Board regularly reviews and assesses Scales’ governance
structures and processes to ensure that they are consistent with best practice.

Scales will transition to the new NZX Listing Rules with effect from 1 May 2019. Accordingly, this
Corporate Governance Statement has been prepared in accordance with the NZX Code that was
published in 2017. Scales will prepare its Corporate Governance Statement for the year ended 31
December 2019 in accordance with the NZX Code dated 1 January 2019.

Scales’ key corporate governance documents referred to in this statement, including charters and
policies, can be found at www.scalescorporation.co.nz/about-us/governance.

Scales’ Corporate Governance Code (the Scales Code) was reviewed and updated in February 2018
and is reviewed annually. This Corporate Governance Statement was approved by the Board on 22
March 2019.

PRINCIPLE 1 — CODE OF ETHICAL BEHAVIOUR

“Directors should set high standards of ethical behaviour, model this behaviour and hold
management accountable for these standards being followed throughout the organisation.”

RECOMMENDATION 1.1

The Board should document minimum standards of ethical behaviour to which the issuer’s
Directors and employees are expected to adhere (a Code of Ethics).

Code of Ethics

Scales’ Board sets a framework of ethical standards for the Company via its Code of Ethics, which is
contained in the Scales Code. These standards are expected of all Directors and employees of Scales
and its subsidiaries.

The Code of Ethics covers a wide range of areas including:
e standards of behaviour;
e conflicts of interest;
e proper use of Company information and assets;
e accepting gifts;

o delegated authorities;
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e compliance with laws and policies;

e reporting concerns; and corporate opportunities.

The procedure for advising the Company of a suspected breach is set out in the Code of Ethics. No
breaches were identified during the year.

Every new Director, employee and contractor is to be provided with a copy of the Code of Ethics and
must confirm that they have read and understand the Code of Ethics. The Code of Ethics is also
available on the Company’s website.

During 2018 the Board undertook specific Anti-Bribery and Corruption training, along with Company
senior management. The Board will continue to assess the appropriate options for Company-wide
ethics training in order to fully meet the ethics training recommendation.

The Code of Ethics is subject to biennial review by the Board.

RECOMMENDATION 1.2

An issuer should have a financial product dealing policy which applies to employees and Directors.

Share trading by Company Directors and Employees

The Board has implemented formal procedures to handle trading in the Company’s securities by
Directors, employees and advisors of the Company, with approval being required before trading can
occur. Approval is required to be obtained from the Chair, other Directors, CEO or the Chief Financial
Officer depending on who is trading. A blackout period is imposed for all Directors and employees
between the end of the half year and full year and the release to NZX of the result for that period.

The policy provides that shares may not be traded at any time by any individual holding material
information. The full procedures are outlined in the Securities Trading Policy and Guidelines, which is
contained in the Scales Code.

The fundamental rule in the policy is that insider trading is prohibited at all times. The requirements
of the policy are separate from, and in addition to, the legal prohibitions on insider trading in New
Zealand.

PRINCIPLE 2 - BOARD COMPOSITION & PERFORMANCE

To ensure an effective Board, there should be a balance of independence, skills, knowledge,
experience and perspectives.

RECOMMENDATION 2.1

The Board of an issuer should operate under a written charter which sets out the roles and
responsibilities of the Board.

Responsibilities of the Board

The Board has overall responsibility for all decision making within Scales. In this regard the Board is
responsible for laying solid foundations for the direction, management and oversight of the
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Company in the support of its objectives to generate growth, corporate profit and shareholder gain.
It has delegated day-to-day management of the Company to the Managing Director and the senior
management team.

The main functions of the Board include to:
e  Review and approve the strategic, business and financial plans prepared by Management.
e Monitor performance against the strategic, business and financial plans.
e Appoint, provide counsel to and review the performance of the Managing Director.
e Approve major investments and divestments.
e  Ensure ethical behaviour by the Company, Board, Management and employees.
e Assess its own effectiveness in carrying out its functions.

The Board monitors these matters by receiving reports and plans from Management, maintaining an
active programme of divisional visits and through its annual work programme.

The Board uses Committees to address certain issues that require detailed consideration by
members of the Board who have specialist knowledge and experience. The Board retains ultimate
responsibility for the functions of its committees and determines their responsibilities.

The Board has a statutory obligation to reserve responsibility for certain matters. It also deals
directly with issues relating to the Company’s mission, appointments to the Board, strategy, business
and financial plans.

Details of the Board'’s role, composition, responsibilities, operation, policies and committees are
provided in the Scales Code.

RECOMMENDATION 2.2

Every issuer should have a procedure for the nomination and appointment of Directors to the
Board.

Director nomination and appointment

The Board is responsible for appointing Directors. The Nominations and Remuneration Committee
manages the appointment process for new Directors and the re-election of existing Directors in
order to make a recommendation to the Board. When considering an appointment, the Committee
will undertake a thorough check of the candidate and his or her background. Where the Board
determines a person is an appropriate candidate, shareholders are notified of that and are provided
with all material information that is relevant to the decision on whether to elect or re-elect a
Director.

The Nominations and Remuneration Committee also has responsibility for reviewing the
composition of the Board to ensure that the Company has access to the most appropriate balance of
skills, qualifications, experience, perspectives and background to effectively govern the Company.

Using the Board skills matrix the Board has determined that to operate effectively and to meet its
responsibilities it requires competencies in disciplines including executive leadership and strategy,
governance, agriculture, storage and logistics, finance and capital markets, risk and compliance, legal
and regulatory, people, digital and technology, export, retail and doing business in China.The recent
appointment of Nadine Tunley as a director brings specific experience in horticulture, international
trade and governance.
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The current mix of skills and experience is considered appropriate for the responsibilities and
requirements of governing Scales. The Board looks to strengthen its oversight of issues in all
disciplines, as required, via expert advice.

As at 31 December 2018 the Board has a majority of Independent Directors. Director independence
is considered on a case-by-case basis and is monitored on an ongoing basis.

RECOMMENDATION 2.3

An issuer should enter into written agreements with each newly appointed Director
establishing the terms of their appointment.

Letter of appointment

All new directors will enter into a written agreement with Scales setting out the terms of their
appointment.

RECOMMENDATION 2.4 AND 2.8

Every issuer should disclose information about each Director in its annual report or on its website,
including a profile of experience, length of service, independence and ownership interests.

The Chair and the CEO should be different people.

Board of Directors

A profile of each of the Directors is on pages 39-40 of this report. The profiles include information on
the year of appointment, skills, experience and background of each Director.

Tim Goodacre is the Independent Chair of Scales. Nick Harris, Mark Hutton, Alan Isaac and Nadine
Tunley are Independent Directors. Tomakin Lai is the Vice President, Chief Financial Officer and
Company Secretary of China Resources Enterprise, Limited, the parent company of China Resources
Ng Fung Limited, holder of a 15.24% shareholding in the Company. Mr Lai is a non-executive
Director.

Andy Borland is the Managing Director and Chief Executive Officer (CEO) of Scales.

The roles of Board Chair, Audit and Risk Management Committee Chair and CEO are not held by the
same person.

The Board determines annually on a case-by-case basis on the advice of the Nominations and
Remuneration Committee who, in its view, are Independent Directors. The guidelines set out in the
NZX Listing Rules (para.3.3.1) are used for this purpose.

Ownership of Scales shares by Directors is encouraged rather than being a requirement. Directors’
ownership interests are disclosed at page 99.

The Board does not have a tenure policy however it recognises that a regular refreshment
programme leads to the introduction of new perspectives, skills, attributes and experience.

Director period of appointment

0-3 years 3 -9years 9 years +
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Number of Directors 2 5 0

Interests Register

The Board maintains an Interests Register. Any Director who is interested in a transaction with the
Company must immediately disclose to the Board the nature, monetary value and extent of the
interest. A Director who is interested in a transaction may attend and participate at a Board meeting
at which the transaction is discussed but may not be counted in the quorum for that meeting or vote
in respect of the transaction, unless it is one in respect of which Directors are expressly required by
the Companies Act 1993 to sign a certificate.

Particulars of entries made in the Interests Register for the year ended 31 December 2018 are
included in the Director Disclosures section on page 99.

RECOMMENDATION 2.5

An issuer should have a written diversity policy which includes requirements for the Board or a
relevant Committee of the Board to set measurable objectives for achieving diversity (which, at a
minimum, should address gender diversity) and to assess annually both the objectives and the
entity’s progress in achieving them.

Diversity

Scales recognises the value in diversity of thinking and skills, and seeks to ensure that the Board and
workforce both comprise members reflecting diversity. A formal Diversity Policy has been adopted
by the Board.

The Board seeks diversity in the skills, attributes, perspectives and experience of its members across
a broad range of criteria so as to represent the diversity of shareholders, business types and regions
in which Scales operates. Diversity, both at Board level and throughout the company, is actively
considered and reviewed by the Board.

Additions to the Board in the past year have been:

e lai Po Sing, Tomakin, continuing China Resources Ng Fung representation following the
resignation of Weiyong Wang;

e Nadine Tunley, who brings extensive experience in horticulture, international trade and
governance.

Scales participates in the Institute of Directors’ Future Directors programme as part of our
commitment to further develop the skillsets available within the agriculture sector. Our third and
current Future Director, Teresa Steele-Rika, will sit on the Board as a participant in this programme.
Teresa participates in discussions at all Board meetings but does not participate in decision making.
The programme is designed to give talented young aspiring Directors exposure to a company Board,
whilst also giving the host company a fresh perspective.

Scales recruits, promotes and compensates on the basis of merit, regardless of gender, ethnicity,
religion, age, nationality, sexual orientation, union membership or political opinion. Scales requires
that people in the workplace are treated with respect in accordance with the Company’s
philosophies of equal employment opportunities, and anti-harassment and discrimination policies.

Responsibility for workplace diversity and the setting of measurable objectives is held by the
Nominations and Remuneration Committee. The Committee continues to assess desired measurable
objectives and consequently is not fully compliant with Recommendation 2.5.
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The gender composition of Scales’ Directors, Senior Managers and Management Team (comprising
the top two layers of management) was as follows:

As at 31 December 2018 As at 31 December 2017
Position Female Male Female Male
Director* 0 (0%) 6 (100%) 1(14%) 6 (86%)
Senior Managers 1(17%) 5 (83%) 1(14%) 6 (86%)
Management Team 12 (35%) 22 (65%) 14 (35%) 26 (65%)

(excluding Senior Managers)

*2017 figure includes Carol Chen as Alternate Director. There were no Alternate Directors as at 31
December 2018.

RECOMMENDATION 2.6

Directors should undertake appropriate training to remain current on how to best perform their
duties as Directors of an issuer.

DIRECTOR TRAINING

The Board ensures that there is appropriate training available to all Directors to enable them to
remain current on how best to discharge their responsibilities and keep up to date on changes and
trends in areas relevant to their work. Directors are provided with industry information and receive
copies of appropriate Company documents to enable them to perform their role. The Board has
allocated funding of $1,000 per annum for each Director to provide resources to help develop and
maintain skills and knowledge.

The Board also ensures that new Directors are appropriately introduced to Management and the
businesses.

RECOMMENDATION 2.7

The Board should have a procedure to regularly assess Director, Board and Committee
performance.

Board Performance Evaluation

The Board annually assesses its effectiveness in carrying out its functions and responsibilities. The
Chairman of the Board leads the review and evaluation of the Board as a whole, and of the Board
Committees, against their charters. The Chair of the Board also engages with individual Directors to
evaluate and discuss performance and professional development.

PRINCIPLE 3 — BOARD COMMITTEES

The Board should use Committees where this will enhance its effectiveness in key areas, while still
retaining Board responsibility.

Board Committees

The Board has four formally constituted committees — the Audit and Risk Management Committee,
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the Nominations and Remuneration Committee, the Health and Safety Committee and the Finance
and Treasury Committee. Each Committee focuses on specific areas of governance and together
they strengthen the Board’s oversight of Scales. Committee membership is reviewed annually.

Each Committee has a written charter that is approved by the Board and sets out its mandate. The
charters are reviewed annually with any proposed changes recommended to the Board for approval.
The charters are included in the appendices within the Scales Code.

Annually each Committee agrees a programme of matters to be addressed over the following twelve
month period. The Committees each annually review their performance against the Committee
charter and objectives for the year and report their findings to the Board.

Attendance at Meetings

The table below sets out Director attendance at Board and Committee meetings during the year
ended 31 December 2018.

Audit and Risk Nominations and Finance and Health and
Management Remuneration Treasury Safety
Board Committee Committee Committee Committee
Eligible to Eligible to Eligible to Eligible to Eligible to
attend  Atended attend  Atended attend Atended attend  Atended attend  Atended
Andrew Borland 1 1 - - - - 4 4 5 5
Carol Chen* 5 4
Tim Goodacre 11 11 - - 6 6
Nick Harris 1 8 6 4 - - - - 5 4
Mark Hutton 1 1 6 6 6 6 4 4
Alan Isaac 11 10 6 6
Nelson Liu* 6 4
Weiyong Wang 11 6

*  Carol Chen resigned as Alternate Director to Weiyong Wang on 15 June 2018. Nelson Liu was
appointed as Alternate Director to Weiyong Wang on 15 June 2018, and resigned on 18
December 2018

RECOMMENDATION 3.1:

An issuer’s Audit Committee should operate under a written charter. Membership on the Audit
Committee should be majority independent and comprise solely of non-executive Directors of the
issuer. The Chair of the Audit Committee should not also be the Chair of the Board.

Audit and Risk Management Committee
The primary functions of the Audit and Risk Management Committee are:

e  To oversee the financial reporting process to ensure that the interests of shareholders are
properly protected in relation to financial reporting and internal control.

e  To provide the Board with an independent assessment of the Company’s financial position
and accounting affairs.

e To keep under review the effectiveness of the Company’s procedures for the identification,
assessment and reporting of material risks.
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e  To oversee the appointment and performance of the external auditor.

Members of the Committee are appointed by the Board and must comprise solely non-executive
Directors, a majority of which must be Independent Directors. The current members of the
Committee are Alan Isaac (Chair), Nick Harris and Mark Hutton. All members of the Audit and Risk
Management Committee are Independent Directors. Alan Isaac is a former national chair of KPMG.
The Chair of the Audit and Risk Management Committee and the Board Chair are different people.

The Committee met on six occasions during the year. The agenda items for each meeting generally
relate to financial governance, external financial reporting, external audit, internal audit, risk
management, compliance and insurance.

RECOMMENDATION 3.2

Employees should only attend Audit Committee meetings at the invitation of the
Audit Committee.

Meeting Attendance

The Managing Director and Chief Financial Officer are regularly invited to attend Audit and Risk
Management Committee meetings.

RECOMMENDATION 3.3 AND 3.4:
An issuer should have a Remuneration Committee which operates under a written charter.

Nominations and Remuneration Committee
The primary functions of the Nominations and Remuneration Committee are:

e  To establish a clear framework for oversight and management of the Company’s
remuneration structure, policies, procedures and practices to ensure Scales’ remuneration is
fair and reasonable.

e  Defining the roles and responsibilities of the Board and senior management.

e  Reviewing and making recommendations on Board and Committee composition and
succession.

Members of the Committee are appointed by the Board and must comprise a majority of
Independent Directors. The current members of the Committee are Mark Hutton (Chair) and Tim
Goodacre.

Management attends Nomination and Remuneration Committee meetings if invited by the
Committee.

The Committee met on six occasions during the year.

RECOMMENDATION 3.5:

An issuer should consider whether it is appropriate to have any other Board Committees as
standing Board Committees. All Committees should operate under written charters.

Health and Safety Committee

The Board’s commitment to ensuring a safe and healthy workplace for staff, contractors and visitors
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led to it establishing a Health and Safety Committee.
The primary functions of the Committee are:
e  To assist the Board to provide leadership and policy for health and safety.

e To assist the Board to fulfil its responsibilities and to ensure compliance with all legislative
and regulatory requirements in relation to the health and safety practices of the Company as
those activities affect employees and contractors.

e  To support the ongoing improvement of health and safety in the workplace.

Members of the Committee are appointed by the Board. The Committee must be chaired by an
Independent Director. The current members of the Committee are Nick Harris (Chair) and Andy
Borland.

The Committee met on five occasions during the year

Finance and Treasury Committee

Scales operates in a capital intensive sector and is one of New Zealand’s leading horticultural
exporters with material foreign currency receipts. The Board considers that both with the size of
Scales’ existing activities and the current implementation of the Strategy Refresh it is appropriate to
have a Board Committee to further focus on this part of the business.

The primary functions of the Committee are to:
e  Review the allocation of capital;
. Oversee the Company’s capital and treasury risk management;

e Monitor continuous disclosure processes to ensure their integrity, transparency and
adequacy, and that they are in accordance with Company policies.

e In addition, the Committee will oversee takeover protocols and, if required, establish a
Takeovers Committee comprising of Independent Directors.

Members of the Committee are appointed by the Board. The Committee must be chaired by an
Independent Director. The current members of the Committee are Mark Hutton (Chair) and Andy
Borland. The committee also obtains on going advice from external advisors.

The Committee met on four occasions during the year

RECOMMENDATION 3.6:

The Board should establish appropriate protocols that set out the procedure to be followed if there
is a takeover offer for the issuer.

Takeover Protocols

The Board has documented and adopted a series of protocols to be followed in the event of a
takeover offer being made, including communication between insiders and any bidder. A committee
of Independent Directors would be formed and would have responsibility for managing the takeover
in accordance with the Board protocols and the New Zealand Takeovers Code.
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PRINCIPLE 4 — REPORTING AND DISCLOSURE

The Board should demand integrity in financial and non-financial reporting, and in the
timeliness and balance of corporate disclosure.

RECOMMENDATION 4.1:
An issuer’s board should have a written continuous disclosure policy.

Shareholder Communications and Market Disclosure

Scales’ Board is committed to the principle that high standards of reporting and disclosure are
essential for proper accountability between the Company and its investors, employees and
stakeholders.

It achieves these commitments, and the promotion of investor confidence, by ensuring that trading
in its shares takes place in an efficient, competitive and informed market. The Company has in place
a written Shareholder Communications and Market

Disclosure Policy designed to ensure this occurs. The policy includes procedures intended to ensure
that disclosure is made in a timely and balanced manner and in compliance with the NZX Listing
Rules, such that:

e Allinvestors have equal and timely access to material information concerning the Company,
including its financial situation, performance, ownership and governance.

e  Company announcements are factual and presented in a clear and balanced way.

Accountability for compliance with disclosure obligations is with the Managing Director and Chief
Financial Officer. Managers reporting to the Managing Director are required to provide the Chief
Financial Officer with all relevant information that may be material and to regularly confirm that
they have done so.

Significant market announcements, including the preliminary announcement of the half year and full
year results, the financial statements for those periods, and any advice of a change in earnings
forecast are approved by the Board.

Directors consider at each Board meeting whether there is any material information which should be
disclosed to the market.

RECOMMENDATION 4.2:

An issuer should make its Code of Ethics, Board and Committee charters and the policies
recommended in the NZX Code, together with any other key governance documents, available on
its website.

Governance Policies and Charters

Scales’ key corporate governance documents, including charters and policies, can be found at
www.scalescorporation.co.nz/about- us/governance.

RECOMMENDATION 4.3:

Financial reporting should be balanced, clear and objective. An issuer should provide non-financial
disclosure at least annually, including considering material exposure to environmental, economic
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and social sustainability risks and other key risks.
Financial and Non-Financial Reporting

Scales’ Board is committed to ensuring integrity and timeliness in its financial reporting and in
providing information to the market and shareholders which reflects a considered view on the
present and future prospects of the Company.

A programme of clear, meaningful, timely and effective communications with shareholders is
centered around a comprehensive set of information regarding Scales’ operations and results being
available on the Company’s website and in shareholder reports.

The Audit and Risk Management Committee oversees the quality and integrity of external financial
reporting including the accuracy, completeness, balance and timeliness of financial statements. It
reviews interim and annual financial statements and makes recommendations to the Board
concerning accounting policies, areas of judgement, compliance with financial reporting standards,
stock exchange and legal requirements, and the results of the external audit. All matters required to
be addressed and for which the Committee has responsibility were addressed during the period
under review.

All interim and annual financial statements are prepared in accordance with relevant financial
standards.

Non-Financial Reporting

Both financial and non-financial disclosures are made at least annually, including reporting of
material exposure to environmental, economic and social sustainability risks and other key risks.
Scales has a strategic target to develop best-in-class sustainability reporting and to measure and
report on key sustainability aspects affecting its businesses.

Scales’ Sustainability Report is included in this report at pages 18-25, and provides details of the
continuing growth and improvements in Scales’ initiatives in this area. The Group-wide report
identifies material sustainability topics, grouped under the headings Our People, Marketplace, and
Our Environment.

[Insert Remuneration Report here]
PRINCIPLE 6: RISK MANAGEMENT

Directors should have a sound understanding of the material risks faced by the issuer and how to
manage them. The Board should regularly verify that the issuer has appropriate processes that
identify and manage potential and material risks.

RECOMMENDATION 6.1:

An issuer should have a risk management framework for its business and the issuer’s Board
should receive and review regular reports.

Risk Management Framework

The Board is responsible for ensuring that key business and financial risks are identified, and that
appropriate controls and procedures are in place to effectively manage those risks.

The Audit and Risk Management Committee has overall responsibility for ensuring that Company’s
risk management framework is appropriate and that it appropriately identifies, considers and
manages risks.

Risk management is an integral part of Scales’ business. A risk management framework
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incorporating a risk register is used to identify those situations and circumstances in which the
Company may be materially at risk and for which risk mitigation activities are appropriate. This
approach is intended to embed a comprehensive, holistic, Group-wide culture of risk awareness in
senior management, supported by a consistent method of identifying, assessing, controlling,
monitoring and reporting existing and potential risks to Scales’ business.

The objectives of the framework are to:
e  Provide a consistent and structured way to manage risk across the Company;
e  Ensure the Company manages effectively the risks it faces in achieving its objectives; and

e Ensure our people are aware of and meet their responsibilities to identify, evaluate and treat
the risks that may prevent or restrict the Company from achieving its objectives.

The Board has delegated responsibility to the Audit and Risk Management Committee to establish
and regularly review the Company’s risk management framework. As part of this framework the
Committee is tasked with identifying situations and circumstances in which the Company may be
materially at risk, and initiating appropriate action through the Board or Managing Director. A risk
management policy is overseen by the Managing Director and supports a comprehensive approach
to the management of those risks identified as material to the Company’s operations. Risk
management is a standing item on the agenda for Audit and Risk Management Committee meetings,
with detailed reports provided by management.

The Managing Director and Chief Financial Officer have provided the Board, through the Audit and
Risk Management Committee, with assurances that, in their opinion, financial records have been
properly maintained, that the financial statements comply with those accounting standards under
which Scales must report and that the statements give a true and fair view of Scales’ financial
position and performance. These representations are given on the basis that a sound system of
internal controls and risk management is operating effectively in all material respects in relation to
financial reporting.

Insurance

In managing the Company’s business risks, the Board approves and monitors policy and procedures
in areas such as treasury management, financial performance, taxation and delegated authorities.

Scales has insurance policies in place covering most areas where risk to its assets and business can
be insured at a reasonable cost. It also operates a captive insurance subsidiary, Selacs Insurance
Limited. Selacs Insurance accesses reinsurance, for the benefit of the Company, in the London
insurance market.

RECOMMENDATION 6.2:

An issuer should disclose how it manages its health and safety risks and should report on their
health and safety risks, performance and management.

Health and Safety

The Health and Safety Committee was established to assist the Board to meet its responsibilities
under the Health & Safety at Work Act 2015. In particular, the Committee is responsible for ensuring
that health and safety is given an appropriate level of focus across the Scales Group by regularly
reviewing the assurance processes around risk assessment and mitigation, safety systems, staff
capability, staff competency, safety leadership and safety culture. Detailed reporting is provided to
the Committee on
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lead and lag indicators including health and safety incidents, injury rates by severity, local site health
and safety committee meetings, and sick leave. The findings of independent audit reports are
provided to the Committee. Further information is included in the Sustainability Report at pages 23 -
25

PRINCIPLE 7 — AUDITORS

The Board should ensure the quality and independence of the external audit process.

RECOMMENDATION 7.1 AND 7.2
The Board should establish a framework for the issuer’s relationship with its external auditors.

The external auditor should attend the issuer’s Annual Shareholders Meeting to answer questions
from shareholders in relation to the audit.

External Auditor

Oversight of the Company’s external audit arrangements to safeguard the integrity of financial
reporting is the responsibility of the Audit and Risk Management Committee. Scales maintains an
External Auditor Independence Policy to ensure that audit independence is maintained, both in fact
and appearance.

The policy covers the following areas:
e Appointment of the external auditor.
e Provision of other assurance services by the external auditor.
e  Pre-approval process for the provision of other assurance services.
e  External auditor lead and engagement partner rotation.
e  Hiring of staff from the external auditor.
e Relationships between the external auditor and the Company.
e  Reporting on fees and non-audit work.

The role of the external auditor is to audit the financial statements of the Company in accordance
with applicable auditing standards in New Zealand and to report on its findings to the Board and
shareholders of the Company.

The External Auditor Independence Policy is available in the Governance section of the Company’s
website.

Deloitte Limited is the Company’s current external auditor. Michael Wilkes has been the audit
engagement partner following a partner rotation after the completion of the 2015 audit. Michael
was previously the audit engagement partner for the seven years up to 2012.

All services provided by the Company’s external auditor are considered on a case by case basis by
Management and the Audit and Risk Management Committee to ensure there is no actual or
perceived threat to independence in accordance with the policy. The external auditor has provided
the Audit and Risk Management Committee with written confirmation that, in his view, he was able
to operate independently during the year.

Fees paid to Deloitte Limited are included in note B2 of the notes to the financial statements. A total
of $206,000 was paid to Deloitte Limited for audit-related services. In addition, fees of $5,730 were
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paid to Deloitte Limited for non-audit work during the year. All non-audit services provided must
have the prior approval of the Audit and Risk Management Committee.

The effectiveness, performance and independence of the external auditors is reviewed by the Audit
and Risk Management Committee. The auditor is regularly invited to meet with the Committee
including without Management present.

The auditor has been invited to attend the Annual Shareholders’ Meeting and will be available to
answer questions about the audit process and the independence of the auditor.

RECOMMENDATION 7.3:
Internal audit functions should be disclosed.

Internal Audit

Scales internal audit function is overseen by the Audit and Risk Management Committee. The
objective of the internal audit function is to enhance and protect the organisational value of Scales
by providing risk-based and objective assurance, advice and insight.

Internal audit activities are governed by Scales’ Internal Audit Charter, which outlines, amongst
other things, the principles, purpose, authority and scope of the function.

An annual internal audit plan is prepared for approval by the Audit and Risk Management
Committee. Where necessary, external expertise is obtained for specific audit activities.

The internal auditor is regularly invited to meet with the Committee including without Management
present.

PRINCIPLE 8 — SHAREHOLDER RELATIONS

The Board should respect the rights of shareholders and foster constructive relationship
with shareholders that encourage them to engage with the issuer.

RECOMMENDATION 8.1:

An issuer should have a website where investors and interested stakeholders can access financial
and operational information and key corporate governance information about the issuer.

Shareholder Relations

Scales’ Board is committed to maintaining open and transparent communications with investors and
other stakeholders. Annual and interim reports, NZX releases, governance policies and charters and
a variety of corporate information is posted onto the Company’s website. Recordings of results
briefings are available at Investor Presentations in the Investors section of the website.

Each shareholder is entitled to receive a hard copy of each annual and interim report.

The Company has a Shareholder Meetings page in the Investors section on its website. Documents
relating to meetings are available.

Shareholder meetings will be held at a time and location to encourage participation in person by
shareholders. Annual meetings to date have been held in Christchurch, reflecting the head office
location for the Company, and the historical shareholder base.
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RECOMMENDATION 8.2:

An issuer should allow investors the ability to easily communicate with the issuer, including
providing the option to receive communications from the issuer electronically.

Electronic Communications

Shareholders have the option of receiving their communications electronically.
Contact details for Scales’ head office are available on the website.
RECOMMENDATION 8.3:

Shareholders should have the right to vote on major decisions which may change the nature of
the company in which they are invested in.

Major Decisions

Directors’ commitment to timely and balanced disclosure is set out in its Shareholder
Communications and Market Disclosure Policy and includes advising shareholders on any major
decisions. Where voting on a matter is required the Board encourages investors to attend the
meeting or to send in a proxy vote. Shareholders may raise matters for discussion at the Annual
Shareholders’ Meeting either in person or by emailing the Company with a question to be asked.

RECOMMENDATION 8.4:

Each person who invests money in a company should have one vote per share of the company
they own equally with other shareholders.

Voting

Scales conducts voting at its Annual Shareholder Meetings by way of poll and on the basis of one
share, one vote.

RECOMMENDATION 8.5:

The board should ensure that the annual shareholders notice of meeting is posted on the
issuer’s website as soon as possible and at least 28 days prior to the meeting.

Notice of Meeting

Scales’ Notice of Meeting will be available at least 28 days prior to the meeting on the Shareholder
Meetings page in the Investors section of the website.
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