Open Country Dairy shakes up supplier
payment schedule
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New Zealand's second biggest dairy company is breaking tradition in the $12billion industry by paying its farmers
more regularly for their milk during the year —a move sure to get some Fonterra farmers agitating for the same
treatment.

Open Country Dairy said that as a result of the payment change it gave its 500 suppliers a surprise $40 million
payment at Christmas and will be paying them again before the end of May for milk received from November last
year.

This is on top of normal advance rate payments. The company plans to pay suppliers quarterly in time.

A spokesman for industry heavyweight Fonterra said it would not be changing its payment system to its 10,000-odd
shareholders.

Open Country Dairy chairman Laurie Margrain said the "traditional norm" has seen milk supplied at the season's
start (June 1) finally being fully paid for in October of the following year. He said this system had negative effects,
including farmers having no certainty over revenue streams, significant reliance on overdrafts and an over-reliance
on lenders, higher borrowing costs and a knock-on impact for rural sector contractors and service providers.

Open Country, a private exporter that started up in 2004 and has processing plants in the Waikato, Southland and
Whanganui, has enticed suppliers away from Fonterra by not requiring them to buy shares to supply milk as
Fonterra does.

Margrain agrees the company hopes to lure more from its rival with the new payment system. He said the challenge
had been to avoid a situation whereby "overly optimistic" payments were made to farmers, only for international
commodity prices to fall later in the season with draconian payout clawbacks required as the season went on.

"This was not acceptable."

More regular payments during the season required the recognition that milk has different values throughout the
year driven by market prices and currency rates. "This has always been the case; however, the industry is
accustomed to calculating an average for the 12-month season only. The variations in value are smoothed out in a
one-off value for the year."

Margrain said paying suppliers substantially earlier than the norm meant calculating the value of their milk in shorter
periods and payment made in full for such periods. This would eliminate the need to claw back payments, he said.

Open Country would like to settle the balance of the 2011-2012 milk season with farmers in August this year, instead
of October.

Margrain said there was no reason not to pay farmers earlier because "after all, their milk has been processed and
sold". More regular payments would benefit the rural economy, he said.

Dairy payout is a cornerstone of the New Zealand economy. Fonterra, the world's leading dairy exporter, sets the
annual payout pace, with smaller companies matching or bettering it.

There was "no rational reason" not to pay farmers earlier and more regularly "apart from funding your own working
capital", Margrain said.



Waikato Federated Farmers president James Houghton, a Fonterra supplier, dismissed a Fonterra source's claim that
Open Country had been forced to improve its payment system by disgruntled suppliers.

"Open Country farmers | talk to are very happy with the company, the service it provides; and many farmers have
cashed in their Fonterra shares [switching to OCD] to buy more farms.

"I struggle with why Fonterra keeps us waiting so long until October.

"Open Country demonstrates a flexibility in its payment structure and a willingness to negotiate over individual
circumstances. It will negotiate over things like where a farm is located, how much milk a farmer will supply over the
years and there are premiums for larger suppliers."”

When Fonterra shaved its payout forecast in a surprise move last year, Open Country held to its payout, he said.
Fonterra has since lifted its forecast.
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