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Co-op status limits
finance options
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FONTERRA is limiting its
financial options by remaining
a co-operative, Milford Asset
Management director Brian
Gaynor says.

Co-operatives are an ideal
structure to raise capital to
establish processing businesses
such as dairy companies but a
hinderance when future capital
injections are needed. They,
therefore, have a greater reliance
on bank borrowing because
they seldom get funds from
shareholders, potentially starving
them of capital.

Bank debtleading to other
financial issues plagued Westland
Milk and resulted in its sale to
Chinese company Yili-

Fonterra owes more than $7
billion and faces similar challenges
of debt and accessing capital
from its members, with claims
shareholders want the maximum
milk price, which can limit
reinvestment.

“Outsiders see this as a flaw in
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FONTERRA'S problems

run deeper than debt

and profitability, Lincoln
University's agri-food systems
expert Professor Keith
Woodford says.

May's 10c/kg drop in the
milk price, early forecasts
next year’s payout will be less
than $7/kg and a drop in the
undetlying forecast profit
of 10c to 15¢ a share, the
second decline this year, have
captured the headlines.

“So, things are not going
at all well. Can the big ship
be turned around and if so,
when?”

Those deeper issues start
with this year’s forecast
operating profit before asset
sales of about $200 milion.
In September last year the
operating profit was $460m.

He believes Fonterra is
caught between looking
afterits corporate needs

and looking after its farmer what it saw as structural issues = funding.
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Fonterra goes into the new It said assets sales are launched a strategic review of £

international dairy trade Professor crucial for Fonterra to retain its China farms.

season with fundamentalsthe  Kejth Woodford its A-negative rating though Fonterra says it is on target

strongest for six years, with

static production in Europe lower earnings forecast will sales but shareholders are
and the United States and not immediately affect its uncertain, evidenced by the
declining output in Australia. attracted the attention of Fitch  rating, the agency advised. share value.

The only question is Ratings. Woodford says Fonterra's “That tells us something
global demand, especially in In February Fitch asset sales prompted by about what the market thinks
China. downgraded Fonterra’s last financial year's $196 is happening to Fonterra’s net

Fonterra’s performance has

“ Can the big ship

Lincoln University

outlook to negative after its

the co-operative model,” he says.

While co-operatives are
impartant to the economy, their
tight shareholding structure limits
investment from other funders.

“In the modern world the co-
operatives all handcuff themselves.
They have limited options.”

That means Fonterra now relies
on asset sales to strengthen its
balance sheet rather than retaining
earnings or seeking an equity
investment from a cornerstone
shareholder while meeting
the financial expectations of
shareholders.

Gaynor says that contrasts
with the publicly listed a2 Milk
Company, which is yet to pay a
dividend despite being profitable
and growing market capitalisation
to nearly $12 billion,

Fonterra is New Zealand's most
important company and must

LOW: Fonterra’s share price says its shareholdsrs are uncertain-about
its future, Professor Keith Woodford says.

half year results, reflecting

the negative outlock and

million loss fargely on the

stay viable but its ownership
structure can change, as happened
to several of Ireland's daity
companies where the ownership
model has evolved from being
dominated by co-operatives to
members becoming shareholders
in those companies, some publicly
listed, but which allow easier
access to capital.

Kerry Group has split its
structure so Kerry Co-operative
Creamerles owns a cornerstone
shareholding in the publicly
traded company, with the balance
of investors being institutions and
the public.

Carbery Group is an
international food ingredients
and cheese maker owned by four
Irish co-operatives with its dairy
division processing milk on behalf
of farmer shareholders.

Gaynor says though it is costly
and requires significant resources,
value add is the correct strategy for
Fonterra, unlike buying stakes in
Chinese companies.

Westland made the wrong

move building a processing plant -

in Canterbury under the nose

garme.

$380m.

back of asset write downs
and burgeoning interest-
bearing debt show non-
farmer investors any financial
turnaround is a long-term

They are also wary other
assets are not selling as easily
as Tip Top, which fetched

Fonterra's stake in
German nutritional business
Goodminton AG sold for
$64m while the sale ofits
share in Corporacion Inlaca
in Venezuela recorded a book
loss of $123m.

Similarly, the closure of the
Dennington plant in Victoria,
Australia, and the agreement
with Beingmate to end a joint
venture at the Darnum site,
also in Victoria, will require

to meet its $800m in asset

assets,” Woodford says.
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SPEND WISELY: Fonterra should invest the money from asset sales into big, valuo-
add projects rather than repaying debt, financial adviser Brian Gaynor says.

“ In the modern
world the co-operatives
all handcuff themselves.
They have limited
options.

Brian Gaynor
Milford Asset Management

of Fonterra. The Westland plant
does not operate to capacity and
requires milk to be carted from the
West Coast.
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Co-op’s problems run deep '

“Value add is still the way to go
but doing it the right way is the
key.”

Selling assets like Tip Top will
not be a setback for Fonterra
provided it invests the proceeds
correctly.

Gaynor would rather see the
money invested in its new strategy
than repaying debt. .

“If it is being used o repay debt
because the banks are telling them

* to, then that is not great.

“If they are doing it to put the
money into capital, big value-
added products then it could be
good for them.”
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