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20 July 2012  

Anthony Stewart 

Senior Investigator 

Competition Branch 

Commerce Commission 

PO Box 2351 

Wellington 6140 

FONTERRA / NZDL : STATEMENT OF PRELIMINARY ISSUES 

Anthony 

Fonterra provides the following further information in response to the Commission’s 

Statement of Preliminary Issues dated 12 July 2012 (Statement).  The headings are the 

same as those used in the Statement. 

As indicated to you, this letter was prepared prior to our receiving your email of today 

containing specific questions for Fonterra.  We will respond separately to those questions. 

Areas of overlap 

1 Attached as Appendix A is a detailed South Island map showing: 

• The locations of independent dairy processors plants and the respective 

suppliers to those plants. 

• The location of Fonterra plants and Fonterra suppliers. 

• Concentric circles representing 150km radius (being the outer radius adopted 

in Decision 574) from each of the NZDL, Synlait, Westland (Rolleston) and 

Gardians sites.  

2 This map has been compiled based on [  

 

 

] 

3 Subject to that limitation, the map does illustrate the large geographical spread of 

the suppliers to the competing processors and the distances those processors are 

now transporting milk.  In particular: 

o Westland transports milk from Canterbury to process it at Hokitika on the 

West Coast 

o Synlait collects milk from South Canterbury and transports it to process at 

their Dunsandel site 

o We understand OCD has recently agreed to take milk from [ ], 

Central Otago to its plant in Southland. 
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4 The recent trend of supplier growth has been for popular dairying regions (e.g. in 

Canterbury and Southland) to become more “filled in” through further dry farm 

conversions.  However, conversions are now beginning to develop dairying in more 

outlying areas e.g. Omakau near Central Otago, the edges of Western Southland 

and Hawea Flats near Wanaka.  This more recent development is likely to see the 

popular dairying regions “converge” geographically. 

Existing competition 

5 Not only do most suppliers of raw milk in the South Island have a choice of 

processor – and as shown in Appendix A will continue to do so post-acquisition – but 

there is clear evidence of suppliers switching with relative ease. 

6 Suppliers’ incentives to switch are varied, as suppliers base their choice of processor 

on a number of considerations including capital, economic considerations and 

processor ownership.  Seemingly, however, the primary factor attracting suppliers 

away from Fonterra over recent years has been the desire to free-up share capital, 

whether it is to reduce debt, or free-up capital for further development or further 

land purchases. 

7 The key value proposition of alternative processors is that they enable suppliers to 

free-up share capital, either fully by moving to a corporate processor (Synlait, OCD), 

or reducing the shareholding requirement by going to Westland (whose suppliers are 

required to hold a nominal share costing of [ ] (cf. Fonterra Fair Value Share of 

[ ]). 

8 Both Westland and Synlait already have a number of suppliers located close to the 

Studholme plant: 

• Synlait collects milk from 25 farms supplying 5m kgMS close to Studholme 

(formerly NZDL suppliers).  

• Westland collects milk from two farms located [  

], in close proximity to the NZDL plant.  

9 The payout mechanisms of those other processors is not linked to Fonterra’s price 

for farm gate milk.  To elaborate: 

Westland 

• [  

 

•  

 

•  

 

•  

] 

OCD 

• [  
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•  

 

 

o  

 

o  

 

o  

 

 

•  

 

• ] 

Synlait 

• [  

 

• ] 

Potential competition 

10 Since filing the application seeking clearance, Fonterra has become aware of further 

developments regarding new entry. 

Oceania Dairy Project 

11 Synlait entered into negotiations with Oceania Dairy Ltd in 2011 to buy the entire 

business of that company.  Synlait completed the purchase of the Oceania supply 

contracts, [  

 

 

.] 

12 Fonterra further understands that over the past few weeks, the owners of Oceania 

have entered into negotiations with Inner Mongolia Yili Group, one of China’s largest 

dairy processors, [  

 

•  

 

•  

 

•  

 

•  

] 
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Carrickmore Nutrition 

13 Attached as Appendix B is a report from The Press of 12 July 2012 describing the 

launch of Carrickmore Nutrition, with plans to produce and export significant 

volumes of infant formula to China. 

14 Attached as Appendix C is the transcript of the “Campbell Live” programme 

televised on 17 July 2012 describing the lengths to which exporters of formula are 

prepared to go to access product for the Chinese market. 

15 All these developments support and supplement information already provided in 

Fonterra’s application, namely: 

• Interest in investing in the New Zealand dairy industry remains high; 

• Capital is available for such investments providing there is a sound business 

case; 

• Barriers to entry are low; 

• Suppliers can be incentivised to switch and do so; 

• Fonterra’s acquisition of NZDL does not create any additional barriers to 

entry. 

16 Please note that some of the contexts of this letter are confidential.  A public version 

with confidential information excluded will be provided shortly. 

Yours faithfully 

 

 

Grant David 

CON SULTANT  
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APPENDIX A 
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APPENDIX B 

“Press” article of 12 July 2012 
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APPENDIX C 

Transcript of “Campbell Live” programme televised on 17 July 2012 

 

 



 

 

 

042629947/1546584.2  

 

 



 

 

 

042629947/1546584.2  

 

 



 

 

 

042629947/1546584.2  

 

 



 

 

 

042629947/1546584.2  

 

 



 

 

 

042629947/1546584.2  

 

 



 

 

 

042629947/1546584.2  

 

 




