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Treading carefully 
• Fonterra announced an appropriately wide 2020/21 opening milk price forecast range of $5.40-$6.90/kg. We 

expect $6.50/kg, albeit with some downside risk to our forecast. 

• Unsurprisingly, Fonterra reduced its 2019/20 forecast range to $7.10-$7.30/kg.  We expect something in the 

midpoint of that range. 

• Fonterra announced ecnouraging third quarter results, but it will be sometime before Fonterra undoes the 

damage of past poor performance. 

Milk Price Forecast Update 

 

Fonterra has set a wide opening 2020/21 milk price forecast 

range of $5.40-$6.90/kg, reflecting the heightened 

uncertainty to the outlook as a result of COVID-19. “COVID-

19 adds significant uncertainty into the process of forecasting 

what will happen with global dairy prices over the next 15 

months.” Indeed, the $1.50/kg range is considerably wider 

than last season’s opening range of $1.00/kg. 

Our forecast of $6.50/kg is towards the top of Fonterra’s 

range. However, we agree with the cautious approach that 

Fonterra has taken at this juncture.  We have been noting the 

risks that the milk price dips below $6.00/kg and have 

regularly suggested farmers prepare for this contingency. 

Looking at 2019/20, unsurprisingly Fonterra has reduced and 

narrowed its forecast range to $7.10-$7.30/kg. Fonterra also 

notes that the revision is “in response to a softening of 

demand relative to supply which is pushing down prices.” We move to adopt the $7.20/kg midpoint of the forecast 

range at this late juncture of the season. 

 

2019/20

Fonterra ASB Fonterra ASB

Milk Price* $7.10-$7.30 $7.20 $5.40-$6.90 $6.50

* per kg of milk solids (excluding dividend).  
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Third Quarter Results 
Fonterra also gave an encouraging third quarter financial performance update. CEO Miles Hurrell reported that “the 

Co-operative’s total group normalised Earnings Before Interest and Tax (EBIT) for the nine months to 30 April is $815 

million, an increase of $301 million on this time last year.” While last year’s result set an incredibly low bar, the result 

nonetheless does indicate that Fonterra is on track to record a profit this financial year. 

These encouraging results allowed Fonterra to reaffirm its full-year earnings per share at 15-25 cents. However, 

Fonterra declined to give any indication of where it might set its cash dividend or indeed if it pays one.  

Fonterra has also moved to repair its balance sheet. For example, its net debt has fallen to $5.7 billion from $7.4 

billion last year. 

All up, the financial results are encouraging, but much work needs to be done to repair the damage of previous poor 

performance. Indeed, the fact that Fonterra has not announced a dividend indicates that the business is still in repair 

mode. 
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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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