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Fonterra Co-operative Ltd’s proposed acquisition of National Foods Ltd 

 

The Australian Competition and Consumer ACCC (‘ACCC’) announced on 18 January 2005 
that it would not intervene in the proposed acquisition by Fonterra Co-operative Ltd 
(‘Fonterra’) of all the shares in National Foods Ltd (‘NFL’) after accepting court-enforceable 
undertakings pursuant to s87B of the Trade Practices Act 1974, which require Fonterra to 
divest certain assets upon achieving control of NFL.  

The ACCC made its decision on the basis of information provided by the parties and from 
information arising from market inquiries.  
 
The parties   

The Acquirer – Fonterra Co-operative Limited (Fonterra) 
Fonterra is a New Zealand co-operative owned by more than 12,000 New Zealand dairy 
farmers and as a substantial exporter of dairy products is one of the top ten dairy companies in 
the world.  It exports close to 95% of New Zealand’s dairy production and is responsible for 
almost 40% of international dairy trade.    

Fonterra is also a leading manufacturer of consumer dairy products in Australia.  Those 
products include ice-cream, butter, cheese, cream, yoghurt and dairy desserts and, to a more 
limited extent, fresh and flavoured milk in Western Australia.   Fonterra’s product portfolio 
also includes processed meats and convenience foods.   

Fonterra participates in the dairy industry in Australia through a wholly owned subsidiary,  
PB Foods, which owns the “Peters” and “Brownes” brands in Western Australia.  Fonterra 
also owns Bonland Dairies as well as part of Bonlac.   

PB Foods 
Peters & Brownes or PB Foods is based in Western Australia and has a long-established 
history of producing quality dairy products in Australia for the Australian and overseas 
markets.  The products of PB Foods include: Brownes (fresh milk); Zoom (fresh milk meal 
replacement); Chill and Supashake (flavoured milk); Brownes and Connoisseur (yoghurt); 
Brownes “Tasty Cheddar”, “Mild Cheddar”, “Vintage Cheddar” and “Light’n Tasty Cheddar” 
(cheese); Brownes (desserts and creams); YoGo (produced on an un-related basis by NFL on 
the east coast of Australia); Cadbury (ice-cream, Supashake, take-home ice-cream); 
Connoisseur and Peters (ice-cream); Fruccio (non-dairy confection); and Brownes (juice).  

PB Foods employs more than 850 people, and is one of the largest independent ice-cream 
companies in the region, with locations throughout Australia, and annual sales in excess of 
A$350 million.  PB Foods has also developed a significant export business for both branded 
and bulk ice-cream and dairy products.1 

                                                 
1 The Peters ice cream brand is held by PB Foods in WA but by Nestle in the rest of Australia 



 

 

PB Foods has ice-cream manufacturing facilities in Perth, and in 1998, PB Foods opened a 
new liquid dairy processing plant in Balcatta, Western Australia to manufacture fresh milk, 
flavoured milk and juice products.  PB Foods also operates another dairy processing operation 
in Brunswick, in the south-west of Western Australia.  That facility produces cheeses, dairy 
desserts and yoghurt.   

Outside Western Australia PB Foods uses a network of distributors and food brokers to 
deliver a range of its products to other States. 

In 2002, Fonterra obtained control of PB Foods and merged it, along with Mainland Products 
Ltd and Bonland, into Fonterra’s global consumer products division, New Zealand Milk.  In 
2003 it became part of a new entity called New Zealand Milk Australasia (NZMA), a 
subsidiary of New Zealand Milk, Fonterra’s consumer dairy products business.   

Bonland Dairies 
Bonland Dairies is a wholly-owned subsidiary of Fonterra.  It began trading as Consumer Co 
in 2001 and the Bonland Dairies identity was officially launched in September 2001.  
Bonland Dairies employs around 200 people, is based in Melbourne and has an annual 
turnover of approximately A$600 million. 

Bonlac  
Bonlac is ultimately owned by Australian and New Zealand dairy farmers, with Bonlac 
Supply Company (“BSC”) owning a 50% shareholding and Fonterra holding the other 50%. 
Bonlac manufactures a variety of consumer dairy products and specialty ingredients for 
customers in Australia and overseas, which Fonterra markets and distributes.  Bonlac 
produces leading brands such as Western Star Butter, Bodalla, Bega and Perfect Italiano 
cheeses for Fonterra’s subsidiary Bonland Dairies.  Bonlac also manufactures ingredients for 
the food industry including full cream powder, skim milk powder, de-mineralised whey 
powder, whey protein concentrate, butter milk powder, skim milk powder, lactose, consumer 
and bulk butter and frozen cream. 

The Target – National Foods Limited (NFL)  
NFL is one of Australia’s largest food companies with core activities in the processing and 
marketing of drinking milk, fresh dairy foods and specialty cheeses and other gourmet foods.  
NFL is listed on the ASX and employs over 2,100 people and has a market capitalisation of 
approximately $1.7b.  NFL operates on a nationwide basis with production facilities in each 
State, although these are limited in Queensland where Dairy Farmers and Parmalat have the 
major facilities.  NFL has arrangements with its 600 suppliers to ensure a supply of milk.   

NFL’s produces: cream; sour cream; dairy snacks; desserts; milk - flavoured milk, reduced fat 
milk and no fat milk; soy milk; yoghurt; and fromage frais. 

The principal brands of NFL include: Big M, Farmers Union, Pura Classic and Masters 
Flavoured (flavoured milk); Pura (white milk); Pura and King Island Dairy (cream);  
Farmers Union, King Island Dairy, South Cape, Timboon and Superior Gold (cheese); 
Yoplait, Fruche, Farmers Union, Divine Classic; YoGo and King Island Dairy (yoghurt and 
dairy desserts); and Vitasoy (soy milk). 

NFL was awarded the first national house brand milk supply contract with Woolworths in 
2002; this contract was renewed in 2004.  Under the contract, NFL supplies more than 200 
million litres of house brand milk per annum to Woolworths supermarkets.  According to 
Retail World, house brand or private label milk accounts for over 50% of all milk volumes. 



 

 

NFL is focused on developing its market share in the high value modified and flavoured milk 
products, by developing brands such as Pura Classic, Farmers Union Iced Coffee, Big M and 
Masters Flavoured Milk.  NFL acquired the King Island Company in 2002, which has 
delivered a number of boutique cheeses into its product range.  These brands include: King 
Island, South Cape, Timboon, Tilba and Superior Gold. 

The transaction 

Fonterra has made a takeover cash offer ($5.45 a share) in respect of all the issued share 
capital of NFL.  Upon launching its takeover offer Fonterra held 19.03% of the issued share 
capital in NFL.  The bid made by Fonterra was extended to 1 February 2005 and again to 
15 February 2005.  Fonterra’s offer is subject to a number of conditions.   
 
Market Inquiries 

The ACCC contacted a number of suppliers, competitors, customers, government agencies 
and industry bodies as part of its market inquiries.  The ACCC received a number of 
submissions as a result of market inquiries addressing competition concerns and comments on 
the requirements of the undertaking.   
 
Market definition 

For the purpose of competition analysis, the ACCC considered that the relevant markets were 
as follows: 

1. the state or regional wholesale market for raw milk with a particular focus on WA. 

2. the state wholesale and retail market for fresh milk with a particular focus on WA. 

3. the state wholesale and retail market for flavoured milk with a particular focus on WA. 

4. the national wholesale and retail market for cream with a focus on WA. 

5. the national wholesale and retail market for fresh dairy products, yoghurts and desserts. 

6. the national wholesale and retail market for cheese. 

 
Competition analysis 

Raw milk 
The ACCC found that there is a separate market for raw milk.  Most farmers supply their milk 
to co-operatives or processors on contract.  Milk is collected locally and transported to 
regional dairy factories and is then processed for use as either fresh milk or ‘manufacturing’ 
milk.  Fresh milk includes pasteurised milk (either white or flavoured), extended shelf life 
milk or UHT milk, while manufacturing milk is used for dairy products such as cheese, 
cream, yoghurts, dairy deserts, powders and ice creams.  Due to the perishability of raw milk 
and the high cost of transport relative to its value the ACCC concluded that the geographic 
market for raw milk was likely to be on a regional basis.  It also found that the freshness and 
quality of raw milk is particularly important when used to make fresh drinking milk. 
 
The ACCC noted that Fonterra and NFL purchase a large percentage of the raw milk available 
in Western Australian to support their business and that the acquisition therefore raised 
concerns in this market as well as significant vertical integration issues which is likely to pose 
problems for farmers selling their raw milk and manufacturers/ processors seeking to source 



 

 

raw milk for their own operations in Western Australia.  To overcome the ACCC’s concerns 
Fonterra proffered an undertaking that would, in tandem with the divestiture of milk 
processing assets, assist a purchaser of the divested dairy assets to gain access to raw milk 
supply in Western Australia.   

Fresh milk and flavoured milk 
The ACCC considered that there are now strong differences in end use between fresh white 
and flavoured milks and that since deregulation these products have undergone product 
innovation and diversity in response to demand.  White milk has divided into daily drinking 
milk and specialised modified milks targeting niche health markets.  Flavoured milk has 
become strongly branded and targeted particularly at the youth and route trade segments.  The 
ACCC took the view that the separate markets for fresh and flavoured milks were likely to be 
state based (particularly in Western Australia) due to the cost of transporting and the 
perishability of the products. 

The ACCC observed that while a significant quantity of fresh and flavoured milk is being 
sold under well established brands there is a significant and increasing amount of fresh milk 
being sold through home brand supermarket contracts.   

The ACCC identified competition concerns in the markets for fresh white and flavoured milks 
in Western Australia due to the large market share that Fonterra and NFL would have in both 
markets post merger.  Although it found that supermarkets had some countervailing power it 
noted that the proposed acquisition would result in the removal of a vigorous and effective 
competitor as well as the merged entity enjoying the benefit of:  the major milk processing 
plants in Western Australia at Balcatta and Bentley;  well established brand names in fresh 
and flavoured milk such as the Brownes and NFL brands;  and significant sales of fresh and 
flavoured milk through supermarket contracts.   

To overcome the ACCC’s concerns Fonterra proffered an undertaking aimed at increasing the 
processing capacity and sales of the Approved Purchaser referred to in the undertaking.  The 
undertaking offers the Approved Purchaser one of either the Balcatta or Bentley processing 
plants or a tolling contract as well as transferring a supermarket contract to the Approved 
Purchaser.  The undertaking also requires Fonterra to sell its Brownes brand and several sub-
brands and those parts of the chilled distribution system to support the sale of the Brownes 
fresh and flavoured milk products in Western Australia. 

Cream 
The ACCC found a separate market for cream.  The ACCC noted that a number of 
manufacturers distribute across Australia (indicating a national market) but transport costs and 
the relatively short shelf life of cream indicated that, in the case of Western Australia, the 
market may be state or regional.  The ACCC identified concerns associated with the market 
share that Fonterra would enjoy in Western Australia post merger.  In addition, the ACCC 
was concerned that the viability of the divested milk brands and assets may be undermined 
unless the undertaking included provision for the effective management of cream as a by-
product of milk processing.  The ACCC was satisfied that its concerns with the market for 
cream would be resolved if the Approved Purchaser had access to milk supply, a broad 
capacity to produce a range of dairy products in addition to fresh and flavoured milks and a 
sufficient means to gain access to shelf space for its fresh and flavoured milk brands 
following the merger.  



 

 

Fresh dairy produce / yoghurts / dairy desserts and cheese. 
For the purpose of competition analysis the ACCC formed the view that yoghurts and dairy 
deserts were likely to be the same market and that cheese was a separate market.  On the basis 
that these products have a higher value that could justify distribution on a national level and 
that they are less perishable, the ACCC took the view that these products were in a national 
market.  The ACCC noted that there are several competitors in these markets and that the 
proposed merger was unlikely to result in a substantial lessening of competition in these 
markets.  However, the undertaking includes divestiture of a number of sub-brands for 
yoghurts, desserts and creams to support the viability and integrity of the divested Brownes 
brand in both manufacturing and marketing.   
 
The Undertaking  

As discussed above, to overcome the ACCC’s competition concerns Fonterra proffered an 
undertaking to procure that certain arrangements are entered into with an Approved 
Purchaser.  The undertaking requires that Fonterra shall, as soon as practicable after gaining 
effective control of NFL, effect the sale of certain assets to an Approved Purchaser together 
with the implementation of several measures to support the divestiture.   

In summary those assets and measures include:  

1. the “Brownes” brands in fresh white and flavoured milks, cream, yoghurts and desserts;  

2. elements of the chilled distribution system necessary to service the Brownes products;  

3. provision for toll manufacturing arrangements or the sale of one of either the Balcatta or 
Bentley processing plants in Western Australia; and  

4. Fonterra using its best endeavours to transfer both a major supermarket contract and 
contracts allowing for access to raw milk to the Approved Purchaser. 

The ACCC believes that the acquisition is unlikely to result in a substantial lessening of 
competition in any market subject to Fonterra’s compliance with the undertaking.  
 
A copy of the Fonterra undertaking is available on the ACCC website.   
 


