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Dear 

Thank you for your Official Information Act request, received on 1 September 2019. 
You requested a copy of: 

“Aide Memoire T2019/1191: Westland Dairy Co-operative dated May 9, 2019.” 

Information being released 

Please find enclosed a copy of T2019/1191: Westland Dairy Co-operative dated May 9, 
2019. I 

I have decided to release the relevant parts of this document, subject to information 
being withheld under one or more of the following sections of the Official Information 
Act, as applicable: 

• section 9(2)(g)(i) – to maintain the effective conduct of public affairs through the 
free and frank expression of opinions, and 

• section 9(2)(k) – to prevent the disclosure of information for improper gain or 
improper advantage. Direct dial phone numbers of officials have been redacted in 
order to reduce the possibility of staff being exposed to phishing and other 
scams. This is because information released under the OIA may end up in the 
public domain.  

In making my decision, I have considered the public interest considerations in section 
9(1) of the Official Information Act.  

Please note that this letter (with your personal details removed) and enclosed 
documents may be published on the Treasury website. 

This reply addresses the information you requested.  You have the right to ask the 
Ombudsman to investigate and review my decision.  

Yours sincerely 

 
 
 
Maureena van der Lem 
Manager, Commercial Performance 

s9(2)(a)

s9(2)(a)



 

 

 OIA 20190599 Table of Contents 
1. T2019/1191 - Aide Memoire: Westland Dairy Co-operative 1 

 



COMMERCIAL-IN-CONFIDENCE 
 

Treasury:4102375v1                      COMMERCIAL-IN-CONFIDENCE 1 

Reference: T2019/1191 SE-2-8-2 
 
 
Date: 8 May 2019 
 
 
To: Minister for State Owned Enterprises (Rt Hon Winston Peters) 

Minister of Finance (Hon Grant Robertson) 
Associate Minister of Finance (Hon David Parker) 
Associate Minister for State Owned Enterprises (Hon Shane Jones) 

 
 
Aide Memoire: Westland Dairy Co-operative 

Purpose 

The purpose of this aide memoire is to provide shareholding Ministers with a further update on the 
conditional agreement and sale of Westland Dairy Co-operative (Westland) to Yili Industrial Group 
(Yili) in a deal worth $588m. 
 
A prior aide memoire was prepared (T2019/1069 refers) and was discussed at a meeting on 
Monday 15 April 2019 with Ministers and Treasury officials. 
 
Background to Westland 

Westland, with assistance from Macquarie Bank, has run a process seeking offers to invest in, or to 
acquire, Westland from its approximately 340 shareholders1.  The decision to seek a sale was 
largely due to Westland’s financial under-performance in two key areas: 
 
Indebtedness Westland has the highest relative debt burden of the New Zealand 

dairy companies. 
Westland has $250 million of debt.  Net debt is 43% of total assets 
and is 6.3x EBITDA2. 
If Westland were to be in line with its peers then, indicatively, it 
would want debt to be in the order of 30% of total assets and no 
more than 4x EBITDA.  That suggests Westland would have 
approximately $160 million of debt, which would be a reduction of 
about $90 million from today’s levels. 

Milk pay-out Westland has a relatively low milk pay-out to its suppliers. 
Over the last 5 years Westland has averaged a pay-out of $5.44 per 
kilogram of milk solids (kgMS).  Fonterra has averaged $6.15 per 
kgMS across the same period. Over the last 5 years Westland 
shareholders have, on average, supplied 197,700 kgMS each year.  
So the higher Fonterra pay-out would have represented an 
additional $140,000 pa of income to the average Westland 
shareholder over the last five years. 

                                                
1  Westland has 340 shareholders who collectively own 429 supplying farms.  When Westland references their suppliers they are referring to the number of 

farms.  This Aide Memoire is expressed in terms of shareholders.  

2  Earnings Before Interest, Tax, Depreciation and Amortisation.  This is the accounting term commonly used as a proxy for free cashflow. 
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We understand more than 25 parties expressed interest in acquiring Westland. 
 
On 18 March 2019 the Board of Westland recommended shareholders accept an offer from a 
subsidiary of Inner Mongolia Yili Industrial Group Co Ltd (Yili), which is a Chinese state owned 
enterprise and the largest dairy producer in Asia.  Yili already owns Oceania Dairy Ltd, a dairy 
factory in Glenavy, south of Timaru, which it acquired in 2013 and has invested approximately $650 
million in acquiring and then expanding that site. 
 
Key Features of Yili’s Offer to Westland Shareholders 

Yili’s offer to Westland’s supplier/shareholders has two main components: 

Payment for 
shares 

Yili is offering $3.41 per Westland share for a total purchase price of 
$588.0 million. 
The average Westland shareholder holds 211,800 shares, worth 
approximately $722,000 at Yili’s offer price. 

Milk pay-out Yili is committing to at least match Fonterra’s milk pay-out for 10 
seasons post-acquisition. 
As outlined on the previous page this represents in the order of 
$140,000 of additional revenue each year for the next 10 years to a 
total of $48.0 million a year to the average Westland shareholder 
(assuming Westland’s future pay-outs would be below Fonterra’s as 
they have been for the last five years). 
Indicatively, using a 4.5% discount rate (in line with rural mortgage 
rates), this commitment has an estimated present value in the order 
of $1.1 million to the average Westland shareholder. 

 
The Process to Accept Yili’s Offer 

Yili’s offer is progressing via a Scheme of Arrangement under Section 236 of the Companies Act.  
This requires the shareholders to vote on the offer such that both: 

1. At least 75% of the votes cast at the meeting are in favour of Yili’s offer, and 
2. At least 50% of all the votes that could be cast are in favour of Yili’s offer. 
 
In the event that Yili is not able to meet or exceed both of these tests then the Yili offer will lapse. 
 
The shareholder vote is scheduled to take place in a Special Meeting to be held on Thursday, 4 July 
2019. 
 
Counter-Offer to Westland Shareholders 

It is possible for any party to make a counter-offer to Westland’s shareholders right up until the time 
of the vote.  Counter-offers are not unusual in takeover or merger processes. 
 
The Treasury expects that for any counter-offer to be attractive to Westland’s shareholders it would 
need to address both (i) Westland’s debt levels and (ii) its milk pay-out.   
 
In practice any counter-offer would need to go hand-in-hand with operational and product changes 
to raise Westland’s earnings to support the higher pay-out and provide a return on the additional 
equity. 
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Addressing Westland’s Debt Levels 

Indicatively a counter-offer would require an injection of a minimum of $90 million of new equity 
which would then be used to pay down debt (if Westland were to be in line with the debt levels of its 
peers).   
 
The commercial challenge with such an equity injection is the rate of return that $90 million of new 
equity will need.  If the new equity were to, for example, require a 10% return on equity then the    
$9 million per annum that would absorb would reduce Westland’s ability to raise the milk pay-out. 
 

Addressing Westland’s Milk Pay-Out 

 
The Need for Operational and Product Changes 

Westland’s core commercial challenge is to raise the margin it achieves on each kg of milk solids.  
Westland’s EBITDA4 equates to $6.75 per kgMS versus Fonterra’s $8.34 of EBITDA per kgMS.   
 
If Westland were able to match Fonterra’s financial performance then the additional $1.58 per kgMS 
would represent an additional $100 million pa of EBITDA to Westland.  This would allow Westland 
to both match Fonterra’s milk pay-out and reduce debt.  But the operational and product changes to 
deliver this higher EBITDA would require yet further additional capital and also time.   
 

                                                
3  

4  EBITDA before payments to supplier/shareholders, based on FY2018 annual reports. 

s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(g)(i)

s9(2)(g)(i)
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Yili’s offer suggests it has a plan for operational and product changes and will inject capital to both 
fund those changes and support the commitments to Westland suppliers until those changes bear 
fruit. 
 

 
 
Mark Donnell, Principal Advisor, Commercial Performance,
Maureena van der Lem, Manager, Commercial Performance,
 
 
  

 

s9(2)(g)(i)

s9(2)(k)
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