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Kia ora.  

Welcome to this year’s Annual Meeting. 

I want to cover off three areas today – a recap of our strategy, a summary of our performance 

in 2020 and then our priorities and outlook for 2021. 

So, let’s get into it, starting with the strategy that’s guiding us. 

This time last year we had just refreshed our strategy. 

We were clear that to build a sustainable future we needed to focus on three interconnected 

goals – Healthy People, a Healthy Environment and a Healthy Business.  

We were also clear that to achieve these goals we needed to drop our volume-based 

ambition and follow a strategy that was all about creating value. 

That meant prioritising NZ Milk and growing demand for it. 

We have an environment where the days of significant milk growth are over. 

While I appreciate some people may see this as a downside, the good thing is it means our 

New Zealand farmers’ milk will become a scarce resource in the global markets.  

A valuable, scarce resource. 

To grow demand and add further value, we’ve set out on a path to differentiate Fonterra’s 
milk through our strengths - sustainability, innovation and scale efficiency. 

By being closer to our customers than we have been in the past, we’ll make sure the New 
Zealand-ness of our milk is being understood and valued more. 

We’re clear about the consumption categories we want to be in – Core Dairy – that’s base 
and advanced ingredients, Foodservice, Sports and Active Lifestyles, Medical and Aging 
Nutrition, and Paediatrics. 

We’ve chosen these categories because that’s where we believe we have a competitive 

advantage.  

We’ve also said we will only be in Consumer where we have a right to win and that’s meant 

many of our Consumer businesses now have a much more focused and valuable product 
portfolio. 

We’re also realistic about the amount of capital we have access to but know that we can 
partner with others based on our Intellectual Property and skills. 

And as you know, we’re committed to divesting non-core businesses – this will continue to 
help with debt reduction, but it also helps get us even more focused on creating value. 

This strategy has given our teams great clarity, focus and a good dose of realism. 

It’s meant everyone is on the waka and paddling in the same direction.  

You saw what this can deliver at our Interim and Annual Results. 

And you also saw it in how Fonterra faced into COVID-19. 

Despite the flow-on effects – especially in Consumer and Foodservice markets, the milk kept 
flowing, our global supply chain kept operating and we continued to get products to market. 



The way we managed COVID-19 in 2020, showed what we can do when we’re all heading 

in the same direction. 

We delivered on all four of our priorities for 2020.  

We supported regional New Zealand, contributing around $11 billion into New Zealand’s 
rural economies through milk price payments.  

We built a great team through a focus on our culture, and we’ve seen that in action in our 
COVID-19 response. 

We continued to reduce our environmental footprint, including hitting our 2020 target to 
reduce energy intensity across our New Zealand manufacturing sites by 20%. 

This was a target we set back in 2003 – I don’t think you would find too many businesses 
setting ambitious targets like this back then. 

We also achieved our financial targets.  

And there are three numbers I would like to highlight to you today. 

The first is the improved gross profit – it was up $200 million to $3.2 billion. 

Key drivers of this were our Ingredients business, which did benefit from a softening milk 

price in the second half of the year.  

And the other key driver was our Foodservice business in China in the first half, prior to the 

emergence of COVID-19.  

The second number I want to highlight is the 24 cents earnings per share. This was at the 

top end of our guidance range of 15-25 cents we set out to achieve. 

It shows the underlying performance of our business, which benefited from the improved 

gross profit I’ve just mentioned and also lower interest costs as our debt came down.  

The final number to highlight is the $1.1 billion debt reduction.  

One of the questions I’ve been asked a few times over the last couple of months is: What is 
the key number in this year’s Annual Results?  

Putting aside the final 2019/20 Farmgate Milk Price of $7.14 per kgMS and what this means 
for the country, it’s this $1.1 billion reduction in debt that I keep coming back to. 

It’s helped get our balance sheet in a much healthier state and it’s also helped us exceed 
our 2020 Debt/EBITDA target, coming in with a debt level of 3.4 times our EBITDA.  

But perhaps most importantly because we made good inroads in the first half of the year, 
we were able to focus on our COVID-19 response, delivering on our strategy and continuing 
to get our milk to market.  

The $1.1 billion debt reduction meant we weren’t drawn away from what needed to be done 

to manage the challenges we faced. 

When we compare last year’s performance to this year, it shows we have come a long way.  

This time last year we had impairments and other costs of $826 million, which gave a 
reported Loss after Tax of $562m or (35)c loss per share. 

This was disappointing but a necessary part of resetting our business for future success. 

Looking at the underlying performance starting on the left-hand slide of this slide - in 2019, 

we had a normalised profit of $264 million, after excluding $826m of impairments and other 
costs.  



In 2020, we improved underlying business performance by $222 million, and ended the year 

with a normalised profit of $382 million.  

This included $104m of adverse significant items that we did not exclude. These included 

impairments to our Chesdale brand and Fonterra Brands New Zealand’s goodwill, an 
employee related provision, and the Foreign Currency Translation Reserve impact from 
closing a German trading entity.  

The inclusion of these significant items decreased normalised EPS by 6c. 

In 2020, there was a significant net positive impact of $304 million that related to the strategic 
review.  

This included positive items from the divestment of assets such as foodspring, DFE pharma 
and the selling down of our shareholding of Beingmate, less any negative items such as the 
impairments to DPA Brazil, China Farms and the China Farms JV.  

Overall, this resulted in a reported Profit after Tax of $686 million, or 43 cents per share, 

which is an increase of $1.2 billion on last year.  

Turning to look at the business segments performance in 2020.  

Our Ingredients business had an improved performance.  

Gross margin increased from 8.9% to 9.3%, due to favourable product mix and pricing in 

the second half of the financial year.  

This led to our Ingredients’ normalised gross profit increasing $165 million to $1,611 million, 

with all three businesses contributing to this increase.  

Our New Zealand Ingredients business was up $131 million mainly due to favourable price 

relativities.  

Australia was up $21 million due to savings from the closure of the Dennington site, better 

product mix and utilisation of our Stanhope site.  

And Chile was up $13 million due to improved product pricing. 

Operating expenses increased 3%, which reflects 2019 benefiting from not paying employee 
performance incentives. 

EBIT from Ingredients’ continuing operations increased $37 millionto $827 million, despite 
the prior year including $44 million of earnings from the now divested DFE Pharma business. 

Our Foodservice also had an improved performance, with full year EBIT up 14% to $209 
million due to a strong first half.  

This was driven by Greater China and Asia, due to a recovery in butter margins and selling 
more higher gross margin products, such as Anchor Food Professionals™ whipping cream 
and Anchor Food Professionals™ cream cheese. 

EBIT in the second half was impacted due to COVID-related restrictions, and this was 

particularly evident in the fourth quarter. 

Within Greater China, the impact of COVID-19 was felt early in the third quarter but 

rebounded quickly.  

However, during the fourth quarter parts of China were impacted by COVID-19 outbreaks, 

which hampered a complete recovery. 

Our Asia and Oceania markets were also significantly impacted in the fourth quarter by the 

restrictions put in place to manage the pandemic. 

In our Consumer business, EBIT was down on last year to $149 million.  



This included $57 million of impairments that were not normalised, which relate to FBNZ 

and our Chesdale brand, which I mentioned earlier.  

Adjusting for these impairments, our EBIT for the year was down $21 million on the prior 

year and this was mainly due to challenging market conditions in Hong Kong and Chile.  

Not included in our Consumer business results is DPA Brazil as it is held for sale and meets 

the definition of a Discontinued Operation. 

So that covers off the numbers.  

There’s still more work to do on our reset, but I would say we’re now on the home straight.  

We’ve got momentum and 2021 is going to build on that. 

We won’t forget the lessons learnt from our past, but you will see us shift our focus to the 
future.  

This is reflected in our three priority areas which are – Co-operative, Performance and 
Community.  

Co-operative is all about being here for farmers and employees – that means having a 
competitive milk price. It also means supporting farmers to have sustainable businesses 
through our Co-operative Difference programme, as well as empowering our employees to 
make it happen.  

Performance is about delivering on our financial commitments – in particular, continuing to 
drive earnings, reduce debt, improve return on capital and return a sustainable dividend. 

Community is our third focus area – and that’s about doing what’s right for our customers, 
communities and the environment.  

We want to exceed their expectations, make our low-carbon footprint a powerful point of 
differentiation and continue to support communities through nutritional programmes. 

If we do these things during 2021 – we will be taking another decent step towards our three 
interconnected goals of Healthy People, Healthy Environment and Healthy Business. 

We’re off to a good start. We already have some good runs on the board. 

For example, our Te Awamutu plant has moved from coal to wood pellets. 

We’ve rethought our approach to our in-school milk programme to help get nutrition to those 
that need it the most. 

Every farmer in Fonterra now has a unique Greenhouse Gas emission profile for their farm. 

We’ve announced that we’ve agreed to sell China Farms for $555 million – this will allow us 

to further prioritise our New Zealand milk and reduce our debt. 

We’ve entered a sales and marketing agreement with Land O’Lakes to open more doors for 

our US Foodservice business and to do so we’ve leveraged our intellectual property and 
skills, rather than capital. 

And this week we released our 2020 Sustainability Report which shows we’ve achieved our 
most encouraging set of sustainability results since we started reporting on them four years 
ago. 

As we look out to the rest of the year, there’s still uncertainty as a result of COVID-19. 

But we’re seeing good demand for dairy from China and milk powders, in particular, are 
proving resilient. 

This allowed us to increase the mid-point of the forecast Farmgate Milk Price range to $6.80 
per kgMS a couple of weeks ago.  



As it’s still relatively early in the season and we know a lot can change, we’ve still got a 

range of plus or minus 50 cents. 

Some of the unknowns we’re working with include: 

• What’s going to happen to exchange rates? 

• What will happen to milk supply from the EU and US? We’re seeing it increase 
but where will it end up? 

• Will there be further waves of COVID-19 and how would this impact the global 
economy and demand? 

Obviously, the higher milk price puts extra pressure on our earnings but we remain confident 

in our forecast earnings range is 20 – 35 cents per share.  

There are a few key assumptions that we’ve built into this forecast that are worth being 

aware of. 

The first is that we’ll see Asia and Greater China driving an improved trading performance 

as COVID-19 restrictions ease. 

The second assumption is that we’ll have lower financing costs and less significant one-off 

items, like impairments. 

And we are also assuming that we won’t see the same kind of price relativities between 

reference and non-reference products in Ingredients as we did in the second half of 2020 
when the milk price softened. 

Whether or not these assumptions eventuate is not 100% certain. 

But we will be monitoring the situation closely and focusing on what’s in our control. 

That’s staying on strategy, being agile and drawing on our strengths across the supply chain 
to manage and adapt to changes around the globe.  

We know how important this is for you – our unit holders, our employees, farmers, 
customers, communities and our country – and most importantly we’ve shown in 2020 that 
we can do it. 

Thank you.  

I’ll now pass back to John  

 


