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To the Australian Competition Tribunal: Application is hereby made under section 95AU
of the Competition and Consumer Act 2010 for an authorisation under subsection
95AT(1) to acquire shares in the capital of a body corporate or to acquire assets of
another person.

Overview

In addition to the information disclosed in this application (Form S), Murray Goulburn
relies upon the evidence contained in the following statements and reports submitted in
support of this application:

. David Michael Noonan;

. Robert Arthur Poole;

. Keith Mentiplay;

. Maldwyn Beniston;

. Mark McDonald;

. John Barnett;

. Peter William Scott;

. Christopher Jon Pleatsikas;
. Christopher Phillips; and

. Michael Craig Norgate.

1 The Applicant (the Acquirer)
1.1 Name and registered office (where applicable) of the Applicant including the ACN
(where applicable) and place of incorporation (where applicable).
1 Company Name: Murray Goulburn Co-operative Co. Limited (Murray
Goulburn)
ACN: 004 277 089
3 Registered Office: Freshwater Place, Level 15, Southbank Boulevard,
Southbank Victoria 3000
4 Place of incorporation: Victoria
1.2 Describe the business or businesses carried on by the Applicant including the
products and services the Applicant supplies.
Overview of Murray Goulburn
5 Murray Goulburn is an unlisted public company located in south east Australia that
processes and manufactures drinking milk and other dairy products. It is controlled by the
25390902. ‘Form S’ — Application by Murray Goulburn for Merger Authorisation
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dairy farmers from Whom it acquires raw milk, and operates in accordance with
cooperative principles.”

Murray Goulburn’s 2013 Annual Report forms Attachment RAP3.

Business activities of Murray Goulburn

Murray Goulburn currently acquires raw milk from approximately 2,500 dairy farmers
located in various dairy producing regions of Victoria, South Australia and New South
Wales (and also acquires milk from a joint venture in Tasmania).”

Using that raw milk, Murray Goulburn produces and sells a range of finished dairy
products and dairy ingredients including fresh milk, daily pasteurised milk, ultra heat
treated (UHT) milk, cheeses, butter and spreads, milk powders, whey powders, milk fats,
specialty milk proteins and nutritional products (including infant formula)3 in Australia and
overseas. Its products are marketed under its own brands (including its flagship
Devondale brand), as well as under private label and manufacturer brands.

During the financial year ended 30 June 2013 (FY2013), Murray Goulburn:
€) acquired approximately 2.99 billion litres of raw milk from dairy farmers;

(b) produced 760,678 tonnes of dairy products, and exported 336,000 tonnes of
dairy products;

(c) had total revenue of $2.385 billion, with international sales accounting for
approximately 48% of that revenue; and

(d) had profit before income tax of $39.053 million.*

Murray Goulburn employs over 2,000 people and is Australia’s largest dairy food exporter
to the major markets of Asia, the Middle East, North Africa and the Americas.

Business units of Murray Goulburn

Murray Goulburn operates under the following business units:

(a) Ingredients — as the single largest contributor to Murray Goulburn’s annual
revenue, this unit produces a wide range of milk powders, cheeses, milk protein
concentrate, milk-fat products, specialty proteins, caseinates and whey
products;

(b) Brands — represents 35% of the company’s sales and produces UHT milk,
cheese, butter and spreads and cream products. These products are marketed
under Murray Goulburn brands (such as Devondale and Liddell's) and private
labels for major retailers or food service wholesalers;

(©) Nutritionals — produces protein isolates, colostrum, lactoferrin, natural milk
minerals, ASCEND Elite milk proteins, and Proform vitamin enriched protein
milk powder;

(d) Murray Goulburn Trading — offer various farm products, expert technical and

agronomy advice services and milk machine sales and servicing. Murray
Goulburn’s farmer suppliers receive a 3% discount; and

! Statement of Robert Poole (Poole), 10.

2 poole, 112 (Murray Goulburn processes approximately 80 million litres in Tasmania); Statement of Mark McDonald
(McDonald), 4, 10.

? Statement of Keith Mentiplay (Mentiplay), 11.
* Murray Goulburn Annual Report 2013, 3 and 51; Poole, 112, RAP3.
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(e) Murray Goulburn Dairy (Qingdao) Co Ltd — Murray Goulburn’s first
manufacturing facility outside of Australia. The facility uses Australian dairy
ingredients, which are formulated from milk supplied by farmer-shareholders. It
produces a range of infant nutrition products under the NatraStart brand which
are marketed and distributed throughout China.®

Murray Goulburn offers its farmer suppliers a range of additional services, primarily
through its 21 Murray Goulburn Trading stores and four fertiliser depots.®

Murray Goulburn employs Field Service Officers who provide free serwces to farmer
suppliers, including farm budgeting, food safety services and farm audits.’

Murray Goulburn also offers loans at competitive rates to its farmer suppliers through its
Murray Goulburn Trading Finance and Supplier Finance programs.8

Objects of Murray Goulburn

Murray Goulburn’s constitution requires it to carry on business having as its primary
objects one or more of the following:

€)) the acquisition of milk and other commaodities from its shareholders for disposal
or distribution;

(b) the storage, marketing, packing and/or processing of milk and other
commodities of its shareholders;

(c) the rendering of services to its shareholders; and

(d) without limitation in respect of the above primary objects, such other objects as

the Board may from time to time resolve as being in the interests of Murray
Goulburn and its shareholders and suppliers and for the benefit of its
shareholders and suppliers.®

Murra%/ Goulburn’s stated business objective is to significantly increase the farmgate milk
price.

Murray Goulburn’s senior executives are motivated to deliver increases in the farmgate
milk price, because a significant proportion of their remuneration is based on Murray
Goulburn’s milk price performance. Specifically:

€)) in the case of Murray Goulburn’s senior executives, apart from the Managing
Director, 25% of their remuneration comprises a short term incentive that is only
paid if the m|Ik price budget set by the Board at the beginning of each year is
achieved.™ If the milk price budget is achieved, three other factors (namely,
safety performance, internal audit performance and individual KPIs) determine
the level of short term incentive that is paid; and

(b) in the case of Murray Goulburn’s Managing Director, 50% of total remuneration
is made up of ‘at risk’ remuneration. Of this, 40% comprises a short term
incentive (which is paid as described in (a) above) and 60% comprises a long
term incentive, which is paid having regard to implied milk price growth and

® Murray Goulburn Bidder's Statement dated 28 November 2013.

® Poole, 87.

" Poole, 97-98.

8 Poole, 99.

° Poole, 14, 15; Murray Goulburn Constitution, 2.2.
1% poole, 17; Murray Goulburn Annual Report 2013, 45.
" poole, 61; Murray Goulburn Annual Report 2013, 41-43.
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return on capital employed on an equally weighted basis. The level of long term
incentive paid depends on whether either of the “Threshold”, “Target” or
“Stretch” performance levels are met.*

Ownership structure of Murray Goulburn

Murray Goulburn is the ultimate parent company of the Murray Goulburn Group.

Murray Goulburn does not have any shareholders with more than five per cent
shareholding in it. Under Rule 5.3 of Murray Goulburn’s Constitution, the elements of
which are paraphrased below, the following shareholder caps apply:

53.1 No person (other than a person described in Rules 5.3.2 and 5.3.3) may hold
more than 0.5% of the aggregate of all issued shares of Murray Goulburn.

5.3.2 A subsidiary of Murray Goulburn may hold up to 15% of the aggregate of all
issued shares of Murray Goulburn.

5.3.3 For an ‘approved institution’ (as declared by the Board) the total number of
shares (other than ordinary or NV class shares) is not to exceed 40% of all
issued shares of Murray Goulburn.

Murray Goulburn is not aware of any entity that holds more than a five per cent
shareholding in Murray Goulburn.

Shares and voting in Murray Goulburn

There are five classes of shares in Murray Goulburn:

€)) Ordinary shares, which carry a right to one vote for every share;™

(b) “NV” class shares, which do not carry any voting rights;

(©) “A” class non-cumulative preference shares, which do not carry voting rights;

(d) “B” class non-cumulative preference shares, which do not carry voting rights;
and

(e) “C” class non-cumulative preference shares, which do not carry voting rights.14

Only those dairy farmers who currently supply Murray Goulburn with raw milk (farmer
suppliers) may hold ordinary shares in Murray Goulburn, and all farmer suppliers must
hold at least 500 ordinary shares."® Specifically:

€)) Ordinary and NV shares have a value of $1.00 per share, and farmer suppliers
purchase their initial holding of 500 ordinary shares at $1.00 per share; and

(b) There is a monthly share off-take scheme in which farmer suppliers are paid the
equivalent of $0.0065 per litre in shares for each litre of milk supplied during
that month.*°

Murray Goulburn’s constitution requires that voting power be roughly equitably distributed
across all of its farmer suppliers in the following ways:

(a) The Board is obliged, so far as it is practicable, to ensure that the ratio between
each farmer supplier’s ordinary shares and milk volume (in litres) is 1:5.%7

12 poole, 62; Murray Goulburn Annual Report 2013, 41 — 45,

'3 Murray Goulburn Constitution, 14.

* Poole, 18; Murray Goulburn Constitution, 4.3

' Murray Goulburn Constitution, 5.1 and 5.2.

% poole, 43.

" Murray Goulburn Constitution, 5.1(b).
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Shares in excess of that ratio would be converted into NV class shares, which
do not carry any voting rights. Subject to (b) below, this means farmer suppliers
are able to vote in proportion to the volume of milk that they supply.®

(b) No farmer supplier is permitted to hold more than 0.5% of the total number of
shares. If a farmer supplier’s shareholding breaches the 0.5% cap, the Board
may require that the shares be disposed of, or convert them into NV class
shares, which do not carry any voting rights.?

(c) If a shareholder ceases to be a farmer supplier, that shareholder’s shares would
be redeemed unless the Board consents to converting that shareholder’s
ordinary and NV class shares into non-cumulative preference shares (which do
not carry any voting rights).21

24 The rules relating to shareholder voting rights can only be altered if 90% of ordinary
shareholders, or if polled, shareholders representing at least 90% of the ordinary shares,
vote in favour of the change.22
Governance and the Board of directors of Murray Goulburn
25 Murray Goulburn’s constitution provides for the appointment of the following categories of
directors to its Board of directors:
€) at least seven directors must be farmer suppliers who have been nominated by
at least five other farmer suppliers from the one “supplier region”;*®

(b) there may be one managing director;** and

(c) there may be up to three special directors, who are not required to be farmer
suppliers or shareholders of Murray Goulburn.”®

26 Murray Goulburn’s constitution requires that farmer suppliers be divided into “supplier
regions”. At present, there are the following supplier regions, and each of these regions is
able to appoint the following number of directors:
€) Gippsland region — three directors;

(b) Northern region — three directors; and

(c) Western region — three directors.?®

The Board may, by majority decision, increase or reduce the number of supplier regions
(but not less than three or more than ten), and may increase or decrease the number of
directors appointed by each supplier region.?’

27 The Board’s policy is that the number of directors per supplier region ought to reflect the
quantity of milk acquired from each supplier region. At present, because the volume of

8 poole, 28.

' Murray Goulburn Constitution, 5.3.

% Murray Goulburn Constitution, 5.4.

2 poole, 29; Murray Goulburn Constitution, 4.4.

22 poole, 32; Murray Goulburn Constitution, 2.5.

8 Murray Goulburn Constitution, 15.1 and 15.5.

* Murray Goulburn Constitution, 15.2.

%% Murray Goulburn Constitution, 15.3.

% poole, 53; Murray Goulburn Constitution, 3.5 and 15.1.
" Murray Goulburn Constitution, 15.1 and 17.9(b).
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milk acquired in each supplier region is apgroximately the same, each region has the
same number of representative directors.?

The current Board comprises a managing director, nine supplier directors and two special
directors.”

Murray Goulburn management also regularly consults with its farmer suppliers through a
consultative group comprising 30 farmer suppliers, with ten being appointed by
management from each of Murray Goulburn’s three regions.*

Dividends paid to Murray Goulburn shareholders

All shareholders of Murray Goulburn are entitled to receive dividends. In the case of non-
cumulative preference shares:

(a) “A” class shares entitle the holder to a non-cumulative preferential dividend of
8% (on the face share value of $1); and

(b) “B” and “C” class shares entitle the holder to a non-cumulative preferential
dividend at a rate determined by the Board.*

In FY203121, FY2012 and FY2013, the final dividends paid or recommended were as
follows:

Share type FY2011 FY2012 FY2013

Ordinary shares and NV class $0.12 $0.12 $0.08
shares

Class A preference shares $0.08 $0.08 $0.08

Class B preference shares $0.05 $0.05 $0.05

Class C preference shares $0.08 $0.08 $0.08

Total dividends paid $29,937,000 $31,282,000 $25,096,000

Possible capital restructure of Murray Goulburn

Murray Goulburn has undertaken a review of its capital structure to investigate the most
effective and efficient capital structure which will permit it to invest in the capacity and
capability of existing plant operations and capitalise on growth opportunities, particularly
in emerging export markets. A core objective is to increase the return to Murray
Goulburn’s suppliers by at least $1.00 per kilogram milk solids (more than $0.07 per litre)

% poole,
® poole,
* poole,
® poole

2 poole,

25390902.
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49.
29.
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over a five year period from 2012 to 2017.% The restructure has been considered by a
Board sub-committee which has met regularly during 2013.

33 The principal objectives of the proposed restructure are to:

(@) retain the co-operative structure and 100% Australian dairy farmer control of
Murray Goulburn;

(b) underpin Murray Goulburn’s goal of an increase in farm-gate returns of $1 per
kg of milk solids (more than seven cents per litre) over a five year period from
2012 to 2017,

(© provide Murray Goulburn supplier/shareholders with an observable market price
for their Murray Goulburn shares, consequently strengthening farm balance
sheets ; and

(d) provide access to additional sources of capital to meet the co-operative’'s
investment plans and deliver improved returns.>

34 The proposed restructure is subject to a comprehensive review process with
supplier/shareholders and further development. Murray Goulburn is commencing a round
of consultation meetings with its supplier/shareholders in December 2013/January 2014
with a further round in March 2014. Depending on the outcome of those meetings it is
presently intended to put the proposed restructure to shareholders at an Extraordinary
General Meeting in 2014.%

35 It is not proposed that the capital restructure will change the co-operative structure of
Murray Goulburn, or any merged entity created from the acquisition of WCB.* As set out
above, it is proposed that supplier shareholders will still retain control over Murray
Goulburn or the merged entity. The co-operative principles on which Murray Goulburn
presently operates will therefore not be able to be changed without the approval of
supplier shareholders.

36 Murray Goulburn believes that the benefits to supplier/shareholders from such a capital
restructure will include:
€) the capital restructure will place Murray Goulburn in a stronger financial position

to pursue growth opportunities, particularly in relation to export of dairy
products. Growth opportunities will increase earnings which will in turn lift the
return to suppliers;

(b) the restructure will assist Murray Goulburn to reduce its debt, also placing it in a
stronger financial position; and

(©) the enhanced value placed on supplier/shareholder shares will provide them
with potential access to funding from external lenders to grow their own
businesses.*’

37 A copy of the letter provided to Murray Goulburn shareholders at the Annual General
Meeting on 22 November 2013 explaining the proposed restructure is attached as
RAP61.

* Poole, 258.

* Poole, 259.

* Poole, 260.

* Poole, 261.

¥ Poole, 262.
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Provide details of all related bodies corporate of the Applicant including the ACN.

The related bodies corporate of Murray Goulburn are as follows:*®

Name of subsidiary

Percentage held by Murray Goulburn

Murray Goulburn Investment Limited 100%
(ACN 053 9090 774)
Murray Goulburn Superannuation Pty Ltd 100%

(ACN 065 873 887)

Murray Goulburn Nominees Pty Limited
(ACN 005 606 137)

100% (beneficially)

Murray Goulburn Trading Pty Limited 100%
(ACN 004 515 744)

Lavery International Pty Ltd 100%
(ACN 004 590 952)

Classic Food Holdings Pty Ltd 100%
(ACN 009 585 782)

Provico Pty Ltd (ACN 103 816 753) 51%
Murray Goulburn Project Inverloch Pty Ltd 100%
(ACN 163 037 750)

Murray Goulburn Project Inverloch 100%
(Finance) Pty Ltd (ACN 163 496 137)

Murray Goulburn Nutritionals Pty Ltd 100%
(ACN 095 407 257)

Meiji-Murray GoulburnC Dairy Co Pty Ltd 100%

(ACN 070 697 648)

% Statement of David Michael Noonan (Noonan), 42.

25390902.
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Name of subsidiary

Percentage held by Murray Goulburn

Murray Goulburn Agrilink Pty Ltd 100%
(ACN 113 118 540
Murray Goulburn Transition Pty Ltd 100%
(ACN 117 914 637)
Murray Goulburn International Pty Ltd 100%
(ACN 117 793 450)
Tasmanian Dairy Products Co Ltd 56.1%

(ACN 149 714 198)

Devondale Foundation Limited
(ACN 154 093 786)

Company limited by guarantee which is
controlled by Murray Goulburn as the
directors and shareholders are Murray
Goulburn employees and directors

Murray Goulburn Employees Equity
Limited

(ACN 061 622 786)

Company limited by guarantee which is
controlled by Murray Goulburn as the
directors and shareholders are Murray
Goulburn employees and directors

Classic Foods Pty Ltd
(ACN 009 572 436)

100% (indirectly)

Murray Goulburn Dairy (Qingdao) Co. Ltd 100%
(Incorporated in China)
Murray Goulburn Nutritional (Qingdao) 100%

Co., Ltd

(Incorporated in China)

Murray Goulburn Asia Holding Company
Pte. Limited

(Incorporated in Singapore)

100% (indirectly)

25390902.
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Name of subsidiary Percentage held by Murray Goulburn

Murray Goulburn Procurement Company 100% (indirectly)
Pte. Limited

(Incorporated in Singapore)

Murray Goulburn SEA Pte. Limited 100% (indirectly)

(Incorporated in Singapore

1.4 Address in Australia for service of documents on the Applicant.
39 Herbert Smith Freehills
101 Collins Street
Melbourne Victoria 3000
Attention: Chris Jose
Direct telephone: +61 3 9288 1416
Mobile telephone: +61 411 514 487
Fax: +613 9288 1567
Email: Chris.Jose@hsf.com
15 Name and address of any person for whose benefit or on whose behalf the shares
or assets to be acquired will be held.
40 Murray Goulburn Co-operative Co. Limited
Freshwater Place,
Level 15, Southbank Boulevard,
Southbank Victoria 3000
2 The Target
2.1 In the case of a body corporate whose shares or assets are to be acquired:
€) Name of the body corporate including the ACN where applicable.
41 Warrnambool Cheese and Butter Factory Company Holdings Limited (WCB)
(ACN 071 945 232).
(b) Place of incorporation of the body corporate.
42 Victoria.
(c) Registered office of the body corporate.
43 5331 Great Ocean Road, Allansford, Victoria 3000.

25390902.

(d) Describe the business or businesses carried on by the body corporate
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WCB is Australia’s fourth largest dairy processor and is located at Allansford in south
west Victoria.*® It is a listed public company with approximately 3,900 shareholders. It
does not operate according to cooperative principles.

5 WCB'’s 2013 Annual Report forms Attachment RAPG6.

N

Business activities of WCB

46 In FY2013, WCB collected 890 million litres of raw milk** from over 570 dairy farmers*
mostly located in the dairy producing regions of south-western Victoria and South
Australia.*® This represents 10% of Australia’s annual milk production.

a7 Using that raw milk, WCB produces and sells a range of dairy products including
cheeses, milk powders, whey protein concentrate, butter, cream and packaged milk.*
WCB does not produce finished nutritional products45 or UHT milk.*®

48 WCB currently produces approximately 130,000 tonnes*’ of dairy products at its two
Australian processing plants:

(a) One is located in south-western Victoria at Allansford, where WCB conducts the
overwhelming majority of its processing and manufacturing. It is one of the
largest and highest production capacity sites in Australia; and

(b) One is located in South Australia at Mil Lel, where WCB processes, cuts and
wraps speciality cheeses.”®

49 WCB exports approximately 40% of its cheese, almost all of its milk powder, some of its
butter and cream products, and the majority of its whey protein concentrate.*’

50 In FY2013, WCB had:

(a) total revenue of $495.851 million; and
(b) profit before income tax of $9.591 million.*°
51 WCB is one of the largest employers in south west Victoria, with 400 employees across

sites in Allansford, Mount Gambier (South Australia) and Port Melbourne.

Business units of WCB

52 WCB'’s business is divided into three core business areas:

€) Commodities (85% of FY2013 revenue) — consisting of dairy products (such as
cheese, milk powders, butter, cream and whey protein concentrate) which are
sold to wholesale customers in domestic and export markets;

% WCB Target's Statement regarding Saputo’s offer, 44.
“° WCB Target's Statement regarding Saputo’s offer, 44.
“ WCB Annual Report 2013, 3.

“2\WCB Target's Statement regarding Saputo's offer, 44.
* Poole, 115 and 120.

“ Mentiplay, 67.

“ Statement of Maldwyn Beniston (Beniston), 144, 145.
* Scott, 63.

“TWCB Target's Statement regarding Saputo’s offer, 44.
8 Mentiplay, 66 and 67.

“° WCB Target's Statement regarding Saputo’s offer, 44, 45,
% WCB Annual Report 2013, 40.

25390902. ‘Form S’ — Application by Murray Goulburn for Merger Authorisation
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(b)

(©)

Consumer goods (11.4% of FY2013 revenue) — consisting of consumer dairy
products sold in retail channels under consumer brands, such as Sungold
(milk), Great Ocean Road (milk and cheese), Warrnambool (cheese) and
Enprocal (nutritional products); and

Other (3.3% of FY2013 revenue) — various business that does not fall into either
commodities or retail segments.

Ownership structure of WCB

WCB is the ultimate parent company of the Warrnambool Group. The following table
contains a list of WCB shareholders with more than five per cent shareholding:51

Shareholder Percentage shareholding

Bega Cheese Limited 18.42%
Murray Goulburn Co-operative Co Limited 17.66%
Lion - Diary & Drinks Ltd, Lion Pty Ltd and 9.99%

subsidiaries, and Kirin Holdings Company, Limited

(€)

Number and type of shares or description of assets to be acquired.

Murray Goulburn is offering to pay all-cash consideration to acquire all WCB
shares including shares that are issued during the offer period whether due to
the conversion of WCB Performance Rights or otherwise.

WCB Performance Rights vest on a 1:1 basis into WCB shares and are granted
to eligible employees for no consideration. Vesting may only occurs upon the
fulfilment of certain conditions, such as the eméjloyee meeting certain
performance hurdles prescribed by the Board. 2

In the case of a body corporate whose shares are to be acquired, provide details

of:

(@)

(b)

the issued capital of the body corporate;

As at the date of this application, WCB has 55,672,679 ordinary shares on issue
(including shares have been issued to employees under WCB's employee
share plan) with a fully-paid amount of $47,973,091.48.

In addition, 296,832 shares have been issued to employees under WCB'’s
employee share plan, which imposes restrictions on disposal of those shares for
three years from allotment unless the employee ceases employment with WCB
earlier.

the holders of such issued capital.

*' Murray Goulburn Bidder's Statement, 32.

%2 Murray Goulburn Bidder's Statement, 35.

25390902.
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Shareholder

The top 20 shareholders of WCB, as set out in the Annual Report for WCB for FY2013
and updated by subsequent ASX shareholder disclosures, are as follows:

Number of ordinary shares

Bega Cheese Limited 10,007,290
Murray Goulburn Co-operative Co Limited 9,661,981
Lion - Diary & Drinks Ltd, Lion Pty Ltd and 5,596,950
subsidiaries, and Kirin Holdings Company, Limited

Est Thomas C Gall 759,200
Mr John Andrew Gall 625,999
Geoffrey Charles Marsh 600,000
Bernard James Kavanagh 596,809
Chalmsbury Nominees Pty Ltd 552,188
J & H Renyard Pty Ltd 545,278
RBC Investor Services Australia Nominees Pty Ltd 440,399
Keith Allan Bonnett & June Maree Bonnett 407,593
Myrtle | Gall 406,075
J & K McKinnon Pty Ltd 384,636
Donald J Gall 373,657
J P Morgan Nominees Australia Limited 330,035
J & K McKinnon Pty Ltd 325,000
Parsley Investments Pty Ltd 300,000
Mrs Elizabeth Marie Murphy 295,485

‘Form S’ — Application by Murray Goulburn for Merger Authorisation

page 15



NS
N

7
I\

N

2.3

59

2.4

60

61

62

HERBERT

SMITH

FREEHILLS
Shareholder Number of ordinary shares
Myrtle | Gall & John A Gall & Donald J Gall 281,812
Myrtle | Gall 280,000

Provide details of all related bodies corporate of the body corporate whose shares

or assets are to be acquired by the Applicant.

The related bodies corporate of WCB are as follows: >

Name of subsidiary Percentage held by Warrnambool

The Warrnambool Cheese and Butter Factory 100%
Company Limited (ACN 004 032 053)

Australian Dairy Products Pty Ltd 100%
(ACN 076 753 341)

Warrnambool Milk Products Pty Limited 100%
(ACN 007 090 315)

Protein Technology Victoria Pty Ltd 100% (indirectly)
(ACN 050 242 478)

In the case of a person (other than a body corporate) whose assets are to be
acquired:
(a) Name and address of the person.

Not applicable.

(b) Describe the business or businesses carried on by the person including
the products and services the person supplies.

Not applicable.
(c) Describe the assets to be acquired.

Not applicable.

¥ WCB Annual Report 2013, 71.

25390902.
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25390902.

Outline the nature and details of the contract, arrangement, understanding or
proposal for the acquisition and, if applicable, the public offer document, and
provide a copy of any relevant contract, document or public offer document.

Murray Goulburn is offering to acquire all WCB shares via an off-market takeover bid with
all-cash consideration of $9.50 per share. The WCB shares to be acquired include WCB
shares issued during the offer period whether due to the conversion of Warrnambool
Performance Rights or otherwise.

A copy of Murray Goulburn’s Bidder’'s Statement dated 28 November 2013 is provided
with this form. The document is the statement of Murray Goulburn under Part 6.5 Division
2 of the Corporations Act.

Murray Goulburn’s offer is subject to a number of conditions set out in section 9.7 of its
Bidder’s Statement dated 28 November 2013, including (among others):

(@) no objection by the ACCC or granting of authorisation by the Australian
Competition Tribunal in relation to the proposed transaction;

(b) Murray Goulburn having a relevant interest in greater than 50% of WCB by
close of the increased offer;

(©) no material new acquisitions, disposals or other commitments by WCB beyond
certain financial thresholds; and

(d) no material adverse change or prescribed occurrence events occurring with
respect to WCB.

Murray Goulburn’s off-market takeover bid will proceed according to the timeframe
prescribed under section 633(1) of the Corporations Act.

Given that Murray Goulburn’s Bidder’s Statement was lodged with ASIC (and WCB and
ASX) on 28 November 2013, the earliest time at which Murray Goulburn can send its
Bidder’'s Statement to WCB shareholders (and therefore make offers capable of
acceptance) is on 13 December 2013.

A contract for the acquisition of shares is formed between Murray Goulburn and a WCB
shareholder once that shareholder accepts Murray Goulburn’s offer by completing and
returning the offer acceptance form.

Murray Goulburn’s offer closing date will be determined and made public on the day that
Murray Goulburn’s Bidder’s Statement is sent to WCB shareholders (with the offer closing
date contained in that version of the Bidder's Statement). Murray Goulburn can extend its
offer in accordance with section 650C of the Corporations Act.

As specified in clause 9.6 of Murray Goulburn’s Bidder’'s Statement dated 28 November
2013 (and as governed by the Corporations Act), Murray Goulburn will provide the
consideration due to a WCB shareholder who has accepted the offer on or before the
earlier of:

(@) one month after the date of acceptance or, if the offer is subject to a defeating
condition when the offer is accepted, within one month after the offer becomes
unconditional; and

(b) 21 days after the end of the offer period.

If Murray Goulburn and its associates have a relevant interest in at least 90% of the WCB
shares, Murray Goulburn proposes to compulsorily acquire to all outstanding WCB
shares. The compulsory acquisition process following a takeover bid is governed by Part

‘Form S’ — Application by Murray Goulburn for Merger Authorisation
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6A.1 (Division 1) of the Corporations Act and Murray Goulburn would conduct any
compulsory acquisition process in accordance with those sections.

Provide details of the commercial rationale for the acquisition and copies of all
documents that were prepared specifically for the purpose of evaluating the
proposed acquisition with respect to the market(s) affected and the nature of those
effects.

The principal benefits perceived by the Murray Goulburn Board and Executive to
underpin Murray Goulburn’s rationale for pursuing the WCB acquisition are set out below:

€) Access to substantial milk volumes: The acquisition will deliver a substantial
increase in the milk pool available from a stable milk supply region in Victoria.
WCB has stated that it has assumed that in FY2014 its milk intake will be 802
million litres.>* Murray Goulburn expects to hold most of these suppliers,
although WCB'’s suppliers are not contractually tied to WCB and are free to
choose the processor to which they sell their milk.*® This volume of milk would
represent a substantial addition to Murray Goulburn’s existing milk pool,
bringing its total milk volumes to about 4 billion litres (FY14).

(b) A strategic processing asset: Murray Goulburn understands that WCB has a
good quality and relatively efficient facility in its Allansford plant with some peak
and off peak period capacity. Although the facility is not new, and Murray
Goulburn has not had an opportunity to undertake due diligence, it is
understood to be well maintained and operationally efficient. The Allansford
plant produces cheese, milk powders, butter, daily pasteurised milk and
nutritional supplements. In particular WCB has significant cheese making
facilities which are not available at Murray Goulburn’s Koroit plant. This
Allansford plant will provide Murray Goulburn with additional facilities which
complement Murray Goulburn’s growth initiatives and potentially reduce the
need for capital expenditure.®®

(c) Product optimisation and diversification opportunities: Murray Goulburn
considers that a number of opportunities will arise from the WCB acquisition to
optimise and diversify its operations. Specifically, Murray Goulburn considers
that these potential opportunities include the foIIowing.5

. Cheese: all of Murray Goulburn's cheese is currently produced in
northern Victoria from its plants at Cobram and Rochester. WCB has
substantial cheese product at its Allansford

The WCB acquisition will
also enable Murray Goulburn to produce cheese from two regions,
which will help manage any supply issues within one region. Demand
for retail and foodservice cheese (domestic and international) means
the additional bulk cheese sourced from WCB could be converted into
value added products for supply to retail and foodservice customers at
potentially higher margins. Murray Goulburn envisages that it could

* Noonan, DMN13.

*® Noonan, 18(a).
% Noonan, 18(c).

%" Noonan, 18(c).

25390902.
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leverage its existing customer base in retail and food service to obtain
these higher margins.>®

Infant nutritional ingredients: WCB currently produces important
ingredients used in the production of infant formula such as GOS
(galactooligosaccharide) and the very high value product, lactoferrin.
Murray Goulburn currently produces lactoferrin, but not GOS. The
WCB acquisition means that Murray Goulburn will acquire an
expanded source of key ingredients used in the manufacture of infant
formula.®

. Production flexibility: The larger milk pool and additional plant
capabilities obtained by the WCB acquisition will enable Murray
Goulburn to optimise product mix in response to movements in dairy
commodity prices thus aIIowinG(% it to swing production to higher
products with higher margins.

Global scale and export growth opportunities: the WCB acquisition adds
significantly to the scale of Murray Goulburn’s operations and will move it into
the top 20 global dairy processors ranked by milk intake. Murray Goulburn
expects that this increased scale and efficiency will enhance its ability to
leverage its existing relationships with premium customers to offer more
innovative products.®

Significant operational synergies: the WCB acquisition is expected to result
in substantial on-going synergies which are discussed in more detail in section
21. A summary of the total synergies

%% Noonan, 18(c).
% Noonan, 18(c).
% Noonan, 18(c).
® Noonan, 18(c).
62 Noonan, 18(d).

% Noonan, 18(e).

25390902.
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Complementary to existing Murray Goulburn capex and growth
aspirations: the WCB acquisition is expected to complement some of Murray
Goulburn’s strategic investment projects and may reduce some capital
expenditure. These include, for example, the projects identified in the following
table. While Murray Goulburn considers that substantial savings are likely to
arise from these benefits,

Murray Goulburn did not include them in the assessment of
likely synergy savings because Murray Goulburn have not been able to
undertake due diligence on WCB and Murray Goulburn have therefore adopted
a conservative approach to the assessment of :synergie:s.64

Project Status of Murray Impact of WCB acquisition
Goulburn’s
Project/initiatives

Pasteurised milk 10 year contract with WCB'’s 30 million litre fresh milk

(Coles contract) Coles. Factories to business provides opportunities for
service contract due for operating expenditure synergies
completion by July by consolidating volumes into one
2014. Initial total of Murray Goulburn’s factories.

volumes from these
factories are expected to
be

% Noonan, 18(f).

25390902.
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Project Status of Murray Impact of WCB acquisition
Goulburn’s
Project/initiatives

73 Murray G

oulburn also considers that its acquisition of WCB will achieve the following

benefits: *®

Creation of Australia’s leading integrated dairy food company:
- Forecast annual revenues in FY2014 of $3.2 billion;

- Annual milk intake in excess of four billion litres from more than 3,000
suppliers;

- Nine processing facilities employing almost 2,500 people
predominately in rural and regional Australia;

- Approximately one million tonnes of annual dairy production
consisting of domestic and export ingredients products, domestic and
export retail products, and nutritionals;

- Diversified upstream production base in Australia’s best producing
dairy regions;

- Export sales of $1.4 billion in FY2013, to customers in more than 60
countries;

Necessary scale, market reach and efficiencies to capture the benefits of an
historic growth opportunity created by the emerging affluence of Asian
consumers.

100% Australian farmer control, ensuring the benefits accruing from the
combination will flow to farmer suppliers and their respective communities.

Maintaining of key co-operative objectives, being the maximising of total farm
gate returns for local dairy farmers in contrast to the objective of maximising
dividends to foreign shareholders.

Capacity and capability to leverage leading domestic and international brands
including Devondale, Murray Goulburn, Liddells, Cobram, Great Ocean Road
and Sungold to new domestic and international markets.

Resolute focus on the success and best interests of its operating areas in
Australia’s principal dairy regions, which will encourage and drive further
investment in the domestic dairy sector and local communities, in contrast to the
risk of being sidelined as a minor participant in a large multinational.

% Noonan, DMNL1.

25390902.
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. Substantial opportunities for existing WCB and Murray Goulburn employees in
an enlarged group with national and global reach.®®
3.3 Indicate whether the acquisition involves proposed ancillary arrangements and
describe the proposed arrangements.
74 Not applicable.
4 Background information
4.1 Describe the industry sector(s) to which the acquisition relates.
75 The acquisition takes place in the dairy industry. This section describes:
€) The production and supply of raw milk; and
(b) The processing of milk and manufacture of dairy products.
Production and supply of raw milk
Milk production in Australia
76 The Australian dairy industry is Australia’s third largest agricultural industry, being worth
over $4 billion per year.67 Dairy farming is well-established in all temperate and some
sub-tropical areas of Australia.®®
77 South Eastern Australia, which comprises Victoria, Tasmania, South Australia and
soutrggrn New South Wales, currently produces approximately 75% of Australia’s raw
milk.
78 Between FY2002 and FY2012:
€)) Australia’s production of milk has significantly declined, from 11.271 billion litres
to 9.48 billion litres; "
(b) Australia’s number of dairy cows has significantly declined from 2,123,000 cows
to 1,630,000 cows; "
(c) In Victoria and South Australia, the number of dairy cows has significantly
declined from 1,437,000 cows to 1,136,000 cows;’* and
(d) Victoria’s total dairi farm area has siinificantlr reduced from |||
79 The table below summarises the number of dairy cows, the milk yield per cow, and milk

production in Australia for FY2013:

% Extracted from Murray Goulburn’s ASX announcement dated 18 October 2013 in respect of its initial takeover offer to
purchase WCB for $7.50 per share (attached RAP57).

" Poole, 101.

% Statement of Christopher Phillips (Phillips), 24.

% phillips, 25.

™ ABARES statistics; Poole, RAP20, 103; Phillips, 154.
™ ABARES statistics; Poole, RAP20, 103. Phillips, 63.
72 ABARES statistics; Poole, 103, RAP20.
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Financial year Dairy cows ‘000 Milk yield per cow Milk production
(L) (billions of litres)
2001-02 2,123 5,309 11.271
2002-03 2,050 5,038 10.328
2003-04 2,038 4,944 10.076
2004-05 1,942 5,215 10.127
2005-06 1,880 5,367 10.089
200607 1,796 5,336 9.583
2007-08 1,640 5,624 9.223
2008-09 1,676 5,602 9.388
2009-10 1,596 5,653 9.023
2010-11 1,589 5,727 9.101
2011-12 1,630 5,816 9.480
2012-13 1,650 5,575 9.200
80 The production of raw milk in Australia is expected to increase to approximately 9.4 billion
litres in FY2014.™
81 The key factors that have contributed to Australia’s decline in milk production since 2002
have been:
€)) The deregulation of daily pasteurised drinking milk production and supply in
2000, which removed milk quotas and guaranteed raw milk prices, and led to
lower raw milk prices for dairy farmers;
(b) Droughts in 2003, 2004, 2006 and 2007, and floods and cyclones in 2005 and
2011;
(c) The global financial crisis in 2008, and significantly lower global dairy
commodity prices.”
™ Poole, 102
™ Phillips, 67.

25390902.
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These factors in particular have contributed to significantly lower farmer confidence, and
in 2013, over 40% of dairy farmers surveyed b%/ Dairy Australia said that they had no plan
to expand milk supply in the next three years.’

[00]

3 Although there have been significant reductions in Australian dairy production over the
past decade, there is potential in south eastern Australia to convert additional land to
dairy farming and to increase dairy production.

Comparison with milk production in New Zealand
84 By contrast, in New Zealand, between FY2002 and FY2012:

(a) New Zealand’s production of milk has significantly increased, from 13.607 billion
litres to 19.129 billion litres;"®

(b) New Zealand’s number of dairy cows has significantly increased from 3,692,703
cows to 4,634,226 cows;’’ and

(c) New Zealand'’s total dairy farm area has significantly increased from 1.4 million
hectares to 1.64 million hectares.”®

85 Although milk production in Australia declined between FY2002 and FY2012, and over
the same period, milk production in New Zealand increased, milk productivity has
increased in both countries during thatgperiod at approximately the same rate. Further,
milk productivity is higher in Australia.” In this context, milk productivity refers to milk
yield per cow, as recorded in the tables following paragraphs [90] and [101].

86 The contrast between Australian and New Zealand milk production over the last 10 years
is captured in the following charts. This demonstrates that Australian dairy production
declined by nearly 2% p.a., Australian exports are down by 40% over the last decade and
Australia’s share of the global export market has halved from 15% to 8%.

™ Phillips, 169.

"® Dairy New Zealand, New Zealand Dairy Statistics 2011/12; in addition see Report of Michael Craig Norgate at 3.1.4 in
relation to New Zealand’s milk production in 2000/2001.

" Dairy New Zealand, New Zealand Dairy Statistics 2011/12.
"8 Dairy New Zealand, New Zealand Dairy Statistics 2011/12.
™ Dairy New Zealand, New Zealand Dairy Statistics 2011/12.
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AUSTRALIAN AND NEW ZEALAND DAIRY PRODUCTION AND EXPORTS*

Dairy production

Billion Litres of Milk
20
18 New Zealand
16
14 ¢

12

8
6 F
4+

2

0

CAGR

2002-12

3.5%

10 ,\w (1.7%)

2002 2004 2006 2008 2010 2012

*  Allfigures are for June year-end

Dairy exports**

Index of export volumes (100=2002)

100 100

2002

37%
144

New
Zealand

Australia

2012 2002 2012

** Export volume index includes milk powder, cheese, butter, casein and other dairy products on a milk equivalent basis
*** Estimated share of global milk, whole milk powder, skim milk powder, cheese, butter and casein exports on a milk equivalent basis

Source: ABARES:; Dairy NZ; Dairy Australia

The table below summarises the number of dairy cows, the milk yield per cow, and milk
production in New Zealand for each financial year from FY2002 to FY2012:

Percent of global export volumes

Financial year Dairy cows Milk yield per cow Milk production
L) (billions of litres)
2001-02 3,692,103 3,680 13.607
2002-03 3,740,637 3,720 13.906
2003-04 3,851,302 3,737 14.599
2004-05 3,867,659 3,574 14.103
2005-06 3,832,145 3,763 14.702
2006-07 3,916,812 3,791 15.134
2007-08 4,012,867 3,567 14.745
2008-09 4,252,881 3,710 16.044
‘Form S’ — Application by Murray Goulburn for Merger Authorisation
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Financial year Dairy cows Milk yield per cow Milk production
L) (billions of litres)

2009-10 4,396,675 3,642 16.483
2010-11 4,528,736 3,829 17.339
2011-12 4,634,226 4,128 19.129
Processing milk and manufacturing dairy products

88 There are dairy processing plants operating in all state of Australia.®

89 The main finished dairy products and ingredients manufactured from raw milk are daily

pasteurised milk, UHT milk, cheeses, butters, milk powders, whey powders, milk fats,
speciality milk proteins and nutritional products (including infant formula).®*

90 Common elements in processing raw milk and manufacturing dairy products include:
(a) Collecting raw milk from farmers and keeping it cool;
(b) Testing raw milk for any harmful microorganisms; and
(c) Heat treating raw mi_Ik (either_pasteurising it or subjectigg it to ultra heat
treatment to extend its shelf-life) to destroy pathogens.
91 After the raw milk is heat treated, it can be put through different processes depending on
the end product being produced. For example:
€) Pasteurised milk may be centrifugally separated into cream and skim milk;
(b) Cream may be further processed by churning it into butter;
(c) Pasteurised milk may be standardised, evaporated and spray dried into full

cream milk powder; and

(d) Pasteurised milk may be standardised, given start and coagulant addition, and

by having the curds separated from the whey, turned into cheese.®

An exhaustive list of the processes and dairy end-products that can be made with raw
milk is graphically depicted in the following flowchart.®

& phjllips, 24.

& Mentiplay, 11.

8 Mentiplay, 12-14.
8 Mentiplay. 14-15.
8 Beniston, 24, MB1.
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Dairy INGREDIENTS

NORTHERN TERRITORY

Whole Milk ®

Evap and |5 Spray Drya Demineralised Whey Powder
Crystallisation 70 and 90)

Ultrafiltrati Evaporation Spray Drying "Whey Protein Concentrates
‘ }TA it (WPC 35,50 and 80)
‘ Ton Exchange }—H Drying I—){W’h:y Protein Isolates|

‘Whey Permeate Evaporation and Drying Jeeees] Lactose |
Crystallisation ey

Ton Exchange
and Ehation

|

Because most dairy products use only components of whole raw milk, or are by-products
of other dairy products, there is an interdependence of product volumes for many dairy
products. For example:

@)

(b)

Increased production of skim milk and its derivative products increases the
production of cream (because it is made by centrifugally separating cream from
the skim milk); and

Decreased production of butter will increase the volume of cream available for
supply

Producing the same volume of different dairy products also may require different volumes
of raw milk. For example:

@

(b)

More raw milk is required to produce 250g of skim milk powder as compared
with infant nutrition powder, because additional ingredients such as whey,
casein, vegetable oils, lactose, vitamins and minerals are required to produce
infant nutrition powder; and

More raw milk is required to produce 250g of butter as compared with 2509 of
Swiss- style yoghurt, because fruit, sugar, starch, pectin and gelatin is added to
the latter.®

Because of fluctuations in raw milk production throughout the year, processing plants are
not used in a uniform manner all year round. Processing plants, or parts of plants, are
regularly ‘wound down’ and ‘wound up’ each year, and the winding down or up process

% Beniston, 24.

& Mentiplay, 16.
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takes approximately 2 to 3 months lead time to organise, and involves managing labour
and maintenance of the plants.87

Most Australian dairy processors are able to adjust their production of dairy ingredient
products according to demand trends in Australia and in international markets.

Describe the area(s) of overlap in the operations of the Applicant and Target and
any related bodies corporate (the merger parties).

Murray Goulburn and WCB principally overlap in the following broad areas:

€) The collection of raw milk in south east Australia, especially in Victoria and
South Australia;

(b) The manufacture of processed and semi-processed dairy products in south
eastern Australia, particularly in western Victoria; and

(c) The wholesale supply of certain processed and semi-processed dairy products
in Australia.

The collection of raw milk

Historically, Murray Goulburn has treated its raw milk collection as spanning three
regions, being the regions where it purchases the majority of its raw milk:

@) North, which comprises northern Victoria and the Riverina region of New South
Wales;

(b) West, which comprises south-western Victoria and South Australia; and

(©) Gippsland, which comprises the Gippsland region of Victoria.

There is, however, no technical or operational reason to adopt any rigid division between
these regions.

In Tasmania, Murray Goulburn does not collect raw milk from farmers directly, and
instead purchases it from a joint venture, Tasmanian Dairy Products.® Murray Goulburn
processes approximately 180 million litres of milk in Tasmania via its Edith Creek site and
Tasmania Dairy Products.*

From June 2013 onwards, Murray Goulburn has also commenced collecting milk in
central and northern New South Wales, and expects to acquire *
litres during FY2014.*

During FY2013, Murray Goulburn acquired the following volumes of raw milk from farmer
suppliers in each relevant region: %

8 Mentiplay, 44.

% Beniston, 49.

8 McDonald, 20.

“ poole, 112.

! Poole, Confidential Exhibit RAP16.
2 Poole, Confidential Exhibit RAP16.
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101 WCB acquires approximately 9.5% of Australia’s milk supply and, like Murray Goulburn,
collects milk from farms located in south eastern Australia (particularly in South Australia
and western Victoria). The areas in which Murray Goulburn and WCB’s milk Erocurement
overlaps is in the map in RAP30. The relevant section is reproduced below.’

2 ]

|

/
Farm area in which
both MG and WCB NEW SOUTH WALES
have farmer !
suppliers
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102 The map, which is reproduced below, shows the location of dair;gfrocessing plants

operated by Murray Goulburn, WCB and other dairy processors.

% poole, 115, 120, RAP30.
% Mentiplay, KM9.
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Location of milk processing plants in South Eastern Australia
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103 Raw milk may be processed at a plant in the area in which it is supplied, or it may be
transported to a different area for processing.95 Raw milk from a farm in a particular area
may not be processed by the processor with whom the supplier has a supply agreement.
Instead, it may be processed by another processor under a “milk swap” arrangement, or
otherwise sold to another processor.96 Because milk is regularly transported and
swapped between processors, both within regions and inter-regionally, a processor does
not need to have a processing plant in the same area as the farm from which milk is
supplied. For more information on milk swaps, see the response to question 4.4 below.
The manufacture of processed and semi-processed dairy products
Murray Goulburn’s processing plants
104 Murray Goulburn has six processing plants in Victoria and one processing plant in
Tasmania, as set out below:
Location of plant Products manufactured
Cobram (north Victoria) Infant formula
Speciality ingredients
Cheese (bulk & retail)
Whey powder
Whey protein concentrate
whey protein isolate
Lactose
Specialty whey proteins
Rochester (north Victoria) Cheese
Full cream milk powder
Whey powder
* Poole, 142.
*® Poole, 142
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Location of plant Products manufactured
Whey protein concentrate
Lactose
Specialty powders
Kiewa (north Victoria) Cream Cheese
Retail milk / cream
Koroit (south-western Victoria) Full cream milk powder
Fat filled milk powder
Skim milk powder
Anhydrous milk fat
Butter and milk protean concentrate
Toddler formulas
Leongatha (Gippsland) Butter
Retail butter / spreads / cream
UHT products
Casin/casinates
Milk protein concentrate
Whey powders
Lactoferrin
Milk minerals
Maffra (Gippsland) Skim milk powder
Butter milk powder
Anhydrous milk fat
Butter
Speciality ingredients
Calf milk replacer
Edith Creek (Tasmania) Speciality UHT products
105 Murray Goulburn has committed to building a milk processing plant at Laverton in
Melbourne and a further milk processing plant at Erskine Park in Sydney. These plants
are expected to be operational by mid-2014.°%"
106 Murray Goulburn has an integrated logistics centre located at Laverton North and a global
distribution centre (including for frozen products) located at the Port of Melbourne.*®
107 Murray Goulburn’s products are stored at its distribution centres until they are picked up

as part of a customer order. Once an order is made, the products are transported from
the distribution centres to a customer’s location or the customer’s own distribution centre,
either by truck or train (for domestic transport) or by ship (for international transport).99

" Mentiplay, 28.
% Statement of John Barnett (Barnett), 7.

° Barnett, 8.
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The transportation chain described above is the process that is undertaken for the vast
majority of Murray Goulburn’s products. However, there are instances where Murray
Goulburn supplies its finished products on a different basis. Those instances include the
transportation of products from:

€) processing facilities direct to customers;

(b) processing facilities to other Murray Goulburn processing facilities; and

(c) processing facilities to processing facilities operated by another dairy
producer.'®

The transportation of products described in (b) and (c) above relates to ingredient
products that are to be incorporated into other dairy products.

WCB'’s processing plants
WCB has been processing plants, both located in western Victoria and South Australia.

The foll(o);/ving table summarises the production capability of WCB’s Australian processing
plants:

Location Products

Allansford (Victoria) e Bulk Cheddar
e Powders — whey, SMP
e Milk

e Butter & Cream

Mil Lel (SA) Retail Cheese

The supply of processed and semi-processed dairy products in Australia

Supply of finished dairy products

The broad categories of finished dairy products that Murray Goulburn supplies to grocery
retailers, food services wholesales, and route outlets in Australia are:

€) cheese;

(b) UHT milk;

(c) butter / spreads;

(d) daily pasteurised milk;

(e) flavoured milk;

) dairy desserts and yoghurts;
(9) milk powder; and

10 Barnett, 9.

101

Barnett, 10.

192 Mentiplay, 67-68.
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(h) cream (fresh and UHT).103

113 Although WCB is predominantly involved in the supply of bulk ingredients, it also supplies
finished dairy products. For example, WCB supplies cheese products, daily pasteurised
milk and flavoured milk in Australia.*®*

Q) Cheese (minor overlap)

114 Cheese is derived from milk through a process that involves the addition of heat and the
enzyme, rennet, which causes coagulation. The curds are separated from the whey and
pressed into final form. There are a number of varieties of cheese, including cheddar and
cheddar style cheeses, washed rind, blue, white mould, fresh unripened, processed (a
blend of natural cheddar of different ages, melted and cooked with emulsifying salts and
water), as well as reduced fat cheese varieties.'*

115 Murray Goulburn is a substantial supplier of both branded and private label cheese
products to grocery retailers and food service customers. The principal cheese products
supplied, both branded and private label, are block cheese, shredded cheese and
processed cheese. Murray Goulburn also supplies cheese slices.*®

116 In relation to Murray Goulburn’s supply to grocery retailers, package sizes include 2509,
6259 and 1kg blocks, 550g and 600g shredded packets and 200g slices. Varieties
supplied include: Light, Mild, Tasty, Vintage and Colby Cheddar, Cobram Vintage
Cheddar as well as Mozzarella. Murray Goulburn also supplies Liddells lactose free
cheese in 250g blocks and shredded.™’

117 In relation to food service supply, packaging ranges from 250g, 500g and 1kg to larger
sizes such as 6kg, 10kg, 20kg and bulk bins. Primary products include Tasty, Vintage,
Light, Mild, Mature and Colby Cheddar as well as mozzarella and pizza cheese. Murray
Goulburn also supplies other cheeses to food service customers, including cream
cheese, parmesan, romano, mascarpone and liquid cheddar.'®

118

119 WCB produces its own branded cheese product, Great Ocean Road (supplied to Coles).
It is not a high selling product.**

(i) UHT Milk (no overlap)

120 Long life milk is heated to a higher temperature than daily pasteurised milk. This results in
a greater reduction in bacteria and heat resistant enzymes in comparison to milk that
undergoes pasteurisation — giving it an extended shelf life. There is both branded and
private label UHT milk available. Typical varieties are white UHT milk — full cream,
reduced fat and skim, and flavoured UHT milk. In addition, lactose-free and added
calcium UHT milk products are available, as well as non-dairy UHT milks, including soy

1% Scott, 34.

1% Scott, 200.

1% Scott, 36.

1% Scott, 38.

97 Scott, 45.

1% Scott, 48.

1% Scott, 50.

19 Scott, 41.
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UHT nllllk UHT milk is generally supplied in packaging that ranges from 200 millilitres to 2
litres.

Murray Goulburn supplies varieties of white and flavoured UHT milk. It also supplies
lactose-free UHT milk under its Liddells brand. Murray Goulburn does not supply soy
UHT milk. ™

k 113

WCB does not supply UHT milk.
(iii) Butter and spreads

Butter is made through separating cream from milk, churning the cream until it thickens,
and adding water and salt. There are many varieties of butter, including salted butter,
unsalted butter, cultured butter and clarified butter, which is almost pure milk fat and used
mainly in cooking. 114

Spreads are a mixture of butter and edible vegetable oils making the mlxture spreadable
directly from the refrigerator. Spreads generally retain the taste of butter.

Murray Goulburn supplies:

€)) Devondale and private label butter to grocery retailers;
(b) Devondale and private label spreads to grocery retailers; and
(c) butter and spreads to food service customers.™*®

Murray Goulburn is not aware of WCB supplying retail butter or spreads in Australia.™’
(iv) Daily pasteurised milk (minor overlap)

Daily pasteurised milk is milk which has been pasteurised, that is, undergone a process
whereby it is partially sterilised. There are a number of varieties of daily pasteurised milk,
including full cream, fat reduced and skim m|Ik and there are both branded and private
label daily pasteurised milk varieties available.*

Murray Goulburn supplies daily pasteurised milk from its facility in Kiewa to:

(@)

(b)

(c) approximately 10 million litres of Kiewa and Devondale branded milk in the
Kiewa Valley via the route trade.™®

, Murray

Goulburn has recently secured a ten year contract for the supply of private label dail
pasteurised milk to Coles (to come into effect 1 July 2014).“

1 geott, 55.

112

113

Scott, 58.
Scott, 63.

14 Seott, 74

115

116

Scott, 75
Scott, 78

17 Seott, 84

M8 Scott, 92.

119
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Murray Goulburn is in the process of building facilities in Laverton, Victoria and Euston
Park, New South Wales that will allow it to manufacture milk efficiently for this upcomlng
contract. Both facilities are located within five kilometres of Coles’ distribution centres.

130 WCB supplies Sungold and Great Ocean Road milk, and some private label milk.'*
(v) Flavoured milk (minor overlap)
131 There are two broad categories of flavoured milk — daily pasteurised flavoured milk and

UHT flavoured milk (of which there are soy based varieties). Flavoured milk is generally
supplied in packaging that ranges from 200 millilitres to 2 litres. 122

132 In relation to daily pasteurised flavoured milk, Murray Goulburn supplies:

(a) small grocery shops and cafes/takeaway shops in the Kiewa Valley with
flavoured daily pasteurised milk in 600 millilitre packaging; and

133 In relation to UHT flavoured milk, Murray Goulburn supplies grocery retailers throughout
Australia with milk Devondale branded in 1 litre packaging as well as its ‘Moo’ branded
flavoured milk product which is sold in 200 millilitre packets of six and generally targeted
at children.***

134 WCB supplies small volumes of flavoured milk.'*
(vi) Dairy desserts (no overlap)
135 Dairy desserts comprise a range of fresh and UHT-based custard products.126
136 Murray Goulburn currently supplies:
(@)
(b)
137 Murray Goulburn is not aware of WCB supplying dairy desserts in Australia.*?®

(vii) Yoghurt (no overlap)

138 Yoghurt is a type of cultured dairy food. It is made by the addition of live starter cultures
to milk. These bacterial cultures cause fermentation of lactose. There are a number of
types of yoghurt, including natural, Greek-style, flavoured, full cream, low fat and no fat
varletles Additionally, yoghurt is sold in many sizes, ranging from 140 gram tubs to 1 kg
tubs.*

120 Scott, 97.

21 scott, 101.
122 Scott, 102.
123 Scott, 111.
124 Scott, 122
125 Scott, 115.
126 Scott, 119.
27 scott, 125.
128 Scott, 126.

129 Scott, 130.

25390902. ‘Form S’ — Application by Murray Goulburn for Merger Authorisation page 35



N

—
RS

7N

139

140

141

142

143

144

145

146

147

148

HERBERT
SMITH
FREEHILLS

Murray Goulburn has entered into a joint venture with Danone through which Murray
Goulburn supplies milk to Danone for its yoghurt production. Danone’s manufacturing
lant is located at Murray Goulburn’s Kiewa facility.
|

Murray Goulburn is not aware WCB supplying yoghurt in Australia.**!
(viii) Milk powder (minor overlap)

Milk powder is made by evaporating milk to dryness. It has a far longer shelf life than
liquid milks and, due to its low moisture content does not require refrigeration. There are
full cream and skim varieties of milk powder

Murray Goulburn supplies the following milk powder products:

(a) Devondale branded and private label milk powder in 2kg bags for grocery
retailers; and

(b) milk powder products to food service customers.™*
Murray Goulburn is not aware of WCB supplying milk power in Australia.
(ix) Cream (minor overlap)

Cream is the fat component of milk. During production, centrifugal force is used to
accelerate the separation of the cream from the milk which is placed in large vats. There
are a number of varieties of cream including, reduced fat, double cream, pure cream,
thickened cream (which contain additives that act as thickening agents), whipped and
clotted cream. In addition, UHT cream (which has undergone ultra heat treatment to
extend its shelf life) is available for sale in vacuumed sealed cartons. Cream has many
uses, including as an accompaniment to desserts or fruit, a filling in desserts and it is
used in sauces."

Murray Goulburn supplies:

(a) Devondale branded fresh cream;

(b) private label fresh cream; and

(c) UHT cream.™

Murray Goulburn is not aware of WCB supplying cream in Australia.

Supply of bulk ingredients

Murray Goulburn produces a comprehensive range of bulk ingredient products. In the
2013 financial year, Murray Goulburn produced approximatel)* of

ingredients, which it supplied in Australia and to approximately 50 export markets.

The Ingredients portfolio can be divided up along a value continuum, with commodity
products at the low end of the continuum and specialty Ingredients at the upper end.
Murray Goulburn’s strategic objective is to produce as many products at the upper end of
the continuum as possible. Of the milk that is processed by Murray Goulburn into bulk

130

Scott, 131.

31 Seott, 143.

132

133

Scott, 138.
Scott, 143.

13 Scott, 145.

%5 Scott, 152.
1% Beniston, 25, 26, 29, 32, 36.
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ingredients, approximately - currently goes into the production of base commodities,

and is produced into customised, value add or specialty ingredients. 137
149 Murray Goulburn supplies the following bulk non-liquid ingredients (moving from the lower
end of the value spectrum to the higher end of the value spectrum):
€) base commodities, which are products that include little or no product
differentiation and limited supply security;
(b) customised ingredients, which include minor product differentiation and higher
supply security;
(c) value add ingredients, which are characterised by significant differentiation, high
supply security and high levels of customer service;
(d) nutritionals, which include infant, toddler and adult milk formulas; and
(e) specialty mgredlents which are characterised by the highest product
differentiation.*
150 Murray Goulburn also supplies bulk liquid ingredients, mcludlng bulk cream, skim milk,
semi-skim milk, wholemilk concentrate and milk permeate.**
151 WCB currently provides a range of bulk ingredients products in Australia, including
cheese, skim milk powders, butter milk powders, butter and whey protein concentrates.
152 Both Murray Goulburn and WCB currently supplies bulk cream into Victoria and South

Australia. The projected volumes and estimated shares in the supply of bulk cream for
FY2014 are contained in the table below:

Company Volume (tonnes) Volume share

137 Beniston, 41.
128 Beniston, 25, 26, 29, 32, 36.

1% Beniston, 41.
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Company Volume (tonnes) Volume share

153 WCB does not currently supply bulk processed milk to customers located in Australia.

154 Murray Goulburn supplies a small volume of Nutritional products in Australia. Murray
Goulburn does not believe that WCB currently supplies equivalent products in Australia.

155 There are no geographical limitations on where Murray Goulburn is able to transport
finished products, either domestically or internationally, so long as the shelf life of the
products are managed. However, Murray Goulburn does not transport many products

with a short shelf life, save for yoghurts, which have shelf life of approximately 21 days.140

156

140 Beniston, 42, Barnett 42.
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141 Barnett, Confidential Annexure JWB5.
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WCB produces a total of over 130,000 tonnes of dairy products per year that are sold in
Australia and to various customer from over 40 countries around the world.**

WCB also ships a substantial amount of its products overseas. Approximately 46% of

WCB'’s FY13 sales by value were exported, largely to Asian markets and the Middle East,

plus sales to the United States, Europe and South America. **3

WCB would require similar distribution capabilities and facilities as Murray Goulburn in
order to transport its dairy products both domestically and internationally.

Murray Goulburn has capacity for further storage and distribution of products both
domestically and internationally, and the ability to increase its capacny * The domestic
and international distribution of dairy products would overlap. The proposed merger
would enable Murray Goulburn to consolidate the two distribution networks 1

Provide details of any acquisitions made by the merger parties and any other
acquisitions made in the industry sector(s) during the past five years.

The table below identifies acquisitions made in the dairy industry since 2008:**

2008 DFG/ Australian Cooperative Foods demutualisation

Bega purchase of De Cicco Industries

2009 National Foods purchase of DFG
2010 The post-GFC share acquisitions in WCB by Murray Goulburn and Bega
2011 The restructuring of National Foods into Lion Dairy and Drink

Bega'’s stock exchange listing and full purchase of Tatura

Lactalis’ purchase of Parmalat

Neither Murray Goulburn nor WCB has acquired another Australian dairy processor in the
last five years. In 2006 Murray Goulburn purchased Classic Foods, a packer of UHT
foods and drinks, in Tasmania.

142

143

WCB Target Statement regarding Saputo’s offer, 44
WCB Target Statement regarding Saputo’s offer, 44

144 Barnett, 37-39.

145

Barnett, 59.

8 phillips, 27.
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Provide details of any existing vertical or horizontal relationships between the
merger parties and related bodies corporate.

Swaps and commercial sales between competitors

Murray Goulburn enters into inter-regional as well as intra-regional exchanges of raw milk
with other dairy companies. As described earlier, a swap occurs when one processor (A)
acquires milk from an area in which it has less processing capacity and supplies it to a
local processor (B), in return for that processor B supplying processor A with milk from
the regions in which processor A has greater processing capacity.

swaps bulk raw milk with

— both within the same region and across different
regions.

Murray Goulburn also enters into commercial arrangements to buy milk from, or sell milk
other dairy processors. The difference between a swap and a commercial sale (or
purchase) is that a swap is an agreement for the delivery of milk of similar volume by
each party, whereas a commercial sale involves a unilateral transaction.

7 poole, 153.

148 McDonald, Confidential Annexure MM?7.
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168 The table below sets out Murray Goulburn’s estimates of the volume of milk that Murray
Goulburn will exchange with other dairy processors for the 2014 financial year.*

9 poole, 156
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169 Murray Goulburn has an agreement with

4.5 Describe any other cooperative agreements to which any of the merger parties is a

party.

170 As noted in the Murray Goulburn’s 2013 Annual Report, Murray Goulburn is party to the
following joint ventures:

Australian Australian Milk Products Pty Ltd is a joint venture company between

Milk Products Australian Dairy Goods Pty Ltd and Murray Goulburn. The joint venture

Pty Ltd company distributes and markets Australian dairy products in Latin America.

INTERMIX INTERMIX Australia’s hi-tech production facility in Queensland

Australia manufactures a diverse range of dry-mix finished ingredients as well as
blends and pre-mix additives for end-use applications in the beverage, dairy,
bakery, confectionery, nutritional and snack sectors of the food and
beverage processing industry. INTERMIX is a joint venture between Erie
Foods International (US), Mitsubishi Corporation (Japan) and Murray
Goulburn — all of which joint venture partners each have 33% ownership of
INTERMIX.

Provico Murray Goulburn holds 51% of all voting shares in Provico Pty Ltd. Provico

products have been formulated to cater for the special dietary and nutritional

%0 poole, 149.
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requirements of younger animals.

Danone Murray Goulburn has entered a joint venture with French food company
Murray Danone to market yoghurt and other fresh dairy products in Australia.
Goulburn
Dairy Murray Goulburn holds a 25.3% interest in DTS Food Laboratories which
Technical provides independent analytical services necessary to meet food safety

Services Food
Laboratories

needs. Owned by members of the food industry, the company has operated
for the dairy industry for more than 50 years.

Tasmanian
Dairy
Products

Tasmanian Dairy Products is a dairy processing joint-venture in north-west
Tasmania which produces high quality milk powders and dairy fat products.
Murray Goulburn is the majority shareholder in this shared investment with
Mitsubishi Corporation and local Tasmanian investors.

As noted in WCB’s 2013 Annual Report, WCB is party to the following joint ventures:

Great Ocean
Ingredients

WCB and Royal FrieslandCampina entered into a 50:50 joint venture in
2007 to form Great Ocean Ingredients. The joint venture operates a
manufacturing plant at Allansford, which uses patented technology drawn
from Royal FrieslandCampina and WCB’s whey ingredients in order to
produce Vivinal GOS. Vivinal GOS is a prebiotic ingredient containing
galacto-oligosaccharides. It is used for its beneficial effects on health as well
as for fibre enrichment, and is sold worldwide to infant nutrition companies.

Warrnambool
Cheese and
Butter Japan

WCB owns 49% of Warrnambool Cheese and Butter Japan Company
Limited, a joint venture with Mori International Corporation of Japan. This
joint venture undertakes technical, research and product development
activities to develop business with existing and new customers in the
Japanese market. The joint venture’s operations have recently been
expanded to include distribution agreements for non-competing products
from select non-Australian dairy manufacturers. This initiative has seen the
development of business in new categories such as cheese powders from
France and protein products from New Zealand.

The Tatua
Cooperative of
New Zealand

WCB and Tatua Cooperative of New Zealand have entered into a
technology and services agreement, under which Tatua will license WCB to
use its intellectual property in relation to the extraction and processing of
lactoferrin from milk.

Mitsubishi
Corporation

WCB has an exclusive contract with Mitsubishi to supply a specification of
milk powder that is functional in a range of high-end products, particularly in
the production of canned coffee. The agreement is for an initial term of three
years with provisions to extend for further terms. The specialised premium
milk powders provided under the agreement will be used in the manufacture
of high quality milk-based beverages and other dairy products for the
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Japanese market.
Kraft WCB launched its Sungold branded cream cheese into the export market

through an exclusive manufacturing agreement with Kraft. WCB also
supplies proprietary low fat cheese formulation to Kraft for its Livefree brand.

Market definition

172

173

Describe the market(s) (product, functional, geographic and time) relevant to the
assessment of the acquisition’s effect on competition — this includes markets for
the supply of goods or services and markets for the acquisition of goods or
services (the relevant market(s)).

Overview of the relevant markets

There are the following markets that are relevant to the assessment of the acquisition’s
effect on competition:

€) A market for the supply and acquisition of raw milk (including bulk raw milk) in
Victoria, South Australia and the Riverina region of New South Wales;™*

(b) A market, or markets, for the supply of processed and semi—Processed dairy
products that is at least state wide, and is probably national; >

(c) A market, or markets, for the supply of high margin dairy ingredients such as
nutritional products and lactoferrins;*>®

(d) A market for the supply of ancillary services to dairy farmers, such as sales of
supplies, equipment and technical advice.™

Alternatively, if there is not a unified market, or markets, for the supply of processed and
semi-processed dairy products that is at least state wide, there are likely to be the
following relevant downstream dairy product markets in respect of dairy products that
both Murray Goulburn and WCB supply:

(@) The market for the manufacture and wholesale supply of pasteurised milk in
Victoria;

(b) The market for the manufacture and wholesale supply of flavoured milk in at
least Victoria, and probably nationally;

(©) The national market for the manufacture and wholesale supply of powdered
milk products;

(d) The market for the manufacture and supply of bulk cream in Victoria and South
Australia;

(e) The national market for the manufacture and wholesale supply of packaged
cream;

131 Report of Christopher Jon Pleatsikas (Pleatsikas), 129

%2 pleatsikas, 130-131

152 pleatsikas, 132
134 pleatsikas, 132
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) The national market for the manufacture and wholesale supply of packaged and
bulk cheese;

(9) The national market for the manufacture and wholesale supply of for the supply
of packaged and bulk butter; and

(h) The national market for the manufacture and wholesale supply of whey
products.

Importantly, because WCB does not supply in Australia UHT milk products, dairy
desserts or yoghurts, any separate product markets in which these goods are supplied
are not relevant to the proposed acquisition.

Ultimately, for the reasons set out in sections below, it will not matter whether or not the
relevant downstream markets are a unified market, or markets, for the supply of
processed and semi-processed dairy products, or separate markets for the supply of
specific dairy products. However, the purposive character of market definition must be
borne in mind, and as Allsop J (as his Honour then was) said in Australian Competition
and Consumer Commission v Liquorland (Australia) Pty Ltd [2006] ATPR 42-123 at [429]:

‘Market definition is not an exact physical exercise to identify a physical feature
of the world; nor is it the enquiry after the nature of some form of essential
existence. Rather, it is the recognition and use of an economic tool or
instrumental concept related to market power, constraints on power and the
competitive process which is best adapted to analyse the asserted anti-
competitive conduct.’

The market for the supply and acquisition of raw milk

Raw milk is produced by cows on dairy farms through-out dairy producing regions of
Australia. Relevantly, dairy farming is conducted in the Gippsland, northern irrigation
zone (which stretches from Shepparton to the Murray) and western regions of Victoria,
the south east region of South Australia and the Riverina region of New South Wales.**

Dairy processors including Murray Goulburn and WCB, and milk brokers such as ACM,
acquire raw milk directly from dairy farmers. Murray Goulburn and WCB overlap in
acquiring raw milk only in the northern irrigation zone (which stretches from Shepparton
to the Murray) and western regions of Victoria, and the south east region of South
Australia. ™

Dairy processors also regularly acquire raw milk from other dairy processors and brokers
who conduct broking activities (i.e. sell raw milk). UDP and ACM both predominantly
operate as dairy brokers, although both have in recent times acquired manufacturing
capabilities (UDP in 2012 and ACM in 2008).™’

Product market

The relevant product in this market is raw milk produced on dairy farms, and supplied
either by dairy farmers, dairy processors or milk brokers.**®

Although in some circumstances a user of bulk raw milk may consider powdered milk to
be a substitute for bulk raw milk*®, it is probably not a close substitute for raw milk.
Further, products such as soy milk are not close substitutes.*®

155 phillips, 26.
156
Poole, RAP30.

%7 poole, 124, 126.

158

Poole, Section 5.2.

1% pleatsikas, 116; ACCC SOl at 43.
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Raw milk produced on dairy farms will vary by milk solids and quality. Milk quality is
assessed and valued based on the percentage of protein and fat/solids that it contains,
and on the level of bacteria or other contaminants.'®* However, dairy processors who
acquire raw milk tend to offer price structures that take into account the relevant milk solid
content and quality of the milk being purchased.®® That is, a ‘quality adjusted’ price is
paid for lower quality milk, because competition occurs on both price and non-price
dimensions.'® Accordingly, all qualities of raw milk are close substitutes for each other.

There are also no separate product markets for the acquisition of raw milk from dairy
farmers, and the supply of bulk raw milk by dairy processors and milk brokers. These are
merely two sides of a single product market. Every transaction involving raw milk involves
a party supplying raw milk and a party acquiring raw milk.***

Geographic market

The relevant geographic market for the supply and acquisition of raw milk is Victoria,
South Australia and the Riverina region of New South Wales.™® That is because any
purchaser of raw milk in any dairy locality throughout this region would be unable to
profitably engage in a small but significant reduction in price as against dairy farmers for
at least the following reasons:

€) there are several dairy processing plants located in and around Melbourne that
are sufficiently close to allow the transport of raw milk from each of the three
dairying localities in Victoria and the Riverina region, which links those localities;

(b) many processing plants within the three dairying localities in Victoria and the
Riverina region are also sufficiently close to processing plants in other localities
as to allow raw milk to be transported to them;

(c) significant volumes of raw milk are transported between the various dairying
localities throughout this region by Murray Goulburn and its competitors;

(d) significant volumes are swapped across and within the dairying localities in
Victoria and the Riverina region;

(e) all dairy processors in the region offer the same milk price structure throughout
the whole region; and

)] in response to a small but significant reduction in price, dairy farmers could
economically transport their milk to other localities within the region because the
incremental cost of doing so would be less than 10 per cent of the raw milk
price, and in many cases, less than 5%.

(9) it is common industry practice to group dairying localities in subregions, and
based on the intermediate location of a metropolitan area, namely
Melbourne.*®

Functional level

%0 poole, 128.

181 poole, 183-184, 208, 210, 211; McDonald, 25.

182 poole, 183-184, 208.

163

Pleatsikas, Footnote 6.

184 pleatsikas, 113

185 pleatsikas, 124.
186 pleatsikas, 121-124; cf. McDonald, Confidential Annexures MM2 to MMO.
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84 The relevant functional level is the production and supply of raw milk by dairy farmers,
dairy processors and milk brokers to dairy processors, milk brokers and other industrial
customers such as food manufacturers.

Time dimension

185 The time dimension of a market refers to the location market boundaries at different
points in time. This dimension may be important in the case of markets whose boundaries
have been changing or are expected to change in some substantial manner over a
relevant time period.*®’ Because there are no material changes occurring, or expected to
occur, in producing and supplying raw milk, the time dimension is not relevant to the
analysis of the relevant market in this case.

The market, or markets, for the supply of processed and semi-processed dairy
products

Product market

186 There are many processed and semi-processed dairy products that can be made from
raw milk.*®® These include:

€)) Milk and cultured products, for example:

(1) Daily pasteurised milk, which can be supplied in bulk (as a liquid
ingredient)*® or in packaged format for consumer consumption™,
and with varying fat contents ranging from wholemilk or full cream, to
semi-skim or fat-reduced, to skim milk;*"*

avoured milk, wnichn Is usually su led In packaged format; an
2) Fi d milk, which i lly supplied in packaged f 72 and

3) UHT milk, which has extended shelf life due to higher temperature
pasteurisation;173

(b) Cheese and whey products, for example:

() Bulk and packaged cheeses, including cheddar, processed and
specialty cheeses;*"* and

2) Whey powders;*"
(c) Butterfat products, such as butter, cream and anhydrous milk fat;*"® and

(d) Powders, including full milk powder, skim milk powder and milk protein
powder.*"’

187 These products can be supplied in bulk format as dairy ingredients to industrial
customers (such as other dairy processors and food manufacturers),178 or in packaged

187 pleatsikas, 56

188 Mentiplay, 12.

169 Beniston, 59.

70 Scott, 92.

! Scott, 92.

72 scott, 111.

' Scott, 55.

74 Scott, 38; Beniston, 25, 28 and 31.
'75 Beniston, 25, 28, 31.

178 Menitplay, 12.

7 Menitplay, 12.
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format to customers including grocery retailers, food service wholesalers and route
outlets (such as convenience stores and small grocery stores) or to contract pack
customers.”

Some categories of customers would consider certain categories of processed and semi-
processed dairy products to be substitutes. For example:

€) Ice cream producers consider milk powders, especially full cream milk powder,
to be a substitute for bulk cream when making ice cream products; **°

(b) Some consumers may consider UHT milk to be a substitute for daily
pasteurised milk (although many consumers prefer to use daily pasteurised milk
for daily consumption on cereals, in tea and coffee, or in cooking);181 and

C Some industrial customers may consider milk powders to be a substitute for
y p
bulk processed IIIi”(.182

More importantly, there is substantial supply-side substitutability between all processed
and semi-processed milk products.183 In response to a small but significant increase in

price in any particular processed or semi-processed dairy product (apart from perhaps

very high margin products such as nutritional products or lactoferrins***), existing dairy
producers, or at least a relevant proportion of their volume, would likely be able to shift
sufficient production in a relatively short period of time to the product whose price was

increased so that the price increase would be unprofitable. *®

The following factors establish the existence of strong supply-side substitutability:

(a) There is significant process commonality in producing the various processed
and semi-processed dairy products, including collecting raw milk from farmers,
testing raw milk for harmful organisms and pasteurising the raw milk through
heat treatment to remove pathogens;186

(b) There is significant interdependency between the production volumes of the
various processed and semi-processed dairy products, because most products
are either a by-product of another dairy product, or produce a range of dairy
products as by-products.*®’ For example:

() Cream is produced by centrifugally separating pasteurised milk into
cream and skim milk, which means producing cream also increases
the production of skim milk and products derived from skim milk and
vice versa;

(2) Cream can be further processed by churning it into butter, which
means that producing butter reduces the supply of cream;

178 Beniston, 44; Scott, 12 and 32.

79 Seott, 12.

180

Beniston, 56.

181 Scott, 56.

182 pleatsikas, 118.

182 pleatsikas, 38 to 39, 117 to 118.
18 pleatsikas, 119.

1% pleatsikas, 118.

186

187

25390902.

Mentiplay, 12 to 16.

Beniston, 24.
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3) Pasteurised milk may be standardised, evaporated and spray dried
into full cream milk powder;

4) Pasteurised milk may be standardised, given starter and coagulant
addition, and by having the curds separated from the whey, turned
into cheese.*®®

(c) Most Australian suppliers are able to adjust their production across their dairy

ingredient portfolios and grocery dairy products in response to demand trends in
Australia and overseas, and in response to dairy commaodity price
movements;'®

(d) Dairy processors are able to ‘wind up’ and ‘wind down’ various parts of their
processing plants, depending on the flow of raw milk and the dairy products
they wish to produce. This ‘flexing’ of production mix, or winding up or winding
down plants takes approximately 2 to 3 months to organise.190

(e) There are a number of dairy processors in Australia, and especially in south

eastern Australia, that have multiple dairy processing plants capable of
producing many of the various process and semi-processed dairy products, and
all of most of them across their portfolio of plants. Further, most dairy
processors in south eastern Australia have significant excess capacity,
particularly in cheese, powders, butterfat products, and yoghurts and dairy
desserts. ™

191 Accordingly, there is a unified product market for the supply of processed and semi-
processed dairy products (except for perhaps very high margin products such as
nutritional products or lactoferrins, as discussed below).

Geographic market

192 There are a number of factors that establish at least state-wide %eographic substitutability
in the supply of processed and semi-processed dairy products®:

(a) Raw milk only needs to be processed within 50 hours®®, and is able to be
economically transported between all of the dairying regions in Victoria, South
Australia and the Riverina region of New South Wales; ™*

(b) Processed and semi processed dairy products are regularly transported
between these regions;*** and

(c) Daily pasteurised milk is usually supplied and transported in a state-wide
basis. '

193

Further, the extent of ge?graphic substitutability is likely to be broader than state-wide,

and is probably national

o , because:

188 Benniston, 24, MB1.

18 Seott, 197; Beniston, 48.

190

191

Mentiplay, 45 to 47.

Mentiplay, 60 to 81.

92 pleatsikas, 125.

198 McDonald, 48.

194 McDonald, 32 to 34, 48 to 52.
1% McDonald, 32 to 34, 48 to 52.
1% Scott, 94.

%7 pleastikas, 125.
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(a) Dairy processors have processing facilities with excess capacity in different
states, and would be able to scale up or scale down production across their
processing plant portfolio, which means there is supply-side substitutability;**®
and

(b) Most processed and semi-processed dairy products are able to be, and are
regularly, transported over long distances, including cheese products, UHT milk
products, butters and spreads, flavoured milk (especially UHT flavoured milk)
and milk powder.**°

Functional level

The relevant functional level is the production and wholesale supply of processed and
semi processed dairy products to grocery retailers, food service wholesalers, route
outlets, contract pack customers and industrial customers.

Time dimension

The time dimension of a market refers to the location market boundaries at different
points in time. This dimension may be important in the case of markets whose boundaries
have been changing or are expected to change in some substantial manner over a
relevant time period.’® Because there are no material changes occurring, or expected to
occur, in producing and supplying processed or semi processed dairy products, the time
dimension is not relevant to the analysis of the relevant market in this case.

Alternative separate downstream markets

If there is not a unified market, or markets, for the supply of processed and semi-
processed dairy products, there are likely to be the following relevant downstream dairy
product markets in respect of dairy products that both Murray Goulburn and WCB

supply:201

(a) The market for the manufacture and wholesale supply of pasteurised milk in
Victoria to grocery retailers, food service wholesalers, route outlets and
industrial customers;°

(b) The market for the manufacture and wholesale supply of flavoured milk in at
least Victoria, and probably nationally to grocery retailers, food service
wholesalers, route outlets;**

(c) The national market for the manufacture and wholesale supply of powdered
milk products to grocer)/ retailers, food service wholesalers, route outlets and
industrial customers;°

(d) The market for the manufacturer and supply of bulk cream in Victoria and South
Australia to industrial customers;*®

(e) The national market for the manufacture and wholesale supply of packaged
cream to grocery retailers, food service wholesalers and route outlets;*°

1% Mentiplay, 60 to 81; Pleatsikas, 117 and 125.
%9 Scott, 37, 57, 77, 111 and 144.

200

Pleatsikas, 56.

! pleatsikas, 109, 131; cf. the ACCC’s 2010 Statement of Issues regarding Murray Goulburn’s previous attempted
acquisition of WCB.

202 5eott, 92 to 110; Beniston, 59 to 62.
203 geott, 111 to 124.

204 Scott, 143 to 151; Beniston, 42 to 50.

205

25390902.

Beniston, 51 to 58.
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) The national market for the manufacture and wholesale supply of packaged and
bulk cheese to grocerx retailers, food service wholesalers, route outlets and
industrial customers;*"’

(9) The national market for the manufacture and wholesale supply of packaged and
bulk butter to grocery retailers, food service wholesalers, route outlets and
industrial customers;**® and

(h) The national market for the manufacture and wholesale supply of whey
products to industrial customers.?%

A market, or markets, for the supply of high margin dairy ingredients such as
nutritional products and lactoferrins

There are high margin dairy ingredients, such as nutritional products and lactoferrins **°
that may constitute a separate market to other processed and semi-processed dairy
products.211

That follows because there would be limited demand-side substitutability for these
products, and limited supply side substitutability for these products from existing dairy
producers who currently do not produce nutritional or lactoferrin products. Specifically, in
order to produce such products, a dairy processor requires the following:

@ Access to production facilities capable of producing high quality base
ingredients, being high quality skim milk powder and whey powder, and access
to high quality vegetable oils and specialty micronutrients such as
galactooligosaccharide or lactoferrin;

(b) Ownership of or licences to intellectual property and know-how regarding
particular processes production methods;

(c) Strong customer relationships, with commitments from at least one large global
customer to underwrite the necessary investment requirements;

(d) Control over the raw milk supply chain relevant to producing the product;

(e) Quality control systems in processing plants.***

The geographic scope of these markets are likely to be global (a part of which is in
Australia).”*?

A market for the supply of ancillary services to dairy farmers, such as sales of
supplies, equipment and technical advice

There are various ancillary services and products that Murray Goulburn supplies to
farmers, including supplies, equipment, technical advice and financial services, that may
be supplied in a separate market or markets for the supply of such ancillary services to
farmers.?** This market or these markets are likely to be regional or state wide, given the

26 geott, 152 to 166.

27 Scott, 36 to 54; Beniston, 41 to 49.
208 Scott, 74 to 91; Beniston, 41 to 49.

209 Beniston, 42 to 50

210

Beniston, 32 to 40.

21 pleatsikas, 132

%12 Baniston, 117

213 pleatsikas, 132; Beniston, 110 to 117
2 pleatsikas, 132; Poole, 87-90.
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existence of physical Murray Goulburn stores throughout the dairying regions in south
eastern Australia.

6 Suppliers

6.1 Describe the inputs into the production of goods or services by each of the merger
parties in the relevant market(s) and indicate the value of those inputs as a
proportion of total production. Where alternative inputs are available, provide a list
of substitutes.

200 Raw milk is a critical input to the products manufactured by the merger parties (including
processed and semi-processed dairy products, and dairy ingredients). There is no
appropriate substitute for raw milk.

201 As mentioned in section 5 above, raw milk is produced by cows on dairy farms
throughout dairy producing regions of Australia.

202 Raw milk is valued according to the amount of milk solids (ie butterfat and protein) that it
contains. Typically, one kilogram of milk solids equals 0.6 kilograms of butterfat plus 0.4
kilograms of protein. The price that Murray Goulburn offers for milk protein is 2.2 times
the price for butterfat.

6.2 Provide the names and contact details of a representative selection of suppliers of
inputs to each of the merger parties in the relevant market(s).

203 The following table contains the names and contact details of a representative selection
of Murray Goulburn’s suppliers.?*

25 poole, Confidential Annexure RAP42.
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204 The following table contains the names and contact details of a representative selection
of WCB'’s suppliers.**®

28 poole, Confidential Annexure RAP42.
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6.3 Describe any purchasing arrangements in place with each of the suppliers
identified above and outline whether it is expected or anticipated that these
arrangements will continue or be varied in any way post-acquisition.

Murray Goulburn’s payment system and acquisition of raw milk

205 Murray Goulburn adopted a new pricing structure in 2013 — the Milk Payment System.
Pursuant to the Milk Payment System Murray Goulburn offers farmer suppliers in its
North, West and Gippsland regions the same milk price structure, regardless of where
they are located. Attachment RAP47 contains an explanation of the Milk Payment
System. Specifically:

€) There is a single base price per kilogram for milk solids that is offered to all
farmer suppliers regardless of location or calving pattern and which increases
incrementally during the year;

(b) There are incentives payable for “flat” supply of milk, growth in milk supply, and
higher volume farms designed to encourage year-round and efficient milk
supply;

(c) There are discounts deducted for lower quality milk; and

(d) There are differing milk collection and handling charges that depend upon the

size of tanker servicing the farm and number of collections per day

(@)

(b)

27 Milk Payment System Explained 2013-2014; Poole, 158-162.
218 poole, 223-224.
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Murray Goulburn’s single base price for raw milk varies from month to month to reflect the
seasonality of milk production and to encourage milk productlon during the months when
production is usually lower (that is, outside of Spring).?*

In central and northern New South Wales, Murray Goulburn offers farmer suppliers a
separate milk payment system that differs from the Milk Pa 2yment System that Murray
Goulburn offers in its North, West and Gippsland regions.?*° Attachment RAP53 contains
an explanation of the New South Wales — Sydney Market Region Milk Payment
System.?**

Murray Goulburn offers a different milk payment system in central and northern New
South Wales for the following reasons:

(a) New South Wales milk production is largely used by dairy processors for
supplying daily pasteurised drinking milk, and they require a certain, year round,
flat supply of milk. As a consequence, dairy processors in central and northern
New South Wales pay a higher price for milk than in southern New South Wales
and Victoria in order to obtain largely flat milk supply (which is a higher cost
production style); and

(b) Coles pays Murray Goulburn (under Murray Goulburn’s contract to supply Coles
with private label pasteurised drinking milk in New South Wales) a price that
comprises three elements:

However, raw milk prices in New South Wales would not be greater than raw milk prices
in southern New South Wales and Victoria after adjusting for transport costs from
Victoria.

As Murray Goulburn has just completed a thorough review of its pricing system, it is not
contemplating changing this pricing structure in any significant manner should Murray
Goulburn’s acquisition of WCB proceed. If the acquisition does proceed, former WCB
suppliers will have access to the same pricing system as Murray Goulburn suppliers.

Murray Goulburn’s raw milk price setting

As described earlier in response to question 6.1, Murray Goulburn sets the price it pays
its suppliers by referrnece to its budget forecast. Murray Goulburn’s management adopts
the following steps to estimate the price it can pay its suppliers over the year.

(a) Management develops a forecast budget of Murray Goulburn’s revenues and
costs (apart from raw milk) for the relevant financial year;

(b) Manaiement deducts a “budgeted profit’ of approximately_

, to be distributed to its shareholders as dividens;

(c) The remainder is the estimated amount available for the base price milk
payments to farmer suppliers;

(d) Management sensitivity test s the remainder by reference to expectations of
foreign exchange rates and global dairy commaodity prices; and

(e) Using the sesnsitivity tested forecasted surplus, management determines the
recommended opening base milk price available to suppliers. The opening base

2% poole, 161.

20 poole, 216
221 Milk Payment System 2013-14 NSW — Sydney Market Final; Poole, 222.
222 poole, 216, 219.
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price is approximately 90% to 96% of the estimated available amount for
distribution to the farmer suppliers over the course of the year.223

At the start of each financial year, Murray Goulburn notifies its farmer suppliers of its
“opening” base milk price and its forecast of the base milk price that farmer suppliers can
expect to receive over the course of the coming financial year.?**

As noted earlier, the “opening” base milk price is usually 90% to 96% of the forecast base
milk price for the coming year, and Murray Goulburn periodically announces a “step up”
to the base milk price throughout the year.?*> Murray Goulburn’s Board is responsible for
approving all “opening” base milk prices and price “step-ups”.

In determining whether to make a step-up or the size of that step up, Murray Goulburn
takes into account the following factors:

(a) delivered sales as the year progresses;
(b) updated expectations about the foreign exchange,;
(c) updated expectations about the commodities market; and

(d) anything else that affects its initial budget forecast (for example, revised milk
intake volumes, revised operating costs, etc).?*°

There is no pre-determined timing of Murray Goulburn’s “step-ups”. In considering when
to step-up Murray Goulburn takes into account a number of factors, including:

€)) completed sales volumes and prices;

(b) changes to outlook in the commodities and currency market; and
(c) farmer cash-flow needs.*’

Step ups” apply retrospectively for farmer suppliers who are continuing to supply Murray
Goulburn at the time of the step up.228

Although Murray Goulburn principally sets its milk price based on the amount it considers
it can return to farmer suppliers, after allowing for a
I it 2/so has regard to competitor milk pricing from time to time.

If Murray Goulburn observes that competitors are pricing above its current base milk
price, or have “stepped up” their milk price before Murray Goulburn, Murray Goulburn’s
management may recommend to the Board that it bring forward any planned “step-up”,
subject to its budget allowing for it.**®

If Murray Goulburn acquires WCB, it does not intend to make any significant changes to
its milk payment system.230

23 poole,

24 poole,

25 poole,

26 poole,

27 poole,

28 poole,

29 poole,

20 poole,

163.
191, 194.
187.
192.
196.
187.
233.
242.
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7 Competitors

7.1 Provide details of alternative suppliers of products now, or shortly to be,
competitive with, or otherwise substitutable for, goods or services produced by
each of the merger parties in the relevant market(s).

Upstream competitors for the acquisition and supply of raw milk

220 Murray Goulburn’s competitors for the acquisition and supply of raw milk in Victoria, the

Riverina region of New South Wales and South Australia are:

€) Fonterra Australia, which acquires approximately 1.7 billion litres of raw milk per
year from approximately 1,300 dairy farmers;***

(b) WCB, which acquired approximately 890 million litres of raw milk in FY2013
from approximately 570 dairy farmers;**

(c) Bega, which acquires approximately 641 million litres of raw milk in FY2013;**

(d) UDP, which acquires approximately [_] of raw milk
in FY2013;**

(e) Parmalat, which acquires approximately [ ||| GG o =
milk in FY2013;%*

) Lion, which acquires approximatelsy 1 billion litres of raw milk per year from
approximately 750 dairy farmers,*® including from Dairy Farmers Milk Co-
operative (DFMC), which acquires approximately |

| of raw milk from approximately 600 farmer suppliers, and supplies all of
that milk to Lion;**’

(9) Bulla Dairy Foods;

(h) Burra Foods Australia; and

0] Longwarry Food Park.

221 During FY2013, Murray Goulburn and after dairy processors and milk brokers acquired
the following volumes of milk from farmer suppliers in each of the following regions:238
! Poole, 118.
%2 poole, 120; WCB Annual Report for FY2013, 79.
>3 poole, 123.
% Poole, 124.
% pPoole, 125.
2 poole, 121.
%" poole, 121-122.
%% Poole, RAP16.
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% pustralian Consolidated Milk Pty Ltd.
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222 Over the last 10 years, raw milk production in Australla has been declining combined with
Australian per capita consumption of milk i mcreasmg * To the best of Murray Goulburn’s
knowledge, many dairy processors have excess capacity, and together, these
circumstances have intensified competition between dairy processors for the acquisition
of raw milk.***

223 Spreadsheets recording farmer suppliers gained and lost by Murray Goulburn in the
North, West and Gippsland regions for FY2011, FY2012 and FY2013 area are contained
in the file “2011 Supplier Movements”, “2012 Supplier Movements” and “2013 Supplier
Movements” attached at Confidential Exhibit RAP16.

224 Murray Goulburn’s competitors in the North, West and Gippsland regions offer milk price
structures to dairy farmers that are similar to, but not identical to, Murray Goulburn’s milk
payment system. To the extent there are differences, this will be in prices between
regions, typically due to var|at|ons in farm productivity and milk quality, rather than
different payment systems *2 Some competitors’ milk price structures differ according to
the kinds of end products that they have chosen to supply. For example:

€) Parmalat and Lion focus on obtaining year round flat milk supply, and their
pricing structures are tailored to suit obtaining dairy farmers of that kind of end
product;

(b) WCB and Burra Foods focus on obtaining milk to support their export

businesses, and their pricing structures are tailored accordingly; and

(©) Murray Goulburn aims to collect milk for both of the purposes set out in (a) and
(b) above, and Murray Goulburn structures its milk price in order to attract all
kinds of dairy farmers. 243

225 Murray Goulburn’s competitors in the North, West and Gippsland regions largely offer the
same milk price structure throughout the region, and only occa5|onally offer different
regional milk prices in order to pursue temporary strategies.?

Downstream competitors for the wholesale supply of processed and semi-
processed dairy products

226 There are numerous competitors in the supply of processed and semi-processed dairy
products to grocery retailers, food service wholesalers, route outlets and industrial
containers in Australia, including:**®

(a) Fonterra;

(b) Lion;

(c) Parmalat;

(d) Kraft

(e) Freedom Foods
) WCB;

(9) Norco;

9 poole, RAP17.
1 poole, 132-133.
2 poole, 226.
3 poole, 235.
%4 poole, 226, 228.

5 Scott, 22, 40, 66, 102, 148 and 177.
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Bodalla;
Sanitarium;
George Weston;
Goodman Fielder;
Lurpack;
Wesgold;
Freedom Foods (A2);
Harvey Fresh;
Brownes;

Bulla;

Nestle;

Bead Foods;
Unilever;

Bega Cheese;
Burra Foods;

Lugwarry Park

United Dairy Power; and

Richmond Dairy.

The sections below describe the various competitors by product category.

(i)

Finished Cheese

The table below lists the wholesale suppliers of finished cheese, and the current shares
of national supply volumes of cheese supplied to grocery retailers:**®

Product

Supply volumes (MAT to 20/10/2013)

Private label

Fonterra

Kraft

Lion

Murray Goulburn

26 Scott, 42
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WCB
Norco
Bodalla
Other
(i) UHT milk

229 Murray Goulburn faces competition nationally in suppl)7/|ng UHT milk from a number of
suppliers, including from imports from New Zealand.?

230 Murray Goulburn faces competition in supplying UHT milk from Freedom Foods,
Parmalat Harvey Fresh, Burra Foods, Lion and Sanitarium (which supplies soy UHT
mllk)

231 WCB does not supply UHT milk.>*

232 The table below sets out the national supply volumes of UHT milk to grocery retailers by

supplier (MAT to 27/10/2013).%°

Product Supply volumes (MAT to 20/10/2013)

Private label

Murray Goulburn

Lion

Parmalat

Fonterra

Sanitarium

7 Scott, 61.
8 scott, 61.
9 Scott, 63.
0 Scott, 64.
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(iii) Butter / spreads
233 Murray Goulburn is not aware of WCB supplying retail butter or spreads in Australia.**
234 MAT 27/10/13 private label butter and spreads supplied to grocery retailers were as
follows:**?
Product Supply volumes (MAT to 20/10/2013)
Private label

Murray Goulburn

Fonterra

George Weston

Goodman Fielder

Lurpack

Wesgold

Other

There is a high degree of promotional activity in the sale of butter and spreads, especially
by Fonterra — Murray Goulburn’s main competitor.253

(iv) Daily pasteurised milk®*

The table below lists the suppliers of finished daily pasteurised milk on a national basis,
and the current shares of national supply volumes to grocery retailers:

1 Scott, 84.
%2 geott, 85.
%53 Scott, 88.
24 Scott, 105.
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Product Supply volumes (MAT to 20/10/2013)

Lion

Parmalat

Freedom Foods (A2)

Fonterra

Harvey Fresh

Brownes

Private Label

Other
(v) Flavoured milk
235 National suppliers of flavoured milk to route stores are Lion and Parmalat, and these
suppliers have well recognised flavoured milk brands.*°
236 WCB only supplies small volumes of flavoured milk.>®
237 The current shares of national supply volumes of branded and private label flavoured milk

supplied in grocery retailers is as follows:**’

Product Supply volumes (MAT to 20/10/2013)

Private label

Murray Goulburn

%5 geott, 117.
%6 Scott, 119.
%7 Scott, 120.
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Lion

Nestle

Parmalat

Sanitarium

Other

(vi) Dairy desserts and yoghurt

238 Murray Goulburn is not aware of WCB supply dairying desserts or yoghurt in Australia.**®

The current shares of national volumes for branded and private label yoghurt supplied to
grocery retailers is as follows:

Product Sales % Share 2010/2011

National Foods

Fonterra

Parmalat

Bulla

Browns

The current shares of national volumes of dairy desserts supplied to grocery retailers is
as follows:

Product Sales % Share 2010/2011

National Foods (how National Foods)

%8 Scott, 130 and 138.
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Fonterra

Parmalat

Brownes

(vii) Milk powder?*°

The current shares of national volumes for branded and private label milk power supplied

to grocery retailers is as follows:

Product

Supply volumes (MAT to 20/10/2013)

Private Label

Murray Goulburn

Fonterra

Nestle

Other

(viii) Cream?®

The current shares of national volumes for branded and private label cream supplied to

grocery retailers is as follows:

Product

Supply volumes (MAT to 20/10/2013)

Bulla

Parmalat

%9 Scott, 149
%0 Seott, 162.
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Product Supply volumes (MAT to 20/10/2013)

Murray Goulburn

Bead Foods

Brownes

Kraft

Lion

Private Label

Other

Competitors in supply private label dairy products in Australia for grocery retailers

239 The major grocery retailers award private label contracts to dairy processors on a tender
basis for a fixed term, usually for two to three years.261

240

241 The table below summarises the current suppliers of private label contracts for the major
grocery retailers:263]

Product Segment Woolworths Coles Metcash Aldi

UHT

%1 geott, .186
%2 Scott, 188.
%63 Scott, 184.
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Product Segment Woolworths

Cheese

Spreads

Butter

Daily pasteurised
milk

Milk powder

Cream

Dairy desserts

&N
242

Coles Metcash Aldi

Supply to food service wholesalers

Suppliers of dairy products to food service customers, apart from Murray Goulburn,
include Fonterra, Parmalat, Lion and Kraft. The food service buying groups regularly buy

from multiple suppliers at once.***

%4 Scott, 22
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243
Q) Bulk processed milk
244 Other dairy processors apart from Murray Goulburn that supply bulk processed milk
include Fonterra, Bega, Burra Foods, United Dairy Power and Richmond Dairy. **®
245 WCB does not currently supply bulk processed milk in Australia.*’
(i) Bulk cream
246 The following table forecasts the market share of bulk cream suppliers by volume in

Victoria, South Australia and NSW for FY2014.

volume Volume
Product (tonnes) share
(%)

2% Beniston, 48, MB6.
%66 Beniston, 48, MB6.
267 Beniston, 48, MB6, 62.
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Competitor processing facilities

Fonterra
247

68 Mentiplay, 59-60.
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9 Mentiplay, 71 and 75.
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Parmalat

N

49

Lion

270

Mentiplay, 78.

271

Mentiplay, 64.
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Other competitors

Other competitor dairy processors in south east Australia include:

@ United Dairy Power, which owns two processing facilities in South Australia,
and produces and supplies various cheeses, butter and whey powders;

(b) Burra Foods, based in Korumburra in Victoria, and produces milk powders,
nutritional milk powders, bulk cream, milk concentrates and dairy desserts; and

(c) Longwarry Food Park, based in Longwarry in Victoria, and produces fresh milk,
long life milk, extended shelf life milk, cream cheeses, milk powders and dairy
concentrates.”’?

If the suppliers identified above do not produce goods or services which are
substantially the same as those goods or services produced by the merger parties
in the relevant market(s), explain why it is considered that these goods or services
are viable alternatives.

Not applicable.

Customers

8.1

251

Provide the names and contact details of a representative selection of the
customers of each of the Applicant and the Target in the relevant market(s).

Murray Goulburn’s customers in downstream markets

Grocery retailer customers

Murray Goulburn supplies the major retailers Coles, Woolworths, Aldi and Metcash (the
major wholesaler to independent supermarkets such as IGA supermarkets. Murray
Goulburn also supplies smaller retailers such as Costco, Foodworks, Foodland and
SPAR in Queensland.273

272

23 Seott

25390902.

Mentiplay, 79 and 81.
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252 Grocery retailers acquire both private label and branded dairy products from Murray
Goulburn. Generally, private label products are supplied to grocery retailers through a
tender process. Historically, grocery retailers have requested tenders on a yearly basis,
however, more recently private label contracts have been entered into for longer terms.?

253

254 MurrayZ%oulburn’s FY2014 forecast sales to grocery retailers are set out in the table
below.

Grocery retailer Branded FY2014 forecast Private label FY2014
forecast

Woolworths

Coles

Metcash

Aldi

Costco

SPAR

Other grocery retailers

The following tables break down Murray Goulburn’s FY2014 forecast sales by product.

21 Seott
715 Seott, 17.
716 Seott, 18.
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(i) Cheese?®’”’

Grocery retailer

Woolworths

Coles

Aldi

Metcash

SPAR

Other grocery retailers

(ii) UHT milk®"®

Grocery retailer

Woolworths

Coles

Metcash

Aldi

Costco

SPAR

27 Scott, 47.
718 Scott, 60.

25390902.

Branded 2013/2014 forecast Private label 2013/2014
forecast

Branded 2013/2014 forecast Private label 2013/2014
forecast
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Other grocery retailers

(iii) Butter/Spreads279

Grocery retailer Branded 2013/2014 forecast  Private label 2013/2014
forecast

Woolworths

Coles

Metcash

Aldi

SPAR

Other grocery retailers

280

(iv) Spreads

Grocery retailer Branded 2013/2014 forecast

Woolworths

Coles

Metcash

1% Scott, 80.

%80 5eott, 81.
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Grocery retailer Branded 2013/2014 forecast

SPAR

Other grocery retailers

(V) Flavoured milk

255 The table at (ii) above sets out Murray Goulburn’s FY2014 forecast sales of UHT milk —

(vi) Daily pasteurised milk

Grocery retailer Private label 2013/2014 forecast

(vii) Yoghurt®*

Grocery retailer 2013/2014 forecast

Woolworths

%! Scott, 98

%82 Scott, 135.
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Coles

Metcash

Aldi

SPAR

Other grocery retailers

(viii)  Milk powder®®

Grocery retailer

Woolworths

Coles

Metcash

Aldi

Costco

SPAR

Other grocery retailers

Branded 2013/2014 forecast Private label 2013/2014
forecast

283 Scott, 146.
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(ix) Cream (fresh)®*

Grocery retailer Branded 2013/2014 forecast  Private label 2013/2014
forecast

Woolworths

Coles

Metcash

Aldi

SPAR

Other grocery retailers

(x) Cream (UHT)*®

Grocery retailer Branded 2013/2014 forecast

Woolworths

Coles

Metcash

SPAR

Other grocery retailers

84 Scott, 159.
85 Scott, 160.
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(xi) Food service®®

Product 2013/2014 forecast

Butter

Blends

Natural Cut Cheese

Pizza/mozzarella cheese

Processed cheese

UHT milk

Fresh cream

Milk powder

256 The names and contact details of a representatlve selectlon of the grocery retailer
customers of Murray Goulburn are set out below.?

%6 Scott, 174.

%87 Scott, PWS3.
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Food service customers

257 Murray Goulburn supplies food ser- distributors via buying groups. Buying groups
represent food service distributors which supply the restaurant, hotel and coffee shop
trade. The breakdown of products supplied can also be seen in the table below — the
main products are cheese products. Large quantities of UHT milk and butter are also
supplied, in addition to spreads, fresh creams and powders. Buying groups represent
food service distributors which supply the restaurant, hotel and coffee shop trade.?®®

Product 2013/2014 forecast

Butter

Blends

Natural Cut Cheese

Pizza / mozzarella cheese

Processed cheese

UHT milk

288 Seott
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Product 2013/2014 forecast

Fresh cream

Milk powder
258 These main food service buying groups that Murray Goulburn supplies are:
€)) Bidvest Australia Limited, which has 32 members;
(b) NAFDA Limited, which has 59 members including 5 Ways Foodservice and
Delray Foodservices;
(c) Countrywide Australia Limited, which has 108 members;
(d) Combined Foodservices of Australia, which has 58 members, including its
anchor member, PFD Food Services; and
(e) 750 independent distributors including Hudson Pacific / Dairy Country. 289
259 Murray Goulburn deals with both these buying groups and customers directly. Buying

groups will negotiate promotions on behalf of the customers they represent and
customers deal directly with Murray Goulburn in the acquisition of products and products
are delivered directly to customers.?®°

260 Murray Goulburn does not enter into supply agreements for specified time periods with
these buying groups. Its dealings are generally transactional and relationship-based.
Supply is generally on an ‘as needs’ basis, and Murray Goulburn has to price
competitively to secure supply.”®*

261

262 The names and contact details of the top five foodservice customers of Murray Goulburn
are set out below.***

%9 Scott, 19.
2% Scott, 20.
! geott, 21.
2% Scott, 23.
2% Scott, PWS3.
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263 The names and contact details of a representative selection of the buying group
customers of Murray Goulburn are set out below. 294

2% Scott, PWS3.
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264 Murray Goulburn supplies distributors in the Kiewa Valley that sell to route outlets, shops
and small grocery stores.

265 The names and contact details of a representative selection of route customers of Murray
Goulburn, together with product sales data for those customers, are set out below.**

2% Scott, 27.
2% geott, 28.
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Contract pack customers

266 The names and contact details of a representative selection of route customers of Murray
Goulburn, together with product sales data for those customers, are set out below.*’

Customer FY2013 sales FY2014 forecast

27 Scott, 31.
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Customers of WCB

WCB'’s domestic retail business is small — it supplies:

€)) Sungold branded daily pasteurised milk to route outlets, coffee shops and
restaurants in Warrnambool,;

(b) Great Ocean Road braded daily pasteurised milk to Coles;

ici Great Ocean Road branded cheese to Coles; and

In addition, Murray Goulburn understands that WCB supflies dairy products to food
service customers from time to time on a ‘one-off’ basis.>*

%8 Scott, 30.

29 geott, 199

30 Seott, 179
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271 Murray Goulburn is not aware of WCB supplying retail butter, milk powder, dairy desserts,
yogurt or cream in Australia.

N

72 WCB does not supply UHT milk in Australia.

Customers of bulk dairy ingredients

273 Murray Goulburn supplies various dairy ingredients to customers in Australia including
ingredients resellers and food manufacturers such as ice cream manufacturers and
dessert and bakery manufacturers.*

274 [Confidential: The following table contains a list of key customers (with contact details)
for Murray Goulburn s domestic ingredient business. The customers are ranked by sales
value for FY 2013.3%]

Customer Tonnes Value (AUD) Contact

301 Beniston, 43-44.

2 Beniston, 44 and MB5.

3 MPD is Murray Goulburn’s business partner covering Murray Goulburn’s full range of products including bulk liquids for

on-sale to other customers in a consolidated service that may include product from other domestic customers and imported
product.

%4 Ballantyne are a manufacturing customer where the primary product is butter which is repacked into consumer packs

mainly for export sales.

%5 Total Foodtec purchase product for further distribution to other customers as well as cheese for their cut-and-pack

operation for sale into retail and foodservice outlets domestically.

3% McCAIN Foods Limited is an international leader in the frozen food industry, employing 20,000 people and operating 50
production facilities on six continents. They have a production facility in Ballarat, Victoria Murray Goulburn supplies them
with a large proportion of their cheese requirements.
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Customer Tonnes Value (AUD) Contact

Bulk processed milk

[Confidential: Murray Goulburn supplies skim milk, semi-skim milk, wholemilk
concer;%réate and milk permeate to customers in Australia in the volumes summarised
below.

Murray Goulburn volume supplied in

Bulk product FY2013 (tonnes)

Bulk cream

Skim milk

Semi-skim milk

Wholemilk concentrate

Milk permeate

]
In FY2013, Murray Goulburn su

Describe the distribution channels available to the merger parties in supplying
goods and services to customers and identify the relevant distribution channels in
respect of each of the customers identified above.

The relevant domestic distribution channels for the customers set out above are:
€) grocery retailers;

(b) food service wholesalers;

307

Danone MG is a joint venture partner concerned with the manufacture of yoghurt for domestic sale. Murray Goulburn’s

involvement is primarily focused on supplying bulk liquids for yoghurt manufacture.

308

309

25390902.

Beniston, 59.

Beniston, 60.
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(c) route outlets, shops and small grocery stores in the Kiewa Valley;
(d) other dairy producers for whom Murray Goulburn contact packs; and
(e) industrial customers.®*

278 In relation to Murray Goulburn’s ingredients business, Murray Goulburn has two

distribution channels:

€) direct business channel, where Murray Goulburn contracts directly with the
customer; and

(b) strategic partners channel: when Murray Goulburn sells to an ingredients
company that on-sell to the end user. The strategic partners operate a
warehousing and handling facility, and are not a pure trader. Murray Goulburn
often has a relationship with the end user.

8.3 Describe the existing supply arrangements that the merger parties have in place
with the customers identified above and whether it is expected or anticipated that
these arrangements will continue or be varied in any way post-acquisition.

279 In relation to the ingredients business, the majority of contracts for the supply of
ingredients are 6-month contracts, based on volume and price. Some contracts for the
supply of ingredients are for a duration of 3 months, and occasionally Murray Goulburn
concludes spot contracts.*"*

280 In relation to supply to grocery retailers, generally private label products are supplied to
through a tender process. Historically, grocery retailers have requested tenders on a
yearly basis, however more recently private label contracts have been entered into for
longer terms.*"* For branded products, grocery retailers generally conduct an annual or
bi-annual ‘range review’, analysing products’ overall performance and rates of sale to
determine whether to retain those products the following year. Deletions are common.?

281 In relation to food service customers, Murray Goulburn does not enter into supply
agreements for specified time periods. Its dealings are generally transactional and
relationship-based. Supply is generally on an ‘as needs’ basis, and Murray Goulburn has
to price competitively to secure supply.***

282 Supply to Murray Goulburn’s Kiewa customers is through distributors.**

9 Market concentration

Provide estimates of current and post-acquisition market shares for the merger
parties and existing alternative suppliers or purchasers in the relevant market(s)
identified above.

283 Murray Goulburn is only in a position to provide the following data in relation to market
concentration.

0 Scott, 12.
31 Beniston, 91.
2 Seott, 14.
3 Scott, 15.
4 Scott, 21.

15 Scott, 26.
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Volume shares for the acquisition of raw milk

N

84 The table below summarises the raw milk volumes acquired by each dairy
company/processor for FY2013 in Victoria, South Australia and the Riverina region of
New South Wales. All of DFMC’s milk is supplied to Lion. The figures next to Lion below
represent milk that Lion acquired directly from farmers and do not include milk that DFMC
farmers supplied to Lion.

285 Based on the above table, Murray Goulburn estimates that the current and post-
acquisition volume shares for the acquisition of raw milk to be as follows.

Murray Goulburn WCB Murray Goulburn and
(current) (current) WCB (post-acquisition)
Raw milk acquisition 43.7% 12.4% 56.1%

—volume shares
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Shares of supply in relevant processed and semi-processed dairy product
categories

Murray Goulburn is not able to provide market shares for the overall, unified, market for
supplying processed and semi-processed dairy products in Australia.

Murray Goulburn is able to provide the following estimates of current and post-acquisition
shares of sales for relevant downstream dairy product categories. For finished dairy
products supplied to grocery retailers, the estimates are based on the national supply
volumes to grocery retailers for the twelve-month period up to 27 October 2013 (as
provided above in Section 7).

Murray Goulburn WCB (current) Murray Goulburn and
(current) WCB (post-
acquisition)

Cheese

UHT milk

Butter/spreads/
margarine

Daily pasteurised milk

Flavoured milk

Milk powder

Fresh cream

288

289

Shares of bulk ingredients supply

Both Murray Goulburn and WCB currently supply bulk cream in Victoria and South
Australia. Murray Goulburn estimates that its current share of domestic ingredients sales
is approximately -.316

The projected volumes and estimated shares in the supply of bulk cream for FY2014 are
contained in the table below:*"’

%16 Beniston

25390902.

, 43 and MB6.
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Compan Volume
pany (tonnes)

Volume share

290 In relation to the supply for bulk cream, the table below provides an estimate of the
current and post-acquisition volume shares for the supply of bulk cream. The estimates
are based the volume of bulk cream sold in FY2013 (as provided above in the table

below paragraph 243 above).

37 Beniston.
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Murray Goulburn WCB (current) Murray Goulburn and
(current) WCB (post-acquisition)

Constraints on the exercise of market power

10.1

201

292

Provide details of the extent to which the merger parties are likely to be
constrained post-acquisition from raising prices and profit margins and/or
reducing the quality of good and/or services by:

Constraints on exercising market power or monopsony power in the market for raw
milk in Victoria, South Australia and the Riverina region of New South Wales

Under the acquisition, concentration in the supply and acquisition of raw milk in Victoria,
South Australia and the Riverina region of New South Wales will increase S|gn|f|cantly as
compared with the status-quo, or an acquisition by a rival bidder such as Saputo.®

This increase in concentration warrants close examination of the competitive constraints
in this market, and in particular, whether there will continue to be effective constraints on
Murray Goulburn’s ability to exercise monopsony power as against dairy farmers when
acquiring raw milk, or market power as against downstream buyers of raw milk.>*°
However, for the following reasons, there will continue to be effective competitive

constraints on Murray Goulburn in this regard post-acquisition:

(a) Despite the increase in concentration, there will continue to be a large number
of alternative buyers of raw milk, including many with excess processing
capamty that should facilitate their ability to profitably increase purchases of raw
milk.? By corollary, these suppliers would also pose an effective constraint in
the supply of raw milk to downstream customers.

(b) There are companies in addition to dairy processors, such as ACM, who broker
milk in the region, which may indicate that sunk costs in milk brokering are
relatively low, and if so potential entry of further milk brokers would represent a
significant constraint on market power, both in terms of purchasing raw milk
from dairy farmers, and in terms of selling raw milk to downstream
customers;

(c) Murray Goulburn’s gains and losses in terms of raw milk acquisition over the
past three years, Fonterra is Murray Goulburn’s most significant competitor. By
contrast, Murray Goulburn obtained less than 13% of its additional milk from
farmers previously supplied by WCB, and less than 10% of the milk it lost went

%8 pleatsikas, 135.

%19 pleatsikas, 136.

0 pleatsikas, 137; cf. Poole, 117-119 and 121-126.
%21 pleatsikas, 138; cf. Poole, 126.
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to WCB. This indicates that WCB is not Murray Goulburn’s closest
competitor;322 and

(d) Murray Goulburn’s co-operative structure is likely to have a protective influence
on the price Murray Goulburn offers to dairy farmer suppliers, particularly given
its stated business objective of increasing the farm gate milk price, and the
control that farmer suppliers have over Murray Goulburn.**

Constraints on exercising market power in the downstream market (or markets) for
processed and semi-processed dairy products

Under the acquisition, concentration in the market for process or semi-processed dairy
products will not significantly increase, as compared with the status-quo, or an acquisition
by a rival bidder such as Saputo, particularly given WCB does not supply a number of
categories of processed and semi processed dairy products.324 The same applies even if
there are separate markets for the various dairy product categories downstream.***

Further:

€) there will be no fewer than a dozen firms that supply processed and semi-
processed dairy products to the Australian market post-acquisition that will
constrain Murray Goulburn post-acquisition; **°

(b) a number of dairy processors have excess capacity and could rapidly expand
the amount of product they supply in response to any small but significant
increase in price;

(c) there are significant imports of dairy ingredients into Australia;**’ and

(d) Grocery retailer customers usually conduct annual or bi-annual range reviews,

and commonly delete branded dairy products that have insufficient
performance, even where those branded products have had high sales and
margins. This provides the larger grocery retailers with considerable bargaining
power against suppliers.®?®

Constraints on the exercise of market power in other markets

There would be plenty of competitive constraint on Murray Goulburn in supplying
nutritional and higher margin ingredients (such as lactoferrin) post acquisition, given that
these ggoducts are traded internationally, and there are a number of other suppliers of
them.

There is no suggestion that Murray Goulburn would not be constrained in supplying
ancillary services to farmers post-acquisition.330 The constraints that apply in the raw milk

322 pleatsikas, 139; cf. Poole, 138 and RAP16.

9% pleatsikas, 140; cf. Poole, 17.

34 pleatsikas, 150.

325

Pleatsikas, 146 and 150; cf. Beniston, 48 and MB6, refer to Australian bulk ingredients numbers; Scott, 42, 64, 85, 105,

120, 149 and 162 — refer to volume share tables.

3% pleatsikas, 1565.
32 Beniston, 46, MB6.

3% pleastsikas, 151; Scott, 15.

2 pleatsikas, 153; Beniston, 110, 114, 115.
330 pleatsikas, 162.
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market would equally discipline Murray Goulburn in the supply of these services, and
there are likely to be other suppliers of these services who are not dairy processors.331
11 Imports
11.1 Provide details of the actual and potential level of imports in the relevant market(s)
and details of the importers and their suppliers.
297 Table 1 below provide details of recent import volumes for major dairy products —

covering the five years from FY2009 to FY2013. Table 2 below provide an historical
snapshot of Australian dairy import trade over a forty year period from FY1971 to
FY2011.%%

Table 1: Australian Dairy Imports FY2009 to FY2013 (tonnes)

Product Group FY2009 FY2010 FY2011 FY2012 FY2013
Butter 12,047 18,201 16,209 20,617 14,583
Butter Oil 1,350 1,545 2,063 2,063 3,047
Buttermilk Powder 1,951 1,851 1,323 2,080 1,770
Casein 998 630 855 855 857
Cheese 58,841 71,525 72,873 76,24 73,706
Condensed Milk 1,995 1,487 1,562 1,650 2,228
Cream 1,765 1,483 1,594 1,970 2,165
Ice Cream (000 ltrs) 14,282 17,887 20,090 20,367 20,743
Lactose 11,371 10,785 15,285 16,584 11,653
Milk 5,329 7,606 8,485 5,981 1,330
SMP 3,830 3,900 3,820 4,963 3,617
Whey Powder 13,829 12,801 13,943 15,056 13,468

1 Poole, 138 and RAP16.
32 phjllips, 116.
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Product Group FY2009 FY2010 FY2011 FY2012 FY2013
WMP 14,722 17,422 18,191 16,645 15,364
Yogurt 718 425 619 1,263 1,128
(Source: ABS data quoted in DA- Australian Dairy in Focus various editions.)
Table 2: Australian Dairy Imports FY1971 to FY2011 (tonnes)
Product FY71 FY76 Fysl FY86 FY9l FY96 Fyol FYO06 FY/11
Milk n.p. 1,000 12,300 10,700 34,586 72787 82,574 86,151 70,917
Butter 68,750 55,535 7,820 26,593 29,487 22584 56,871 35,526 33,602
AMF 18,500 22,738 2,510 22,720 21,131 42067 53,176 37,687 18,064
Cream 9,230 7,991 18,700 10,700 13,800 13498 24,351 18,627 12,957
Cheese 34,433 34,533 54,100 68,441 62,872 118872 214,644 201,702 162,997
SMP 49,079 95,108 14,995 100,039 125,690 167215 217,704 217,087 155,355
WMP 16,727 23,966 53,920 40,804 44,606 87747 184,845 152,558 125,853
Whey
Products 3,000 7,500 16,127 39207 43,408 76,181 37,815
Other
powders 16,505 6,184 20,900 18,000 27,200 28100 62,600 94,800 108,200
Casein 26,516 15,446 10,600 7,130 3,190 4894 11,074 8,280 4,725
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Yogurt n.p n.p. n.p n.p. 965 2251 3,053 3,402 4,018

298

299

300

301

302

303

(Sources: ABARES Australian Commodity Statistics various years; ADC Annual Reports (various
editions); and DA — Australian Dairy in Focus (various editions).)

Murray Goulburn cannot provide specific detail of relevant importing firms, their products
and their suppliers. This is because the ABS does not publish trade data at a level that
will allow the |dent|f|cat|on of specific product importers, their domestic customers or their
overseas supplier.®®

Imports account for a significant (and growing) share of Australian dairy consumption in
key dairy categories. In FY2013 Australia imported over 73,000 tonnes of cheese (about
double the amount it imported in 2000). Imports now account for about a quarter of local
cheese consumption. Firms also entered 17,000 tonnes of butterfat products, 30,000
tonnes of milk powder and whey powders and over 20 million litres of ice cream in
FY2013. So imports accounted for 20, 40 and 5 per cent of local consumption of these
products respectively last year. These high import penetration levels mean that, even if
Australian dairy were to shrink back to focus purely on domestic outlets, there is no
commercial guarantee that it will have the market to itself. Imports are a fact of life in
Australian dairy consumption. Anecdotally, it is difficult for Austrahan firms to differentiate
themselves from New Zealand product in the local market.*®

Since New Zealand is the dominant import source of dairy product entering Australia, it
may reasonably be inferred that Fonterra has a major role in this trade.**

Major supermarkets are significant outlets for branded New Zealand cheese lines but
Murray Goulburn cannot identify whether these purchases are organised directly from
Fonterra or via third party import agents. **°

Australia has a well-established network of cheese importer/distributor firms that enter
and distribute cheeses and other dairy ingredients for sale to local supermarkets,
restaurants and specialty retail outlets. Much of the EU cheese that is sold in Australia
would enter through these distributors. These firms often distribute imported lines in
conjunction with local products. The large Chinese dairy company, Bright Foods, recently
secured a 75% stake in Manassen Foods, one of the larger importer/distributors of local
and imported cheese brands.*’

There are a range of companies who use imported milk powder and butterfat. These
include:

€) Firms who dry blend product with local ingredients to make health and
nutritional supplements for domestic sale and/or re-export;

(b) Domestic manufacturers of products including bakeries, biscuit, desserts, ice
cream etc; and

33 phjllips,
33 phillips,
35 phillips,
3% phjllips,
7 phillips,
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(c) Local dairy manufacturers adding imported ingredients to blended nutritional
products or processed cheese manufacturing.

Some of these firms will import product directly from overseas dairy manufacturers.
Others buy product from a broad range of international trading houses that operate in
Australia and overseas such as Hoogwegt.*

The emergence of the US as a supplier of bulk ingredients in recent years reflects the
ongoing price competitiveness of this segment of the Australian food processing market
(and the |mportance of exchange rate movements in the direction and volume of dairy
trade)

Describe any barriers to importation in the relevant market(s) including whether
significant investment in facilities or in distribution arrangements is needed to
facilitate importation.

Unlike many countries, Australia provides essentially free access to its market for dairy
products. Tariffs on almost dairy product imports are set at zero, and this situation is
reinforced by free trade commitments under agreements with m 3Jor producers such as
New Zealand (ANZCERTA 1983) and the USA (AUSFTA 2004).

Under WTO rules, Australia does apply a tariff rate quota (TRQ) on certain cheese
imports from the European Union . However, the TRQ is not binding. Due to steadily
growing domestic demand for specialty cheeses, importer companies regularly enter
cheese volumes from the EU in excess of the TRQ limit.**?

As with all food products, imported dairy foods are required to meet jointly agreed
Australian- NZ food and documentation standards (or recognised third country equivalent
standards)

Describe facilities and distribution arrangements necessary for importation in the
relevant market(s), their capacity and who has ownership or control of these
facilities and arrangements.

The import trade for dairy essentially requires importer/distributors to have the capacity to
handle containerised sea cargo and to warehouse and distribute products via refrigerated
road transport. There appears to be well established infrastructure and capacity in all
three area in all major capitals. Given the open access provided to Australia there is no
reason}f believe that there are any significant hurdles to this trade expanding in future
years.

Provide details of the price of imports as opposed to domestic production in the
relevant market(s) and explain any divergence in these prices.

Prices in Australia are influenced by readily available imports. Murray Goulburn estimates
that approximately 21% of sales of Ingredients in Australia is supplied by imported
products. Many imports come from New Zealand and the United States, both these

338 phjllips,
9 phillips,
30 phjllips,
31 phjllips,
32 phillips,
33 phjllips,
34 phillips,

25390902.

127.
1238.
129.
119.
120.
121.
130.

‘Form S’ — Application by Murray Goulburn for Merger Authorisation

page 100



NS
N

7
I\

N

HERBERT
SMITH
FREEHILLS

countries are the beneficiaries of zero tariff trade agreements. As a result, in some cases
importers are able to supply dairy products into Australia at prices below those that can
be achieved by Murray Goulburn in export markets. Imports are supplied into Australia
across all Ingredients categories. Projected levels of imports in each Ingredients category
for the 2014 financial year are listed in Exhibit MB6.%* Barriers to importation are
reIativsng/ low and primarily consist of importation licencing, customs clearance and freight
costs.

115 Provide details as to the extent of constraint which would be likely to be provided
by imports on domestic suppliers including the merger parties in the relevant
market(s) post-acquisition.

311 As mentioned in response to question 11.4 above, Murray Goulburn estimates that
approximately 21% of sales of Ingredients in Australia consist of imported products.347
Where imports are available, the price of these imports will constrain the price of
substitutable products supplied by the merger parties post-acquisition.

12 Exports

12.1 Provide details of the actual and potential level of exports in the relevant market(s).

312 Table 3 below provide details of recent export volumes for major dairy products —

covering the five years from FY2009 to FY2013. Table 4 below provide an historical
shapshot of Australian dairy export trade over a forty year period from FY1971 to
FY2011.%*

Table 1: Australian Dairy Exports FY2009 to FY2013 (tonnes)

Product Group FY2009 FY2010 FY2011 FY2012 FY2013
Butter 42,144 39,460 31,010 32,596 38,004
Butter Blend 2,606 3,187 3,420 1,437 1,840
Butter Oil 21,358 25,756 18,065 12,057 11,525
Buttermilk 453 436 565 419

Buttermilk Powder 9,651 11,178 10,081 8,927 9,368
Casein 7,634 9,623 4,725 4,185 4,158

345 Beniston, MB6.

34 Beniston, 46.

347

Beniston, 46.

8 phillips, 116.

25390902.

‘Form S’ — Application by Murray Goulburn for Merger Authorisation

page 101



g\“’/@ HERBERT
ZS  PREEHILLS
N
Product Group FY2009 FY2010 FY2011 FY2012 FY2013
Cheese 144,664 168,114 162,997 160,863 174,061
Condensed Milk 17,355 18,157 12,957 12,653 11,928
Ice Cream 6,218 6,877 7,597 8,311 6,686
Infant Powder 17,606 12,293 9,551 5,989 7,597
Lactose 7,112 18,746 21,867 23,495 24,872
Milk 69,132 71,915 77,159 91,295 106,477
Mixtures 46,671 72,147 97,103 104,231 113,257
Protein 169 585 341 240 275
SMP 162,081 125,623 155,336 141,318 146,916
Whey Powder 65,161 53,721 37,814 41,738 40,916
WMP 140,427 104,456 116,302 110,120 96,215
Yogurt 3,375 3,132 4,018 4,517 4,688
Grand Total 763,715 745,406 770,907 764,392 798,782
(Source: ABS data quoted in DA- Australian Dairy in Focus various editions.)
Table 2: Australian Dairy Exports FY1971 to FY2011 (tonnes)
Product FY71 FY76 FY81 FY86 FY91 FY96 FYO01 FY06 FY/11
Milk n.p. 1,000 12,300 10,700 34,586 72787 82,574 86,151 70,917
Butter 68,750 55,535 7,820 26,593 29,487 22584 56,871 35,526 33,602
AMF 18,500 22,738 2,510 22,720 21,131 42067 53,176 37,687 18,064
Cream 9,230 7,991 18,700 10,700 13,800 13498 24,351 18,627 12,957
25390902. ‘Form S’ — Application by Murray Goulburn for Merger Authorisation page 102



:‘\;\\l////

HERBERT
Z S PREEHILLS
7N
Product FY71 FY76 FY81 FY86 FY91l FY96 FYO1 FYO06 FY/11
1)
Cheese 34,433 34,533 54,100 68,441 62,872 118872 214,644 201,702 162,997
SMP 49,079 95,108 14,995 100,039 125,690 167215 217,704 217,087 155,355
WMP 16,727 23,966 53,920 40,804 44,606 87747 184,845 152,558 125,853
Whey
Products 3,000 7,500 16,127 39207 43,408 76,181 37,815
Other
powders 16,505 6,184 20,900 18,000 27,200 28100 62,600 94,800 108,200
Casein 26,516 15,446 10,600 7,130 3,190 4894 11,074 8,280 4,725
Yogurt n.p n.p. n.p n.p. 965 2251 3,053 3,402 4,018
(Sources: ABARES Australian Commodity Statistics various years; ADC Annual Reports (various
editions); and DA — Australian Dairy in Focus (various editions).)
313 Of the six major dairy companies in Australia, four are significant exporters — Murray
Goulburn, Fonterra, WCB and Bega. Other regional firms like Burra Foods, Longwarry
and Harvey Fresh export a significant part of their annual output. Australian dairy
exporters employ a mixture of distribution channels into export markets including direct
customer contracts, sales through local and international trading houses and the
placement of product on the international Global DairyTrade on-line auction system.>*
314 While their importance will vary by channel, the key markets for Australia by volume and
value are Japan, Chlna the nations of ASEAN, New Zealand, the United Arab Emirates,
Korea and Taiwan.?
315 As with import trade, detailed company level data on exports of dairy products and
export customers is held confidentially but not released by the ABS and or DA.*
316 Murray Goulburn is the largest Australian dairy exporter, with sales to over 50 countries.
It operates sales offices in 3 countries. According to its 2013 Annual Report, export sales
account for 48 per cent of the firm’s annual sales revenue. While they account for a
slightly lower proportion of the company production by volume (45 per cent), it is likely
that exports will account for over 50 per cent of MG’s milk solids intake.>*?
317 75 per cent of MG’s export sales are consumed in Asia, followed by the Middle East and
the USA. Key export products and markets are:
39 phijllips, 129.
0 phillips, 130.
*1 phijllips, 131.
%2 phjllips, 132.
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(a) Cheese —Japan, North Asia and the Middle East;
(b) Milk powders and butterfat - ASEAN, China;
(c) Infant formulas, specialty ingredients — China, USA, South East Asia.***

Export sales account for a similar proportion of WCB sales revenues. By product, WCB
exports:

€) 40 per cent of cheese production to Japan, the Middle East, Korea and USA,;
(b) over 90 per cent of its SMP to the Middle east, Japan, China;

(c) over 90 per cent of its Whey products to Japan, China and the USA,;

(d) a smaller percentage of butter to Japan, Korea and the Middle East;

(e) most of the Galacto-oligosacharide ingredient produced with its Great Ocean
Ingredients ]0|nt venture, while its planned lactoferrin specialty ingredient will be
sold to China.*

The percentage of Fonterra’s Australian production that the company exports has varied
over time, subject to internal company decisions about the sourcing of product for
Fonterra’s global supply network. In recent years recorded powder mixture exports from
Australia to New Zealand have risen sharply. Given New Zealand'’s small population,
Murray Goulburn believes that much of this trade would involve Fonterra product (and
also other firms) that will be re-blended with other ingredients in that country before
being re-exported to third countries. >

Exports account for around 25 per cent of Bega’s overall sales revenue. However, the
export orientation of its different processing facilities varies widely. Most of the output of
its plant in Tatura, Victoria — milk powders, infant formula and cream cheeses - is
destined for export sale in North Asia and the Middle East. 336

Other milk powder manufacturers like Burra Foods sell a high percentage of their output
to customers in North and South East Asia and the Middle East.®

Murray Goulburn refers to and relies upon the statements of Maldwyn Beniston and Craig
Norgate.

Murray Goulburn’s international supply of bulk dairy ingredients

Murray Goulburn currently exports

, with Murray Goulburn’s largest export markets for FY2013

being MB17 contains
a full list of countries (and customers) to which Murray Goulburn exported ingredients in

FY2013 and Murray Goulburn’s export volumes.®

Murray Goulburn has in-market offices in Dubai, Japan, Singapore and Vietnam.*** In-

market offices are important for developing deep customer relationships broadly across a

3 phjllips,
%4 phillips,
5 phjllips,
6 phjllips,
%7 phillips,
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359
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customer’s operations, which are critical for facilitating and identifying innovative product
opportunities with those customers.*®°

Murray Goulburn’s products are able to command a price premium in international
markets because of Murray Goulburn’s well regarded brand. **

Murray Goulburn’s ingredients export sales have declined significantly over the past 10
R or

*“The following graph records Murray Goulburn’s decline in export sales.

Murray Goulburn’s export volumes have declined because of lower availability of raw milk
volumes in Australia during this perio

363
d.

Murray Goulburn’s supply of nutritional products internationally

has capacity to

Murray Goulburn has a processing plant in China that blends and packages nutritional
products for domestic supply in China. Murray Goulburn currently exports

30 Beniston,

361

362

33 Beniston,

364

365
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to be processed in its China based processing
plant.

Demand for nutritional products in Asia, especially China, is forecast to grow in excess of
10% per year, and Murray Goulburn estimates that demand from its existing customer
base will exceed

WCB is party to a 50/50 joint venture W|th Royal Friesland Campina that manufactures
ingredients used in Nutritional products

Saputo, Inc (Saputo) does not currently produce finished Nutritional products.>*°
In order to successfully produce and supply nutritional products, a dairy processor
requires:

(a) Production facilities capable of producing high quality base ingredients and
access to high quality vegetable oils and specialty micronutrients;

(b) Development and ownership of intellectual property rights and technical know
how;

(c) Strong customer relationships, with commitments from at least one large global
customer to underwrite the necessary investment requirements;

(d) Control over the raw milk supply chain from farm to finished and packaged
product; and

(e) Quality control systems.370

Describe the export barriers faced by suppliers of inputs to the merger parties in
the relevant market(s).

Despite the growth in trade volumes, it is important to recognise that Australia is a very
small player in world dairy production (just over 1%). The international dairy market also
represents only a minor fraction of world dairy production/consumption (under 10%). Most
dairy products are consumed in their country of production, and the major dairy
production regions - the EU, USA, India and Russia are all much larger than the
international traded dairy market. A corollary of most countries having a domestic dairy
industry is that most governments act to protect local milk production from import trade.
As a result, access for dairy products to many countries is heavily restricted either by
explicit bans, import quotas, very high tariffs (+100% rates of landed value are common)
or technical barriers to imports ranging from local content schemes, specified end user
requirements, factory inspection and registration systems or commercially restrictive food
testing regimes.>" In the absence of substantial World Trade Organisation (WTO)
reforms, this situation is likely to remain in force for a considerable time.

366

367

38 Beniston,

369

370

Beniston,

Beniston,

Beniston,

Beniston,

112.
114.
115.
116.
117.

"1 Some examples of this are - Japan imposes a tariff on non-quota butter imports of over 300%, Korean applies a tariff of
180% on milk powders. Malaysia allows fresh milk entry but not in consumer packs and import licenses are allocated to
competing local processors.
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Equally importantly, the size of large dairy producer like the EU and US mean that
relatively small production shifts in these countries can significantly alter the international
supply demand balance for dairy and fundamentally affect export pricing and market
returns. In this context, the EU is planning to remove domestic milk production quotas
after 2015 which will likely see the growth in export availability from that region from
2016/17. The Irish government has announced plans to support a 50% expansion of
local milk production post-2015.

Most large dairy firms in the US and EU are gearing up for export growth. Some of these
firms are very large and can use their large domestic market bases to cross —subsidize
marginal growth in export sales, at the expense of smaller export competitors like
Australia. (See comments on the scale of overseas production below)

International dairy trade flows are also strongly influenced by several hundred regional
and bilateral trade agreements that favour supply from specific countries of origin. A
significant share of current world dairy trade reflects binding bilateral quota and
preference arrangements (like EU exports of cheese to the US, NZ exports of butter to
the EU). Australia’s dairy’s position in the growth markets of North Asia is subject to
several trade policy risks. For example:

(a) The China NZ Free Trade agreement allows NZ to enter milk powders, butter
and cheese to that market at considerable duty discounts to Australian suppliers
(6-10%).

(b) The NAFTA agreement gives US firms preferential access to Mexico’s drinking

milk, milk powder and butterfat markets

(©) Korea's recent Free Trade Agreements with the EU and USA will increasingly
provide exporters from those countries with preferential access conditions for
cheese and milk powder lines compared to Australia

(d) The recent EU Canada in-principle CETA accord (may set up a framework that
the EU will use to restrict future opportunities for specific cheese varieties
produced in Australia)

Provide details of the sale price of exports as opposed to domestic sales in the
relevant market(s) and explain any divergence in these prices.

There is a strong relationship between domest|c and export prices, and these prices are
heavily dependent on global dairy prices.?’* The domestic price is essentially determined
by the global price plus a premium taking into account the cost of overcoming the |mport
barriers described above, as well as the convenience of dealing with a local producers

Describe whether the suppliers of inputs to the merger parties are or would be able
to export such inputs post-acquisition and, if so, describe the extent of constraint
this would be likely to provide on the merger parties post-acquisition.

Both Murray Goulburn and WCB manufacture their products using raw milk as the base
input.>™ Due to its perishability, raw milk must be processed within 50 hours of receipt

572 Beniston, 45.

373

Beniston, 46.

34 Beniston, 18, MB1.
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and cannot be exported.375 Suppliers of raw milk do not currently export their products

direct, nor would they be able to do so post-acquisition.376

Barriers to entry and expansion

13.1

342

343

Provide details of any barriers to entry and expansion in the relevant market(s).

The manufacturer of dairy products requires access to raw milk, plant facilities for the
production of specific dairy products, land and buildings (located in an area with a climate
favourable to raw milk production) as well as relevant technical knowledge.

Specific issues contributing to barriers to enter the market or markets for the supply of
processed and semi-processed dairy products are:

(a) Access to raw milk: Raw milk production in Australia has declined by almost
20% over the last decade and declining production levels are a significant
constraint on industry. As raw milk is the primary ingredient in the manufacture
of dairy products and scale is an important factor impacting on manufacturin
efficiency, limits in milk supply constrain the ability to invest in the industry.37

(b) Investment costs: the construction of a new dairy processing plant can involve
substantial capital expenditure, although this very much depends on the
products

. the basic infrastructure required to build a new dairy processing plant
on a greenfield site is approximately $50 — 70 million., this includes
water treatment facilities and other effluent systems, electrical
transformers, storm water storage and access roads. This basic
infrastructure costs must be incurred, regardless of the type of product
produced.

. The total cost of building a milk powder plant with a single spray dryer
would be approximately $200 — 220 million. The total cost of building a
drinking milk processing facility would be lower. Murray Goulburn’s
new milk processing plants at Laverton and Erskine Park will cost
approximately $160 million in total.*"].

The approximate minimum costs in acquiring equipment and building
special infrastructure to produce various dairy products are set out in
the following table.

End product Approximate cost | Comments

Liquid milk (including $60m | Estimated maximum annual
flavour milk) production is 250 million litres of
liquid milk.

375

Beniston, 22.

576 Beniston, 41.

377

Mentimplay, 49.

378 Mentiplay, 85-88.
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End product Approximate cost | Comments
Cheese (and whey) Cheese: $100m | As whey is a by-product of
Whey: $50m | cheese production, whey-
handling equipment is necessary.
Whey itself is sold as a product.
Estimated maximum annual
production is 2,000 tonnes.

Standard milk powders $100m | Estimated maximum annual
production is 50,000 to 60,000
tonnes.

Special milk powders $150m | Estimated maximum annual
production is 50,000 to 60,000
tonnes.

The additional cost arises from
further equipment to meet
hygiene standards in producing
special powders.

Butter and cream $50m | This equipment matches the
capacity of the aforementioned
dryers.

Estimated maximum annual
production is 10,000 tonnes.

Fresh dairy (eg yoghurt) $50m | Estimated maximum annual
production is 50,000 to 60,000
tonnes.

The cost of entry depends on the particular dairy product. For example, the cost

of entry in producing multiple dairy products is high, as reflected in the above

while the cost of entry in producing specific dairy products such as cut and
shredded cheese | slow (as it merely involves buying block cheese, including
off-cuts, cutting it and packing it into bags).379

(c) Substantial lead times: A new entrant which seeks to enter the dairy
processing industry on its own and build a new dairy processing plant will face
substantial lead-time before it can begin to sell products. This is because of the
time required to construct a new plant and to put in a purchase order for
equipment. The majority of dairy equipment is manufactured in Europe and is
built to order. In particular, given the growing demand for special milk powders
such as infant nutrition, there are likely to be significant delays in acquiring
spray dryers capable of processing raw milk into infant nutrition powders.

Overall, it would take at least 2 years for a dairy processing plant to be built and

commissioned. **°

344 For most finished dairy products, there is now little brand loyalty, and a large amount of
promotional activity in their sale to consumers, especially in relation to cheese to
consumers. Consumers generally base their purchasing decisions entirely on price. For
example, Bega engaged in intense promotional activity in the first half of 2013, matching
57 Mentiplay, 82.
%0 Mentiplay, 90.
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the price of private label cheese. During that time, Murray Goulburn’s branded cheese
sales drastically decreased.

345 There has also been a significant increase in private label product sales. Private label
products are now competing on an equal footing with branded products.

13.2 Provide details of any firms not currently supplying or acquiring goods or services
in the Relevant Market(s) but which could enter the Relevant Market(s) quickly and
provide an effective competitive constraint in the Relevant Market(s) to the merged
entity.

346 None identified

13.3 Provide details of any firms which have recently tried and failed to enter the
relevant market(s), including the reasons (if known) for their failure.

347 None identified

14 Dynamic characteristics
Provide details of the dynamic characteristics of the relevant market(s).

348 The features of the relevant markets are discussed in response to question 5 above.

15 Vigorous and effective competitor
Indicate whether the Target or any other participant in the relevant market(s) could
be described as a vigorous and effective competitor to the Applicant or other
market participants to any and to what extent, and why.

349 WCB principally competes for the acquisition of raw milk. There is no evidence that it
could be described as a “vigorous and effective competitor” in the supply of downstream
dairy products.

16 Vertical integration

16.1 Describe whether the acquisition would, or would be likely to, result in increased
vertical integration between firms involved at different functional levels in the
relevant market(s).

350 Not applicable.

16.2 Describe whether the acquisition would, or would be likely to, increase the risk of
limiting the supply of inputs or access to distribution such that downstream or
upstream rivals face higher costs post-acquisition or full or partial foreclosure of
key inputs or distribution channels.

351 Not applicable.
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17 Prices and profit margins

17.1 Provide details of recent and current levels of pricing in the relevant market(s)
including the use of rebates and discounts.
Raw milk

352 In relation to the acquisition of raw milk, the table below shows Murray Goulburn’s
opening price, step-ups and closing price over the past five years

FY2008 FY2009 FY2010 FY2011 FY2012 FY2013

Opening 5.12 5.51 3.55 4.83 4.94 4.50
Price
Step-ups 1.64 -0.72 0.87 0.81 0.50 0.46
Closing 6.76 4.79 4.42 5.64 5.44 4.96
price

353 Murray Goulburn pays a different price for different grades of milk. For example,
discounted prices are payable where:
(a) milk is of ‘Premium 2’ or ‘Base’ quality; 20
(b) a farmer’s milk tests positive for inhibitory substances.383

354 The process by which Murray Goulburn sets its prices for the acquisition of raw milk is

described in section 6.3 above.

Downstream dairy products

355 Pricing of key categories of downstream dairy products is discussed below.

356 Cheese: Consumers generally have little brand loyalty, basing their purchasing decisions
entirely on price.*® The sale of cheese is highly promotionally driven.®®

357 UHT milk: The price of branded UHT milk has not changed since 2008 as the major
rocery retailers will not accept price increases. >*°

%1 poole, 202.
%2 poole, 69.
3 poole, 206.
%4 Scott, 43.
5 Scott, 53.
¢ Scott, 70.
%7 Scott, 71.
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358 Butter / spreads: The price of butter and spreads has remained stagnant since 2008.°>%®

359

360 Flavoured milk: Murray Goulburn’s flavoured milk is priced near the frice of Farmers
Union’s flavoured milk because Farmers Union is the leading brand.*®
Ingredients

361 Ingredients sales can be divided up along a value continuum, with commodity products at
the low end of the continuum and specialty Ingredients at the upper end. As products
move further up the value continuum they achieve a higher premium above the base
commodity price. This is due to the higher degree of customisation and risk that is
involved in making more specialised products.391

17.2 Provide details of supply costs of goods and services supplied by the merger
parties including manufacturing, marketing and distribution costs in the relevant
market(s).

362

8 Scott, 86.
9 Scott, 109.
390 scott, 124.

1 Beniston, 19.

2 Barnett, 53.
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363

364 Before goods are stored in warehouses and distributed, there are costs involved in
transporting raw milk from farm to processing plant.

365 To lower its transport costs, Murray Goulburn aims to use the lowest number of trucks
required to collect all raw milk from its farmer suppliers in each region — North, West and
Gippsland — by arranging collection routes that can be completed in the shortest time
period and involve the shortest driving distance.**

366 For Murray Goulburn, the average number of daily pick-ups per region is significantly
higher in the North and Gippsland regions, as compared with the West region, because
the farms in the West re%ion are substantially larger. That means the milk yield per pick-
up is higher in the West.**°

393 Barnett, 54.

39 McDonald, 11.
3% McDonald, 22.

%% McDonald, 30, Confidential Annexure MM1 and Confidential Annexure MM3.
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17.3 Describe the competitive constraints, if any, which would, or would be likely to,
prevent the merger parties from being able to significantly and sustainably
increase the prices paid by their customers, or lower the prices paid to their
suppliers, post-acquisition in the relevant market(s).

368 The proposed merger would not result in lower prices paid to the merger parties’
suppliers of raw milk, due to the existence of the following competitive constraints:>*®

(@)

(b)

()

(d)

Despite any increase in concentration, there are a large number of alternative
raw milk buyers that will remain active in the relevant market, including both raw
milk processors and brokers of raw milk. Given the ability of farmers to shift
their raw milk sales to alternative buyers (both within dairy farming regions and
outside their dairy farming region), the existence of a large number of
alternative buyers is consistent with a conclusion that competition for purchases
of raw milk will not be substantially lessened.>**°

In addition to dairy companies that process raw milk, both dairy companies and
other entities broker raw milk to other dairy processors. Potential entry may
also represent a significant constraint on the exercise of any market power. %

The co-operative structure of Murray Goulburn can be expected to have a
protective influence on the price offered by Murray Goulburn to raw milk
suppliers. Murray Goulburn’s primary objectives according to its constitution
include the acquisition of milk from its shareholders and its stated business
objective is to significantly increase the farmgate milk price. The co-operative’s
voting members are all active raw milk producers in the co-operative and voting
power is distributed roughly in proportion to the volume of milk they supply.
Given the stated goals of the co-operative (eg, to increase the price paid for raw
milk) and explicit provisions to align management incentives with those of the
suppliers of milk, the co-operative has an incentive to increase the price it pays
for raw milk. This is the opposite of the effects that would be expected if

competition were to be substantially lessened among buyers of raw milk.***

If a merger generates significant efficiencies either through decreased
incremental costs or via an enhancement in the merged firm’s ability to
compete, these efficiencies may reduce or completely offset any incentive for
the merged firm to raise downstream prices. Further, when paired with a co-
operative structure, such efficiencies may be passed on to members (ie, dairy
farmers, the group most likely to be adversely affected if an SLC were to occur)
in the form of increased input prices at the farmgate. ***

397 McDonald, 35, Confidential Annexure MML.

%% pleatsikas, 141.
% pleatsikas, 142.
40 pleatsikas, 143.
“! pleatsikas, 145.
“2 pleatsikas, 146.
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Describe the impact of the acquisition on the potential for coordinated conduct
between remaining competitors in the relevant market(s) post-acquisition.

Apart from the merger parties, there are many competitors for the acquisition of raw milk.
There are also many competitors for the downstream supply of finished dairy products.
Therefore, the proposed acquisition would not materially increase any potential for
coordinated conduct between the remaining competitors.*®

Moreover, as mentioned in the above response, as the merger is likely to generate
significant efficiencies either through decreased incremental costs or via an enhancement
in the merged firm’s ability to compete, these efficiencies may reduce or completely offset
any incentive for the merged firm to raise downstream prices. 404

Describe the likely impact of the acquisition on the profit margins of the merger
parties post-acquisition and the expected cause of any change.

The proposed acquisition may not have a direct impact on Murray Goulburn’s finished
dairy domestic products business. However, acquiring WCB will provide an increase in
milk supply, which will allow Murray Goulburn greater flexibility in its business. To the
extent the proposed acquisition results in Murray Goulburn having access to a larger milk
pool, that would ease the tension between the need to meet Asian demand and domestic
requirements. %

Related markets

18.1

372

18.2

373

18.3

374

Describe the extent of complementarity between products supplied by the merger
parties.

Not applicable.

Describe the extent to which the products identified above are, or could be, offered
to customers as a product range through bundling or tying.

Not applicable.

Describe the competitive constraints that would, or would be likely to, prevent
such bundling or tying from significantly foreclosing the ability of the merged
entity’s competitors to compete, including foreclosure of access to distribution by
the merged entity’s competitors.

Not applicable.

03 pleatsikas, 142.

404 pleatsikas, 146.
4% Seott, 199 — 200.
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19 Detriment from a lessening of competition
Having regard to the information provided above, and any other relevant
information, describe any detriment which would or would be likely to flow from a
lessening of competition as a result of the acquisition.

375 The proposed acquisition of WCB by Murray Goulburn will not generate any meaningful
lessening of competition in the market for the acquisition of raw milk, and will be
efficiency enhancing relative to the counterfactual scenarios (as discussed below).*%®

20 Other public detriment
Describe any public detriment likely to result from the proposed acquisition that
has not already been described above.

376 Not applicable.

21 Public benefit claims

21.1 Describe any public benefit in the form of increased efficiencies (for example,
economies of scale or scope) which would, or would be likely to, result from the
acquisition.

377 The proposed acquisition is likely to yield substantial increases in efficiencies across
many aspects of the operations of the combined business. These efficiencies underpin
the public benefits that Murray Goulburn considers will result from the proposed
acquisition.

378 In the discussion below we outline Murray Goulburn’s public benefit claims drawing upon
the evidence submitted with this application as found in the statements of:
€) David Michael Noonan — calculation of operational and other synergies;

(b) Maldwyn Beniston — enhancements in international competitiveness and global
sales;
(c) Robert Arthur Poole — milk supply;
(d) Keith Mentiplay — efficiencies in plant optimisation;
(e) Mark McDonald — efficiencies in transport and logistics (farm to plant);
) John Barnett — efficiencies in transport and logistics (plant to customer).
379 In summary, the likely public benefits arise from the combination of:

(@) the substantial increase to the milk pool available to Murray Goulburn;
(b) securing substantial synergies and efficiency gains;
(©) enhancing the standing and competitiveness of Australia’s dairy industry in

global trade through the efficiencies that will strengthen Australia’s largest dairy
producer, Murray Goulburn;

4% pleatsikas, 150.
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(d) the likely flow-on of benefits to Murray Goulburn in returns to farmers and
multiplier effects in rural communities.

Increased milk pool

The proposed acquisition will result in an immediate increase of 800 million litres to
Murray Goulburn’s milk pool.

Increased milk volumes drive cost savings through the reduction of incremental costs.
The increased milk pool will allow these cost savings to be realised. In respect of
transport and logistics, for example, efficiency of milk collection is enhanced by
economies of scale (ie greater volumes of milk). The additional 800 million litres of milk
acquired would further increase efficiency of milk collection on a cents per litre basis.*"’

An increased milk pool also enables Murray Goulburn to upgrade its plants in future, as
there will be a return on any raw milk processed. In this way, the proposed acquisition will
allow Murray Goulburn to diversify its production capabilities for cheese, (as Murray
Goulburn predominantly produces cheese in northern Victoria), and upgrade its existing
facilities to produce more ‘high value’ ingredients products.*

As Murray Goulburn’s domestic and export sales increase, farmers will earn greater
returns through the co-operative structure and this will provide further incentives for
increased milk supply.

Operational synergies

[Confidential: Murray Goulburn anticipates that there will be substantial synergies
leading to annual savings arising from the combination of the Murray Goulburn and WCB
businesses,]

€) [Confidential: Transport and logistics efficiencies: there will be substantial
savings flowing from improved efficiency in the transport operations. These will
arise in the following areas:]

(1) [Confidential: Consolidation of milk pick-up routes

Confidential: Administration and transport personnel —

(2)

47 McDonal

d, 54(c).

“%% Mentiplay, 95(i); Noonan, 27(h).
“%° Mentiplay, 95(a); Noonan, 27(a); McDonald 54(d).
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(3)

(4)

()

(6)

(7)

_

[Confidential: Reduced transportation costs —

[Confidential: Reduced warehousing costs

[Confidential: Increased efficiency in transportation of products.

Confidential: Increased use of efficient technolo

[Confidential: Reduction of head count.

419 McDonald, 54(a) and 54(b).
“1 Barnett, 59(a).
“2 Barnett, 59(b).
“13 Barnett, 59(c).
“14 Barnett, 59(d).
15 Barnett, 59(e).
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Confidential: Consolidation of productionECUC U YEHS

Confidential: Sharing management and services

Further roll-out of Murray Goulburn’s “Operation Excellence” program —
Murray Goulburn began implementing its “Operational Excellence” program in
or about March 2013 in which a comprehensive review of plant and operational
efficiency was undertaken and actioned. Given the likely infrastructure profile of
WCB, Murray Goulburn anticipates that similar inefficiencies and problems are
present in the Allansford Plant.**°

Procurement savings — given the scale of Murray Goulburn compared with
WCB, Murray Goulburn expects that there will be procurement synergies
available by switching WCB'’s purchases across to Murray Goulburn’s supply
agreements likely at a lower cost.*?!

Efficiencies derived from increased volume — the acquisition of WCB will
result in an increase of 800 million litres to the milk pool. Increased milk
volumes drive cost savings through the reduction of incremental costs. The
increased milk pool will allow these cost savings to be realised. In respect of
transport and logistics, for example, efficiency of milk collection is enhanced by
economies of scale (ie greater volumes of milk). Therefore the additional 800
million litres of milk acquired from WCB would further increase efficiency of milk
collection on a cents per litre basis. An increased milk pool also enables
Murray Goulburn to upgrade its plants in future, as there will be a return on any
raw milk processed. In this way, the WCB acquisition will allow Murray

1% Noonan, 27(d); Mentiplay 95(b).

417

Mentiplay, 95(c).

“8 Mentiplay, 95(d), Noonan, 27.

1% Noonan, 27(e), Mentiplay, 95(e).
2% Noonan, 27(f), Mentiplay, 95(g).
2L Mentiplay, 95(h); Noonan, 27(g)
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Goulburn to diversify its production capabilities for cheese, (as Murray Goulburn
predominantly produces cheese in northern Victoria), and u4p9rade its existing
facilities to produce more ‘high value’ ingredients products. 2

385 Murrai Goulburn has estimated that the total synergies _

are as summarised below;

386 More specifically, these synergies are identified in the following categories.

2 Mentiplay, 95(j); Noonan, 27(h).
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Describe whether the acquisition would, or would be likely to, result in a significant
increase in the real value of exports.

Murray Goulburn has seen dramatic growth in the Nutritionals market and it anticipates
that this growth will continue into the future. Murray Goulburn projects it will exceed its
current capacity by around November 2014 and the

The proposed acquisition will assist Murray Goulburn in leveraging its customer
relationships to offer higher value products as well as allowing Murray Goulburn to fully
take advantage of growth in the Nutritionals sector.

These strategies reduce Murray Goulburn’s exposure to the price volatility in base
commodity markets and increase the value that is obtained from each litre of milk that
Murray Goulburn processes. Given Murray Goulburn’s cooperative structure, these
factors directly translate into a higher Farm-gate Price. This is a direct benefit to Murray
Goulburn’s suppliers and has a benefit to the Australian dairy industry as a whole.*®

2 poole, 244; Dairy Australia figures.

424 Beniston, 132-139.

4% Beniston, 142.
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21.4

393

394

395

Describe whether the acquisition would, or would be likely to, result in significant
substitution of domestic products for imported goods.

Imports have grown as domestic milk supply has fallen. Over time, the efficiencies and
economies of scale available to Murray Goulburn through a merger with WCB will
increase its domestic sales and reverse the fall in milk supply. This should lead to a
significant substitution of domestic products for imported goods

Detail any public benefit claims relating to the international competitiveness of any
Australian industry arising from the acquisition.

As a result of acquiring WCB, Murray Goulburn’s international competitiveness will
significantly improve. Specifically:

€) the acquisition will significantly increase Murray Goulburn’s scale. International
customers will perceive that Murray Goulburn is on a growth trajectory, which
w

(b) with significantly increased milk volumes and scale, Murray Goulburn will have

greater ability to diversify its production, which will assist in optimising its
product mix and weathering dairy commaodity price volatility; and

(c) with significantly increased milk volumes and scale, Murray Goulburn will be
able to leverage its existing relationships with premium customers to offer more
innovative products. *?°

The increased milk pool available to the merged entity will underpin both enhanced scale
in Murray Goulburn’s operations and the production efficiency outlined above.

In turn, the enhanced scale and efficiency from the proposed acquisition will establish
Murray Goulburn as a significant Australian export company. The merged entity will be
the second largest supplier of dairy products on international markets (behind Fonterra).
This creates benefits for Murray Goulburn, which flow through to the Australian dairy
industry. **’

4% Beniston, 118-126.

427

Beniston

25390902.
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TOP GLOBAL DAIRY PROCESSORS RANKING BY MILK INTAKE®, 2012
Million tonnes
216
171
15.014.9
12.012.0
10.1
82 738
8963 60 59
46 44 41 41 40 4.0 40 35
gee e @m o om o§ 8 & ¥ 4 = 5 g 5 B LS S S EL X
tE5S8s ¥ 2 8 £ 5§ 8= L8 2 E E 2 SF8E 83509
S55 2 s £ & T § 8 5 §8 2 s528%5 £C%agPp?
§°s &8 E = 9§55 S F 553 F2a
S 3 E o = E 5=°3 3%
[ 5 = - o
3
* Mik intake represents milk voleme collected for main company and subsidiaries. Milk intake figures are i milion tonnes, and in some cases recalculated from litre 1L = 1.033kg
** Murray Goulburn and Warmambool Cheese and Bulter FY13 milk supply
Sourca: IFCN dairy reports, Murray Goulburn, Company Annual Reports
396 As shown in Confidential Figure 1 below, Murray Goulburn’s export volumes have
declined over the last 10 years as a result of the limited milk supply available to Murray
Goulburn to service export markets. This has forced Murray Goulburn, particularly in
recent times, to pull out of several markets. In particular, Murray Goulburn has reduced
its footprint in the Middle East. It now only sells to high value or highly strategic clients.
This decline in Murray Goulburn’s ability to supply has coincided with an a sustained
increase in demand for Ingredients products. In turn, this has undermined customer
confidence that Murray Goulburn would be able to meet ongoing customer demands. *?®
428

Beniston, 92.
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The increased access to milk volumes will serve to reverse the trend in recent years

where global demand has grown but Murra}égGoulburn’s exports have decreased and
b]

Having the scale to grow with customers will not only restore confidence in Murray
Goulburn’s brand and enhance its international competitiveness, but it will have a flow on
effect to the Australian dairy industry. Growing with Murray Goulburn’s existing premium
customer base will create confidence in upstream milk production and encourage
investment in milk growth to further feed into the merged entity’s clearly defined global
strategy.

As a result of acquiring WCB, Murray Goulburn’s increased milk volumes will enable it to
produce a greater proportion of its volume as higher value dairy ingredients, as opposed
to base dair)/ commodities. This will significantly increase Murray Goulburn’s

profitability. 0 For example:

Further, significant volumes of WCB'’s existing milk supply will be able to be re-allocated
to higher value production or achieve a higher premium in international markets under
Murray Goulburn’s ownership, because:

(a) WCB'’s main dairy product export is currently bulk cheddar cheese, which is a
base commodity ingredient, and other exports include skim milk powders, why
protein concentrate and cream cheese; and

(b) WCB currently allocates a large portion of its export milk supply into the
production of commodity cheddar;

(c) WCB is unlikely to be achieving price premiums through the sale of this product,
particularly given that it is a ‘weak seller in the Japanese market;*** and (c)
Murray Goulburn would be able to allocate the milk supply to premium

achievini iroduct streams, includini nutritional iroduct streams. _
]433

As a result of acquiring WCB, Murray Goulburn’s increased milk volumes will enable it to
supply increased demand in Asia for nutritional products and derive greater value than
WCB is able to achieve, because:

(a) WCB currently lacks the strong customer pull through and plant capabilities to
operate as a successful nutritional producer and supplier;

(b) by contrast, Murray Goulburn has existing customer relationships with three
large nutritionals customers; and

()

29 Beniston,

430

431

32 Beniston,

433

434

25390902.

Beniston,

Beniston,

Beniston,

Beniston,

118, 120.
127-131.
129.

99.

123.

135.
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Detail any other public benefit claims.

Because of Murray Goulburn’s cooperative structure, and approach to setting its farmgate
milk price, the increased profitability that Murray Goulburn is likely to achieve as a result
of the merger with WCB will lead to Murray Goulburn offerlng significantly higher milk
prices to its farmer suppliers than it otherwise would have.*

Higher farmgate milk prices, and a more internationally competitive Murray Goulburn, are
likely to substantially improve dairy farmer confldence and encourage Australian dairy
farmers to increase their production of raw milk.*

Increased raw milk production would lead to Murray Goulburn increasing its acquisition of
raw milk, with increased dairy ingredient production and further increase exports.

The increase in milk price will be received by all suppliers to the combined entity,
including potentially all 500 current suppliers to WCB. In total this will affect approximately
3,000 suppliers. Further, it is possible that an increase in milk price will likely be spent by
suppliers in the regional areas where they operate, providing a benefit to the economies
of those regions.

The co-operative principles on which a merged Murray Goulburn/WCB merged entity will
operate, also ensure that the increased earnings of the merged entity from growth
opportunities, including exports, will uIt|mater beneflt suppliers through further sustained
and increased farmgate prices and dividends.*

As a cooperatlve,:

(a) the dairy farmers who supply milk to Murray Goulburn also control the company
and select the Board;

(b) the Board acts in the interests of the suppliers and seeks to maximise returns to
suppliers;

(c) management and the Board consult with suppliers and the suppliers have

access to them;

(d) suppliers are supported by Murray Goulburn through services to assist and
improve supplier milk product and reduce costs; and

(e) the distribution of milk proceeds, dividends, incentives and charges is done as
fairly as possible taking |nto account wherever possible, real benefits or costs
incurred in the business.”

In addition, the opportunities for increased production of raw milk (stimulated by higher
prices for raw milk) and higher production of exports and increased production of higher
margin products could result in a significant increase in dairy farming and dairy

35 Beniston, 129.

436

Beniston, 142.

7 phillips, 221 and 227
38 Beniston, 139; MB2.
43 poole, 246.

40 poole, 10.
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processing economic activity. To the extent this is true, there will also be a multiplier
effect that will increase both employment and income, particularly within Victoria and
South Australia. An appropriate economic impact multipliers for dairy farming/agricultural
activity indicates that an increase of $1 in economic activity in the primary sectors (i.e.,
dairy farming and dairy processing) will result in a total increase in economic activity of
approximately $2-$3.207.

The counterfactual

411

412

413

414

415

416

Describe the likely state of the relevant market(s) in the future if the proposed
acquisition does not take place, giving reasons.

Overview of the possible counterfactual scenarios

In addition to Murray Goulburn’s takeover bid for WCB:

€) Bega has launched a takeover bid for WCB, and its offer is currently $2 per
share plus 1.5 Bega shares, which values the bid at approximately $8.68 per
share; and

(b) Saputo has launched a takeover bid for WCB, and its offer is currently $9 per
share.

If Murray Goulburn does not acquire WCB, it is possible that:

€) The status quo will continue, with WCB continuing to operate as an independent
business;

(b) Bega will acquire WCB; or
(c) Saputo will acquire WCB.

Counterfactual acquisition by Bega

If Bega were to acquire WCB, its total annual raw milk acquisition would increase from
approximately 641 million litres to approximately 1.5 billion litres.***

Through increased milk supply, and the possible closure and consolidation of production
of Bega'’s existing Coburg plant to WCB'’s Allansford plant, Bega may be able to derive
some cost savings.***

Any cost savings that Bega would derive would be substantially lower than the cost
savings that Murray Goulburn expects to achieve, because unlike Murray Goulburn, Bega
lacks any significant geographic overlap with WCB in terms of processing plants and milk
collection.**

Although Bega has nutritional product capability***, which is relevant to taking advantage

of growing demand in Asia, Bega has no international in-market sales capability. The
combined Bega / WCB would only have one office in Asia (in Japan).*** Bega lacks the

441

442

Mentiplay, 96.
Mentiplay, 97(a).

43 Mentiplay, 98; McDonald, 56, 57; Barnett, 62.

444

445

25390902.

Beniston, 150.
Beniston, 100.
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relevant experience and client base to be able to fully service and win international
. 446
clients.

Counterfactual acquisition by Saputo

Saputo currently has no dairy processing or milk collection presence in Australia, and
would be unlikely to achieve any cost savings by acquiring WCB.**’

418 Saputo does not currently produce finished nutritional products, and WCB'’s nutritionals
capability and customer relationships are not strong (see assumption 237 above). As a
consequence, the combined business is unlikely be able to successfully take advantage
of growing nutritional demand in Asia.**®

419 Saputo would derive little synergies in respect of supplying dairy ingredients in
international markets. At most, it may be able to supplement its current wheg product
offering into Asia with whey products produced at WCB'’s Allansford plant.44

420 Saputo has limited international in-market sales capability, with only one international
sales office in Asia (Hong Kong), and another sales office in Brazil.**° The combined
Saputo / WCB would only have two offices in Asia (in Hong Kong and Japan).

23 Joint ventures
Does this application for authorisation deal with a matter relating to a joint venture
(see section 4J of the Act)?

421 No.

(a) If so, are there any other applications for clearance or authorisation under
Part VII of the Act being made simultaneously with this application in
relation to the joint venture.

422 Not applicable.

(b) If so, describe the nature of the applications and who is making those
other applications.

423 Not applicable.

24 International
(a) Does the acquisition involve:

() A company operating in Australia that has a foreign parent?

424 No.

(8] Australian businesses or consumers affected by conduct

occurring overseas?

446

Beniston, 151.

“7 Mentiplay, 100; McDonald, 58; Barnett, 63.

448 Beniston, 149.

449

450

25390902.
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425 No (except to the extent that imports or exports are relevant, as discussed in sections 11
and 12 above).
(1) Foreign consumers affected by conduct occurring in Australia?
426 No (except to the extent that imports or exports are relevant, as discussed in sections 11
and 12 above).
Q) Conduct occurring across international boundaries?
427 No (except to the extent that imports or exports are relevant, as discussed in sections 11
and 12 above).

@) Provide details of competition authorities in jurisdictions other than
Australia to which the proposed acquisition has been, or is intended to
be, notified and the timing of such notifications.

428 Not applicable.
25 Period of authorisation

Outline the period for which authorisation is sought, detailing reasons why

authorisation should be granted for the requested period.

429 Not applicable.
26 Undertaking

Consistent with subsection 95AV (2) of the Act, the Applicant is required, pursuant

to the regulations, to give an undertaking to the Commission under section 87B of

the Act that the acquisition will not be made while the application for authorisation
is being considered by the Tribunal. An undertaking which is in a form that must be
offered to the Commission is attached to this Form.

430 See attached.

27 Further information

Name, postal address, telephone, facsimile and email contact details of person

authorised by the notifying parties to provide additional information in relation to

this application.
431 Herbert Smith Freehills

25390902.

101 Collins Street
Melbourne Victoria 3000

Attention:  Chris Jose
Direct telephone: +61 3 9288 1416
Mobile telephone: +61 411 514 487
Fax: +613 9288 1567
Email: Chris.Jose@hsf.com
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28 Information provided in relation to the Target
Where the Target has been consulted during the preparation of information
provided in response to the questions contained in this Form relating to the Target,
an authorised representative of the Target must indicate here that information
relating to the Target is complete and accurate.
DI . comccsiicic iy oo s e 18 58
Signed by/on behalf of the Target
(Signature)
(Full Name)
Note If the Target is a corporation, state position occupied in the corporation by person
signing. If signed by a solicitor on behalf of the Target, this fact must be stated.

29 Declaration

The undersigned declare that, to the best of their knowledge and belief, the
information given in response to questions in this form is true, correct and
complete, that complete copies of documents required by this form have been
supplied, and that all estimates are identified as such and are their best estimates
of the underlying facts and that all the opinions expressed are sincere.

The undersigned are aware of the provisions of section 95AZN of the Competition
and Consumer Act 2010.

sign here » //Z/_—“ W
office held  Managing Director mpahy Sécretary and
General €ounsel

print name  Gary Helou Fiona Smith
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Competition and Consumer Act 2010

Undertaking to the Australian Competition and Consumer
Commission given for the purposes of section 87B

by

Murray Goulburn Co-operative Co. Limited
(ACN 004 277 089)

1. This undertaking (Undertaking) is given to the Australian Competition and
Consumer Commission (Commission) by Murray Goulburn Co-operative Co.
Limited (Murray Goulburn) (ACN 004 277 089) of Freshwater Place, Level
15, Southbank Boulevard, Southbank, Victoria 3000 under section 87B of the
Competition and Consumer Act 2010 (Act).

2. Murray Goulburn has made an application for authorisation in respect of an
acquisition pursuant to section 95AU of the Act.

3. Murray Goulburn hereby undertakes that it will not make the acquisition the
subject of the application referred to in paragraph 2 while the application is
being considered by the Australian Competition Tribunal.

4. This Undertaking comes into effect when:
(@) the Undertaking is executed by Murray Goulburn; and

(b)  the Commission accepts the Undertaking so executed.

" 5. "Murray Goulburn acknowledges that the Commission will make this
Undertaking available for public inspection.

EXECUTED BY
Murray Goulburn Co-operative Co. Limited (ACN 004 277 089)
pursuant to section 127(1) of the Corporations Act 2001.

sign here » /' // g W ]
office held  Managing Director ﬂ@Wetaw and General Counsel

print name  Gary Helou Fiona Smith

Th%iay of November 2013.

ACCEPTED BY THE COMMISSION PURSUANT TO SECTION 87B OF THE ACT

Commission Chairperson




	1 The Applicant (the Acquirer)
	1.1 Name and registered office (where applicable) of the Applicant including the ACN (where applicable) and place of incorporation (where applicable).
	1 Company Name:  Murray Goulburn Co-operative Co. Limited (Murray Goulburn)
	2 ACN:   004 277 089
	3 Registered Office:  Freshwater Place, Level 15, Southbank Boulevard,  Southbank Victoria 3000
	4 Place of incorporation: Victoria

	1.2 Describe the business or businesses carried on by the Applicant including the products and services the Applicant supplies.
	5 Murray Goulburn is an unlisted public company located in south east Australia that processes and manufactures drinking milk and other dairy products. It is controlled by the dairy farmers from whom it acquires raw milk, and operates in accordance wi...
	6 Murray Goulburn’s 2013 Annual Report forms Attachment RAP3.
	7 Murray Goulburn currently acquires raw milk from approximately 2,500 dairy farmers located in various dairy producing regions of Victoria, South Australia and New South Wales (and also acquires milk from a joint venture in Tasmania).1F
	8 Using that raw milk, Murray Goulburn produces and sells a range of finished dairy products and dairy ingredients including fresh milk, daily pasteurised milk, ultra heat treated (UHT) milk, cheeses, butter and spreads, milk powders, whey powders, mi...
	9 During the financial year ended 30 June 2013 (FY2013), Murray Goulburn:
	(a) acquired approximately 2.99 billion litres of raw milk from dairy farmers;
	(b) produced 760,678 tonnes of dairy products, and exported 336,000 tonnes of dairy products;
	(c) had total revenue of $2.385 billion, with international sales accounting for approximately 48% of that revenue; and
	(d) had profit before income tax of $39.053 million.3F

	10 Murray Goulburn employs over 2,000 people and is Australia’s largest dairy food exporter to the major markets of Asia, the Middle East, North Africa and the Americas.
	11 Murray Goulburn operates under the following business units:
	(a) Ingredients – as the single largest contributor to Murray Goulburn’s annual revenue, this unit produces a wide range of milk powders, cheeses, milk protein concentrate, milk-fat products, specialty proteins, caseinates and whey products;
	(b) Brands – represents 35% of the company’s sales and produces UHT milk, cheese, butter and spreads and cream products. These products are marketed under Murray Goulburn brands (such as Devondale and Liddell’s) and private labels for major retailers ...
	(c) Nutritionals – produces protein isolates, colostrum, lactoferrin, natural milk minerals, ASCEND Elite milk proteins, and Proform vitamin enriched protein milk powder;
	(d) Murray Goulburn Trading – offer various farm products, expert technical and agronomy advice services and milk machine sales and servicing. Murray Goulburn’s farmer suppliers receive a 3% discount; and
	(e) Murray Goulburn Dairy (Qingdao) Co Ltd – Murray Goulburn’s first manufacturing facility outside of Australia. The facility uses Australian dairy ingredients, which are formulated from milk supplied by farmer-shareholders. It produces a range of in...

	12 Murray Goulburn offers its farmer suppliers a range of additional services, primarily through its 21 Murray Goulburn Trading stores and four fertiliser depots.5F
	13 Murray Goulburn employs Field Service Officers who provide free services to farmer suppliers, including farm budgeting, food safety services and farm audits.6F
	14 Murray Goulburn also offers loans at competitive rates to its farmer suppliers through its Murray Goulburn Trading Finance and Supplier Finance programs.7F
	15 Murray Goulburn’s constitution requires it to carry on business having as its primary objects one or more of the following:
	(a) the acquisition of milk and other commodities from its shareholders for disposal or distribution;
	(b) the storage, marketing, packing and/or processing of milk and other commodities of its shareholders;
	(c) the rendering of services to its shareholders; and
	(d) without limitation in respect of the above primary objects, such other objects as the Board may from time to time resolve as being in the interests of Murray Goulburn and its shareholders and suppliers and for the benefit of its shareholders and s...

	16 Murray Goulburn’s stated business objective is to significantly increase the farmgate milk price.9F
	17 Murray Goulburn’s senior executives are motivated to deliver increases in the farmgate milk price, because a significant proportion of their remuneration is based on Murray Goulburn’s milk price performance. Specifically:
	(a) in the case of Murray Goulburn’s senior executives, apart from the Managing Director, 25% of their remuneration comprises a short term incentive that is only paid if the milk price budget set by the Board at the beginning of each year is achieved....
	(b) in the case of Murray Goulburn’s Managing Director, 50% of total remuneration is made  up of ‘at risk’ remuneration. Of this, 40% comprises a short term incentive (which is paid as described in (a) above) and 60% comprises a long term incentive, w...

	18 Murray Goulburn is the ultimate parent company of the Murray Goulburn Group.
	19 Murray Goulburn does not have any shareholders with more than five per cent shareholding in it. Under Rule 5.3 of Murray Goulburn’s Constitution, the elements of which are paraphrased below, the following shareholder caps apply:
	20 Murray Goulburn is not aware of any entity that holds more than a five per cent shareholding in Murray Goulburn.
	21 There are five classes of shares in Murray Goulburn:
	(a) Ordinary shares, which carry a right to one vote for every share;12F
	(b) “NV” class shares, which do not carry any voting rights;
	(c) “A” class non-cumulative preference shares, which do not carry voting rights;
	(d) “B” class non-cumulative preference shares, which do not carry voting rights; and
	(e) “C” class non-cumulative preference shares, which do not carry voting rights.13F

	22 Only those dairy farmers who currently supply Murray Goulburn with raw milk (farmer suppliers) may hold ordinary shares in Murray Goulburn, and all farmer suppliers must hold at least 500 ordinary shares.14F  Specifically:
	(a) Ordinary and NV shares have a value of $1.00 per share, and farmer suppliers purchase their initial holding of 500 ordinary shares at $1.00 per share; and
	(b) There is a monthly share off-take scheme in which farmer suppliers are paid the equivalent of $0.0065 per litre in shares for each litre of milk supplied during that month.15F

	23 Murray Goulburn’s constitution requires that voting power be roughly equitably distributed across all of its farmer suppliers in the following ways:
	(a) The Board is obliged, so far as it is practicable, to ensure that the ratio between each farmer supplier’s ordinary shares and milk volume (in litres) is 1:5.16F  Shares in excess of that ratio would be converted into NV class shares, which do not...
	(b) No farmer supplier is permitted to hold more than 0.5% of the total number of shares.18F  If a farmer supplier’s shareholding breaches the 0.5% cap, the Board may require that the shares be disposed of, or convert them into NV class shares, which ...
	(c) If a shareholder ceases to be a farmer supplier, that shareholder’s shares would be redeemed unless the Board consents to converting that shareholder’s ordinary and NV class shares into non-cumulative preference shares (which do not carry any voti...

	24 The rules relating to shareholder voting rights can only be altered if 90% of ordinary shareholders, or if polled, shareholders representing at least 90% of the ordinary shares, vote in favour of the change.21F
	25 Murray Goulburn’s constitution provides for the appointment of the following categories of directors to its Board of directors:
	(a) at least seven directors must be farmer suppliers who have been nominated by at least five other farmer suppliers from the one “supplier region”;22F
	(b) there may be one managing director;23F  and
	(c) there may be up to three special directors, who are not required to be farmer suppliers or shareholders of Murray Goulburn.24F

	26 Murray Goulburn’s constitution requires that farmer suppliers be divided into “supplier regions”. At present, there are the following supplier regions, and each of these regions is able to appoint the following number of directors:
	(a) Gippsland region – three directors;
	(b) Northern region – three directors; and
	(c) Western region – three directors.25F

	27 The Board’s policy is that the number of directors per supplier region ought to reflect the quantity of milk acquired from each supplier region. At present, because the volume of milk acquired in each supplier region is approximately the same, each...
	28 The current Board comprises a managing director, nine supplier directors and two special directors.28F
	29 Murray Goulburn management also regularly consults with its farmer suppliers through a consultative group comprising 30 farmer suppliers, with ten being appointed by management from each of Murray Goulburn’s three regions.29F
	30 All shareholders of Murray Goulburn are entitled to receive dividends. In the case of non-cumulative preference shares:
	(a) “A” class shares entitle the holder to a non-cumulative preferential dividend of 8% (on the face share value of $1); and
	(b) “B” and “C” class shares entitle the holder to a non-cumulative preferential dividend at a rate determined by the Board.30F

	31 In FY2011, FY2012 and FY2013, the final dividends paid or recommended were as follows:31F
	32 Murray Goulburn has undertaken a review of its capital structure to investigate the most effective and efficient capital structure which will permit it to invest in the capacity and capability of existing plant operations and capitalise on growth o...
	33 The principal objectives of the proposed restructure are to:
	(a) retain the co-operative structure and 100% Australian dairy farmer control of Murray Goulburn;
	(b) underpin Murray Goulburn’s goal of an increase in farm-gate returns of $1 per kg of milk solids (more than seven cents per litre) over a five year period from 2012 to 2017;
	(c) provide Murray Goulburn supplier/shareholders with an observable market price for their Murray Goulburn shares, consequently strengthening farm balance sheets ; and
	(d) provide access to additional sources of capital to meet the co-operative’s investment plans and deliver improved returns.33F

	34 The proposed restructure is subject to a comprehensive review process with supplier/shareholders and further development. Murray Goulburn is commencing a round of consultation meetings with its supplier/shareholders in December 2013/January 2014 wi...
	35 It is not proposed that the capital restructure will change the co-operative structure of Murray Goulburn, or any merged entity created from the acquisition of WCB.35F  As set out above, it is proposed that supplier shareholders will still retain c...
	36 Murray Goulburn believes that the benefits to supplier/shareholders from such a capital restructure will include:
	(a) the capital restructure will place Murray Goulburn in a stronger financial position to pursue growth opportunities, particularly in relation to export of dairy products. Growth opportunities will increase earnings which will in turn lift the retur...
	(b) the restructure will assist Murray Goulburn to reduce its debt, also placing it in a stronger financial position; and
	(c) the enhanced value placed on supplier/shareholder shares will provide them with potential access to funding from external lenders to grow their own businesses.36F

	37 A copy of the letter provided to Murray Goulburn shareholders at the Annual General Meeting on 22 November 2013 explaining the proposed restructure is attached as RAP61.

	1.3 Provide details of all related bodies corporate of the Applicant including the ACN.
	38 The related bodies corporate of Murray Goulburn are as follows:37F

	1.4 Address in Australia for service of documents on the Applicant.
	39 Herbert Smith Freehills 101 Collins Street Melbourne Victoria 3000

	1.5 Name and address of any person for whose benefit or on whose behalf the shares or assets to be acquired will be held.
	40 Murray Goulburn Co-operative Co. Limited  Freshwater Place,  Level 15, Southbank Boulevard,  Southbank Victoria 3000


	2 The Target
	2.1 In the case of a body corporate whose shares or assets are to be acquired:
	(a) Name of the body corporate including the ACN where applicable.
	41 Warrnambool Cheese and Butter Factory Company Holdings Limited (WCB) (ACN 071 945 232).
	(b) Place of incorporation of the body corporate.

	42 Victoria.
	(c) Registered office of the body corporate.

	43 5331 Great Ocean Road, Allansford, Victoria 3000.
	(d) Describe the business or businesses carried on by the body corporate including the products and services the Target supplies.

	44 WCB is Australia’s fourth largest dairy processor and is located at Allansford in south west Victoria.38F  It is a listed public company with approximately 3,900 shareholders. It does not operate according to cooperative principles.39F
	45 WCB’s 2013 Annual Report forms Attachment RAP6.
	46 In FY2013, WCB collected 890 million litres of raw milk40F  from over 570 dairy farmers41F  mostly located in the dairy producing regions of south-western Victoria and South Australia.42F  This represents 10% of Australia’s annual milk production.
	47 Using that raw milk, WCB produces and sells a range of dairy products including cheeses, milk powders, whey protein concentrate, butter, cream and packaged milk.43F  WCB does not produce finished nutritional products44F  or UHT milk.45F
	48 WCB currently produces approximately 130,000 tonnes46F  of dairy products at its two Australian processing plants:
	(a) One is located in south-western Victoria at Allansford, where WCB conducts the overwhelming majority of its processing and manufacturing. It is one of the largest and highest production capacity sites in Australia; and
	(b) One is located in South Australia at Mil Lel, where WCB processes, cuts and wraps speciality cheeses.47F

	49 WCB exports approximately 40% of its cheese, almost all of its milk powder, some of its butter and cream products, and the majority of its whey protein concentrate.48F
	50 In FY2013, WCB had:
	(a) total revenue of $495.851 million; and
	(b) profit before income tax of $9.591 million.49F

	51 WCB is one of the largest employers in south west Victoria, with 400 employees across sites in Allansford, Mount Gambier (South Australia) and Port Melbourne.
	52 WCB’s business is divided into three core business areas:
	(a) Commodities (85% of FY2013 revenue) – consisting of dairy products (such as cheese, milk powders, butter, cream and whey protein concentrate) which are sold to wholesale customers in domestic and export markets;
	(b) Consumer goods (11.4% of FY2013 revenue) – consisting of consumer dairy products sold in retail channels under consumer brands, such as Sungold (milk), Great Ocean Road (milk and cheese), Warrnambool (cheese) and Enprocal (nutritional products); and
	(c) Other (3.3% of FY2013 revenue) – various business that does not fall into either commodities or retail segments.

	53 WCB is the ultimate parent company of the Warrnambool Group. The following table contains a list of WCB shareholders with more than five per cent shareholding:50F
	(e) Number and type of shares or description of assets to be acquired.

	54 Murray Goulburn is offering to pay all-cash consideration to acquire all WCB shares including shares that are issued during the offer period whether due to the conversion of WCB Performance Rights or otherwise.
	55 WCB Performance Rights vest on a 1:1 basis into WCB shares and are granted to eligible employees for no consideration. Vesting may only occurs upon the fulfilment of certain conditions, such as the employee meeting certain performance hurdles presc...

	2.2 In the case of a body corporate whose shares are to be acquired, provide details of:
	(a) the issued capital of the body corporate;
	56 As at the date of this application, WCB has 55,672,679 ordinary shares on issue (including shares have been issued to employees under WCB’s employee share plan) with a fully-paid amount of $47,973,091.48.
	57 In addition, 296,832 shares have been issued to employees under WCB’s employee share plan, which imposes restrictions on disposal of those shares for three years from allotment unless the employee ceases employment with WCB earlier.
	(b) the holders of such issued capital.

	58 The top 20 shareholders of WCB, as set out in the Annual Report for WCB for FY2013 and updated by subsequent ASX shareholder disclosures, are as follows:

	2.3 Provide details of all related bodies corporate of the body corporate whose shares or assets are to be acquired by the Applicant.
	59 The related bodies corporate of WCB are as follows:52F

	2.4 In the case of a person (other than a body corporate) whose assets are to be acquired:
	(a) Name and address of the person.
	60 Not applicable.
	(b) Describe the business or businesses carried on by the person including the products and services the person supplies.

	61 Not applicable.
	(c) Describe the assets to be acquired.

	62 Not applicable.


	3 The acquisition
	3.1 Outline the nature and details of the contract, arrangement, understanding or proposal for the acquisition and, if applicable, the public offer document, and provide a copy of any relevant contract, document or public offer document.
	63 Murray Goulburn is offering to acquire all WCB shares via an off-market takeover bid with all-cash consideration of $9.50 per share. The WCB shares to be acquired include WCB shares issued during the offer period whether due to the conversion of Wa...
	64 A copy of Murray Goulburn’s Bidder’s Statement dated 28 November 2013 is provided with this form. The document is the statement of Murray Goulburn under Part 6.5 Division 2 of the Corporations Act.
	65 Murray Goulburn’s offer is subject to a number of conditions set out in section 9.7 of its Bidder’s Statement dated 28 November 2013, including (among others):
	(a) no objection by the ACCC or granting of authorisation by the Australian Competition Tribunal in relation to the proposed transaction;
	(b) Murray Goulburn having a relevant interest in greater than 50% of WCB by close of the increased offer;
	(c) no material new acquisitions, disposals or other commitments by WCB beyond certain financial thresholds; and
	(d) no material adverse change or prescribed occurrence events occurring with respect to WCB.

	66 Murray Goulburn’s off-market takeover bid will proceed according to the timeframe prescribed under section 633(1) of the Corporations Act.
	67 Given that Murray Goulburn’s Bidder’s Statement was lodged with ASIC (and WCB and ASX) on 28 November 2013, the earliest time at which Murray Goulburn can send its Bidder’s Statement to WCB shareholders (and therefore make offers capable of accepta...
	68 A contract for the acquisition of shares is formed between Murray Goulburn and a WCB shareholder once that shareholder accepts Murray Goulburn’s offer by completing and returning the offer acceptance form.
	69 Murray Goulburn’s offer closing date will be determined and made public on the day that Murray Goulburn’s Bidder’s Statement is sent to WCB shareholders (with the offer closing date contained in that version of the Bidder’s Statement). Murray Goulb...
	70 As specified in clause 9.6 of Murray Goulburn’s Bidder’s Statement dated 28 November 2013 (and as governed by the Corporations Act), Murray Goulburn will provide the consideration due to a WCB shareholder who has accepted the offer on or before the...
	(a) one month after the date of acceptance or, if the offer is subject to a defeating condition when the offer is accepted, within one month after the offer becomes unconditional; and
	(b) 21 days after the end of the offer period.

	71 If Murray Goulburn and its associates have a relevant interest in at least 90% of the WCB shares, Murray Goulburn proposes to compulsorily acquire to all outstanding WCB shares. The compulsory acquisition process following a takeover bid is governe...

	3.2 Provide details of the commercial rationale for the acquisition and copies of all documents that were prepared specifically for the purpose of evaluating the proposed acquisition with respect to the market(s) affected and the nature of those effec...
	72 The principal benefits perceived by the Murray Goulburn Board and Executive to underpin Murray Goulburn’s rationale for pursuing the WCB acquisition are set out below:
	(a) Access to substantial milk volumes: The acquisition will deliver a substantial increase in the milk pool available from a stable milk supply region in Victoria. WCB has stated that it has assumed that in FY2014 its milk intake will be 802 million ...
	(b) A strategic processing asset: Murray Goulburn understands that WCB has a good quality and relatively efficient facility in its Allansford plant with some peak and off peak period capacity. Although the facility is not new, and Murray Goulburn has ...
	(c) Product optimisation and diversification opportunities: Murray Goulburn considers that a number of opportunities will arise from the WCB acquisition to optimise and diversify its operations. Specifically, Murray Goulburn considers that these poten...
	(d) Global scale and export growth opportunities: the WCB acquisition adds significantly to the scale of Murray Goulburn’s operations and will move it into the top 20 global dairy processors ranked by milk intake. Murray Goulburn expects that this inc...
	(e) Significant operational synergies:  the WCB acquisition is expected to result in substantial on-going synergies which are discussed in more detail in section 21. A summary of the total synergies [Confidential: and infant formula benefit that Murra...
	(f) Complementary to existing Murray Goulburn capex and growth aspirations: the WCB acquisition is expected to complement some of Murray Goulburn’s strategic investment projects and may reduce some capital expenditure. These include, for example, the ...

	73 Murray Goulburn also considers that its acquisition of WCB will achieve the following benefits:64F

	3.3 Indicate whether the acquisition involves proposed ancillary arrangements and describe the proposed arrangements.
	74 Not applicable.


	4 Background information
	4.1 Describe the industry sector(s) to which the acquisition relates.
	75 The acquisition takes place in the dairy industry. This section describes:
	(a) The production and supply of raw milk; and
	(b) The processing of milk and manufacture of dairy products.

	76 The Australian dairy industry is Australia’s third largest agricultural industry, being worth over $4 billion per year.66F  Dairy farming is well-established in all temperate and some sub-tropical areas of Australia.67F
	77 South Eastern Australia, which comprises Victoria, Tasmania, South Australia and southern New South Wales, currently produces approximately 75% of Australia’s raw milk.68F
	78 Between FY2002 and FY2012:
	(a) Australia’s production of milk has significantly declined, from 11.271 billion litres to 9.48 billion litres;69F
	(b) Australia’s number of dairy cows has significantly declined from 2,123,000 cows to 1,630,000 cows;70F
	(c) In Victoria and South Australia, the number of dairy cows has significantly declined from 1,437,000 cows to 1,136,000 cows;71F  and
	(d) Victoria’s total dairy farm area has significantly reduced from [Confidential: 1.38 million hectares to 1.08 million hectares.]

	79 The table below summarises the number of dairy cows, the milk yield per cow, and milk production in Australia for FY2013:
	80 The production of raw milk in Australia is expected to increase to approximately 9.4 billion litres in FY2014.72F
	81 The key factors that have contributed to Australia’s decline in milk production since 2002 have been:
	(a) The deregulation of daily pasteurised drinking milk production and supply in 2000, which removed milk quotas and guaranteed raw milk prices, and led to lower raw milk prices for dairy farmers;
	(b) Droughts in 2003, 2004, 2006 and 2007, and floods and cyclones in 2005 and 2011;
	(c) The global financial crisis in 2008, and significantly lower global dairy commodity prices.73F

	82 These factors in particular have contributed to significantly lower farmer confidence, and in 2013, over 40% of dairy farmers surveyed by Dairy Australia said that they had no plan to expand milk supply in the next three years.74F
	83 Although there have been significant reductions in Australian dairy production over the past decade, there is potential in south eastern Australia to convert additional land to dairy farming and to increase dairy production.
	84 By contrast, in New Zealand, between FY2002 and FY2012:
	(a) New Zealand’s production of milk has significantly increased, from 13.607 billion litres to 19.129 billion litres;75F
	(b) New Zealand’s number of dairy cows has significantly increased from 3,692,703 cows to 4,634,226 cows;76F  and
	(c) New Zealand’s total dairy farm area has significantly increased from 1.4 million hectares to 1.64 million hectares.77F

	85 Although milk production in Australia declined between FY2002 and FY2012, and over the same period, milk production in New Zealand increased, milk productivity has increased in both countries during that period at approximately the same rate. Furth...
	86 The contrast between Australian and New Zealand milk production over the last 10 years is captured in the following charts. This demonstrates that Australian dairy production declined by nearly 2% p.a., Australian exports are down by 40% over the l...
	87 The table below summarises the number of dairy cows, the milk yield per cow, and milk production in New Zealand for each financial year from FY2002 to FY2012:
	88 There are dairy processing plants operating in all state of Australia.79F
	89 The main finished dairy products and ingredients manufactured from raw milk are daily pasteurised milk, UHT milk, cheeses, butters, milk powders, whey powders, milk fats, speciality milk proteins and nutritional products (including infant formula)....
	90 Common elements in processing raw milk and manufacturing dairy products include:
	(a) Collecting raw milk from farmers and keeping it cool;
	(b) Testing raw milk for any harmful microorganisms; and
	(c) Heat treating raw milk (either pasteurising it or subjecting it to ultra heat treatment to extend its shelf-life) to destroy pathogens.81F

	91 After the raw milk is heat treated, it can be put through different processes depending on the end product being produced. For example:
	(a) Pasteurised milk may be centrifugally separated into cream and skim milk;
	(b) Cream may be further processed by churning it into butter;
	(c) Pasteurised milk may be standardised, evaporated and spray dried into full cream milk powder; and
	(d) Pasteurised milk may be standardised, given start and coagulant addition, and by having the curds separated from the whey, turned into cheese.82F

	92 Because most dairy products use only components of whole raw milk, or are by-products of other dairy products, there is an interdependence of product volumes for many dairy products. For example:
	(a) Increased production of skim milk and its derivative products increases the production of cream (because it is made by centrifugally separating cream from the skim milk); and
	(b) Decreased production of butter will increase the volume of cream available for supply.84F

	93 Producing the same volume of different dairy products also may require different volumes of raw milk. For example:
	(a) More raw milk is required to produce 250g of skim milk powder as compared with infant nutrition powder, because additional ingredients such as whey, casein, vegetable oils, lactose, vitamins and minerals are required to produce infant nutrition po...
	(b) More raw milk is required to produce 250g of butter as compared with 250g of Swiss-style yoghurt, because fruit, sugar, starch, pectin and gelatin is added to the latter.85F

	94 Because of fluctuations in raw milk production throughout the year, processing plants are not used in a uniform manner all year round. Processing plants, or parts of plants, are regularly ‘wound down’ and ‘wound up’ each year, and the winding down ...
	95 Most Australian dairy processors are able to adjust their production of dairy ingredient products according to demand trends in Australia and in international markets.87F

	4.2 Describe the area(s) of overlap in the operations of the Applicant and Target and any related bodies corporate (the merger parties).
	96 Murray Goulburn and WCB principally overlap in the following broad areas:
	(a) The collection of raw milk in south east Australia, especially in Victoria and South Australia;
	(b) The manufacture of processed and semi-processed dairy products in south eastern Australia, particularly in western Victoria; and
	(c) The wholesale supply of certain processed and semi-processed dairy products in Australia.

	97 Historically, Murray Goulburn has treated its raw milk collection as spanning three regions, being the regions where it purchases the majority of its raw milk:
	(a) North, which comprises northern Victoria and the Riverina region of New South Wales;
	(b) West, which comprises south-western Victoria and South Australia; and
	(c) Gippsland, which comprises the Gippsland region of Victoria.

	There is, however, no technical or operational reason to adopt any rigid division between these regions.
	98 In Tasmania, Murray Goulburn does not collect raw milk from farmers directly, and instead purchases it from a joint venture, Tasmanian Dairy Products.88F  Murray Goulburn processes approximately 180 million litres of milk in Tasmania via its Edith ...
	99 From June 2013 onwards, Murray Goulburn has also commenced collecting milk in central and northern New South Wales, and expects to acquire [Confidential: 85 million] litres during FY2014.90F
	100 During FY2013, Murray Goulburn acquired the following volumes of raw milk from farmer suppliers in each relevant region:91F
	]
	101 WCB acquires approximately 9.5% of Australia’s milk supply and, like Murray Goulburn, collects milk from farms located in south eastern Australia (particularly in South Australia and western Victoria). The areas in which Murray Goulburn and WCB’s ...
	102 The map, which is reproduced below, shows the location of dairy processing plants operated by Murray Goulburn, WCB and other dairy processors.93F
	103 Raw milk may be processed at a plant in the area in which it is supplied, or it may be transported to a different area for processing.94F  Raw milk from a farm in a particular area may not be processed by the processor with whom the supplier has a...
	The manufacture of processed and semi-processed dairy products
	104 Murray Goulburn has  six processing plants in Victoria and one processing plant in Tasmania, as set out below:
	105 Murray Goulburn has committed to building a milk processing plant at Laverton in Melbourne and a further milk processing plant at Erskine Park in Sydney. These plants are expected to be operational by mid-2014.96F
	106 Murray Goulburn has an integrated logistics centre located at Laverton North and a global distribution centre (including for frozen products) located at the Port of Melbourne.97F
	107 Murray Goulburn’s products are stored at its distribution centres until they are picked up as part of a customer order. Once an order is made, the products are transported from the distribution centres to a customer’s location or the customer’s ow...
	108 The transportation chain described above is the process that is undertaken for the vast majority of Murray Goulburn’s products. However, there are instances where Murray Goulburn supplies its finished products on a different basis. Those instances...
	(a) processing facilities direct to customers;
	(b) processing facilities to other Murray Goulburn processing facilities; and
	(c) processing facilities to processing facilities operated by another dairy producer.99F

	109 The transportation of products described in (b) and (c) above relates to ingredient products that are to be incorporated into other dairy products.100F
	110 WCB has been processing plants, both located in western Victoria and South Australia.
	111 The following table summarises the production capability of WCB’s Australian processing plants:101F
	112 The broad categories of finished dairy products that Murray Goulburn supplies to grocery retailers, food services wholesales, and route outlets in Australia are:
	(a) cheese;
	(b) UHT milk;
	(c) butter / spreads;
	(d) daily pasteurised milk;
	(e) flavoured milk;
	(f) dairy desserts and yoghurts;
	(g) milk powder; and
	(h) cream (fresh and UHT).102F

	113 Although WCB is predominantly involved in the supply of bulk ingredients, it also supplies finished dairy products. For example, WCB supplies cheese products, daily pasteurised milk and flavoured milk in Australia.103F
	114 Cheese is derived from milk through a process that involves the addition of heat and the enzyme, rennet, which causes coagulation. The curds are separated from the whey and pressed into final form. There are a number of varieties of cheese, includ...
	115 Murray Goulburn is a substantial supplier of both branded and private label cheese products to grocery retailers and food service customers. The principal cheese products supplied, both branded and private label, are block cheese, shredded cheese ...
	116 In relation to Murray Goulburn’s supply to grocery retailers, package sizes include 250g, 625g and 1kg blocks, 550g and 600g shredded packets and 200g slices. Varieties supplied include: Light, Mild, Tasty, Vintage and Colby Cheddar, Cobram Vintag...
	117 In relation to food service supply, packaging ranges from 250g, 500g and 1kg to larger sizes such as 6kg, 10kg, 20kg and bulk bins. Primary products include Tasty, Vintage, Light, Mild, Mature and Colby Cheddar as well as mozzarella and pizza chee...
	118 [Confidential: In relation to the supply of private label cheese Murray Goulburn supplies Woolworths with private label shredded cheese – all its ‘Select’ cheese and 50% of its ‘Homebrand’ cheese. Murray Goulburn also supplies Metcash, Woolworths ...
	119 WCB produces its own branded cheese product, Great Ocean Road (supplied to Coles). It is not a high selling product.109F
	120 Long life milk is heated to a higher temperature than daily pasteurised milk. This results in a greater reduction in bacteria and heat resistant enzymes in comparison to milk that undergoes pasteurisation – giving it an extended shelf life. There ...
	121 Murray Goulburn supplies varieties of white and flavoured UHT milk. It also supplies lactose-free UHT milk under its Liddells brand. Murray Goulburn does not supply soy UHT milk.111F
	122 WCB does not supply UHT milk.112F
	123 Butter is made through separating cream from milk, churning the cream until it thickens, and adding water and salt. There are many varieties of butter, including salted butter, unsalted butter, cultured butter and clarified butter, which is almost...
	124 Spreads are a mixture of butter and edible vegetable oils making the mixture spreadable directly from the refrigerator. Spreads generally retain the taste of butter.114F
	125 Murray Goulburn supplies:
	(a) Devondale and private label butter to grocery retailers;
	(b) Devondale and private label spreads to grocery retailers; and
	(c) butter and spreads to food service customers.115F

	126 Murray Goulburn is not aware of WCB supplying retail butter or spreads in Australia.116F
	127 Daily pasteurised milk is milk which has been pasteurised, that is, undergone a process whereby it is partially sterilised. There are a number of varieties of daily pasteurised milk, including full cream, fat reduced and skim milk, and there are b...
	128 Murray Goulburn supplies daily pasteurised milk from its facility in Kiewa to:
	(a) [Confidential: Aldi stores located in New South Wales and Victoria (private label);
	(b) approximately 50 Woolworths stores located in the Kiewa Valley (private label); and]
	(c) approximately 10 million litres of Kiewa and Devondale branded milk in the Kiewa Valley via the route trade.118F

	129 [Confidential: In addition to supplying Aldi and stores in the Kiewa Valley], Murray Goulburn has recently secured a ten year contract for the supply of private label daily pasteurised milk to Coles (to come into effect 1 July 2014). [Confidential...
	130 WCB supplies Sungold and Great Ocean Road milk, and some private label milk.120F
	131 There are two broad categories of flavoured milk – daily pasteurised flavoured milk and UHT flavoured milk (of which there are soy based varieties). Flavoured milk is generally supplied in packaging that ranges from 200 millilitres to 2 litres.121F
	132 In relation to daily pasteurised flavoured milk, Murray Goulburn supplies:
	(a) small grocery shops and cafes/takeaway shops in the Kiewa Valley with flavoured daily pasteurised milk in 600 millilitre packaging; and
	(b) [Confidential: Aldi stores with private label flavoured daily pasteurised milk in 2 litre packaging.122F ]

	133 In relation to UHT flavoured milk, Murray Goulburn supplies grocery retailers throughout Australia with milk Devondale branded in 1 litre packaging as well as its ‘Moo’ branded flavoured milk product which is sold in 200 millilitre packets of six ...
	134 WCB supplies small volumes of flavoured milk.124F
	135 Dairy desserts comprise a range of fresh and UHT-based custard products.125F
	136 Murray Goulburn currently supplies:
	(a) [Confidential: a private label dairy dessert for Coles (a vanilla flavoured pouring custard sold in 1 litre cartons); and
	(b) various dairy desserts to Cerebos though its contract pack business.126F ]

	137 Murray Goulburn is not aware of WCB supplying dairy desserts in Australia.127F
	138 Yoghurt is a type of cultured dairy food. It is made by the addition of live starter cultures to milk. These bacterial cultures cause fermentation of lactose. There are a number of types of yoghurt, including natural, Greek-style, flavoured, full ...
	139 Murray Goulburn has entered into a joint venture with Danone through which Murray Goulburn supplies milk to Danone for its yoghurt production. Danone’s manufacturing plant is located at Murray Goulburn’s Kiewa facility. [Confidential: The joint ve...
	140 Murray Goulburn is not aware WCB supplying yoghurt in Australia.130F
	141 Milk powder is made by evaporating milk to dryness. It has a far longer shelf life than liquid milks and, due to its low moisture content, does not require refrigeration. There are full cream and skim varieties of milk powder.131F
	142 Murray Goulburn supplies the following milk powder products:
	(a) Devondale branded and private label milk powder in 2kg bags for grocery retailers; and
	(b) milk powder products to food service customers.132F

	143 Murray Goulburn is not aware of WCB supplying milk power in Australia.
	144 Cream is the fat component of milk. During production, centrifugal force is used to accelerate the separation of the cream from the milk which is placed in large vats. There are a number of varieties of cream including, reduced fat, double cream, ...
	145 Murray Goulburn supplies:
	(a) Devondale branded fresh cream;
	(b) private label fresh cream; and
	(c) UHT cream.134F

	146 Murray Goulburn is not aware of WCB supplying cream in Australia.
	147 Murray Goulburn produces a comprehensive range of bulk ingredient products. In the 2013 financial year, Murray Goulburn produced approximately 375,000 tonnes of ingredients, which it supplied in Australia and to approximately 50 export markets.135F
	148 The Ingredients portfolio can be divided up along a value continuum, with commodity products at the low end of the continuum and specialty Ingredients at the upper end. Murray Goulburn’s strategic objective is to produce as many products at the up...
	149 Murray Goulburn supplies the following bulk non-liquid ingredients (moving from the lower end of the value spectrum to the higher end of the value spectrum):
	(a) base commodities, which are products that include little or no product differentiation and limited supply security;
	(b) customised ingredients, which include minor product differentiation and higher supply security;
	(c) value add ingredients, which are characterised by significant differentiation, high supply security and high levels of customer service;
	(d) nutritionals, which include infant, toddler and adult milk formulas; and
	(e) specialty ingredients, which are characterised by the highest product differentiation.137F

	150 Murray Goulburn also supplies bulk liquid ingredients, including bulk cream, skim milk, semi-skim milk, wholemilk concentrate and milk permeate.138F
	151 WCB currently provides a range of bulk ingredients products in Australia, including cheese, skim milk powders, butter milk powders, butter and whey protein concentrates.
	152 Both Murray Goulburn and WCB currently supplies bulk cream into Victoria and South Australia. The projected volumes and estimated shares in the supply of bulk cream for FY2014 are contained in the table below:
	153 WCB does not currently supply bulk processed milk to customers located in Australia.
	154 Murray Goulburn supplies a small volume of Nutritional products in Australia. Murray Goulburn does not believe that WCB currently supplies equivalent products in Australia.
	155 There are no geographical limitations on where Murray Goulburn is able to transport  finished products, either domestically or internationally, so long as the shelf life of the products are managed. However, Murray Goulburn does not transport many...
	156 [Confidential: In FY2013, Murray Goulburn transported the following volumes of finished products (in tonnes) into each Australian state:
	157 [Confidential: Murray Goulburn ships products internationally from its distribution centres. Asian destinations account for approximately 75% of sales of export orders. The table below shows the top ten countries to which Murray Goulburn ships its...
	158 WCB produces a total of over 130,000 tonnes of dairy products per year that are sold in Australia and to various customer from over 40 countries around the world.141F
	159 WCB also ships a substantial amount of its products overseas. Approximately 46% of WCB’s FY13 sales by value were exported, largely to Asian markets and the Middle East, plus sales to the United States, Europe and South America. 142F
	160 WCB would require similar distribution capabilities and facilities as Murray Goulburn in order to transport its dairy products both domestically and internationally.
	161 Murray Goulburn has capacity for further storage and distribution of products both domestically and internationally, and the ability to increase its capacity.143F  The domestic and international distribution of dairy products would overlap. The pr...

	4.3 Provide details of any acquisitions made by the merger parties and any other acquisitions made in the industry sector(s) during the past five years.
	162 The table below identifies acquisitions made in the dairy industry since 2008:P145F
	163 Neither Murray Goulburn nor WCB has acquired another Australian dairy processor in the last five years. In 2006 Murray Goulburn purchased Classic Foods, a packer of UHT foods and drinks, in Tasmania.

	4.4 Provide details of any existing vertical or horizontal relationships between the merger parties and related bodies corporate.
	164 Murray Goulburn enters into inter-regional as well as intra-regional exchanges of raw milk with other dairy companies. As described earlier, a swap occurs when one processor (A) acquires milk from an area in which it has less processing capacity a...
	165 Murray Goulburn regularly swaps bulk raw milk with [Confidential: Fonterra, Lion Pty Ltd (Lion), Parmalat Australia Limited (Parmalat), WCB, Bulla, Longwarry, Procal and a number of other companies] 146F  – both within the same region and across d...
	166 Murray Goulburn also enters into commercial arrangements to buy milk from, or sell milk other dairy processors. The difference between a swap and a commercial sale (or purchase) is that a swap is an agreement for the delivery of milk of similar vo...
	167 [Confidential: During FY2013, Murray Goulburn swapped raw milk with Fonterra in the following volumes in the North and Gippsland regions:147F
	168 The table below sets out Murray Goulburn’s estimates of the volume of milk that Murray Goulburn will exchange with other dairy processors for the 2014 financial year.148F  [Confidential:
	169 Murray Goulburn has an agreement with [Confidential: Lion to swap raw milk across regions. Murray Goulburn and Lion swap volumes of milk between northern Victoria and Gippsland. Lion delivers approximately 70 million litres of milk to Murray Goulb...

	4.5 Describe any other cooperative agreements to which any of the merger parties is a party.
	170 As noted in the Murray Goulburn’s 2013 Annual Report, Murray Goulburn is party to the following joint ventures:
	171 As noted in WCB’s 2013 Annual Report, WCB is party to the following joint ventures:


	5 Market definition
	172 There are the following markets that are relevant to the assessment of the acquisition’s effect on competition:
	(a) A market for the supply and acquisition of raw milk (including bulk raw milk) in Victoria, South Australia and the Riverina region of New South Wales;150F
	(b) A market, or markets, for the supply of processed and semi-processed dairy products that is at least state wide, and is probably national;151F
	(c) A market, or markets, for the supply of high margin dairy ingredients such as nutritional products and lactoferrins;152F
	(d) A market for the supply of ancillary services to dairy farmers, such as sales of supplies, equipment and technical advice.153F

	173 Alternatively, if there is not a unified market, or markets, for the supply of processed and semi-processed dairy products that is at least state wide, there are likely to be the following relevant downstream dairy product markets in respect of da...
	(a) The market for the manufacture and wholesale supply of pasteurised milk in Victoria;
	(b) The market for the manufacture and wholesale supply of flavoured milk in at least Victoria, and probably nationally;
	(c) The national market for the manufacture and wholesale supply of powdered milk products;
	(d) The market for the manufacture and supply of bulk cream in Victoria and South Australia;
	(e) The national market for the manufacture and wholesale supply of packaged cream;
	(f) The national market for the manufacture and wholesale supply of packaged and bulk cheese;
	(g) The national market for the manufacture and wholesale supply of for the supply of packaged and bulk butter; and
	(h) The national market for the manufacture and wholesale supply of whey products.

	174 Importantly, because WCB does not supply in Australia UHT milk products, dairy desserts or yoghurts, any separate product markets in which these goods are supplied are not relevant to the proposed acquisition.
	175 Ultimately, for the reasons set out in sections below, it will not matter whether or not the relevant downstream markets are a unified market, or markets, for the supply of processed and semi-processed dairy products, or separate markets for the s...
	176 Raw milk is produced by cows on dairy farms through-out dairy producing regions of Australia. Relevantly, dairy farming is conducted in the Gippsland, northern irrigation zone (which stretches from Shepparton to the Murray) and western regions of ...
	177 Dairy processors including Murray Goulburn and WCB, and milk brokers such as ACM, acquire raw milk directly from dairy farmers. Murray Goulburn and WCB overlap in acquiring raw milk only in the northern irrigation zone (which stretches from Sheppa...
	178 Dairy processors also regularly acquire raw milk from other dairy processors and brokers who conduct broking activities (i.e. sell raw milk). UDP and ACM both predominantly operate as dairy brokers, although both have in recent times acquired manu...
	179 The relevant product in this market is raw milk produced on dairy farms, and supplied either by dairy farmers, dairy processors or milk brokers.157F
	180 Although in some circumstances a user of bulk raw milk may consider powdered milk to be a substitute for bulk raw milk158F , it is probably not a close substitute for raw milk. Further, products such as soy milk are not close substitutes.159F
	181 Raw milk produced on dairy farms will vary by milk solids and quality. Milk quality is assessed and valued based on the percentage of protein and fat/solids that it contains, and on the level of bacteria or other contaminants.160F  However, dairy ...
	182 There are also no separate product markets for the acquisition of raw milk from dairy farmers, and the supply of bulk raw milk by dairy processors and milk brokers. These are merely two sides of a single product market. Every transaction involving...
	183 The relevant geographic market for the supply and acquisition of raw milk is Victoria, South Australia and the Riverina region of New South Wales.164F  That is because any purchaser of raw milk in any dairy locality throughout this region would be...
	(a) there are several dairy processing plants located in and around Melbourne that are sufficiently close to allow the transport of raw milk from each of the three dairying localities in Victoria and the Riverina region, which links those localities;
	(b) many processing plants within the three dairying localities in Victoria and the Riverina region are also sufficiently close to processing plants in other localities as to allow raw milk to be transported to them;
	(c) significant volumes of raw milk are transported between the various dairying localities throughout this region by Murray Goulburn and its competitors;
	(d) significant volumes are swapped across and within the dairying localities in Victoria and the Riverina region;
	(e) all dairy processors in the region offer the same milk price structure throughout the whole region; and
	(f) in response to a small but significant reduction in price, dairy farmers could economically transport their milk to other localities within the region because the incremental cost of doing so would be less than 10 per cent of the raw milk price, a...
	(g) it is common industry practice to group dairying localities in subregions, and based on the intermediate location of a metropolitan area, namely Melbourne.165F

	Functional level
	184 The relevant functional level is the production and supply of raw milk by dairy farmers, dairy processors and milk brokers to dairy processors, milk brokers and other industrial customers such as food manufacturers.
	Time dimension
	185 The time dimension of a market refers to the location market boundaries at different points in time. This dimension may be important in the case of markets whose boundaries have been changing or are expected to change in some substantial manner ov...
	UThe market, or markets, for the supply of processed and semi-processed dairy products
	Product market
	186 There are many processed and semi-processed dairy products that can be made from raw milk.167F  These include:
	(a) Milk and cultured products, for example:
	(1) Daily pasteurised milk, which can be supplied in bulk (as a liquid ingredient)168F  or in packaged format for consumer consumption169F , and with varying fat contents ranging from wholemilk or full cream, to semi-skim or fat-reduced,  to skim milk...
	(2) Flavoured milk, which is usually supplied in packaged format;171F  and
	(3) UHT milk, which has extended shelf life due to higher temperature pasteurisation;172F

	(b) Cheese and whey products, for example:
	(1) Bulk and packaged cheeses, including cheddar, processed and specialty cheeses;173F  and
	(2) Whey powders;174F

	(c) Butterfat products, such as butter, cream and anhydrous milk fat;175F  and
	(d) Powders, including full milk powder, skim milk powder and milk protein powder.176F

	187 These products can be supplied in bulk format as dairy ingredients to industrial customers (such as other dairy processors and food manufacturers),177F  or in packaged format to customers including grocery retailers, food service wholesalers and r...
	188 Some categories of customers would consider certain categories of processed and semi-processed dairy products to be substitutes. For example:
	(a) Ice cream producers consider milk powders, especially full cream milk powder, to be a substitute for bulk cream when making ice cream products;179F
	(b) Some consumers may consider UHT milk to be a substitute for daily pasteurised milk (although many consumers prefer to use daily pasteurised milk for daily consumption on cereals, in tea and coffee, or in cooking);180F  and
	(c) Some industrial customers may consider milk powders to be a substitute for bulk processed milk.181F

	189 More importantly, there is substantial supply-side substitutability between all processed and semi-processed milk products.182F  In response to a small but significant increase in price in any particular processed or semi-processed dairy product (...
	190 The following factors establish the existence of strong supply-side substitutability:
	(a) There is significant process commonality in producing the various processed and semi-processed dairy products, including collecting raw milk from farmers, testing raw milk for harmful organisms and pasteurising the raw milk through heat treatment ...
	(b) There is significant interdependency between the production volumes of the various processed and semi-processed dairy products, because most products are either a by-product of another dairy product, or produce a range of dairy products as by-prod...
	(1) Cream is produced by centrifugally separating pasteurised milk into cream and skim milk, which means producing cream also increases the production of skim milk and products derived from skim milk and vice versa;
	(2) Cream can be further processed by churning it into butter, which means that producing butter reduces the supply of cream;
	(3) Pasteurised milk may be standardised, evaporated and spray dried into full cream milk powder;
	(4) Pasteurised milk may be standardised, given starter and coagulant addition, and by having the curds separated from the whey, turned into cheese.187F

	(c) Most Australian suppliers are able to adjust their production across their dairy ingredient portfolios and grocery dairy products in response to demand trends in Australia and overseas, and in response to dairy commodity price movements;188F
	(d) Dairy processors are able to ‘wind up’ and ‘wind down’ various parts of their processing plants, depending on the flow of raw milk and the dairy products they wish to produce. This ‘flexing’ of production mix, or winding up or winding down plants ...
	(e) There are a number of dairy processors in Australia, and especially in south eastern Australia, that have multiple dairy processing plants capable of producing many of the various process and semi-processed dairy products, and all of most of them ...

	191 Accordingly, there is a unified product market for the supply of processed and semi-processed dairy products (except for perhaps very high margin products such as nutritional products or lactoferrins, as discussed below).
	192 There are a number of factors that establish at least state-wide geographic substitutability in the supply of processed and semi-processed dairy products191F :
	(a) Raw milk only needs to be processed within 50 hours192F , and is able to be economically transported between all of the dairying regions in Victoria, South Australia and the Riverina region of New South Wales;193F
	(b) Processed and semi processed dairy products are regularly transported between these regions;194F  and
	(c) Daily pasteurised milk is usually supplied and transported in a state-wide basis.195F

	193 Further, the extent of geographic substitutability is likely to be broader than state-wide, and is probably national196F , because:
	(a) Dairy processors have processing facilities with excess capacity in different states, and would be able to scale up or scale down production across their processing plant portfolio, which means there is supply-side substitutability;197F  and
	(b) Most processed and semi-processed dairy products are able to be, and are regularly, transported over long distances, including cheese products, UHT milk products, butters and spreads, flavoured milk (especially UHT flavoured milk) and milk powder....

	Functional level
	194 The relevant functional level is the production and wholesale supply of processed and semi processed dairy products to grocery retailers, food service wholesalers, route outlets, contract pack customers and industrial customers.
	Time dimension
	195 The time dimension of a market refers to the location market boundaries at different points in time. This dimension may be important in the case of markets whose boundaries have been changing or are expected to change in some substantial manner ov...
	196 If there is not a unified market, or markets, for the supply of processed and semi-processed dairy products, there are likely to be the following relevant downstream dairy product markets in respect of dairy products that both Murray Goulburn and ...
	(a) The market for the manufacture and wholesale supply of pasteurised milk in Victoria to grocery retailers, food service wholesalers, route outlets and industrial customers;201F
	(b) The market for the manufacture and wholesale supply of flavoured milk in at least Victoria, and probably nationally to grocery retailers, food service wholesalers, route outlets;202F
	(c) The national market for the manufacture and wholesale supply of powdered milk products to grocery retailers, food service wholesalers, route outlets and industrial customers;203F
	(d) The market for the manufacturer and supply of bulk cream in Victoria and South Australia to industrial customers;204F
	(e) The national market for the manufacture and wholesale supply of packaged cream to grocery retailers, food service wholesalers and route outlets;205F
	(f) The national market for the manufacture and wholesale supply of packaged and bulk cheese to grocery retailers, food service wholesalers, route outlets and industrial customers;206F
	(g) The national market for the manufacture and wholesale supply of packaged and bulk butter to grocery retailers, food service wholesalers, route outlets and industrial customers;207F  and
	(h) The national market for the manufacture and wholesale supply of whey products to industrial customers.208F

	197 There are high margin dairy ingredients, such as nutritional products and lactoferrins209F  that may constitute a separate market to other processed and semi-processed dairy products.210F
	198 That follows because there would be limited demand-side substitutability for these products, and limited supply side substitutability for these products from existing dairy producers who currently do not produce nutritional or lactoferrin products...
	(a) Access to production facilities capable of producing high quality base ingredients, being high quality skim milk powder and whey powder, and access to high quality vegetable oils and specialty micronutrients such as galactooligosaccharide or lacto...
	(b) Ownership of or licences to intellectual property and know-how regarding particular processes production methods;
	(c) Strong customer relationships, with commitments from at least one large global customer to underwrite the necessary investment requirements;
	(d) Control over the raw milk supply chain relevant to producing the product;
	(e) Quality control systems in processing plants.211F

	199 The geographic scope of these markets are likely to be global (a part of which is in Australia).212F

	6 Suppliers
	6.1 Describe the inputs into the production of goods or services by each of the merger parties in the relevant market(s) and indicate the value of those inputs as a proportion of total production. Where alternative inputs are available, provide a list...
	200 Raw milk is a critical input to the products manufactured by the merger parties (including processed and semi-processed dairy products, and dairy ingredients).  There is no appropriate substitute for raw milk.
	201 As mentioned in section 5 above, raw milk is produced by cows on dairy farms throughout dairy producing regions of Australia.
	202 Raw milk is valued according to the amount of milk solids (ie butterfat and protein) that it contains.  Typically, one kilogram of milk solids equals 0.6 kilograms of butterfat plus 0.4 kilograms of protein. The price that Murray Goulburn offers f...

	6.2 Provide the names and contact details of a representative selection of suppliers of inputs to each of the merger parties in the relevant market(s).
	203 The following table contains the names and contact details of a representative selection of Murray Goulburn’s suppliers.214F
	]
	204 The following table contains the names and contact details of a representative selection of WCB’s suppliers.215F

	6.3 Describe any purchasing arrangements in place with each of the suppliers identified above and outline whether it is expected or anticipated that these arrangements will continue or be varied in any way post-acquisition.
	205 Murray Goulburn adopted a new pricing structure in 2013 – the Milk Payment System. Pursuant to the Milk Payment System Murray Goulburn offers farmer suppliers in its North, West and Gippsland regions the same milk price structure, regardless of wh...
	(a) There is a single base price per kilogram for milk solids that is offered to all farmer suppliers regardless of location or calving pattern and which increases incrementally during the year;
	(b) There are incentives payable for “flat” supply of milk, growth in milk supply, and higher volume farms designed to encourage year-round and efficient milk supply;
	(c) There are discounts deducted for lower quality milk; and
	(d) There are differing milk collection and handling charges that depend upon the size of tanker servicing the farm and number of collections per day.216F

	206 [Confidential: Murray Goulburn has also offered minor additional incentives to a small proportion of its farmer suppliers. Specifically:]
	(a) [Confidential: In FY2012, Murray Goulburn offered a New Milk Incentive to new farmer suppliers, or farmer suppliers who expanded their farm, in exchange for a three year contract. Murray Goulburn acquired 220 million litres of new milk under the N...
	(b) [Confidential: In FY2013, Murray Goulburn entered into a three year contract with Warakirri Dairies (a new farmer supplier) for the supply of 75 million litres of raw milk per year and pays a margin in addition to the price payable under the Milk ...

	207 Murray Goulburn’s single base price for raw milk varies from month to month to reflect the seasonality of milk production and to encourage milk production during the months when production is usually lower (that is, outside of Spring).218F
	208 In central and northern New South Wales, Murray Goulburn offers farmer suppliers a separate milk payment system that differs from the Milk Payment System that Murray Goulburn offers in its North, West and Gippsland regions.219F  Attachment RAP53 c...
	209 Murray Goulburn offers a different milk payment system in central and northern New South Wales for the following reasons:
	(a) New South Wales milk production is largely used by dairy processors for supplying daily pasteurised drinking milk, and they require a certain, year round, flat supply of milk. As a consequence, dairy processors in central and northern New South Wa...
	(b) Coles pays Murray Goulburn (under Murray Goulburn’s contract to supply Coles with private label pasteurised drinking milk in New South Wales) a price that comprises three elements: [Confidential: the prevailing New South Wales market price for mil...

	210 As Murray Goulburn has just completed a thorough review of its pricing system, it is not contemplating changing this pricing structure in any significant manner should Murray Goulburn’s acquisition of WCB proceed. If the acquisition does proceed, ...
	211 As described earlier in response to question 6.1, Murray Goulburn sets the price it pays its suppliers by referrnece to its budget forecast. Murray Goulburn’s management adopts the following steps to estimate the price it can pay its suppliers ove...
	(a) Management develops a forecast budget of Murray Goulburn’s revenues and costs (apart from raw milk) for the relevant financial year;
	(b) Management deducts a “budgeted profit’ of approximately [Confidential: $30 million], to be distributed to its shareholders as dividens;
	(c) The remainder is the estimated amount available for the base price milk payments to farmer suppliers;
	(d) Management sensitivity test s the remainder by reference to expectations  of foreign exchange rates and global dairy commodity prices; and
	(e) Using the sesnsitivity tested forecasted surplus, management determines the recommended opening base milk price available to suppliers. The opening base price is approximately 90% to 96% of the estimated available amount for distribution to the fa...

	212 At the start of each financial year, Murray Goulburn notifies its farmer suppliers of its “opening” base milk price and its forecast of the base milk price that farmer suppliers can expect to receive over the course of the coming financial year.223F
	213 As noted earlier, the “opening” base milk price is usually 90% to 96% of the forecast base milk price for the coming year, and Murray Goulburn periodically announces a “step up” to the base milk price throughout the year.224F  Murray Goulburn’s Bo...
	214 In determining whether to make a step-up or the size of that step up, Murray Goulburn takes into account the following factors:
	(a) delivered sales as the year progresses;
	(b) updated expectations about the foreign exchange;
	(c) updated expectations about the commodities market; and
	(d) anything else that affects its initial budget forecast (for example, revised milk intake volumes, revised operating costs, etc).225F

	215 There is no pre-determined timing of Murray Goulburn’s “step-ups”. In considering when to step-up Murray Goulburn takes into account a number of factors, including:
	(a) completed sales volumes and prices;
	(b) changes to outlook in the commodities and currency market; and
	(c) farmer cash-flow needs.226F

	216 Step ups” apply retrospectively for farmer suppliers who are continuing to supply Murray Goulburn at the time of the step up.227F
	217 Although Murray Goulburn principally sets its milk price based on the amount it considers it can return to farmer suppliers, after allowing for a [Confidential: $30 million retained profit], it also has regard to competitor milk pricing from time ...
	218 If Murray Goulburn observes that competitors are pricing above its current base milk price, or have “stepped up” their milk price before Murray Goulburn, Murray Goulburn’s management may recommend to the Board that it bring forward any planned “st...
	219 If Murray Goulburn acquires WCB, it does not intend to make any significant changes to its milk payment system.229F


	7 Competitors
	7.1 Provide details of alternative suppliers of products now, or shortly to be, competitive with, or otherwise substitutable for, goods or services produced by each of the merger parties in the relevant market(s).
	220 Murray Goulburn’s competitors for the acquisition and supply of raw milk in Victoria, the Riverina region of New South Wales and South Australia are:
	(a) Fonterra Australia, which acquires approximately 1.7 billion litres of raw milk per year from approximately 1,300 dairy farmers;230F
	(b) WCB, which acquired approximately 890 million litres of raw milk in FY2013 from approximately 570 dairy farmers;231F
	(c) Bega, which acquires approximately 641 million litres of raw milk in FY2013;232F
	(d) UDP, which acquires approximately [Confidential: 270 million litres] of raw milk in FY2013;233F
	(e) Parmalat, which acquires approximately [Confidential: 630 million litres] of raw milk in FY2013;234F
	(f) Lion, which acquires approximately 1 billion litres of raw milk per year from approximately 750 dairy farmers,235F  including from Dairy Farmers Milk Co-operative (DFMC), which acquires approximately [Confidential: 710 million litres] of raw milk ...
	(g) Bulla Dairy Foods;
	(h) Burra Foods Australia; and
	(i) Longwarry Food Park.

	221 During FY2013, Murray Goulburn and after dairy processors and milk brokers acquired the following volumes of milk from farmer suppliers in each of the following regions:237F
	]
	222 Over the last 10 years, raw milk production in Australia has been declining combined with Australian per capita consumption of milk increasing.239F  To the best of Murray Goulburn’s knowledge, many dairy processors have excess capacity, and togeth...
	223 Spreadsheets recording farmer suppliers gained and lost by Murray Goulburn in the North, West and Gippsland regions for FY2011, FY2012 and FY2013 area are contained in the file “2011 Supplier Movements”, “2012 Supplier Movements” and “2013 Supplie...
	224 Murray Goulburn’s competitors in the North, West and Gippsland regions offer milk price structures to dairy farmers that are similar to, but not identical to, Murray Goulburn’s milk payment system. To the extent there are differences, this will be...
	(a) Parmalat and Lion focus on obtaining year round flat milk supply, and their pricing structures are tailored to suit obtaining dairy farmers of that kind of end product;
	(b) WCB and Burra Foods focus on obtaining milk to support their export businesses, and their pricing structures are tailored accordingly; and
	(c) Murray Goulburn aims to collect milk for both of the purposes set out in (a) and (b) above, and Murray Goulburn structures its milk price in order to attract all kinds of dairy farmers.242F

	225 Murray Goulburn’s competitors in the North, West and Gippsland regions largely offer the same milk price structure throughout the region, and only occasionally offer different regional milk prices in order to pursue temporary strategies.243F
	226 There are numerous competitors in the supply of processed and semi-processed dairy products to grocery retailers, food service wholesalers, route outlets and industrial containers in Australia, including:244F
	(a) Fonterra;
	(b) Lion;
	(c) Parmalat;
	(d) Kraft
	(e) Freedom Foods
	(f) WCB;
	(g) Norco;
	(h) Bodalla;
	(i) Sanitarium;
	(j) George Weston;
	(k) Goodman Fielder;
	(l) Lurpack;
	(m) Wesgold;
	(n) Freedom Foods (A2);
	(o) Harvey Fresh;
	(p) Brownes;
	(q) Bulla;
	(r) Nestle;
	(s) Bead Foods;
	(t) Unilever;
	(u) Bega Cheese;
	(v) Burra Foods;
	(w) Lugwarry Park
	(x) United Dairy Power; and
	(y)  Richmond Dairy.

	227 The sections below describe the various competitors by product category.
	228 The table below lists the wholesale suppliers of finished cheese, and the current shares of national supply volumes of cheese supplied to grocery retailers:245F
	229 Murray Goulburn faces competition nationally in supplying UHT milk from a number of suppliers, including from imports from New Zealand.246F
	230 Murray Goulburn faces competition in supplying UHT milk from Freedom Foods, Parmalat, Harvey Fresh, Burra Foods, Lion and Sanitarium (which supplies soy UHT milk).247F
	231 WCB does not supply UHT milk.248F
	232 The table below sets out the national supply volumes of UHT milk to grocery retailers by supplier (MAT to 27/10/2013).249F
	233 Murray Goulburn is not aware of WCB supplying retail butter or spreads in Australia.250F
	234 MAT 27/10/13 private label butter and spreads supplied to grocery retailers were as follows:251F
	235 National suppliers of flavoured milk to route stores are Lion and Parmalat, and these suppliers have well recognised flavoured milk brands.254F
	236 WCB only supplies small volumes of flavoured milk.255F
	237 The current shares of national supply volumes of branded and private label flavoured milk supplied in grocery retailers is as follows:256F
	238 Murray Goulburn is not aware of WCB supply dairying desserts or yoghurt in Australia.257F
	239 The major grocery retailers award private label contracts to dairy processors on a tender basis for a fixed term, usually for two to three years.260F
	240 [Confidential: The firms that regularly compete to supply private label contracts include:
	(a) Bulla, in the supply of cream;
	(b) Fonterra and Bega, in the supply of cheese;
	(c) Fonterra, in the supply of butter and milk powder;
	(d) Freedom Foods in the supply of UHT milk; and
	(e) Lion and Parmalat in the supply of daily pasteurised milk.261F ]

	241 The table below summarises the current suppliers of private label contracts for the major grocery retailers:262F ]
	242 Suppliers of dairy products to food service customers, apart from Murray Goulburn, include Fonterra, Parmalat, Lion and Kraft. The food service buying groups regularly buy from multiple suppliers at once.263F
	243 The following table sets out the volumes of bulk dairy ingredient in respect of each bulk ingredient sold in Australia in FY2013 and the firms that supply bulk dairy ingredients in Australia. There are substantial volumes of imports.264F
	244 Other dairy processors apart from Murray Goulburn that supply bulk processed milk include Fonterra, Bega, Burra Foods, United Dairy Power and Richmond Dairy.265F
	245 WCB does not currently supply bulk processed milk in Australia.266F
	246 The following table forecasts the market share of bulk cream suppliers by volume in Victoria, South Australia and NSW for FY2014.
	247 [Confidential: The following table summarises the production capability of Fonterra’s processing plants in Victoria, New South Wales and Tasmania:267F
	248 [Confidential: The following table summarises the production capability of Bega’s Australian processing plants:268F
	249 [Confidential: The following table summarises the production capability of Parmalat’s south-east Australian processing plants:269F
	250 Other competitor dairy processors in south east Australia include:
	(a) United Dairy Power, which owns two processing facilities in South Australia, and produces and supplies various cheeses, butter and whey powders;
	(b) Burra Foods, based in Korumburra in Victoria, and produces milk powders, nutritional milk powders, bulk cream, milk concentrates and dairy desserts; and
	(c) Longwarry Food Park, based in Longwarry in Victoria, and produces fresh milk, long life milk, extended shelf life milk, cream cheeses, milk powders and dairy concentrates.271F


	7.2 If the suppliers identified above do not produce goods or services which are substantially the same as those goods or services produced by the merger parties in the relevant market(s), explain why it is considered that these goods or services are ...

	8 Customers
	8.1 Provide the names and contact details of a representative selection of the customers of each of the Applicant and the Target in the relevant market(s).
	251 Murray Goulburn supplies the major retailers Coles, Woolworths, Aldi and Metcash (the major wholesaler to independent supermarkets such as IGA supermarkets. Murray Goulburn also supplies smaller retailers such as Costco, Foodworks, Foodland and SP...
	252 Grocery retailers acquire both private label and branded dairy products from Murray Goulburn. Generally, private label products are supplied to grocery retailers through a tender process. Historically, grocery retailers have requested tenders on a...
	253 [Confidential: In FY2013, Murray Goulburn’s total net sales to grocery retailers were $213,382,524 for branded products and $302,000,519 for private label products. Murray Goulburn’s FY2014 forecast sales are $233,887,652 for branded products and ...
	254 Murray Goulburn’s FY2014 forecast sales to grocery retailers are set out in the table below.275F
	255 The table at (ii) above sets out Murray Goulburn’s FY2014 forecast sales of UHT milk – [Confidential: its sales of UHT flavoured milk form a very small proportion of those figures, accounting for approximately 6.5%. Table (vi) below sets out Murra...
	256 The names and contact details of a representative selection of the grocery retailer customers of Murray Goulburn are set out below.286F
	257 Murray Goulburn supplies food service distributors via buying groups. Buying groups represent food service distributors which supply the restaurant, hotel and coffee shop trade. The breakdown of products supplied can also be seen in the table belo...
	258 These main food service buying groups that Murray Goulburn supplies are:
	(a) Bidvest Australia Limited, which has 32 members;
	(b) NAFDA Limited, which has 59 members including 5 Ways Foodservice and Delray Foodservices;
	(c) Countrywide Australia Limited, which has 108 members;
	(d) Combined Foodservices of Australia, which has 58 members, including its anchor member, PFD Food Services; and
	(e) 750 independent distributors including Hudson Pacific / Dairy Country.288F

	259 Murray Goulburn deals with both these buying groups and customers directly. Buying groups will negotiate promotions on behalf of the customers they represent and customers deal directly with Murray Goulburn in the acquisition of products and produ...
	260 Murray Goulburn does not enter into supply agreements for specified time periods with these buying groups. Its dealings are generally transactional and relationship-based. Supply is generally on an ‘as needs’ basis, and Murray Goulburn has to pric...
	261 [Confidential: Murray Goulburn’s net sales to food service customers in FY2013 amounted to $106,540,258. For FY2014, Murray Goulburn forecasts its net sales to be in the order of $124,822,701 million.291F ]
	262 The names and contact details of the top five foodservice customers of Murray Goulburn are set out below.292F
	263 The names and contact details of a representative selection of the buying group customers of Murray Goulburn are set out below.293F
	264 Murray Goulburn supplies distributors in the Kiewa Valley that sell to route outlets, shops and small grocery stores. [Confidential: Net sales in FY2013 were $9,810,195. FY2014 sales to route customers are forecasted to be $11,999,288 million.294F ]
	265 The names and contact details of a representative selection of route customers of Murray Goulburn, together with product sales data for those customers, are set out below.295F
	266 The names and contact details of a representative selection of route customers of Murray Goulburn, together with product sales data for those customers, are set out below.296F
	267 [Confidential: The dairy producers for whom Murray Goulburn contract packs include Nestle Australia, (in relation to its Musashi sports nutrition products), Parmalat, (in relation to UHT milk), and Cerebos Australia Ltd (Cerebos), (in relation to ...
	268 [Confidential: Net sales by Murray Goulburn to contract pack customers in FY2013 were $66,781,635. FY2014 sales to contract pack customers are forecasted at approximately $42,640,946 million.297F ]
	269 WCB’s domestic retail business is small – it supplies:
	(a) Sungold branded daily pasteurised milk to route outlets, coffee shops and restaurants in Warrnambool;
	(b) Great Ocean Road braded daily pasteurised milk to Coles;
	(c) Great Ocean Road branded cheese to Coles; and
	(d) small amounts of private label milk to Metcash.298F

	270 In addition, Murray Goulburn understands that WCB supplies dairy products to food service customers from time to time on a ‘one-off’ basis.299F
	271 Murray Goulburn is not aware of WCB supplying retail butter, milk powder, dairy desserts, yogurt or cream in Australia.
	272 WCB does not supply UHT milk in Australia.
	273 Murray Goulburn supplies various dairy ingredients to customers in Australia including ingredients resellers and food manufacturers such as ice cream manufacturers and dessert and bakery manufacturers.300F
	274 [Confidential: The following table contains a list of key customers (with contact details) for Murray Goulburn’s domestic ingredient business. The customers are ranked by sales value for FY 2013.301F ]
	275 [Confidential: Murray Goulburn supplies skim milk, semi-skim milk, wholemilk concentrate and milk permeate to customers in Australia in the volumes summarised below.307F
	276 In FY2013, Murray Goulburn supplied over [Confidential: 35,000] tonnes of bulk processed milk in Victoria and South Australia. Its main customers were [Confidential: Danone, Burra Foods, Saizeriya Australia and MPD Dairy Products.308F ]

	8.2 Describe the distribution channels available to the merger parties in supplying goods and services to customers and identify the relevant distribution channels in respect of each of the customers identified above.
	277 The relevant domestic distribution channels for the customers set out above are:
	(a) grocery retailers;
	(b) food service wholesalers;
	(c) route outlets, shops and small grocery stores in the Kiewa Valley;
	(d) other dairy producers for whom Murray Goulburn contact packs; and
	(e) industrial customers.309F

	278 In relation to Murray Goulburn’s ingredients business, Murray Goulburn has two distribution channels:
	(a) direct business channel, where Murray Goulburn contracts directly with the customer; and
	(b) strategic partners channel: when Murray Goulburn sells to an ingredients company that on-sell to the end user. The strategic partners operate a warehousing and handling facility, and are not a pure trader. Murray Goulburn often has a relationship ...


	8.3 Describe the existing supply arrangements that the merger parties have in place with the customers identified above and whether it is expected or anticipated that these arrangements will continue or be varied in any way post-acquisition.
	279 In relation to the ingredients business, the majority of contracts for the supply of ingredients are 6-month contracts, based on volume and price.  Some contracts for the supply of ingredients are for a duration of 3 months, and occasionally Murra...
	280 In relation to supply to grocery retailers, generally private label products are supplied to through a tender process. Historically, grocery retailers have requested tenders on a yearly basis, however, more recently private label contracts have be...
	281 In relation to food service customers, Murray Goulburn does not enter into supply agreements for specified time periods. Its dealings are generally transactional and relationship-based. Supply is generally on an ‘as needs’ basis, and Murray Goulbu...
	282 Supply to Murray Goulburn’s Kiewa customers is through distributors.314F


	9 Market concentration
	283 Murray Goulburn is only in a position to provide the following data in relation to market concentration.
	284 The table below summarises the raw milk volumes acquired by each dairy company/processor for FY2013 in Victoria, South Australia and the Riverina region of New South Wales. All of DFMC’s milk is supplied to Lion. The figures next to Lion below rep...
	285 Based on the above table, Murray Goulburn estimates that the current and post-acquisition volume shares for the acquisition of raw milk to be as follows.
	Shares of supply in relevant processed and semi-processed dairy product categories
	286 Murray Goulburn is not able to provide market shares for the overall, unified, market for supplying processed and semi-processed dairy products in Australia.
	287 Murray Goulburn is able to provide the following estimates of current and post-acquisition shares of sales for relevant downstream dairy product categories. For finished dairy products supplied to grocery retailers, the estimates are based on the ...
	288 Both Murray Goulburn and WCB currently supply bulk cream in Victoria and South Australia. Murray Goulburn estimates that its current share of domestic ingredients sales is approximately 25%.315F
	289 The projected volumes and estimated shares in the supply of bulk cream for FY2014 are contained in the table below:316F
	290 In relation to the supply for bulk cream, the table below provides an estimate of the current and post-acquisition volume shares for the supply of bulk cream. The estimates are based the volume of bulk cream sold in FY2013 (as provided above in th...

	10 Constraints on the exercise of market power
	10.1 Constraints on exercising market power or monopsony power in the market for raw milk in Victoria, South Australia and the Riverina region of New South Wales
	291 Under the acquisition, concentration in the supply and acquisition of raw milk in Victoria, South Australia and the Riverina region of New South Wales will increase significantly, as compared with the status-quo, or an acquisition by a rival bidde...
	292 This increase in concentration warrants close examination of the competitive constraints in this market, and in particular, whether there will continue to be effective constraints on Murray Goulburn’s ability to exercise monopsony power as against...
	(a) Despite the increase in concentration, there will continue to be a large number of alternative buyers of raw milk, including many with excess processing capacity that should facilitate their ability to profitably increase purchases of raw milk.319...
	(b) There are companies in addition to dairy processors, such as ACM, who broker milk in the region, which may indicate that sunk costs in milk brokering are relatively low, and if so potential entry of further milk brokers would represent a significa...
	(c) Murray Goulburn’s gains and losses in terms of raw milk acquisition over the past three years, Fonterra is Murray Goulburn’s most significant competitor. By contrast, Murray Goulburn obtained less than 13% of its additional milk from farmers previ...
	(d) Murray Goulburn’s co-operative structure is likely to have a protective influence on the price Murray Goulburn offers to dairy farmer suppliers, particularly given its stated business objective of increasing the farm gate milk price, and the contr...


	10.2 Constraints on exercising market power in the downstream market (or markets) for processed and semi-processed dairy products
	293 Under the acquisition, concentration in the market for process or semi-processed dairy products will not significantly increase, as compared with the status-quo, or an acquisition by a rival bidder such as Saputo, particularly given WCB does not s...
	294 Further:
	(a) there will be no fewer than a dozen firms that supply processed and semi-processed dairy products to the Australian market post-acquisition that will constrain Murray Goulburn post-acquisition;325F
	(b) a number of dairy processors have excess capacity and could rapidly expand the amount of product they supply in response to any small but significant increase in price;
	(c) there are significant imports of dairy ingredients into Australia;326F  and
	(d) Grocery retailer customers usually conduct annual or bi-annual range reviews, and commonly delete branded dairy products that have insufficient performance, even where those branded products have had high sales and margins. This provides the large...


	10.3 Constraints on the exercise of market power in other markets
	295 There would be plenty of competitive constraint on Murray Goulburn in supplying nutritional and higher margin ingredients (such as lactoferrin) post acquisition, given that these products are traded internationally, and there are a number of other...
	296 There is no suggestion that Murray Goulburn would not be constrained in supplying ancillary services to farmers post-acquisition.329F  The constraints that apply in the raw milk market would equally discipline Murray Goulburn in the supply of thes...


	11 Imports
	11.1 Provide details of the actual and potential level of imports in the relevant market(s) and details of the importers and their suppliers.
	297 Table 1 below provide details of recent import volumes for major dairy products – covering the five years from FY2009 to FY2013.  Table 2 below provide an historical snapshot of Australian dairy import trade over a forty year period from FY1971 to...
	Table 1: Australian Dairy Imports FY2009 to FY2013 (tonnes)
	(Sources: ABARES Australian Commodity Statistics various years; ADC Annual Reports (various editions); and DA – Australian Dairy in Focus (various editions).)
	298 Murray Goulburn cannot provide specific detail of relevant importing firms, their products and their suppliers. This is because the ABS does not publish trade data at a level that will allow the identification of specific product importers, their ...
	299 Imports account for a significant (and growing) share of Australian dairy consumption in key dairy categories. In FY2013 Australia imported over 73,000 tonnes of cheese (about double the amount it imported in 2000). Imports now account for about a...
	300 Since New Zealand is the dominant import source of dairy product entering Australia, it may reasonably be inferred that Fonterra has a major role in this trade.P334F
	301 Major supermarkets are significant outlets for branded New Zealand cheese lines but Murray Goulburn cannot identify whether these purchases are organised directly from Fonterra or via third party import agents.P335F
	302 Australia has a well-established network of cheese importer/distributor firms that enter and distribute cheeses and other dairy ingredients for sale to local supermarkets, restaurants and specialty retail outlets. Much of the EU cheese that is sol...
	303 There are a range of companies who use imported milk powder and butterfat. These include:
	(a) Firms who dry blend product with local ingredients to make health and nutritional supplements for domestic sale and/or re-export;
	(b) Domestic manufacturers of products including bakeries, biscuit, desserts, ice cream etc; and
	(c) Local dairy manufacturers adding imported ingredients to blended nutritional products or processed cheese manufacturing.P337F P

	304 Some of these firms will import product directly from overseas dairy manufacturers. Others buy product from a broad range of international trading houses that operate in Australia and overseas such as Hoogwegt.P338F
	305 The emergence of the US as a supplier of bulk ingredients in recent years reflects the ongoing price competitiveness of this segment of the Australian food processing market (and the importance of exchange rate movements in the direction and volum...

	11.2 Describe any barriers to importation in the relevant market(s) including whether significant investment in facilities or in distribution arrangements is needed to facilitate importation.
	306 Unlike many countries, Australia provides essentially free access to its market for dairy products. Tariffs on almost dairy product imports are set at zero, and this situation is reinforced by free trade commitments under agreements with major pro...
	307 Under WTO rules, Australia does apply a tariff rate quota (TRQ) on certain cheese imports from the European Union . However, the TRQ is not binding. Due to steadily growing domestic demand for specialty cheeses, importer companies regularly enter ...
	308 As with all food products, imported dairy foods are required to meet jointly agreed Australian-NZ food and documentation standards (or recognised third country equivalent standards).P342F

	11.3 Describe facilities and distribution arrangements necessary for importation in the relevant market(s), their capacity and who has ownership or control of these facilities and arrangements.
	309 The import trade for dairy essentially requires importer/distributors to have the capacity to handle containerised sea cargo and to warehouse and distribute products via refrigerated road transport. There appears to be well established infrastruct...

	11.4 Provide details of the price of imports as opposed to domestic production in the relevant market(s) and explain any divergence in these prices.
	310 Prices in Australia are influenced by readily available imports. Murray Goulburn estimates that approximately 21% of sales of Ingredients in Australia is supplied by imported products. Many imports come from New Zealand and the United States, both...

	11.5 Provide details as to the extent of constraint which would be likely to be provided by imports on domestic suppliers including the merger parties in the relevant market(s) post-acquisition.
	311 As mentioned in response to question 11.4 above, Murray Goulburn estimates that approximately 21% of sales of Ingredients in Australia consist of imported products.346F  Where imports are available, the price of these imports will constrain the pr...


	12 Exports
	12.1 Provide details of the actual and potential level of exports in the relevant market(s).
	312 Table 3 below provide details of recent export volumes for major dairy products – covering the five years from FY2009 to FY2013. Table 4 below provide an historical snapshot of Australian dairy export trade over a forty year period from FY1971 to ...
	Table 1: Australian Dairy Exports FY2009 to FY2013 (tonnes)
	313 Of the six major dairy companies in Australia, four are significant exporters – Murray Goulburn, Fonterra, WCB and Bega. Other regional firms like Burra Foods, Longwarry and Harvey Fresh export a significant part of their annual output. Australian...
	314 While their importance will vary by channel, the key markets for Australia by volume and value are Japan, China, the nations of ASEAN, New Zealand, the United Arab Emirates, Korea and Taiwan.P349F
	315 As with import trade, detailed company level data on exports of dairy products and  export customers is held confidentially but not released by the ABS and or DA.P350F
	316 Murray Goulburn is the largest Australian dairy exporter, with sales to over 50 countries. It operates sales offices in 3 countries. According to its 2013 Annual Report, export sales account for 48 per cent of the firm’s annual sales revenue. Whil...
	317 75 per cent of MG’s export sales are consumed in Asia, followed by the Middle East and the USA. Key export products and markets are:
	(a) Cheese –Japan, North Asia and the Middle East;
	(b) Milk powders and butterfat - ASEAN, China;
	(c) Infant formulas, specialty ingredients – China, USA, South East Asia.P352F

	318 Export sales account for a similar proportion of WCB sales revenues. By product, WCB exports:
	(a) 40 per cent of cheese production to Japan, the Middle East, Korea and USA;
	(b) over 90 per cent of its SMP to the Middle east, Japan, China;
	(c) over 90 per cent of its Whey products to  Japan, China and the USA;
	(d) a smaller percentage of butter to Japan, Korea and the Middle East;
	(e) most of the Galacto-oligosacharide ingredient produced with its Great Ocean Ingredients joint venture, while its planned lactoferrin specialty ingredient will be sold to China.P353F

	319 The percentage of Fonterra’s Australian production that the company exports has varied over time, subject to internal company decisions about the sourcing of product for Fonterra’s global supply network. In recent years recorded powder mixture exp...
	320 Exports account for around 25 per cent of Bega’s overall sales revenue. However, the export orientation of its different processing facilities varies widely. Most of the output of its plant in Tatura, Victoria – milk powders, infant formula and cr...
	321 Other milk powder manufacturers like Burra Foods sell a high percentage of their output to customers in North and South East Asia and the Middle East.P356F
	322 Murray Goulburn refers to and relies upon the statements of Maldwyn Beniston and Craig Norgate.
	323 Murray Goulburn currently exports [Confidential: a full range of dairy ingredients into approximately 50 countries], with Murray Goulburn’s largest export markets for FY2013 being [Confidential: Japan, Singapore, Indonesia, China and Malaysia]. MB...
	324 Murray Goulburn has in-market offices in Dubai, Japan, Singapore and Vietnam.358F  In-market offices are important for developing deep customer relationships broadly across a customer’s operations, which are critical for facilitating and identifyi...
	325 Murray Goulburn’s products are able to command a price premium in international markets because of Murray Goulburn’s well regarded brand.360F
	326 Murray Goulburn’s ingredients export sales have declined significantly over the past 10 years, from [Confidential: over 400,000 tonnes in FY2003 to less than 300,000 tonnes in FY2013].361F  The following graph records Murray Goulburn’s decline in ...
	327 Murray Goulburn’s export volumes have declined because of lower availability of raw milk volumes in Australia during this period.362F
	328 Murray Goulburn’s supply constraints have caused it reputational damage in the international marketplace, so much so that 80% of its customers are not confident that Murray Goulburn would be able to meet their supply needs.363F
	329 Murray Goulburn currently has capacity to produce approximately [Confidential:43,000 tonnes of nutritional products per year, and in FY2013, produced and sold almost 13,000 tonnes of nutritional products, with China and Japan being the largest imp...
	330 Murray Goulburn has a processing plant in China that blends and packages nutritional products for domestic supply in China. Murray Goulburn currently exports [Confidential: 4,500 tonnes of infant formula to China] to be processed in its China base...
	331 Demand for nutritional products in Asia, especially China, is forecast to grow in excess of 10% per year, and Murray Goulburn estimates that demand from its existing customer base will exceed [Confidential: 200,000 tonnes by 2020.]
	332 [Confidential: Bega, through its joint venture with Mead Johnson, supplies nutritional products into Asia. It is currently producing approximately 30,000 to 40,000 tonnes per year, and has capacity to produce approximately 50,000 to 60,000 tonnes ...
	333 WCB is party to a 50/50 joint venture with Royal Friesland Campina that manufactures ingredients used in Nutritional products.367F
	334 Saputo, Inc (Saputo) does not currently produce finished Nutritional products.368F
	335 In order to successfully produce and supply nutritional products, a dairy processor requires:
	(a) Production facilities capable of producing high quality base ingredients and access to high quality vegetable oils and specialty micronutrients;
	(b) Development and ownership of intellectual property rights and technical know how;
	(c) Strong customer relationships, with commitments from at least one large global customer to underwrite the necessary investment requirements;
	(d) Control over the raw milk supply chain from farm to finished and packaged product; and
	(e) Quality control systems.369F


	12.2 Describe the export barriers faced by suppliers of inputs to the merger parties in the relevant market(s).
	336 Despite the growth in trade volumes, it is important to recognise that Australia is a very small player in world dairy production (just over 1%). The international dairy market also represents only a minor fraction of world dairy production/consum...
	337 Equally importantly, the size of large dairy producer like the EU and US mean that relatively small production shifts in these countries can significantly alter the international supply demand balance for dairy and fundamentally affect export pric...
	338 Most large dairy firms in the US and EU are gearing up for export growth. Some of these firms are very large and can use their large domestic market bases to cross –subsidize marginal growth in export sales, at the expense of smaller export compet...
	339 International dairy trade flows are also strongly influenced by several hundred regional and bilateral trade agreements that favour supply from specific countries of origin.  A significant share of current world dairy trade reflects  binding bilat...
	(a) The China NZ Free Trade agreement allows NZ to enter milk powders, butter and cheese to that market at considerable duty discounts to Australian suppliers (6-10%).
	(b) The NAFTA agreement gives US firms preferential access to Mexico’s drinking milk, milk powder and butterfat markets
	(c) Korea’s recent Free Trade Agreements with the EU and USA will increasingly provide exporters from those countries with preferential access conditions for cheese and milk powder lines compared to Australia
	(d) The recent EU Canada in-principle CETA accord (may set up a framework that the EU will use to restrict future opportunities for specific cheese varieties produced in Australia)


	12.3 Provide details of the sale price of exports as opposed to domestic sales in the relevant market(s) and explain any divergence in these prices.
	340 There is a strong relationship between domestic and export prices, and these prices are heavily dependent on global dairy prices.371F  The domestic price is essentially determined by the global price plus a premium taking into account the cost of ...

	12.4 Describe whether the suppliers of inputs to the merger parties are or would be able to export such inputs post-acquisition and, if so, describe the extent of constraint this would be likely to provide on the merger parties post-acquisition.
	341 Both Murray Goulburn and WCB manufacture their products using raw milk as the base input.373F  Due to its perishability, raw milk must be processed within 50 hours of receipt and cannot be exported.374F  Suppliers of raw milk do not currently expo...


	13 Barriers to entry and expansion
	13.1 Provide details of any barriers to entry and expansion in the relevant market(s).
	342 The manufacturer of dairy products requires access to raw milk, plant facilities for the production of specific dairy products, land and buildings (located in an area with a climate favourable to raw milk production) as well as relevant technical ...
	343 Specific issues contributing to barriers to enter the market or markets for the supply of processed and semi-processed dairy products are:
	(a) Access to raw milk:  Raw milk production in Australia has declined by almost 20% over the last decade and declining production levels are a significant constraint on industry. As raw milk is the primary ingredient in the manufacture of dairy produ...
	(b) Investment costs: the construction of a new dairy processing plant can involve substantial capital expenditure, although this very much depends on the products
	The approximate minimum costs in acquiring equipment and building special infrastructure to produce various dairy products are set out in the following table.

	The cost of entry depends on the particular dairy product. For example, the cost of entry in producing multiple dairy products is high, as reflected in the above while the cost of entry in producing specific dairy products such as cut and shredded che...
	(c) Substantial lead times: A new entrant which seeks to enter the dairy processing industry on its own and build a new dairy processing plant will face substantial lead-time before it can begin to sell products. This is because of the time required t...

	344 For most finished dairy products, there is now little brand loyalty, and a large amount of promotional activity in their sale to consumers, especially in relation to cheese to consumers. Consumers generally base their purchasing decisions entirely...
	345 There has also been a significant increase in private label product sales. Private label products are now competing on an equal footing with branded products.

	13.2 Provide details of any firms not currently supplying or acquiring goods or services in the Relevant Market(s) but which could enter the Relevant Market(s) quickly and provide an effective competitive constraint in the Relevant Market(s) to the me...
	346 None identified

	13.3 Provide details of any firms which have recently tried and failed to enter the relevant market(s), including the reasons (if known) for their failure.
	347 None identified


	14 Dynamic characteristics
	348 The features of the relevant markets are discussed in response to question 5 above.

	15 Vigorous and effective competitor
	349 WCB principally competes for the acquisition of raw milk. There is no evidence that it could be described as a “vigorous and effective competitor” in the supply of downstream dairy products.

	16 Vertical integration
	16.1 Describe whether the acquisition would, or would be likely to, result in increased vertical integration between firms involved at different functional levels in the relevant market(s).
	350 Not applicable.

	16.2 Describe whether the acquisition would, or would be likely to, increase the risk of limiting the supply of inputs or access to distribution such that downstream or upstream rivals face higher costs post-acquisition or full or partial foreclosure ...
	351 Not applicable.


	17 Prices and profit margins
	17.1 Provide details of recent and current levels of pricing in the relevant market(s) including the use of rebates and discounts.
	352 In relation to the acquisition of raw milk, the table below shows Murray Goulburn’s opening price, step-ups and closing price over the past five years.380F
	353 Murray Goulburn pays a different price for different grades of milk. For example, discounted prices are payable where:
	(a) milk is of ‘Premium 2’ or ‘Base’ quality;381F  or
	(b) a farmer’s milk tests positive for inhibitory substances.382F

	354 The process by which Murray Goulburn sets its prices for the acquisition of raw milk is described in section 6.3 above.
	355 Pricing of key categories of downstream dairy products is discussed below.
	356 Cheese: Consumers generally have little brand loyalty, basing their purchasing decisions entirely on price.383F  The sale of cheese is highly promotionally driven.384F
	357 UHT milk: The price of branded UHT milk has not changed since 2008 as the major grocery retailers will not accept price increases.385F  Following Coles’ introduction of $1 milk for private label daily pasteurised milk, Coles reduced the price of U...
	358 Butter / spreads: The price of butter and spreads has remained stagnant since 2008.387F
	359 Daily pasteurised milk: In January 2011 Coles reduced the price of private label daily pasteurised milk per litre to $1 and other retailers have since matched this price. $1 milk has had a large impact on the supply of branded daily pasteurised mi...
	360 Flavoured milk: Murray Goulburn’s flavoured milk is priced near the price of Farmers Union’s flavoured milk because Farmers Union is the leading brand.389F
	361 Ingredients sales can be divided up along a value continuum, with commodity products at the low end of the continuum and specialty Ingredients at the upper end. As products move further up the value continuum they achieve a higher premium above th...

	17.2 Provide details of supply costs of goods and services supplied by the merger parties including manufacturing, marketing and distribution costs in the relevant market(s).
	362 [Confidential: Key costs of supplying dairy products are transport and warehousing costs. For example, Murray Goulburn currently spends approximately $140.2 annually on transport and warehousing, being $110.9m for transport and $29.3m for warehous...
	363 [Confidential: As a component of cost of goods, transfer of finished products to warehouses and external storage forms 1.3%.]392F
	364 Before goods are stored in warehouses and distributed, there are costs involved in transporting raw milk from farm to processing plant.  [Confidential: For example, Murray Goulburn has a fleet of 130 prime movers, and 127 tanker combinations, that...
	365 To lower its transport costs, Murray Goulburn aims to use the lowest number of trucks required to collect all raw milk from its farmer suppliers in each region – North, West and Gippsland – by arranging collection routes that can be completed in t...
	366 For Murray Goulburn, the average number of daily pick-ups per region is significantly higher in the North and Gippsland regions, as compared with the West region, because the farms in the West region are substantially larger. That means the milk y...
	367 [Confidential: Murray Goulburn’s annual cost of transporting raw milk from farm to processing plant is $74,124,000. By region, this equates to 2.4 cents per litre in the North, 2.33 cents per litre in the West, and 2.55 cents per litre in Gippslan...

	17.3 Describe the competitive constraints, if any, which would, or would be likely to, prevent the merger parties from being able to significantly and sustainably increase the prices paid by their customers, or lower the prices paid to their suppliers...
	368 The proposed merger would not result in lower prices paid to the merger parties’ suppliers of raw milk, due to the existence of the following competitive constraints:P397F P
	(a) Despite any increase in concentration, there are a large number of alternative raw milk buyers that will remain active in the relevant market, including both raw milk processors and brokers of raw milk.  Given the ability of farmers to shift their...
	(b) In addition to dairy companies that process raw milk, both dairy companies and other entities broker raw milk to other dairy processors.  Potential entry may also represent a significant constraint on the exercise of any market power.399F
	(c) The co-operative structure of Murray Goulburn can be expected to have a protective influence on the price offered by Murray Goulburn to raw milk suppliers. Murray Goulburn’s primary objectives according to its constitution include the acquisition ...
	(d) If a merger generates significant efficiencies either through decreased incremental costs or via an enhancement in the merged firm’s ability to compete, these efficiencies may reduce or completely offset any incentive for the merged firm to raise ...


	17.4 Describe the impact of the acquisition on the potential for coordinated conduct between remaining competitors in the relevant market(s) post-acquisition.
	369 Apart from the merger parties, there are many competitors for the acquisition of raw milk.  There are also many competitors for the downstream supply of finished dairy products.  Therefore, the proposed acquisition would not materially increase an...
	370 Moreover, as mentioned in the above response, as the merger is likely to generate significant efficiencies either through decreased incremental costs or via an enhancement in the merged firm’s ability to compete, these efficiencies may reduce or c...

	17.5 Describe the likely impact of the acquisition on the profit margins of the merger parties post-acquisition and the expected cause of any change.
	371 The proposed acquisition may not have a direct impact on Murray Goulburn’s finished dairy domestic products business. However, acquiring WCB will provide an increase in milk supply, which will allow Murray Goulburn greater flexibility in its busin...


	18 Related markets
	18.1 Describe the extent of complementarity between products supplied by the merger parties.
	372 Not applicable.

	18.2 Describe the extent to which the products identified above are, or could be, offered to customers as a product range through bundling or tying.
	373 Not applicable.

	18.3 Describe the competitive constraints that would, or would be likely to, prevent such bundling or tying from significantly foreclosing the ability of the merged entity’s competitors to compete, including foreclosure of access to distribution by th...
	374 Not applicable.


	19 Detriment from a lessening of competition
	375 The proposed acquisition of WCB by Murray Goulburn will not generate any meaningful lessening of competition in the market for the acquisition of raw milk, and will be efficiency enhancing relative to the counterfactual scenarios (as discussed bel...

	20 Other public detriment
	376 Not applicable.

	21 Public benefit claims
	21.1 Describe any public benefit in the form of increased efficiencies (for example, economies of scale or scope) which would, or would be likely to, result from the acquisition.
	377 The proposed acquisition is likely to yield substantial increases in efficiencies across many aspects of the operations of the combined business. These efficiencies underpin the public benefits that Murray Goulburn considers will result from the p...
	378 In the discussion below we outline Murray Goulburn’s public benefit claims drawing upon the evidence submitted with this application as found in the statements of:
	(a) David Michael Noonan – calculation of operational and other synergies;
	(b) Maldwyn Beniston – enhancements in international competitiveness and global sales;
	(c) Robert Arthur Poole – milk supply;
	(d) Keith Mentiplay – efficiencies in plant optimisation;
	(e) Mark McDonald – efficiencies in transport and logistics (farm to plant);
	(f) John Barnett – efficiencies in transport and logistics (plant to customer).

	379 In summary, the likely public benefits arise from the combination of:
	(a) the substantial increase to the milk pool available to Murray Goulburn;
	(b) securing substantial synergies and efficiency gains;
	(c) enhancing the standing and competitiveness of Australia’s dairy industry in global trade through the efficiencies that will strengthen Australia’s largest dairy producer, Murray Goulburn;
	(d) the likely flow-on of benefits to Murray Goulburn in returns to farmers and multiplier effects in rural communities.

	Increased milk pool
	380 The proposed acquisition will result in an immediate increase of 800 million litres to Murray Goulburn’s milk pool.
	381 Increased milk volumes drive cost savings through the reduction of incremental costs. The increased milk pool will allow these cost savings to be realised. In respect of transport and logistics, for example, efficiency of milk collection is enhanc...
	382 An increased milk pool also enables Murray Goulburn to upgrade its plants in future, as there will be a return on any raw milk processed. In this way, the proposed acquisition will allow Murray Goulburn to diversify its production capabilities for...
	383 As Murray Goulburn’s domestic and export sales increase, farmers will earn greater returns through the co-operative structure and this will provide further incentives for increased milk supply.
	Operational synergies
	384 [Confidential: Murray Goulburn anticipates that there will be substantial synergies leading to annual savings arising from the combination of the Murray Goulburn and WCB businesses,]
	(a) [Confidential: Transport and logistics efficiencies:  there will be substantial savings flowing from improved efficiency in the transport operations. These will arise in the following areas:]
	(1) [Confidential: Consolidation of milk pick-up routes – currently, Murray Goulburn and WCB tankers pass each other as they pick up raw milk. If a Murray Goulburn supplier is located near a WCB supplier, the milk from these farms could be collected b...
	(2) [Confidential: Administration and transport personnel – the largest input into transport costs from farm to facility are the wages of drivers. Consolidation of the fleet will also reduce the costs associated with employing drivers. The scheduling ...
	(3) [Confidential: Reduced transportation costs – with an increased level of production, Murray Goulburn would be able to negotiate better fixed rates with the freight companies. Furthermore, parallel transport contracts operating in similar regions c...
	(4) [Confidential: Reduced warehousing costs – Murray Goulburn would be able to consolidate its warehousing operations with the warehousing operations of WCB. This would enable Murray Goulburn to maximise the utilisation of storage spaces, and if requ...
	(5) [Confidential: Increased efficiency in transportation of products. With an increased level of production, Murray Goulburn can ensure more trucks or trains are completely filled with product. Trucks or trains that transport at less than 100% capaci...
	(6) [Confidential: Increased use of efficient technology. Murray Goulburn is currently looking at using technological advances to increase the efficiencies in the distribution centres and warehouses.  For example, Murray Goulburn is considering the us...
	(7) [Confidential: Reduction of head count. Within the logistics department, there would be a number of opportunities to reduce the head count of employees. For example:

	(b) [Confidential: Consolidation of production of the Mil Lel Plant – The Mil Lel Plant is an old, subscale and poorly automated plant and has had a chequered history (having been closed and subsequently re-opened). The Mil Lel Plant has multiple misc...
	(c) [Confidential: Consolidation of production of the Kiewa Plant into the Allansford Plant – it is likely that the pasteurised milk facility at the Kiewa Plant will be consolidated into the Allansford Plant, such that all raw milk directed to the Kie...
	(d) [Confidential: Consolidation of production of Rochester Plant – The cheese production facilities at the Rochester Plant are old (compared with the four powder-producing spray dryers, two of which are relatively new). As the acquisition of WCB prov...
	(e) [Confidential: Sharing management and services between the Allansford and Koroit Plants –  Given the close proximity between Koroit and Allansford, the management and services personnel of the Allansford and Koroit Plants will be consolidated. For...
	(f) Further roll-out of Murray Goulburn’s “Operation Excellence” program – Murray Goulburn began implementing its “Operational Excellence” program in or about March 2013 in which a comprehensive review of plant and operational efficiency was undertake...
	(g) Procurement savings – given the scale of Murray Goulburn compared with WCB, Murray Goulburn expects that there will be procurement synergies available by switching WCB’s purchases across to Murray Goulburn’s supply agreements likely at a lower cos...
	(h) Efficiencies derived from increased volume – the acquisition of WCB will result in an increase of 800 million litres to the milk pool. Increased milk volumes drive cost savings through the reduction of incremental costs. The increased milk pool wi...

	385 Murray Goulburn has estimated that the total synergies [Confidential: and infant formula benefit] are as summarised below;
	386 More specifically, these synergies are identified in the following categories.
	387 [Confidential: These cost savings, along with the expected profits of the WCB business that will accrue to Murray Goulburn post-acquisition, are expected to deliver an increase in Murray Goulburn’s raw milk price of $0.012 per litre (against typic...

	21.2 Describe whether the acquisition would, or would be likely to, result in a significant increase in the real value of exports.
	388 Murray Goulburn has seen dramatic growth in the Nutritionals market and it anticipates that this growth will continue into the future. Murray Goulburn projects it will exceed its current capacity by around November 2014 and the [Confidential: dema...
	389 [Confidential: If Murray Goulburn acquired WCB, it would be able to convert its Allansford facility into a dedicated Nutritionals plant. Such a conversion would likely involve drier modifications, the installation of dosing equipment, and investme...
	390 The proposed acquisition will assist Murray Goulburn in leveraging its customer relationships to offer higher value products as well as allowing Murray Goulburn to fully take advantage of growth in the Nutritionals sector.
	391 These strategies reduce Murray Goulburn’s exposure to the price volatility in base commodity markets and increase the value that is obtained from each litre of milk that Murray Goulburn processes. Given Murray Goulburn’s cooperative structure, the...

	21.3 Describe whether the acquisition would, or would be likely to, result in significant substitution of domestic products for imported goods.
	392 Imports have grown as domestic milk supply has fallen.  Over time, the efficiencies and economies of scale available to Murray Goulburn through a merger with WCB will increase its domestic sales and reverse the fall in milk supply.  This should le...

	21.4 Detail any public benefit claims relating to the international competitiveness of any Australian industry arising from the acquisition.
	393 As a result of acquiring WCB, Murray Goulburn’s international competitiveness will significantly improve. Specifically:
	(a) the acquisition will significantly increase Murray Goulburn’s scale. International customers will perceive that Murray Goulburn is on a growth trajectory, which will [Confidential: allay their supply security concerns in relation to Murray Goulburn];
	(b) with significantly increased milk volumes and scale, Murray Goulburn will have greater ability to diversify its production, which will assist in optimising its product mix and weathering dairy commodity price volatility; and
	(c) with significantly increased milk volumes and scale, Murray Goulburn will be able to leverage its existing relationships with premium customers to offer more innovative products.425F

	394 The increased milk pool available to the merged entity will underpin both enhanced scale in Murray Goulburn’s operations and the production efficiency outlined above.
	395 In turn, the enhanced scale and efficiency from the proposed acquisition will establish Murray Goulburn as a significant Australian export company. The merged entity will be the second largest supplier of dairy products on international markets (b...
	396 As shown in Confidential Figure 1 below, Murray Goulburn’s export volumes have declined over the last 10 years as a result of the limited milk supply available to Murray Goulburn to service export markets. This has forced Murray Goulburn, particul...
	397 The increased access to milk volumes will serve to reverse the trend in recent years where global demand has grown but Murray Goulburn’s exports have decreased and [Confidential: its reputation has suffered.]428F
	398 Having the scale to grow with customers will not only restore confidence in Murray Goulburn’s brand and enhance its international competitiveness, but it will have a flow on effect to the Australian dairy industry. Growing with Murray Goulburn’s e...
	399 As a result of acquiring WCB, Murray Goulburn’s increased milk volumes will enable it to produce a greater proportion of its volume as higher value dairy ingredients, as opposed to base dairy commodities. This will significantly increase Murray Go...
	(a) [Confidential: specialty cream cheese products attract a premium of $800 to $1,000 per tonne above base dairy commodity ingredients; and]
	(b) frozen cream attracts a premium of $500 to $600 per tonne above the commodity price for milk fats, such as butter, in the Japanese market.430F

	400 Further, significant volumes of WCB’s existing milk supply will be able to be re-allocated to higher value production or achieve a higher premium in international markets under Murray Goulburn’s ownership, because:
	(a) WCB’s main dairy product export is currently bulk cheddar cheese, which is a base commodity ingredient, and other exports include skim milk powders, why protein concentrate and cream cheese; and
	(b) WCB currently allocates a large portion of its export milk supply into the production of commodity cheddar;
	(c) WCB is unlikely to be achieving price premiums through the sale of this product, particularly given that it is a ‘weak seller’ in the Japanese market;431F  and (c) Murray Goulburn would be able to allocate the milk supply to premium achieving prod...

	401 As a result of acquiring WCB, Murray Goulburn’s increased milk volumes will enable it to supply increased demand in Asia for nutritional products and derive greater value than WCB is able to achieve, because:
	(a) WCB currently lacks the strong customer pull through and plant capabilities to operate as a successful nutritional producer and supplier;
	(b) by contrast, Murray Goulburn has existing customer relationships with three large nutritionals customers; and
	(c) [Confidential: by acquiring WCB, Murray Goulburn would be able to convert WCB’s Allansford facility into a dedicated nutritionals plant.433F ]

	402 [Confidential: Nutritional products attract a premium of approximately $300 to $800 above based dairy commodity ingredients.]434F

	21.5 Detail any other public benefit claims.
	403 Because of Murray Goulburn’s cooperative structure, and approach to setting its farmgate milk price, the increased profitability that Murray Goulburn is likely to achieve as a result of the merger with WCB will lead to Murray Goulburn offering sig...
	404 Higher farmgate milk prices, and a more internationally competitive Murray Goulburn, are likely to substantially improve dairy farmer confidence, and encourage Australian dairy farmers to increase their production of raw milk.436F
	405 Increased raw milk production would lead to Murray Goulburn increasing its acquisition of raw milk, with increased dairy ingredient production and further increase exports.
	406 [Confidential: Increased raw milk production will assist Murray Goulburn in pursing innovative projects.]437F
	407 The increase in milk price will be received by all suppliers to the combined entity, including potentially all 500 current suppliers to WCB. In total this will affect approximately 3,000 suppliers. Further, it is possible that an increase in milk ...
	408 The co-operative principles on which a merged Murray Goulburn/WCB merged entity will operate, also ensure that the increased earnings of the merged entity from growth opportunities, including exports, will ultimately benefit suppliers through furt...
	409 As a cooperative,:
	(a) the dairy farmers who supply milk to Murray Goulburn also control the company and select the Board;
	(b) the Board acts in the interests of the suppliers and seeks to maximise returns to suppliers;
	(c) management and the Board consult with suppliers and the suppliers have access to them;
	(d) suppliers are supported by Murray Goulburn through services to assist and improve supplier milk product and reduce costs; and
	(e) the distribution of milk proceeds, dividends, incentives and charges is done as fairly as possible taking into account wherever possible, real benefits or costs incurred in the business.439F

	410 In addition, the opportunities for increased production of raw milk (stimulated by higher prices for raw milk) and higher production of exports and increased production of higher margin products could result in a significant increase in dairy farm...


	22 The counterfactual
	411 In addition to Murray Goulburn’s takeover bid for WCB:
	(a) Bega has launched a takeover bid for WCB, and its offer is currently $2 per share plus 1.5 Bega shares, which values the bid at approximately $8.68 per share; and
	(b) Saputo has launched a takeover bid for WCB, and its offer is currently $9 per share.

	412 If Murray Goulburn does not acquire WCB, it is possible that:
	(a) The status quo will continue, with WCB continuing to operate as an independent business;
	(b) Bega will acquire WCB; or
	(c) Saputo will acquire WCB.

	413 If Bega were to acquire WCB, its total annual raw milk acquisition would increase from approximately 641 million litres to approximately 1.5 billion litres.440F
	414 Through increased milk supply, and the possible closure and consolidation of production of Bega’s existing Coburg plant to WCB’s Allansford plant, Bega may be able to derive some cost savings.441F
	415 Any cost savings that Bega would derive would be substantially lower than the cost savings that Murray Goulburn expects to achieve, because unlike Murray Goulburn, Bega lacks any significant geographic overlap with WCB in terms of processing plant...
	416 Although Bega has nutritional product capability443F , which is relevant to taking advantage of growing demand in Asia, Bega has no international in-market sales capability. The combined Bega / WCB would only have one office in Asia (in Japan).444...
	417 Saputo currently has no dairy processing or milk collection presence in Australia, and would be unlikely to achieve any cost savings by acquiring WCB.446F
	418 Saputo does not currently produce finished nutritional products, and WCB’s nutritionals capability and customer relationships are not strong (see assumption 237 above). As a consequence, the combined business is unlikely be able to successfully ta...
	419 Saputo would derive little synergies in respect of supplying dairy ingredients in international markets. At most, it may be able to supplement its current whey product offering into Asia with whey products produced at WCB’s Allansford plant.448F
	420 Saputo has limited international in-market sales capability, with only one international sales office in Asia (Hong Kong), and another sales office in Brazil.449F  The combined Saputo / WCB would only have two offices in Asia (in Hong Kong and Jap...

	23 Joint ventures
	421 No.
	(a) If so, are there any other applications for clearance or authorisation under Part VII of the Act being made simultaneously with this application in relation to the joint venture.

	422 Not applicable.
	(b) If so, describe the nature of the applications and who is making those other applications.

	423 Not applicable.

	24 International
	(a) Does the acquisition involve:
	(1) A company operating in Australia that has a foreign parent?

	424 No.
	(1) Australian businesses or consumers affected by conduct occurring overseas?

	425 No (except to the extent that imports or exports are relevant, as discussed in sections 11 and 12 above).
	(1) Foreign consumers affected by conduct occurring in Australia?

	426 No (except to the extent that imports or exports are relevant, as discussed in sections 11 and 12 above).
	(1) Conduct occurring across international boundaries?

	427 No (except to the extent that imports or exports are relevant, as discussed in sections 11 and 12 above).
	(a) Provide details of competition authorities in jurisdictions other than Australia to which the proposed acquisition has been, or is intended to be, notified and the timing of such notifications.

	428 Not applicable.

	25 Period of authorisation
	429 Not applicable.

	26 Undertaking
	430 See attached.

	27 Further information
	431 Herbert Smith Freehills 101 Collins Street Melbourne Victoria 3000

	28 Information provided in relation to the Target
	29 Declaration



