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The good, the bad, and the ugly


Fonterra has lifted its 2017/18 milk price forecast by 15 cents to $6.55/kg.



Given that it is late in the season, we align our own forecast with Fonterra at $6.55/kg.



However, Fonterra’s half-year profits have taken a hit and the value of its Beingmate investment has been cut
by a whopping $405m.

2017/18 Milk price forecast update
Fonterra has lifted its 2017/18 milk price forecast by 15 cents
to $6.55/kg, largely in line with our expectations. Our forecast
stood at $6.50/kg prior to the announcement, although we
noted that Fonterra could exceed that number as has proved
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Given that it is late in the season, we move to align our milk
price forecast with Fonterra’s $6.55/kg. If anything though, we
note that if dairy auction prices hold near current levels, the
milk price could edge higher to the vicinity of $6.60/kg.
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Generally global dairy prices, and in particular the prices
important to NZ, remain firm. While NZ production is
improving, the recovery from weak production earlier in the
season is progressing only gradually. With global demand also
firm, we expect the global dairy market will remain largely
balanced for now and for prices to track sideways as a result.
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This trend also bodes well heading into the 2018/19 season.
At this early stage, we have pencilled in a similar milk price of
$6.50/kg for next season as well.
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2017/18 Fonterra Interim Results
In contrast to the rosy milk price picture, Fonterra’s half-year profits have taken a hit. For example, its Normalised
net profit after tax (effectively its underlying profit prior to the Danone and Beingmate adjustments) has fallen 36%
from the same period of 2017 to $248m. Fonterra pointed to high inventory levels, low milk collections and higher
input costs (read higher milk price) as contributing to the fall in profits.
Moreover, taking into account the writedown in the value of its Beingmate investment and the Danone settlement
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Please refer to the important disclosures at the end of this document.

Fonterra has actually posted a $348m loss (in net profit after tax terms). Fonterra has written down the value of its
Beingmate investment by $405m, while the settlement with Danone cost around $170m (after allowing for
insurance).
Despite the fall in underlying profits, Fonterra still intends to pay a cash dividend of 25 to 35 cents per
share. Notably, this dividend range is very close to the range to that Fonterra had planned to pay earlier in the year
when profits were expected to be much higher. Effectively, this means that Fonterra will partly fund the dividend
from its balance sheet as opposed to profits. Adding the revised milk price forecast to the dividend, farmer
shareholders are forecast to receive between $6.80/kg and $6.90/kg cash in hand this season.

ASB Economics & Research
Chief Economist
Senior Rural Economist
Senior Economist
Senior Economist
Senior Economist, Wealth
Economist
Data & Publication Manager
www.asb.co.nz/economics

Nick Tuffley
Nathan Penny
Jane Turner
Mark Smith
Chris Tennent-Brown
Kim Mundy
Judith Pinto

nick.tuffley@asb.co.nz
nathan.penny@asb.co.nz
jane.turner@asb.co.nz
mark.smith4@asb.co.nz
chris.tennent-brown@asb.co.nz
kim.mundy@asb.co.nz
judith.pinto@asb.co.nz

Phone
(649) 301 5659
(649) 448 8778
(649) 301 5853
(649) 301 5657
(649) 301 5915
(649) 301 5661
(649) 301 5660
@ASBMarkets

Disclaimer
This document is published solely for informational purposes. It has been prepared without taking account of your objectives, financial situation, or
needs. Before acting on the information in this document, you should consider the appropriateness and suitability of the information, having regard
to your objectives, financial situation and needs, and, if necessary seek appropriate professional or financial advice.
We believe that the information in this document is correct and any opinions, conclusions or recommendations are reasonably held or made, based
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as
to accuracy, reliability or completeness of any statement made in this document. Any opinions, conclusions or recommendations set forth in this
document are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed
elsewhere by ASB Bank Limited. We are under no obligation to, and do not, update or keep current the information contained in this document.
Neither ASB nor any person involved in the preparation of this document accepts any liability for any loss or damage arising out of the use of all or
any part of this document.
Any valuations, projections and forecasts contained in this document are based on a number of assumptions and estimates and are subject to
contingencies and uncertainties. Different assumptions and estimates could result in materially different results. ASB does not represent or warrant
that any of these valuations, projections or forecasts, or any of the underlying assumptions or estimates, will be met.
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