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Against the backdrop of COVID-19, market uncertainty and global 

supply chain disruption, Fonterra has built on last year’s performance 

with a strong financial result. Peter and Miles will speak to this, but 

it’s appropriate that I highlight a few aspects of particular relevance 

to the Fund. 

The reported profit after tax was $599 million. Normalised earnings 

per share came in at the top end of the forecast range, at 34 cents 

per share.  

Fonterra declared a final dividend of 15 cents per share. As a result, 

unit holders received a final distribution of 15 cents per unit, which 

was paid on the 15th of October. 

This brought total distributions for the 2021 financial year to 20 cents 

per unit, a welcome improvement on the 5 cents per unit distribution 

in 2020 and the zero distribution in 2019. 

Fonterra’s underlying performance improved $190 million on last 

year, with normalised profit after tax of $588 million. 

Strong operating earnings, combined with the $748 million in 

proceeds from asset sales, enabled Fonterra to reduce net debt by 

$872 million during the year. Fonterra’s gearing ratio is now down to 

36%. 

When it released its annual results in September Fonterra provided 

quite detailed guidance on where it wants to be by 2030. We 

welcome this increased visibility on the Co-operative’s future plans. 
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From a financial perspective, highlights include a 40% to 50% 

increase in operating profit by 2030 relative to 2021, which would 

give Fonterra the ability to steadily increase dividends to around 40-

45 cents per share by FY30, and increase its return on capital from 

the current level of about 6.6% to 9 to 10%.   

Through planned divestments and improved earnings, Fonterra 

intends to return to shareholders and unit holders around $1 billion 

by FY24. At Thursday’s AGM Fonterra indicated this would be about 

60c per share and unit. This will be in addition to normal dividends 

and distributions. They also plan to generate around $2 billion of 

additional capital that can be available for a mix of investment in 

further growth and returns to shareholders and unit holders.  

Before I move on to discuss the performance of the Fund, I want to 

briefly explain the role of the Board of the Manager. 

The Board has statutory responsibilities for the activities of the 

Management Company and the Fund. These include monitoring 

compliance with regulatory requirements and ensuring that unit 

holders’ interests are managed and protected in accordance with the 

constituent documents that relate to the Fund.  

Directors have no role in the governance or operation of Fonterra. 

Although we have no decision-making role in these areas, we do 

consider it important to actively represent the interests and views of 

unit holders to Fonterra, and we do that. 

This representation role has been an important function of the Board 

during the consultation process that Fonterra has undertaken on its 

capital structure. 
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The Board formed a subcommittee, comprising its three independent 

directors, to consider the implications of the Capital Structure Review 

for the Fund and its unit holders. 

The subcommittee has met 13 times since the capital structure 

consultation period kicked off in May and has had a number of 

meetings with senior management and Fonterra board members. 

The subcommittee has also engaged with expert external advisors 

where required.    

Let’s now take a close look at the performance of the Fund over the 

past year. 

The graph currently on the screen shows that over the course of the 

first half of the 2021 financial year there was good growth in the unit 

price – it rose 33% from the start of the year on 1 August to $5.08 at 

the time Fonterra released its interim results in March. 

There was some selling at this price level, and the unit price levelled 

out at around $4.60 over late April and early May. 

On 5 May, Fonterra and the Fund went into a trading halt, and on 6 

May Fonterra announced it was starting a review and consultation 

process on capital structure options. 

As part of the review process, farmers were no longer able to convert 

shares in Fonterra into units. This had the effect of capping the size 

of the Fund. At this early stage of the consultation process Fonterra 

said that the Fund could be retained, or an offer could be made to 

unit holders to buy it back. It explained that, at that time, it had 

reached a preliminary view that the preferred option was to buy the 

Fund back. 
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There was an immediate downward impact on the price of both the 

Fonterra shares and units in the Fund. The unit price declined 13% 

over the subsequent 3 days. 

Fonterra’s capital structure consultation has created significant 

uncertainty for unit holders and potential investors over both the 

future of the Fund and its value. This is shown very clearly by the 

drop in the unit price from its 12-month high of $5.14 in early March 

and the recent low of $3.55, The unit price closed last Friday at 

$3.85 following the strong farmer vote in favour of the proposed new 

capital structure – 85% voted in favour – on Thursday. This is about 

30 cents up on the price in the days leading up to the vote. 

I will comment further on the capital structure review and the impact 

on the Fund shortly. 

Looking now at the current make-up of the Fund’s unit register. 

The various investor types have been relatively stable year-on-year.  

The most significant movement has been in units held by Farmers, 

which reduced from 12% to 9% of total units on issue.  

This reduction is most likely related to the capping of the Fund. Since 

May 6 no farmers have been able to move their shares to units due 

to the capping. However, farmers do have the ability to transfer units 

back to shares – which some have chosen to do. 

The continued increase in units being held by investors based in 

New Zealand is predominantly driven by increasing retail holdings. 

However, this year we have also seen a small increase in holdings 

by New Zealand institutions.  

Moving on to some of the key Fund statistics. 
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The Fund is currently capped at 107.4 million units – at a closing unit 

price of $3.65 on 30 November, this puts the market capitalisation at 

around $392 million at that date.   

The number of units on issue was quite flat year on year, and with no 

additional Fonterra shares issued over the period the Fund size as a 

percentage of the total Fonterra shares also remained largely 

unchanged year-on-year at 6.7%. 

As I mentioned a moment ago, Fonterra’s capital structure review 

project has had a significant adverse impact on the unit price. The 

market capitalisation of the Fund fell by some 16%, a drop of $75 

million, between 30 November last year and 30 November this year. 

The unit price immediately prior to the May trading halt was $4.60. 

Since that time the price has dropped by about 21% based on the 

price of $3.65 on 30 November.  The Fonterra share price fell by 

32% over the same period. 

Throughout this period, the subcommittee of independent Directors 

of FSF has kept unit holders informed through releasing a series of 

market updates. The most comprehensive of these was issued on 23 

September, immediately following Fonterra’s annual results 

announcement, when it also released details of the updated capital 

structure proposals.  

 I will not repeat the detail contained in these updates, but I do want 

to highlight a few points. 

 The subcommittee of independent directors understands and 

respects Fonterra’s right to introduce the changes that it is making to 

its capital structure.  
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We recognise the strongly held view of the Fonterra Board, 

supported by the farmer vote last Thursday, that the new ‘Flexible 

Shareholding’ structure is critical to the future success of the Co-

operative. Fonterra has concluded that the Co-operative’s future 

success, and execution of their strategy, relies on their ability to 

maintain a sustainable milk supply in an increasingly competitive 

environment, and in a market where New Zealand milk supply is 

likely to decline, or remain flat.    

We are however very concerned at the impact these proposed 

changes have had on the Fund’s unit price during the consultation 

period, and we remain of the view that Fonterra should have 

proceeded with its initial preference to make an offer to unit holders 

to buy the Fund back at fair price. For reasons I will detail in a 

moment, we think that was the fair, right and proper course of action 

to take. We regret that this action was not taken. 

Following initial consultation with its stakeholders, Fonterra revised 

its proposal in September. Instead of buying the Fund out it 

proposed the alternative of the Fund being retained, but with its size 

capped. 

Under this option, Fonterra farmers would no longer be able to 

exchange the economic rights relating to Fonterra shares into units 

in the Fund. Farmers holding units in the Fund would continue to be 

able to exchange them for shares in Fonterra. This would mean that 

the Fund may reduce further in size over time. 

As we said in our 23 September update, the independent Directors 

were disappointed by Fonterra's revised proposal to the extent of the 

features relevant to the Fund.  
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In short, we felt that the reasoning Fonterra set out in support of its 

new capital structure showed clearly that the key rationale for the 

Fund being set up in the first place back in 2012, being the provision 

of a stable capital base through the removal of redemption risk, is no 

longer relevant because of course farmers can no longer redeem 

their shares. In short, the Fund has run its course. The Capital 

Structure Review provides a natural break point in the life of the 

Fund. 

There is another key consideration that puts the Fund in a difficult 

position. The information booklet issued by Fonterra in May, the 

subsequent updates, and the explanations at last Thursday’s annual 

meeting, all attach significant weight to the critical importance to 

farmers of protection of farmer ownership and control. 

 Even the small – currently about 6.7% – and non-voting interest held 

by unit holders through the Fonterra Shareholders’ Fund is a cause 

of significant concern.  

This really goes to the heart of the issue of whether Fonterra is a 

corporate or a co-operative, which Peter McBride addressed directly 

at last week’s AGM. He said that the current model where Fonterra is 

trying to have a foot in both camps is not sustainable. I agree, and 

that is why I believe the Fund should be bought out. 

The challenge with this lingering issue is that it perpetuates the 

perception in the minds of investors of potential conflicts between the 

interests of farmers and the interests of unit holders. Buying the 

Fund back is a logical and timely solution.  

In our 23 September update we also expressed concern that the 

capping of the size of the Fund at its current level would potentially 
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limit its relevance to investors over time. We said that retaining the 

Fund, but removing features that support growth, liquidity, and 

relevance to investment markets, could put downward pressure on 

the unit price. 

As I mentioned earlier, the subcommittee of independent directors 

has held numerous meetings with Fonterra and has conveyed these 

concerns. Our discussions have been respectful and constructive. 

Fonterra has outlined its counter arguments but, on the central issue 

of whether an offer should be made to buy the Fund back, we agree 

to disagree.  

In the final capital structure proposal that was voted on last week, 

one of the changes made that we welcome is a modification of the 

proposal on capping the size of the Fund. 

The overall size of the Fund will now be capped at 10% of the total 

Fonterra shares on issue rather than at the current size, which is 

around 6.7%.  

This change goes part way to addressing the size-related concerns 

outlined in our September update to unit holders. Subject to approval 

by the Fonterra Board, the amended proposal provides the scope for 

the Fund to be increased in size at a suitable time in the future to 

address the liquidity and other size related considerations outlined in 

our September update.  

The capital structure review has been a lengthy, and often 

challenging, process.  Throughout this we have endeavoured to 

promote the best interests of unit holders. Although our argument 

that the Fund be bought back has not, at least at this time, been 

accepted, and that is disappointing, I do want to draw your attention 
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to the positive aspects of the strategic plan and operating outlook 

plans outlined by Fonterra over the past few months. 

As I said earlier, Fonterra is changing its capital structure in the best 

interests of the Co-operative. In short, the Fonterra Board is 

confident that the dairy company will be much more successful with 

them than without them. If that proves to be correct then all Fonterra 

shareholders, and all unit holders, will benefit. To that extent, there is 

an alignment of interests.  

Further, as a result of the reduced capital requirement on farmers, 

there will now be a much greater number of farmer and retiring 

farmer shareholders in Fonterra who, like unit holders, will be 

focusing solely on dividends and share value. This is because 

whereas in the past they were required to hold one share for every 

kg of milk solid, now they will only require around one share for every 

3kg of milk solid. So, over the period that farmers continue to hold 

these shares a number of them, for some farmers as many as three 

out of four, will be held for investment purposes. The financial return 

on these shares will be dividends and movements in the share price, 

which puts them in the same boat as unit holders. 

I am also positive about the road map and associated earnings 

outlook that Fonterra is aiming to achieve over the balance of this 

decade. If these targets are achieved, then the substantially sub-par 

financial returns that unit holders have experienced should improve 

markedly.    

 


