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Shortly Miles will take you through the business review of the year, but before he does 

that, I will make some short comments about 2020 and the Board’s progress against its 

four priorities for the year just passed. I also want to update you on our Capital Structure 

review, which I know will be of interest to many of you. 

Covid-19 has made the 2020 a particularly challenging year for most businesses and has 

been incredibly disruptive to people all over the world.  

We were privileged to be recognised by the New Zealand Government as an essential 

business, which allowed us to continue operating through the various lockdowns.  

The Co-op is not immune to Covid-19, but this year’s performance shows the diversity of 

our earnings, which is helping us to manage the impact of the global pandemic. 

International scale is one of the reasons our Co-op was established, and it remains a key 

strength. 

Our people have worked hard to leverage that scale, shifting our New Zealand milk into 

the products and places where we can earn the highest possible value under the 

circumstances. 

Importantly, this year has demonstrated that, even in the middle of a global pandemic, 

our strategy will deliver. 

As we do most years, our Co-op has also had to deal with geo-political events, civil unrest 

and other non-Covid disruptions in our key markets. Our consumer businesses in Hong 

Kong and Chile, for example, continue to be burdened by long-running civil unrest.  

Within that context, I’m pleased to report that the Board has delivered on all four of its 

priorities for the year. 

Our first priority was to deliver a sustainable Milk Price. 



The final Farmgate Milk Price of $7.14 per kilogram of milk solids was the fourth highest 

for our Co-op so far. 

Maintaining a competitive Milk Price and payment model ensures we have a stable supply 

of high-quality milk, from which to add value and generate earnings. 

Over the course of this year we announced some important changes to the way we pay 

for our farmers’ milk. 

The intent of some of these changes was to get a higher proportion of the milk price to 

our farmers earlier in the season when cashflow on-farm is limited; and link a new 

payment parameter of the Milk Price to the Co-operative Difference, from June 2021. 

The Co-operative Difference is the framework that sets the current and future 

expectations for the way we farm, in terms of the environment, animal welfare, biosecurity, 

milk quality and health and safety measures. 

It supports our strategy of creating sustainable value from our New Zealand Milk through 

innovation, sustainability and efficiency. 

Our second priority was to deliver a dividend. 

This year marks a return to paying dividends, a position we expect to maintain in the 

future, assuming normal operating conditions. 

At 5 cents per share, the dividend is at the lower end of the 5-to-7 cent range calculated 

under the Board’s dividend policy guidelines. 

In the context of so much uncertainty, distributing a 5-cent dividend is a prudent decision 

and one that balances our aims of further reducing debt and distributing earnings. 

  



 

The past 12 months have also been focused on the continued implementation of our 

strategy. 

Alongside refinements to that strategy, the Board has continued to refresh the Co-op’s 

Risk Appetite Statement. 

We have developed a more conservative approach to risk across the business, be it our 

balance sheet, investment decisions and general business operations.  

This is an important piece of work that gives us a clearer view of the risk adjusted return 

before we make investment decisions.  

Our capital structure review is also critical to helping us execute the strategy successfully. 

We have a small team from management reviewing our capital structure, working with a 

Board sub-committee. 

The objective of our review is to ensure our capital structure is fit for the future.  

We started by identifying what the key elements of a financially sustainable Co-op are, 

and then defined our ‘problems to solve’. 

To address these challenges, we are now looking at a whole range of alternative 

structures, as well as options within our current structure, and we are thoroughly testing 

them against the design principles.  

There is no easy answer. Every structure involves trade-offs. 

We are taking the time to fully analyse our long-term needs, options and the risks and 

benefits of each option. 

Because shares and units are traded securities, we need to take real care in the way we 

communicate information about our thinking on capital structure. 

When we are in a position to do so, we will communicate further details with you. 

Our final priority was stable governance, which has been incredibly important as our Co-

op has undergone fundamental change over the past two years. 



As part of our commitment to planned governance succession, in June the Board 

announced that I would be taking over as Chairman from John Monaghan at the end of 

last week’s FCG Annual Meeting. 

We made the announcement early to provide the Co-op and the management team with 

the stability to push on with embedding our strategy and cultural change. 

In other Board changes, we selected a new Independent Director, Holly Kramer, who 

joined our Board in April. Holly’s appointment, as well as the re-appointment of existing 

Independent Director Bruce Hassall, was ratified by shareholders at the meeting last 

week. 

As you probably are aware, we hold elections for the Farmer Director positions on the 

Fonterra Board. Last week, Brent Goldsack was re-elected for a second term and we 

welcomed a new Farmer Director, Cathy Quinn. 

Looking to the 2021 financial year and beyond. 

There is still a high level of uncertainty as to how the global recession and new waves of 

Covid-19 will impact demand globally. 

The best way for us to cope with that uncertainty is to stick with our strategy and to focus 

on what is within our control. 

We were well positioned when Covid struck, with a new strategy, structure, and improving 

culture. That has us ready to come out the other side of the pandemic where there will be 

new opportunities for us. 

Dairy is not without its challenges, but we are optimistic about the future of the industry 

and our Co-op. 

Roughly six billion people around the world rely on dairy products as one of their most 

important sources of protein and energy.  

People will always pay for quality, and at the core of our strategy is making the most from 

our premium New Zealand milk. 



Our continued success will rely on protecting the premium attributes of our milk by 

balancing sustainable economic returns for farmers and unit holders, with the continued 

regeneration of our natural environment.  

Our future as an industry relies on our willingness to keep up with the rapid rate of 

changing customer and community expectations. 

We are confident this can be achieved through further investment in science and by using 

advances in technology and innovations to help protect or enhance the premium 

reputation of our milk. 

Thank you. 

 


