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2024 Season Farmgate Milk Price

The primary purpose of this Statement is to help Fonterra farmer shareholders, unitholders
in the Fonterra Shareholders’ Fund and other interested parties better understand the

Farmgate Milk Price.

The Farmgate Milk Price is the average price paid by Fonterra for
each kilogram of milk solids (kgMS) supplied by Fonterra’s farmer
shareholders under Fonterra’s standard terms of supply.*

It is calculated in accordance with the Farmgate Milk Price Manual

(the Manual). The Manual is maintained by the Fonterra Board in
accordance with the Dairy Industry Restructuring Act 2001 (DIRA) and
the Fonterra Constitution.

The 2024 season Farmgate Milk Price of $7.83 per kgMS is:
- The Aggregate Farmgate Milk Price of $11.516 billion; divided by

- New Zealand milk supplied to Fonterra in the 2024 season of 1.471
billion kgMS.

The Aggregate Farmgate Milk Price is calculated as revenue less costs.
Revenue assumes:

- The entire volume of milk collected is processed into commodity
specifications of the five Reference Commodity Products (RCPs)
which are Whole Milk Powder (WMP) and Skim Milk Powder
(SMP), and their by-products Butter, Anhydrous Milk Fat (AMF) and
Buttermilk Powder (BMP).?

- The RCPs are sold in USD on and off GDT.

- USD sales revenue is converted into NZD at exchange rates achieved
by Fonterra.

1 This price may differ from the “farm gate milk price” published in accordance with the Dairy
Industry Restructuring (Raw Milk) Regulations 2012 due to the way “farm gate milk price” is
defined in those Regulations and the impact of Fonterra’s fixed milk price offers.

2 Most of the increase in milk supplied over the past decade in New Zealand to Fonterra and its
competitors used to manufacture commodity dairy products has been used to manufacture
milk powders. As returns from the sale of milk powders and their by-products represent the
marginal returns that would drive the price of milk in a competitive market in New Zealand, the
Farmgate Milk Price is based on these products.

Costs comprise:

- Cash Costs: costs of collecting raw milk, efficiently manufacturing
the five RCPs, delivering finished product to New Zealand export
ports, and selling and administration expenses.

- Capital Costs: depreciation of fixed assets, an appropriate return on
investment including on working capital, and corporate tax.

- Additional Commodity Milk Payments and Standard Supply
Adjustments?: adjustments for milk quality issues and additional
payments or deductions for milk not supplied on standard terms, to
the extent these would apply to the Notional Milk Price Business.

Numbers in this Statement have been rounded and, as a result, some
tables may not exactly total or sum to 100%.

3 Additional Commodity Milk Payments are payments for milk supplied other than on standard
terms of supply where it would be appropriate for the Notional Milk Price Business to source
that milk for conversion into RCPs. Examples of these payments include the portion of Winter
Milk premiums that would be payable by the Notional Milk Price Business and discounts for
contract milk. Standard Supply Adjustments arise from adjustments to payments for milk
supplied under Fonterra’s standard terms of supply, such as where milk quality demerits have
been applied.

Farmgate Milk Price Farmgate Milk Price

Capital Costs

Appendices Glossary

2024 Season Farmgate Milk Price

$7.83

per kgMS
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2024 Season Farmgate Milk Price conmueo

Figure 1 shows that changes in revenue are the most significant driver Figure 1: Changes in the Farmgate Milk Price between seasons

of the movements in the Farmgate Milk Price between seasons.
i ) ) ) $ per kgMs
Revenue for a given season is a function of the volume of milk 11.26

collected, the products that milk is manufactured into, the prices at
which that product is sold, and the exchange rate at which the USD 10.06 10.31 .

receipts from sales are converted back to NZD. Costs also move season . 9.30
on season, but will generally not be anywhere near as significant a (1.40) 055  (0.01)
[ 8.22 . (0.01)
7.83 1.56 —
(Leo) NN (1.56)

factor in moving the Farmgate Milk Price.
The following sections provide more detail on revenue, costs and : (0.53) (0.01) (0.52) (0.01)
drivers of change between seasons.

2024 Season 2023 Season 2022 Season

Net Revenue @ Cash Costs @ Capital Costs @) Additional Commodity Milk Payments @) Farmgate Milk Price
and Standard Supply Adjustments

David, Southland
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Table 1 shows the summary Farmgate Milk Price calculation for the last three seasons.
Lactose is shown in Table 1 as a deduction from Farmgate Milk Price Revenue.

Table 1: Farmgate Milk Price summary

2024 2023 2022
Season $ Million $ Million $ Million
Farmgate Milk Price Revenue 15,374 16,159 17,316
Lactose (570) (879) (679)
Net Revenue 14,805 15,279 16,637
Farmgate Milk Price Cash Costs (2,490) (2,314) (2,074)
Farmgate Milk Price Capital Costs (786) (775) (806)
Additional Commodity Milk Payments and Standard Supply Adjustments (12) (8) (10)
Aggregate Farmgate Milk Price 11,516 12,182 13,746
Million kgM$S 1,471 1,483¢ 1,478
Farmgate Milk Price calculated under the Manual ($ per kgMS) 7.83 8.22 9.30

4 Fonterra and its suppliers experienced significant disruptions to milk supply during and subsequent to significant weather events in the 2023 season. Total milk paid for was 1.483 billion kgMS compared Tomika, Bay of Plenty

to 1.480 billion of kgMS collected and available for manufacture into product.
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Farmgate Milk Price Revenue

Farmgate Milk Price Revenue uses a combination of actual Fonterra Figure 2: Timing of supply, production and sales volumes Figure 3: Average lag between when prices were struck
results and key assumptions: and shipment
- 1.471 billion kgMS of milk actually supplied to Fonterra during the 450 3000
2024 season. 400
- All milk supplied is converted into the five RCPs based on Fonterra’s 350 2500
actual mix of those products. '
- Sales volumes are assumed to reflect Fonterra’s actual shipments 300 2000
of RCPs. 250 5
- Selling prices reflect relevant prices achieved by Fonterra for RCPs g 1500
200 S
on and off GDT.
150
. . 1,000
Milk supply, production and sales volumes 100
Figure 2 shows the relationship between: 50 500
- Milk collected during a season (the light blue line). This shows 0
very little milk is supplied in June and July and that supply peaks in MmN Y YIYILIIIIYT 0
late October. £ s Baf F e ESs 55 553 S S T8I FIIAIIIISIISSISS
= - o = < = = [e) C S5 W A + > U c 0o L = > c 35 w a =
- Volume of products manufactured from that milk (the dark blue line). <2 z e L= = <2 3237886 28s=s¢ < 2 s 2 =3 83
- When that product is sold (the green line). There is typically a lag of IF\)A”ZSUPPW\ET'”'O” I;)%Q)Ai/)w Cumulative Contracted Sales Volume
between one to three months between when milk is collected and e r<|) uctllon olume ( ) — Cumulative Shipment Volume
manufactured into RCPs and when those RCPs are sold. Sales Volume (000 MT)

Sales of product manufactured in the 2024 season started in August
2023 and will be complete by the end of October 2024.

Revenue is recognised when sales are invoiced, which is at the time of
shipment. Sales prices are always struck before the month of shipment.
Figure 3 shows the average lag between when prices are struck and
when products are shipped. This lag matches Fonterra’s actual average
lag for relevant sales.
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Prices

The Farmgate Milk Price uses weighted average monthly prices achieved
by Fonterra on sales of RCPs which satisfy the following criteria:

- Only arm’s length sales at current market prices to customers
in contestable global markets can be included. Sales to Fonterra
subsidiaries are excluded.

- Only sales contracted by Fonterra between one and five months
before shipment are included.

- Off-GDT sales are only included when they are of commodity
products with similar specifications to products sold on GDT.

Between the 2012 and 2016 seasons, GDT was the sole source of
prices for WMP, SMP and AMF whereas both on and off GDT prices
were used for Butter and BMP.

Since the 2017 season, certain off GDT sales of all RCPs inform the
Farmgate Milk Price. In the 2024 season, off-GDT sales comprised
34% of the Farmgate Milk Price informing sales. The inclusion of these
off-GDT sales in the Farmgate Milk Price resulted in an increase of

11 cents per kgMS relative to not including these off-GDT sales.

Table 2 shows weighted average selling prices for each RCP for the
last three seasons. It shows that weighted average USD selling prices
per metric tonne (MT) were 7.7% lower for the 2024 season than
last season.

Table 2: Weighted average USD contract price®

Farmgate Milk Price

Weighted

average

price (USD) 2024/2023 2023/2022

per MT 2024 2023 2022 %change % change

WMP 3,089 3392 4,019 (8.9%) (15.6)%

SMP 2,610 3,242 3,750 (19.5%) (13.5)%

Butter 5,479 5072 5601 8.0% (9.5)%

AMF 5,797 5381 6,425 7.7% (16.3)%

BMP 2,530 3,137 3,946 (19.3%) (20.5)%
(7.7%) (14.2)%

5 Average shipment prices include an allowance for lower prices received for downgrade product.

These are products that do not meet standard manufacturing specifications, some of which
may only be suitable for stock feed.

Farmgate Milk Price Appendices Glossary 7

Capital Costs

Lactose

Lactose is contained in the raw milk supplied and additional lactose
is used as an ingredient in the production of WMP, SMP and BMP.
The Notional Milk Price Business manufactures greater quantities
of these commodities than Fonterra, and therefore has greater
lactose requirements to achieve a product composition in line with
internationally recognised standards.

The Farmgate Milk Price assumes this further lactose is purchased on
global markets.

Table 3 shows volume and average purchase prices of lactose over the
past three seasons.

Table 3: Purchased lactose and price

2024/2023 2023/2022

Season 2024 2023 2022 %Change % Change

Purchased

Lactose

(000s MT) 370 364 354 1.6% 2.8%
Average Price

(USDper MT) 951 1,590 1322  (40.2%) 20.3%

Total Lactose
Purchases
(USD million) 351 579 468

(39.3%) 23.7%
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Impact of NZD/USD foreign exchange rate
movements

The primary objectives of hedging are to increase the visibility and
certainty of the forecast Farmgate Milk Price throughout the season
by reducing and smoothing the impacts from volatility in the NZD/
USD spot exchange rate. The increased visibility and certainty
supports a higher level of advance rate payments throughout the
season relative to being unhedged.

Fonterra enters into foreign exchange hedge contracts over an

18 month period to hedge forecast USD exposures that arise from
RCPs being sold in USD. The first 20% of hedges are entered into
eighteen months out from when USD sales proceeds are forecast
to be received, and increase progressively to 100% two months out
from the forecast USD cash receipt.

Figure 4 illustrates how the hedging strategy of layering the hedges
over an 18-month period results in monthly conversion rates that are
less volatile than the monthly NZD/USD exchange rate over the same
period. This figure additionally illustrates that the monthly conversion
rates achieved reflect the spot rates over preceding months, effectively
resulting in a deferral of those historic rates but on a smoothed basis.
Also shown in this figure are the conversion rate for future periods
based on hedging in place as at 31 July 2024.

The average conversion rates and average NZD/USD spot rates for the
2014 to 2024 seasons are shown in Table 4. This illustrates that the

average spot rate in one season will be reflected in the following season.

Figure 4: Average monthly conversion rate from hedging compared to average monthly NZD/USD spot exchange rate
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Average conversion rate  eeeeees Future hedge profile

NZD/USD spot rate

Table 4: Impact on the Farmgate Milk Price of Fonterra’s hedging, relative to not hedging

Season 2024  2023¢ 2022 2021 2020 2019 2018 2017 2016 2015 2014

Average Hedged Rate
(NZD/USD) 0.6120 0.6357 0.6884 0.6677 0.6638 0.6905 07074 0.6924 0.7082 0.7832 0.8086

Average Spot Rate
(NZD/USD) 0.6059 06192 06574 07067 0.6375 0.6697 07014 07137 0.6820 0.7329 0.8396

Impact on Milk Price of
hedging, relative to not
hedging ($ per kgMS) (0.10)  (0.26) (0.56) 0.53 (0.38) (0.26) (0.08) 0.28 (0.21) (0.50) 0.42

6 The average spot rate and Milk Price impact for the 2023 season differ from those disclosed in the 2023 Farmgate Milk Price Statement, as forecast exchange rates have been replaced with actual
exchange rates.
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Figure 5 illustrates how hedging increases the visibility and certainty
of the forecast Farmgate Milk Price throughout the season relative
to not hedging FX volatility. The figure presents the sensitivity of the
forecast Farmgate Milk Price at each month end of the 2024 season
with hedging executed as per Fonterra’s policy to a scenario with no
hedging in place, where both assume a +/- 5 cent movement in the
exchange rate for the remainder of the season. The range under the
hedged scenario starts the season significantly narrower than the

Figure 5: Comparison of ranges for the 2024 season
Milk Price hedged vs. unhedged for NZD/USD’

125 N
1.00
-5¢
075 ~ NZD/USD
0.50 Spot Rate
025
2
£ 000 =
g
£ (0.25)
=
(0.50) +5¢
~ NZD/USD
0.75) Spot Rate
(1.00)
(1.25) _
Mm M Mmoo MM M < < < S < < <
ERIRA I MR B> S SR SR IR N SN
=53 % 8§08 3 0 & @ 5 5855 3
s = 7 & »w Oz o0 —~u =< s =7
. Hedged Unhedged

7 This analysis isolates the impact of +/- 5 cents movements in the NZD/USD exchange rate.

All other variables - e.g. commodity prices , costs, etc - are the same for both the hedged and
unhedged scenarios.

unhedged range, and reduces more quickly throughout the season,

which supports the payment of higher advance rates earlier than would

be the case if the exposure was less hedged or unhedged altogether.

As at 31 July 2024, Fonterra had hedged approximately 65% of the
forecast USD cash flows related to the 2025 season Farmgate Milk
Price. If the remaining 35% of the forecast USD cash flows were to be
hedged at the 31 July 2024 spot rate of 0.5902, the average NZD/USD
conversion rate for the 2025 season would be 0.5997.

’rm,iCan'terrbu y

Farmgate Milk Price

Farmgate Milk Price
Capital Costs
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As an indication of the remaining sensitivity of the 2025 Farmgate Milk
Price to future NZD/USD exchange rate movements, if the remaining
forecast USD exposures were hedged at rates:

- 5 cents higher than the 31 July 2024 spot rate, the average
conversion rate would be 0.6220.

- 5cents lower than the 31 July 2024 spot rate, the average conversion
rate would be 0.5766.
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F te Milk Price Cash Cost
Farmgate Milk Price Cash Costs reflect: - $147 million of inflationary increases in the cost of most inputs, with Figure 6: Sources of movements in average cash costs
- Fonterra’s actual collection costs, and supply chain costs determined signiﬁcant_increases in the cost of energy, staff costs, packaging and $ per kgMS
by reference to Fonterra’s actual costs. motor vehicle costs. 0.03 169
- Costs of operating modern plants capable of processing the same $41 million of structural increases in the 2024 season arise from 0.10 . '
volume of milk Fonterra collects, but only manufacturing the five additional costs identified in the four-yearly review of overheads : - (0.00)
RCPs. These assume plant operating parameters consistent with undertaken in 2023 fqr implementation in the 2024 season. Thej
manufacturers’ specifications and Fonterra’s per unit costs, and Manual requires a review of the overheads structure of the Notional
include the full range of overhead costs associated with running M”k Price Business every four years, with theAresults generally 156 0.01
these plants. implemented in the following season. The review assesses the . ——
_ Overhead and selling costs that would be incurred by a business adequacy of the overheads cost base with respect to characteristics
selling the five RCPsgfrom New Zealand. These are dZtermined by relevant to the Notional Milk Price Business and where necessary for
’ h inth ti i t.
reference to Fonterra’s actual costs for undertaking those activities. changes In the operating environmen
. ) . . Most of the structural movement in costs can be attributed to
Figure 6 a?deathe > s??r;%gsée thj an)azjzr categories of cash costs and additional costs associated with sustainability and Information
movements between the an seasons. Technology (IT) systems.
Movements between the 2023 and 2024 seasons were due to: . . o )
_ 8 million of volume-related cost decreases primarily due to lower $4 million of one-off cost decreases, with the most significant item
Iid g P Y relating to an insurance settlement in relation to Cyclone Gabrielle,
SOlds processed. which had the effect of reversing a provision included in the
Farmgate Milk Price for the 2023 season. 2023 Volume Cost/  Structural One-off 2024
Season Price Season
Table 5: Summary of movements in cash costs
% Change Total
$ Million 2023 Volume Cost/Price Structural One-off 2024 cost/price % change
Sales costs 144 0) 6 (32) - 118 4.1% (18.2%)
ariable manufacturing and supply chain costs - 9% A%
Variabl Ik ing and ly chai 912 (8) 54 (6) 952 5.9% 4.4%
Fixed manufacturing (including repairs and
maintenance)/site overheads and supply chain costs 471 - 62 6) - 527 13.1% 11.8%
Collection costs 415 0) 12 - - 427 3.0% 2.9%
Other costs 372 (0) 13 85 (4) 467 3.6% 25.4%
Total Cash Costs 2,314 ) 147 41 @ 2,490 6.4% 7.6%
% Movement (0.4%) 6.4% 1.8% (0.2%)
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Farmgate Milk Price Capital Costs provide for:
- Depreciation of manufacturing and other assets.

- Areturn at a benchmark Weighted Average Cost of Capital (WACC)
on the book value of those assets.

- AWACC return on Net Working Capital balances from the sale
and manufacture of the RCPs and on the phasing of milk payments
to suppliers.

- Corporate income tax.

The Notional Milk Price Business manufactures RCPs in modern

plants with current industry-standard technology. These plants

have manufacturing capacity that approximates the average of
Fonterra’s RCP plants. The average daily processing capacity of the
standard WMP and SMP plants installed prior to the 2013 season is
approximately 1.9 million litres. Incremental and replacement WMP and
SMP plants incorporated in the asset base since 2013 have an average
daily processing capacity of approximately 2.5 million litres, equivalent
to plants installed by Fonterra at Darfield in 2013 and Pahiatua in 2015.
The Notional Milk Price Business ensures there is always sufficient
capacity to process all milk collected by Fonterra and it does so by
maintaining or adding incremental plants where necessary.

Table 6 shows capital costs and the opening book value of the Notional
Milk Price Business fixed asset base and average Net Working Capital
for the last three seasons.

The WACC incorporates a rolling five-year average of the five-year
New Zealand Government bond rates, which have increased from an
average of 1.9% over the five-year period to June 2023 to an average
of 2.5% over the five-year period to June 2024.

Changes in the average age of the asset base do not result in material
season on season movements in the capital charge. This is because
the capital charge is calculated so that growth each season is
approximately in line with long term capital goods inflation as long as
the WACC does not change. This is achieved by using a ‘tilted-annuity’
methodology to calculate the capital charge. This approach means
that depreciation can change between years due to a change in the
WACC, or a change in long term capital goods inflation, or a change
in the asset base. This season a higher capital goods inflation forecast
resulted in a decrease in the depreciation allowance.®

Movements between the 2023 and 2024 seasons in Net Working
Capital and the associated WACC charge were due to inventory
levels returning to normal compared to 2023 and a lower supplier
payables balance due to the drop in the Farmgate Milk Price from
the prior season.

A significant portion of the movement in Fixed Assets between the
2023 and 2024 season reflects Fonterra’s transition from owning
IT assets to accessing the relevant services through a Software as a
Service (SaaS) approach. This led to a reduction in IT related capital
costs which was offset by a corresponding increase in IT operating
costs, as discussed on page 10.

Table 6: Capital costs, book value of fixed asset base and
average net working capital

Farmgate Milk Price

NZzD $ Million 2024 2023 2022
WACC % (post-tax)’ 5.30% 5.00% 5.00%
Depreciation 243 255 283
WACC Charge - Fixed Assets 339 327 326
WACC Charge - Net Working Capital 85 74 67
Tax 119 119 130
Total Capital Costs 786 775 806

Total Fixed Assets (Book Value) 6,502 6,677 6,638

Average Net Working Capital 1,285 1705 1181

oo

For further explanation on the depreciation and capital charge using the ‘tilted annuity”
methodology and accompanying worked examples please refer to the following links:
Explanation of the titled annuity calculation:;

Worked example of the tilted annuity calculation.

9 The WACC rate is expected to be 5.2% for the 2025 season.

Farmgate Milk Price
Capital Costs

Appendices Glossary 11
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Edendale, Southland



https://comcom.govt.nz/__data/assets/pdf_file/0019/257023/Fonterra-Depreciation-and-capital-charge-under-tilted-annuity-replacement-cost-and-historic-cost-approaches-22-March-2016.pdf
https://comcom.govt.nz/__data/assets/excel_doc/0020/257024/Fonterra-Supporting-workbook-Capital-recoveries-22-March-2016.xlsx
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to Fonterra Co-operative Group Limited

Opinion
Our reasonable assurance opinion has been formed on the basis
of the matters outlined in this report.

In our opinion, the Farmgate Milk Price has been calculated, in
all material respects, in accordance with the Farmgate Milk Price
Manual for the season ended 31 May 2024.

In our opinion, the information presented in the Farmgate Milk
Price Statement is materially consistent with the data in the
calculation of the Farmgate Milk Price.

Information subject to assurance

We have performed an engagement to provide reasonable assurance
in relation to the Fonterra Co-operative Group Limited “Fonterra”
Farmgate Milk Price and Farmgate Milk Price Statement for the season
ended 31 May 2024.

Criteria

The Farmgate Milk Price Calculation and the Farmgate Milk Price
Statement are assessed against the requirements of the Farmgate Milk

Price Manual for the season ended 31 May 2024, dated 1 August 2023.

As a result this report may not be suitable for another purpose.

Key Assurance Matters

Key assurance matters are those matters that, in our professional
judgement, were of most significance in our reasonable assurance
engagement in relation to the Farmgate Milk Price and the Farmgate
Milk Price Statement for the season ended 31 May 2024. We
summarise below those matters and our key procedures to address
those matters in order that Fonterra may better understand the
process by which we arrived at our opinion. Our procedures were
undertaken in the context of and solely for the purposes of our opinion
on the Farmgate Milk Price and the Farmgate Milk Price Statement as a
whole and we do not express discrete opinions on separate elements of
the Farmgate Milk Price and the Farmgate Milk Price Statement

Net Sales

We consider the calculation of Net Sales to be a key assurance
matter due to the nature and detail of the policies and judgements
included in the Principles and Rules of the Farmgate Milk Price
Manual. In respect of Net Sales, there is complexity relating to

(a) determining and calculating Benchmark Selling Prices from
underlying Fonterra sales data, that are applied to notionally
derived Referenced Commodity Product volumes and (b) the
judgement in determining the phasing of sales volumes relating

to actual Fonterra collections.

The procedures we performed to evaluate Net Sales include:

- examining the processes, judgements and models used to extract sales data from underlying Fonterra systems, considering whether there
is manipulation of the transactional price and quantity data that forms the basis of the statutory financial statements of Fonterra. We also

examined the bespoke IT program that extracts the data;

- evaluating the assumptions and judgements used in the models that calculate Net Sales. This involved challenging management and the Milk
Price Group regarding the basis for each assumption. We examine the governance by the Milk Price Group and Milk Price Panel of Reference
Commodity Products that are included /excluded in Benchmark Selling Prices; and

- assessing whether the requirements of the Fonterra Farmgate Milk Price Manual had been correctly applied in the models used to calculate

Net Sales.

We did not identify any instances where the models and the judgements and assumptions therein, used to calculate Net Sales were inconsistent

with the requirements of the Farmgate Milk Price Manual.
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Overheads

We consider the calculation of Overheads to be a key assurance
matter due to the complexity and judgement involved in
ascertaining the Fonterra Co-operative overheads that should be

The procedures we performed to evaluate Overheads include:

- evaluating the assumptions and judgements used in the models to reset and apply overheads. This involved challenging management and
the Milk Price Group regarding the basis for each assumption and assessing if all requirements of the Fonterra Farmgate Milk Price Manual had

attributed to the Farmgate Milk Price, in the context of a four-yearly been correctly applied;

Overheads reset process that is required by the Farmgate Milk
Price Manual.

Overheads were subject to the four-year reset that applied in F24.

- understanding and evaluating emerging industry-related issues that must be dealt with in overheads as part of the four-year reset.
These include sustainability spend and information system spend.

We did not identify any instances where the models and the judgements and assumptions therein, used to calculate Overheads were inconsistent
with the requirements of the Farmgate Milk Price Manual.

Standards we followed

We conducted our reasonable assurance engagement in accordance
with Standard on Assurance Engagements SAE 3100 (Revised)
Assurance Engagements on Compliance. We believe that the
evidence we have obtained is sufficient and appropriate to provide

a

basis for our opinion. In accordance with those standards we have:

used our professional judgement to assess the risk of material
misstatement and plan and perform the engagement to obtain
reasonable assurance that the Farmgate Milk Price and Farmgate
Milk Price Statement are free from material misstatement,
whether due to fraud or error;

considered relevant internal controls when designing our
assurance procedures, however we do not express an opinion on
the effectiveness of these controls; and

ensured that the engagement team possesses the appropriate
knowledge, skills and professional competencies.

How to interpret reasonable assurance, Inherent limitations

material misstatement and non-compliance Because of the inherent limitations of an assurance engagement,
together with the internal control structure it is possible that fraud,
error or non-compliance with compliance requirements may occur
and not be detected.

Reasonable assurance is a high level of assurance but is not a
guarantee that it will always detect a material misstatement and
non-compliance when it exists.

A reasonable assurance engagement for the season ended 31 May
2024 does not provide assurance on whether the Farmgate Milk Price
Calculation and the Farmgate Milk Price Statement compliance with
the requirements of the Farmgate Milk Price Manual will continue in
the future.

Misstatements, including omissions, within the Farmgate Milk
Price and Farmgate Milk Price Statement and non-compliance
are considered material if, individually or in aggregate, they could
reasonably be expected to influence the relevant decisions of the
intended users taken on the basis of the Farmgate Milk Price and
Farmgate Milk Price Statement.
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Use of this assurance report

Our report is made solely for Fonterra. Our assurance work has
been undertaken so that we might state to Fonterra those matters
we are required to state to them in the assurance report and for no
other purpose.

Our report should not be regarded as suitable to be used or relied
on by any parties other than Fonterra for any purpose or in any
context. Any party other than Fonterra who obtains access to our
report or a copy thereof and chooses to rely on our report (or any
part thereof) will do so at its own risk.

To the fullest extent permitted by law, none of KPMG, any entities
directly or indirectly controlled by KPMG, or any of their respective
members or employees accept or assume no responsibility and deny
any liability to any party other than Fonterra for our work, for this
independent reasonable assurance report, or for the opinions we
have reached.

Our report is released to Fonterra Co-operative Group Limited on
the basis that it shall not be copied, referred to or disclosed, in whole
or in part, without our prior written consent.

Milk Price Panel’s responsibility for
the Farmgate Milk Price and Farmgate
Milk Price Statement

The Milk Price Panel of Fonterra are responsible for the preparation
and fair presentation of the Farmgate Milk Price and Farmgate

Milk Price Statement in accordance with the Farmgate Milk Price
Manual. This responsibility includes such internal control as the
Milk Price Panel determine is necessary to enable the preparation
of the Farmgate Milk Price and Farmgate Milk Price Statement that
are free from material misstatement and non-compliance whether
due to fraud or error.

Our responsibility
Our responsibility is to express an opinion to Fonterra on:

- whether the Farmgate Milk Price has been calculated, in all
material respects, in accordance with the Farmgate Milk Price
Manual, and

- whether the information presented in the Farmgate Milk Price
Statement is materially consistent with the data in the calculation
of the Farmgate Milk Price.

Farmgate Milk Price

Farmgate Milk Price
Capital Costs
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Our independence and quality control

We have complied with the independence and other ethical
requirements of Professional and Ethical Standard 1 International
Code of Ethics for Assurance Practitioners (Including International
Independence Standards) (New Zealand) issued by the New Zealand
Auditing and Assurance Standards Board, which is founded on
fundamental principles of integrity, objectivity, professional
competence and due care, confidentiality and professional behaviour.

The firm applies Professional and Ethical Standard 3 (Amended)

and accordingly maintains a comprehensive system of quality control
including documented policies and procedures regarding compliance
with ethical requirements, professional standards and applicable
legal and regulatory requirements.

Our firm has also provided other services to the Fonterra
Co-operative Group Limited in relation to the statutory audit of the
financial statements and other assurance services. The firm has no
other relationship with, or interest in, the Fonterra Co-operative
Group Limited.

KIS

KPMG
Auckland
24 September 2024
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Appendix 2: Updates to the Farmgate Milk Price
Manual and calculation

Minor refinements to address practical issues in a timely and efficient
way have regularly been made to the Manual since it was introduced
in the 2009 season.

These refinements play an important part in ensuring the Farmgate
Milk Price methodology continues to be robust. Refinements to the
Manual must be consistent with the Milk Price Principles.

Adjustments can be made to a number of parameters and inputs
without any change being required to the Manual. An example is
the rule that allows for new RCPs to be added if certain criteria are
met. The Manual also provides for reviews of important aspects to
be carried out at least every four years, and the Board or Milk Price
Panel may initiate additional reviews if circumstances warrant.

Farmgate Milk Price Manual updates

The Fonterra Board approved the amendments to the Manual for the
2025 season to provide better contextual explanations. No changes
have been made that impact on the calculation methodology, the
quantum of the milk price or the administration and governance of the
base milk price calculation. An explanation of this change is provided in
the ‘reasons paper’ provided by Fonterra to the Commerce Commission
in support of the 2024/25 Manual, located at:

https://comcom.govt.nz/ data/assets/pdf file/0024/361932/
Fonterra-Reasons-paper-in-support-of-Fonterra27s-2024-25-milk-price-
manual-1-August-2024.pdf

The Manual for the 2025 season is available at:

https://view.publitas.com/fonterra-comms/f25-milk-price-manual-1-
august-2024/

As part of its oversight role, the Commerce Commission reviews and
reports annually on whether the Manual is consistent with ensuring
Fonterra is operating efficiently, and whether it allows for competition
in the market for farmers’ milk. The Commerce Commission’s final
report on the 2023/24 Manual was released on 15 December 2023.
That report can be found at:

https://comcom.govt.nz/ data/assets/pdf file/0034/337939/
Final-report-Review-of-Fonterras-2023 24-Milk-Price-Manual-15-
December-2023.pdf

Changes in approach to the calculation of the Farmgate
Milk Price

In 2023/24 we identified that, similar to ocean freight, there is a
margin earned on marine insurance, but that unlike ocean freight this
difference had not previously been included in the Farmgate Milk
Price Revenue calculation. We have now included an allowance which
reflects actual average Fonterra recoveries.

This change has resulted in an increase of less than 1c per kgMS in the
2024 Farmgate Milk Price and would have had a similar impact had it
been included in prior years.

Further detail of the change can be found in the ‘reasons paper’
submitted by Fonterra to the Commerce Commission with respect to
the F24 Farmgate Milk Price, located at:

https://comcom.govt.nz/ _data/assets/pdf file/0032/356675/
Fonterra-Reasons-paper-on-review-of-2023-24-base-milk-price-
calculation-17-June-2024.pdf

8924
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Appendix 3: Farmgate Milk Price overview

Rationale for Farmgate Milk Price

Fonterra currently collects around 80% of New Zealand’s milk
production. Because Fonterra purchases such a large proportion

of New Zealand’s total milk, there is no market price for milk that

is independent of the price paid by Fonterra. As a result, since its
formation in 2001, Fonterra has calculated a Farmgate Milk Price
that enables total returns to be allocated between payments for milk
and returns on the capital invested by Fonterra farmer shareholders
and by unit holders in the Fonterra Shareholders’ Fund.

The Aggregate Farmgate Milk Price is different from the cost
of New Zealand sourced milk disclosed in Fonterra’s financial
statements due to:

- The financial statements report the cost of milk for the 12 months
ending 31 July whereas the Aggregate Farmgate Milk Price relates
to milk supplied in the 12 months of the season ending 31 May;

- Differences between what Fonterra is willing to pay in
premiums for value added products such as organic milk which
a commodity-only processor would not pay;

- The higher premium that Fonterra pays for Winter Milk
compared to the premium that would be paid by a
commodity-only processor;

- The amount of Additional Commodity Milk Payments and
Standard Supply Adjustments.

Rationale for Reference Commodity Products

Manufacture of the RCPs comprised approximately 66% of
Fonterra’s total New Zealand ingredients production in the
2024 season.

Most of the increase in milk supplied over the past decade in
New Zealand to Fonterra and its competitors has been used to
make milk powders.

As returns from the sale of milk powders and their byproducts
represent the marginal returns that would drive the price of milk

in a competitive market in New Zealand, the Farmgate Milk Price

is based on these products. Returns from non-powder commodities,
such as cheese and casein, have largely been irrelevant in driving
investment in the dairy industry over the past 10 years and are
therefore not taken into account in determining the Farmgate

Milk Price.

The Farmgate Milk Price approach does not include any returns
earned by Fonterra from non-commodity or specialised ingredients
and consumer branded products. These types of products earn
premiums over the returns to standard commodity ingredients.

It is therefore appropriate that these premiums are recognised

in Fonterra’s earnings rather than in the Farmgate Milk Price.

Farmgate Milk Price Governance

The Fonterra Board sets the total amount to be paid by Fonterra
for all milk supplied to it in New Zealand in each season.

Both Fonterra’s Constitution and DIRA require Fonterra to maintain
the Manual, which sets out Fonterra’s policies and methodology

for the Farmgate Milk Price. The Manual must reflect the Milk Price
Principles set out in Fonterra’s Constitution. The Farmgate Milk Price
has been calculated in accordance with the Manual since the start of
the 2009 season.

The Fonterra Board has established a robust governance structure to
oversee the setting of the Farmgate Milk Price, which comprises the
elements illustrated in the diagram on page 17.

Barlass Farm, Canterbury
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1. Milk Price Panel

The Milk Price Panel plays a key role in overseeing the integrity of the
Farmgate Milk Price. With effect from June 2023, the Government
enacted changes to DIRA to enhance the independence of the Milk
Price Panel. Following those changes, Fonterra is required to appoint
an independent chair and the Minister of Agriculture nominates two
panel members. The Panel consists of an independent chair (David
Pilkington), two nominees of the Minister of Agriculture (Professor
Hamish Gow and Ming Lim-Pollard), two members who are appointees
of the Co-operative Council (Bill Donaldson and Fred Ohlsson), a
farmer elected Fonterra director (Leonie Guiney) and an independent
Fonterra director (Bruce Hassall).

The Panel oversees the governance of the Farmgate Milk Price and
the Manual, including changes to the Manual and verification by
independent external experts of key parameters (such as resource
usage rates, product yields and fixed manufacturing costs).

The Panel is responsible for:

- Overseeing the calculation of the Farmgate Milk Price and making
a recommendation on it to the Fonterra Board.

- Overseeing the preparation of the Farmgate Milk Price Statement
and making a recommendation on it to the Fonterra Board.

- Providing recommendations to the Fonterra Board on changes
to the Manual.

- Providing assurance to the Fonterra Board that the Farmgate
Milk Price has been calculated in accordance with the Manual.

The Fonterra Board is responsible for the forecast of the annual
Farmgate Milk Price.
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2. Milk Price Group

The Milk Price Group is a working group established by, but
independent of, Fonterra.

The role of the Milk Price Group is:

- Ensuring that the Farmgate Milk Price is calculated in accordance
with the Manual and making recommendations in respect of the
Farmgate Milk Price to the Panel.

- Considering any proposed amendments to the Manual, including
those the Milk Price Group itself considers are appropriate, and
ensuring they are in accordance with the Milk Price Principles in
Fonterra’s Constitution.

- Providing assurance to the Fonterra Board over the calculation of
the forecast of the Farmgate Milk Price.

- Managing engagement with external advisors.

- Engaging with the Commerce Commission, including to ensure
full disclosure of all material aspects of the Farmgate Milk Price
derivation each year.

The functions of the Milk Price Group are contracted out to EY and
other technical experts who are not employees of Fonterra.

With effect from June 2023, the Government enacted changes to DIRA
to enhance the independence of the Milk Price Group, and to require the
periodic replacement of the firm undertaking the functions of the Milk
Price Group. Accordingly, EY’s engagement will end following completion
of the functions of the Milk Price Group in respect of the 2025 season.

3. External advisors

External advisors provide expert advice on various inputs, as well as
assurance over the accuracy of financial models. In addition, they
participate in reviews of key parameters of the Farmgate Milk Price
at regular intervals (which can be up to four years).

4. External auditor

The external auditor examines the Farmgate Milk Price each year and
provides assurance that the Farmgate Milk Price has been determined
in accordance with the Milk Price Principles, Methodologies and
Detailed Rules of the Farmgate Milk Price Manual. Fonterra’s external
auditor is KPMG.

5. Commerce commission

Subpart 5A of DIRA, which was passed into law in July 2012, gives the
Commerce Commission an oversight role with respect to Fonterra’s
Farmgate Milk Price.

The purpose of Subpart 5A is to promote the setting of a Farmgate
Milk Price that provides an incentive to Fonterra to operate efficiently,
while providing for contestability in the market for the purchase of milk
from farmers (section 150A). Each year the Commission is required to
review and report on the extent to which the Manual and Fonterra’s
actual Farmgate Milk Price are consistent with this purpose.

Farmgate Milk Price

Farmgate Milk Price
Capital Costs
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The DIRA changes that were enacted in 2023 also included measures
to strengthen the Commerce Commission’s oversight of Fonterra’s
Farmgate Milk Price setting regime. The Commerce Commission

now has the power to issue binding directions to Fonterra on its use

of inputs, assumptions, and processes, and matters arising from the
Commerce Commission’s reviews of the Manual and the Farmgate
Milk Price, together with new enforcement powers. The changes also
included a requirement for Fonterra to make publicly accessible all non-
sensitive information relevant to the Commerce Commission’s reviews.

6. Internal audit

Fonterra’s internal audit team provides assurance over the processes
and controls relating to Fonterra data used in the calculation of the
Farmgate Milk Price.

7. Fonterra senior managers

Fonterra senior managers provide internal oversight of the calculation
of the actual and forecast Farmgate Milk Price in accordance with the
Manual and detailed models and procedures. Fonterra management is
also responsible for engagement with the Commerce Commission.
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A ° ° ° °
ppendix 4: Milk Supplied and production volumes
°
Production (000 MT) of finished product
Milk Supplied (Million kgMS) WMP SMP Butter AMF BMP Total
2024 2023 2022 | 2024 2023 2022 | 2024 2023 2022 | 2024 2023 2022 | 2024 2023 2022 | 2024 2023 2022 | 2024 2023 2022
Jun to Aug 123 126 131 130 130 177 65 68 43 16 19 11 20 19 17 6 6 5 237 242 251
Sep to Nov 554 555 570 683 692 754 221 219 194 88 94 81 53 46 50 21 20 19 | 1,066 1,071 1,098
Dec to Feb 472 465 458 537 516 562 212 218 176 92 92 79 45 47 42 21 21 18 907 894 878
Mar to May 322 334 318 350 392 427 150 138 93 53 53 43 43 39 30 18 17 13 615 639 607
Total 1,471 1,480 1,478 | 1,700 1,730 1,919 647 643 506 249 258 214 162 151 139 66 64 55 | 2,824 2,846 2,834
A [ ]
ppendix 5: Sales volumes
°
Shipments (000 MT) of finished product
WMP SMP Butter AMF BMP Total Sales
2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022
Aug to Oct 221 163 226 97 65 74 32 23 13 25 14 14 3 2 3 378 267 330
Nov to Jan 544 542 646 235 227 149 89 87 79 46 43 29 18 22 14 932 920 917
Feb to Apr 478 448 481 161 176 141 61 73 61 41 36 31 22 17 14 761 752 728
May to Jul 402 485 386 146 154 110 49 56 44 36 52 47 19 15 15 652 761 603
Aug to Oct 54 93 180 8 21 32 18 19 18 15 6 18 5 8 8 100 146 256
Total 1,700 1,730 1,919 647 643 506 249 258 214 162 151 139 66 64 55 2,824 2,846 2,834

10 Fonterra and its suppliers experienced significant disruptions to milk supply during and subsequent to significant weather events in the 2023 season. Total milk paid for was 1.483 billion kgMS compared to 1.480 billion of kgMS collected and available for manufacture into product.
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° °
Appen ix 6: Average number of months prior o
¢ g
hi t that pri truck
Average number of months prior to shipment
WMP SMP Butter AMF BMP
2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022

Aug to Oct 2.1 2.5 2.2 3.0 2.8 3.0 2.7 2.7 23 2.9 2.7 2.6 2.8 12 2.0

Nov to Jan 2.6 2.8 2.6 3.0 3.0 2.9 2.9 3.0 2.7 3.2 33 2.7 2.8 2.8 21

Feb to Apr 2.5 2.4 2.6 2.9 2.8 3.0 3.1 2.9 3.2 2.8 2.8 29 3.0 24 2.5

May to Jul 2.5 25 2.7 2.8 3.0 31 2.7 2.9 2.8 2.7 23 2.8 3.3 2.4 2.6

Aug to Oct 2.9 3.2 2.6 3.4 35 3.2 2.5 3.0 27 2.6 34 27 3.2 27 31

Total 2.5 2.6 2.6 2.9 3.0 3.0 2.8 2.9 2.8 2.9 2.8 2.8 3.0 2.5 2.5

° °
Appendix 7: Average % of sales contracted in
pp /: ge %
h th prior to shi C
Average percentage of sales contracted in each of months 1-5 prior to shipment
WMP SMP Butter AMF BMP

Number of

Months 2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022

1 14% 15% 11% 7% 12% 9% 9% 10% 13% 13% 17% 14% 10% 21% 21%

2 43% 35% 43% 32% 29% 31% 34% 30% 32% 29% 29% 33% 30% 37% 41%

3 28% 29% 29% 29% 25% 28% 30% 29% 26% 27% 27% 25% 24% 20% 19%

4 11% 14% 11% 20% 19% 19% 17% 19% 17% 19% 16% 18% 20% 11% 11%

5 4% 7% 5% 11% 15% 14% 11% 12% 13% 13% 11% 10% 16% 11% 8%
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A ° °
ppendix 8: Average USD prices
°
USD Per MT of Finished Product
WMP SMP Butter AMF BMP
Shipment Period 2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022 2024 2023 2022
Aug to Oct 2,849 3,661 3,813 2,619 3,884 3,255 4,937 5,602 4,711 4,873 5,611 5,789 2,486 3,564 3,598
Nov to Jan 2,878 3,542 3,827 2,523 3,514 3,377 4,823 5,290 5,025 4,941 5,633 6,122 2,413 3,530 3,696
Feb to Apr 3,224 3,334 4,064 2,671 3,053 3,803 5,384 4,801 5,753 5,825 5,593 6,643 2,511 3,130 3,911
May to Jul 3,307 3,223 4,355 2,671 2,853 4,339 6,527 4,831 6,472 6,896 4,999 6,752 2,597 2,838 4,168
Aug to Oct 3,377 3,198 4,123 2,699 2,751 4,359 7,187 5,167 6,140 7,222 5,053 6,151 2,820 2,528 4,158
Total Weighted Average Price 3,089 3,392 4,019 2,610 3,242 3,750 5,479 5,072 5,601 5,797 5,381 6,425 2,530 3,137 3,946
Full season GDT-only prices 3,063 3,361 3,978 2,575 3,213 3,706 5,423 5,019 5,557 5,730 5,345 6,367 2,417 3,003 3,947
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° °
Appendix 9: Average NZD/USD conversion
° g
2024 2023 2022
Fonterra’s Average Fonterra’s Average Fonterra’s Average
Conversion Rate Spot Exchange Rate Conversion Rate Spot Exchange Rate Conversion Rate Spot Exchange Rate
Aug to Oct 0.6115 0.5957 0.6560 0.5942 0.6829 0.7039
Nov to Jan 0.6170 0.6166 0.6418 0.6334 0.6964 0.6779
Feb to Apr 0.6078 0.6039 0.6398 0.6213 0.6892 0.6707
May to Jul 0.6126 0.6037 0.6195 0.6140 0.6878 0.6290
Aug to Oct 0.6046 0.5902%2 0.6174 0.5933 0.6695 0.5915
Revenue-Weighted Annual Average Rate 0.6120 0.6059 0.6357 0.6192 0.6884 0.6574

11 Certain average spot exchange rate figures for the 2023 season differ from those disclosed in the 2023 Farmgate Milk Price Statement, as forecast exchange rates have been replaced with actual exchange rates.
12 This Milk Price Statement presents the spot exchange rate for August 24 to October 24 as the spot rate at 9am on 31 July 2024, which is the last business day of Fonterra’s financial year.
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Term

Definition

Term

Definition

Additional Commodity Milk
Payments

as defined in the Manual for the 2024 season.

Global Dairy Trade or GDT

means the electronic auction platform that is used to sell
commodity dairy products.

Aggregate Farmgate Milk Price as defined in the Manual for the 2024 season. IT means information technology.
AMF means anhydrous milk fat. kgMS means kilograms of milk solids.
BMP means buttermilk powder. Milk Price Principles or Principles means the Milk Price Principles set out in Fonterra’s Constitution.

Detailed Rules

means the detailed rules for calculating the Farmgate Milk Price as
set out in the Manual.

MT

means metric tonnes.

DIRA

means the Dairy Industry Restructuring Act 2001, which
authorised Fonterra’s formation and regulates its activities.

Net Working Capital

as defined in the Manual for the 2024 season.

Farmgate Milk Price

means Fonterra’s Farmgate Milk Price as determined under the
Manual for the 2024 season.

Notional Milk Price Business

means a business that collects the Milk Supply and converts it
into the Farmgate Milk Price Production Plan for sale at the New
Zealand wharf as described in Section 1.1 of Part C of the Manual.

Farmgate Milk Price Capital Costs

as defined in the Manual for the 2024 season.

NZD

means New Zealand dollars.

Farmgate Milk Price Cash Costs

as defined in the Manual for the 2024 season.

Reference Commodity Products
or RCP

means the commodity products used to calculate the Farmgate
Milk Price, comprising WMP, SMP, BMP, AMF and butter.

Farmgate Milk Price Manual or
Manual

means Fonterra’s Farmgate Milk Price Manual which is available on:

https://www.fonterra.com/content/dam/fonterra-public-website/
fonterra-new-zealand/documents/pdf/milk-prices/milk-price-

manual-fy23.pdf

Farmgate Milk Price Revenue

as defined in the Manual for the 2024 season.

SaaS means Software as a Service.
Season means the 12-month period from 1 June to the following 31 May.
SMP means skim milk powder.

Financial year

means Fonterra’s financial year, which runs from 1 August to the
following 31 July.

Standard Supply Adjustments

as defined in the Manual for the 2024 season.

Fixed Asset Capital Charges

as defined in the Manual for the 2024 season.

Fonterra

means Fonterra Co-operative Group Limited.

insightcreative.comz ~ FONTERRA130

usD means United States dollars.

Winter Milk means milk supplied by farmers in the months of May, June
and July.

WMP means whole milk powder.
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