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STEADY AS SHE GOES 
 Dairy farmers continue to face financial pressure from a high NZD and 

low international prices. Fonterra kept their milk price unchanged today at 
$4.25/kg MS and provided a dividend forecast of $0.50-$0.60/share for 2016/17. 
While there is still plenty of water to flow under the bridge the current milk price 
is only around $3.90/kg MS – so some decline in the NZD/USD and improvement 
in international prices is required to achieve this forecast. Open Country Dairy 
(New Zealand’s second largest processor) acknowledged the same last week. 

 We continue to hold a mid to high-$4/kg MS forecast for 2016/17, but 
international prices will need to break outside current ranges later this 
year to achieve it. Supply-side dynamics remain key and we continue to see 
some encouraging signs. Southern Hemisphere supply is down across all the main 
exporters with more tightening to come over the next 12 months. European milk 
supply growth is slowing more sharply in some of the main producing regions 
(UK, Germany and France) and policy makers are beginning to more actively 
target supply to improve prices. The US continues to produce more, but most of 
the excess is being soaked up by domestic demand (i.e. exports are lower) driven 
by robust milk fat demand (i.e. butter and cheese demand). That said most 
buyers remain well stocked so any price improvement is likely to be slow going. 

 While we have higher expectations than Fonterra, such a number will 
merely dampen the intensity of cash-flow pressures facing the sector as 
opposed to remove them.  We don’t see positive cash-flow for the sector 
returning until early 2018. That’s still a way off.  

 The more important numbers continue to be cash flow related. Small 
variations in forecast numbers at this time of the year don’t tend to alter the 
revenue side of these too much. Today’s update will see these largely unchanged 
on what farmers had budgeted earlier in the year. These were set fairly 
conservatively at the time around $4.30/kg MS for a fully shared Fonterra farmer. 
Most farmers continue to show a cash loss of $0.50-$0.70/kg MS at these figures 
despite a number of cost reductions and farm management changes having been 
undertaken to lower cost structures. Many budgets are showing cost reductions of 
$1.00-$1.25/kg MS in operating costs. These are required to adjust to the current 
cyclical weakness in revenue, but also the structural aspect (i.e. lower for longer). 

 One of the positives today is dividend earnings guidance of $0.50-
$0.60/share. Since the change in capital structure in 2012 earnings per share 
have averaged $0.31/share. Of this shareholders have received $0.25/share and 
$0.06/share has been retained. This has delivered an average cash yield of 4.1%. 
So today’s announcement signals some underlying improvement. This will be 
welcomed as gross profit and normalised EBITDA haven’t changed substantially 
since 2012, apart from the dip in 2014 due to the very high WMP price at the 
time, which is classified as a cost of goods for residual earnings. This has been of 
concern as the business has had an increase in core inputs such as milk supply, 
capital invested and there has been restructuring of various divisions/partnerships 
yet none of this has to-date driven gross profit, or EBITDA substantially higher. 

 The improved underlying performance is being driven by higher margins (over 
and above the contribution from the drop in milk price), improvement in 
Australian operations (some of this due to Murray Goulburn troubles), efficiency 
gains from recent restructuring activities, a scaling back in capital expenditure 
and recent new partnerships starting to contribute. These factors are being 
somewhat offset by generally challenging economic conditions for dairy products 
within many major markets and fierce competition. 
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representation is being made that any investment will or is likely to achieve profits or losses similar to those achieved in the past, or that 
significant losses will be avoided. Additionally, this publication may contain ‘forward looking statements’. Actual events or results or actual 
performance may differ materially from those reflected or contemplated in such forward looking statements. All investments entail a risk and 
may result in both profits and losses. Foreign currency rates of exchange may adversely affect the value, price or income of any products or 
services described in this publication. The products and services described in this publication are not suitable for all investors, and transacting in 
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and agents of each of them (including the author) (“Affiliates”), do not make any representation as to the accuracy, completeness or currency 
of the views or recommendations expressed in this publication. Neither ANZ nor its Affiliates accept any responsibility to inform you of any 
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products or services described in this publication or any return on any associated investment; and, ANZ and its Affiliates expressly disclaim any 
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not accept any Liability as a result of electronic transmission of this publication. 
ANZ and its Affiliates may have an interest in the subject matter of this publication as follows:  
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business may share in such fees or receive a bonus that may be influenced by total sales. 
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interest. 
2.  Country/region specific information: 
Australia. This publication is distributed in Australia by ANZ. ANZ holds an Australian Financial Services licence no. 234527. A copy of ANZ's 
Financial Services Guide is available at http://www.anz.com/documents/AU/aboutANZ/FinancialServicesGuide.pdf and is available upon request 
from your ANZ point of contact. If trading strategies or recommendations are included in this publication, they are solely for the information of 
‘wholesale clients’ (as defined in section 761G of the Corporations Act 2001 Cth). Persons who receive this publication must inform themselves 
about and observe all relevant restrictions. 
Brazil. This publication is distributed in Brazil by ANZ on a cross border basis and only following request by the recipient. No securities are 
being offered or sold in Brazil under this publication, and no securities have been and will not be registered with the Securities Commission – 
CVM. 
Brunei. Japan. Kuwait. Malaysia. Switzerland. Taiwan. This publication is distributed in each of Brunei, Japan, Kuwait, Malaysia, 
Switzerland and Taiwan by ANZ on a cross-border basis. 
Cambodia. APS222 Disclosure. The recipient acknowledges that although ANZ Royal Bank (Cambodia) Ltd. is a subsidiary of ANZ, it is a 
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European Economic Area (“EEA”): United Kingdom. ANZ in the United Kingdom is authorised by the Prudential Regulation Authority 
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regulation by the PRA are available from us on request. This publication is distributed in the United Kingdom by ANZ solely for the information 
of persons who would come within the FCA definition of “eligible counterparty” or “professional client”. It is not intended for and must not be 
distributed to any person who would come within the FCA definition of “retail client”. Nothing here excludes or restricts any duty or liability to a 
customer which ANZ may have under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules of 
the PRA and the FCA. Germany. This publication is distributed in Germany by the Frankfurt Branch of ANZ solely for the information of its 
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Fiji. For Fiji regulatory purposes, this publication and any views and recommendations are not to be deemed as investment advice. Fiji 
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