


mountain of debt in 2001. Members
were offered no choice. Saputo
walked away with the store.

In Australia, the story is a little dif-
ferent. Without the protection of
supply management, retail milk price
wars were costing dairies a lot of
money, and dairies were passing this
on to the farmers.

To maintain prices to its shippers,
Warrnambool made a strategic deci-
sion to pursue the international mar-
ket. A new cheese and WPC plant was
built in 1993, a new powder plant was
added in 1998, a Tokyo office was
opened in 2002 and a new fluid plant
constructed in 2003.

Members were told expansion need-
ed capital, and capital meant privati-
zation. Rejected in 2003, a resolution
to privatize passed one year later; in
2004 the 116-year-old cooperative
became a public company.

In the case of Dairyworld, privati-
zation was fueled by financial crisis:
sale to Saputo at 50 cents on the
dollar was accepted by 90 per cent
of the delegates as “either that or
bankruptcy”.

In the case of Warrnambool, it would
appear market expansion was the
privatization driver, although cooper-
ative economist David Craig’s obser-
vations at the time suggest pressure
was applied:

“The board’s solution was that prof-
itable growth was necessary through
demutualization. The board did not
propose whether the necessary prof-
itable growth could be achieved with-
out demutualization. It did not, there-
fore, provide an alternative to
demutualization. Demutualization was
preéented to the members as a crash
through or crash option ~ the only
viable option.”

Protected from hostile takeover for
seven years by a (first 10, now) 15 per

cent share cap, this protection came
in handy in 2009, when supporting a
cheese venture with National Foods
cost the company $20 million and left
them holding $85 million in debt,
double year earlier levels.

When Warrnambool tried to recoup
by cutting prices to farmers, they quit
shipping in droves. For the first time in
history, Warrnambool ran in the red.
Shareholder confidence plummeted
and share prices dropped from $4.80
to $1.64 a share.

This vulnerability quickly attracted
four takeover bids (three from Murray
Goulburn Co-Operative, Australia’s
largest processor, and one from
Saputo). All were rejected by the
Warrnambool Board - without refer-
ence to shareholders - on the basis
that they were “opportunistic and did
not reflect the strategic value of the
company”.

Last June, with share cap removal a
mere 12 months away, 52-year-old
CEO David Lord, 14 years at the
helm of Parmalat Australia, was
recruited to repair the balance sheet
before the next bidder knocked on
the door.

Last November, Warrnambool's Board
struck an alliance with Bega Cheese,
selling 15 per cent of its shares for
$22.6 million and raising a further
$14.1 million from a new share issue.
With this, Warrnambool purchased the
technology needed to compete in the
growing milk derivatives - market.
(Viewed as strategic partner, Bega is a
120-year-old Australian cooperative
about to go public with a June IPO that
analysts expect will peg value as high
as $385 million.)

Today, Warrnambool is considered
similar to Dairyland before the merg-
ers: smaller than its rivals but a sec-
toral super star. Classically coopera-
tive, its root strengths are quality

shippers (over 600 farmers from
Australia's prime dairy regions supply
the plant with 900 million litres of
milk annually), a low cost, efficient
plant (sales of $480 million and an-
ticipated net profit of $17 million this
year, a doubling over last year) and a
wide network of strategic alliances
with international partners (95 per
cent of Warrnambool’s product is ex-
ported).

With share prices recovered to the
$4.50- $4.70 range and debt below
$20 million, Warrnambool is in good
position to face the international suit-
ors. Just in time; the share cap came
off May 25th.

Close behind Bega on the bidders
carpet, with an 11.4 per cent share in
Warrnambool, is Murray Goutburn
Co-Operative. Saputo will no doubt
also be watching carefully. As will many
others, including China'’s Bright Foods,
Singapore’s Ofam and Australia’s
Fonterra.

But the real question is: who will the
farmers support? As suppliers, they
hold a lot of sway. While Bega appears
to have the inside edge, Murray
Goulburn is also seen as a fair, coop-
erative player that would maintain
some competition in the market place.
According to analysts:

To win at WCB any local or foreign
buyer has to be able to show to farm-
ers... that they can at least compete and
sometimes pay better than the majors as
WCB already does. If the farmers aren’t
convinced they could leave the compa-
ny, going to another competitor even at
reduced competition levels.

Fascinating. | will follow the
Warrnambool story over the next few
months. Keep those Dairyland stories
coming. An analysis of the ins and outs
of both these co-ops is in the works.
Just in case there are some lessons
here from which we all can profit. ®
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