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Above: adding starter, circa 1950s. 
Cover: top photo circa 1920s, from the  
collection held at Cheese World Museum.  
Bottom photo 2012.
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Warrnambool Cheese and Butter has played an active 
role in the Australian dairy industry for 125 years.
Key facts about WCB:

n	 the oldest dairy company in Australia

n	 one of the largest milk processors in Australia

n	 first listed on the Australian Securities Exchange (ASX) in 2004

n	 one of the biggest employers in southwest Victoria

n	 growing band of suppliers from some of the most productive dairying regions in Australia, 
providing close to 900 million litres of high quality milk each year

n	 produces high quality cheese, milk powder, whey protein concentrate, butter, milk, cream, 
Vivinal GOS and other nutritional ingredients for Australian and international customers

n	 creates long-term value for its shareholders
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2013 performance

Net profit after tax
WCB achieved a net profit after tax of $7.5 million

Total milk intake
Total milk intake declined to 890 million litres,  
a 3.1% reduction on FY2012
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WARRNAMBOOL CHEESE AND BUTTER – AT A GLANCE

Gearing
Gearing based on total debt over total debt plus equity  
has increased to 31.8%

Earnings per share
Earnings per share declined by 51.2% to 13.6 cents  
(2012: 27.8 cents)
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4	       Warrnambool Cheese and Butter Factory Company Holdings Limited

Depressed international prices for dairy products – particularly 
cheese – exacerbated by a high Australian dollar, saw our 
international revenue decline by $44.8m in FY2013 compared with 
the previous year. However, this loss of revenue was substantially 
recovered by domestic business operations. 

Net Profit After Tax (NPAT) declined by 50.7%, from $15.2m to 
$7.5m; a frustrating result when some of the factors leading to  
this outcome were beyond our control, particularly exchange rates, 
commodity prices and some heavy increases in power and services 
costs. Despite this poor outcome, we have been able to maintain 
reasonable rewards to our stakeholders.

Dividend has been declared at 11 cents per share. While less 
than the previous year, this still represents a payout ratio of 81.1% 
of NPAT, and a payment equal to that paid in our final dividend 
declaration in FY2012.

While milk prices paid to our suppliers in FY2013 were less than  
we would have preferred, we achieved our objective of paying  
a competitive price which fully delivered on our guidance to 
suppliers at the start of the year.

Although this has not been a strong year in terms of financial 
outcomes, it has been a strong year for new business initiatives. 
Our strategy of seeking to lessen our reliance on international 
markets and to add more value to our production has been 
well documented in the past, and we have made some major 
investments in initiatives such as Sungold Milk, our joint venture 
with Royal FrieslandCampina, our marketing joint venture in Japan 
and our specialty cheese agreement with Coles. New initiatives in 
FY2013 include a cream cheese manufacturing agreement with 
Kraft, the development of a premium low fat cheese marketed 
by Kraft under the Livefree brand, expansion into the high-value 
lactoferrin market, and an upgrade in our whey protein concentrate 
plant to create more functionality for customer-specific applications.  

During the year, WCB was named “2012 Victorian Exporter of 
the Year” at the prestigious Governor of Victoria Export Awards. 
This is an excellent achievement for a regionally based company 
competing against a wide range of corporations across many 
industries. The submission process was a great opportunity to 
showcase our achievements and milestones over the last ten years 
and it’s wonderful to be acknowledged for these achievements on 
such a public platform. We are extremely proud of this title and 
thank all of our staff and suppliers for their contribution to making 
WCB the great company it is today. 

It is fitting that this award should come in the same year we 
celebrate 125 years of trading under the Warrnambool Cheese  
and Butter name. Very few companies indeed can claim such  
an achievement, and our focus on quality, which has always been 
a hallmark of WCB, underpins an award such as this. The other 
common denominator over this long period has been the ongoing 
support of our suppliers. At our 125-year commemoration in May, 
we celebrated with supplier families who are descendants of some 
of the early families supplying the factory, and it is a great honour  
to enjoy such a long association. 

During the year, farmers’ concerns over short-term and long-term 
viability were manifested in a series of meetings designed to draw 
greater attention to the issue of poor farmgate profitability. It is clear 
that farmers are frustrated, and WCB understands and shares their 
frustration. The promised surge in global demand for commodities 
and associated uplift in prices, which has arrived in the minerals 
and energy areas, has yet to manifest itself for agricultural products, 
particularly dairy. WCB remains positive for the future of the industry 
and recognises the need to maintain farmer confidence and 
capacity in the short term, while over the longer term building  
a strong, expanding and viable industry better able to cope with 
year-to-year volatility.

The coming year’s prospects look far more encouraging, with 
a 25.0% increase in our opening milk price and favourable 
expectations for commodity prices and exchange rates. However, 
we should not allow a potentially easier year to defer the addressing 
of serious structural issues within the industry. We support calls 
for initiatives to return the industry to robust health and vigorous 
growth, such as has been achieved in New Zealand where 
production has almost doubled over the past decade or so, while 
Australian production has in fact declined. Turning this around 
will require a coordinated effort involving government, industry 
bodies, processors and producers. WCB is ready to play a role in 
identifying strategies to address the issues which can close the gap 
and position us all to prosper from the global food demand which 
will inevitably arrive.

This is the last time I will address our shareholders and other 
stakeholders, as I retired from the Board at our August meeting.  
It has been a privilege to serve the Company over the past 13 
years and I would like to pay particular tribute to my fellow directors 
over that time, CEO David Lord and WCB staff for their hard work 
and dedication, and to our supplier network for their loyalty to WCB 
over many years. 

WCB celebrates its 125th year of incorporation as a company this year – a great 
achievement! While it has been a very difficult year for suppliers and manufacturers 
right across the dairy industry, there have been some very positive developments for 
WCB in pursuing our strategy for higher margin commodities, expanding our retail 
business, and increased efficiency through continuous improvement. Our success with 
these strategies will benefit our shareholders, suppliers and customers in years to come.

CHAIRMAN’S REPORT

Frank Davis
Chairman

F
or

 p
er

so
na

l u
se

 o
nl

y
0005



	 Annual Report 2013                5

In this supply-constrained environment, processors competed 
strongly for the available raw milk supply, which resulted in elevated 
farmgate prices relative to the poor trading conditions. Foreign 
exchange provided no offset to these factors as the Australian 
dollar remained consistently strong against the US dollar, which 
further eroded depressed US dollar prices. Notwithstanding this, 
WCB made solid progress in the delivery of strategy with numerous 
business improvement initiatives completed and a subsequent 
improvement in overall product mix toward a higher value and less-
volatile combination.

Volume and Revenue

Strong lifts in milk production in some key dairy exporting nations 
resulted in higher availability of products on the global markets, 
which put significant downward pressure on prices. While volumes 
remained steady, revenues generated by internationally traded 
commodities fell by 10.9%. Despite this, WCB maintained total 
revenues at only 0.3% below the previous year due to a strategic 
adjustment of product mix to maximise value in the subdued 
market conditions. Raw milk was reallocated from commodity 
manufacture to domestic fresh milk customers where returns 
exceeded those available from export markets. Additional revenue 
offsets to the decline in export revenues were achieved in the 
consumer goods division where specialty cheese revenues grew 
by 128.7%, underpinned by the success of the Great Ocean Road 
brand in Coles supermarkets nationally. Packaged milk revenues 
grew by 9.2% over the previous year. 

Earnings and Shareholder Returns

As an export-oriented food manufacturer, WCB’s business model 
is sensitive to the prices received for its products on international 
markets. And in a year characterised by subdued international 
pricing and a strong Australian dollar, WCB’s earnings declined 
significantly compared with the previous year. Earnings Before 
Interest and Tax fell by $9.1 million to $13.7 million and Net Profit 
After Tax halved compared with the previous year to $7.5 million. 
In line with the reduced earnings outcomes in FY2013, shareholder 
returns were negatively impacted. Returns on Equity and Invested 
Capital declined to 4.6% and 10.4% respectively. Directors have 
approved a dividend of 11 cents per share, which, compared with 
the previous year, is a reduction of the value of the interim dividend 
that was withheld at the half year due to the difficult trading 
conditions. The strength of this dividend is a reflection of WCB’s 
strong balance sheet position and the Board’s positive outlook for 
the year ahead.

FY2013 proved to be a difficult year for WCB and its major stakeholders.  
Depressed trading conditions characterised the global dairy commodities markets  
and poor climatic conditions impacted on the ability of supplier stakeholders to 
profitably grow milk production.

Key Performance Factors

WCB’s operating and financial performance was influenced by  
a number of key factors throughout FY2013.

International market prices

Prices achieved in the export markets throughout the year were 
severely depressed. For the first three quarters of FY2013, average 
prices received were 12% below the previous year. The sharp lift in 
price in the fourth quarter was insufficient to materially impact the 
full year result. To reduce the potential for these circumstances to 
impact results in future years, WCB is investing in a higher value 
product mix to deliver price/margin premiums and reduced volatility 
relative to commodity products.

Raw milk costs 

Due to competition for raw milk amongst processors in the  
market, higher prices were paid to suppliers relative to the poor 
market conditions. While overall milk cost for the year was lower 
than the previous year, milk cost represented as a share of revenue 
generated from commodity products was significantly higher than  
the previous year.

Foreign exchange 

Depressed international prices received in US dollars were further 
impacted by a high Australian dollar. In addition to reduced returns, 
a persistently high Australian dollar in relation to the US dollar 
makes effective hedging and foreign exchange management more 
difficult to achieve. 

Product mix optimisation 

WCB’s single-site configuration, comprising five manufacturing 
plants, provides it with the flexibility to adjust production mix to 
optimise returns based on market prices. In the last quarter of 
FY2013, WCB diverted milk from cheese production to skim milk 
powder production to take advantage of spikes in international 
powder prices.

Corporate-level Strategy and Business Improvement Initiatives

WCB corporate-level strategy has been consistent over the last 
three years, with a disciplined approach taken to all investments. 
Business improvement projects must initially pass through the 
strategic filter and then clear internal financial hurdles before 
business cases can be approved by the Board. WCB improved its 
project management capability in FY2013 with the introduction of a 
Program Management Office (PMO). The PMO’s primary goal is to 
achieve the standardisation of project management processes and 
methods to ensure projects are delivered on time, in full, on budget, 
and with sustainability.

CHIEF EXECUTIVE OFFICER’S REPORT
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