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l, Mark McDonald of Murray Goulburn Co-operative Co Limited (Murray Goulburn), General

Manager Manufacturing and Transport say as follows:

1. Where, in this statement I refer to information provided to me by a third person,

I believe that information to be true and correct and, at the time I was provided

with that information, I believed it to be true and correct, unless I state to the

contrary;

2- Where I refer to documents in this statement, I do so by reference to the

relevant cover note prefaced by my initials 'MM'.

I Background and role

3. I am the General Manager Manufacturing and Transport of Murray Goulburn. I

am authorised to make this statement on behalf of the applicant, Murray

Goulburn.

4. Murray Goulburn is a dairy co-operativewhich was formed in 1950. Murray

Goulburn is supplied by approximately 2500 Australian farmer-shareholders and

currently processes approximately 33% of Australian milk supply. lts principal

activities include the processing, manufacturing, packaging and distribution of a

range of milk and dairy products.

5. I started my role as General Manager Manufacturing and Transport at Murray

Goulburn in May 2012.

6. My role as General Manager Manufacturing and Transport includes the

following responsibilities:

(a) managing Murray Goulburn's seven processing facilities located around

Victoria and Tasmania:

(b) managing the collection of raw milk from farms, and the transport of raw

milk from farm to processing facilities;

(c) managing freight between Murray Goulburn's processing and

manufactu ring facilities;
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7.

(d)

(e)

(0

(a)

(b)

(a)

(b)

3

managing a large team, including six site leaders (one of whom has

another site leader report to him), the head of Inbound Logistics, the head

of Operational Excellence and approximately 1,700 employees;

managing the second largest privately owned fleet of vehicles; and

reporting on a weekly and monthly basis to Keith Mentiplay, General

Manager Operations at Murray Goulburn.

I have worked in the dairy industry for approximately 15 years. Prior to joining

Murray Goulburn in 2012, lwas employed by Lion Dairy and Drinks, formerly

National Foods Limited (National Foods). At National Foods, I worked in the

following roles:

From around March 1998 to 2002, I performed various commercial roles

including financial accounting, commercial management and business

analytical functions;

From around 2002 to 2007, I worked as the General Manager of

Procurement, overseeing supply and trading at National Foods. In this

role, I was involved in the procurement of raw milk, packaging ingredients

and farm to factory transport;

From around 2OA7 to 2008, I was significantly involved in National Foods'

valuation and acquisition of Australian Co-operative Foods (ACF) during

which I lead the evaluation process for the bid;

From around early- to mid- 2008 to mid-2012, I was the Director of Fresh

Dairy Manufacturing, looking after approximately five National Foods'

manufacturing and processing facilities.

Prior to working in the dairy industry, I worked in various financial roles in the

printing industry at Sicpa Graphics, Jetset Tours, CRA (former Rio Tinto) and

Westpac Corporate.

I have the following relevant tertiary qualifications:

In 1989, I completed a Bachelor of Economics at Latrobe University;

In 1995, I completed my Certified Public Accountant diploma (CPA) at

ASCPA;

(c)

(d)

8.

9.
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(c) In 2004, I completed an Master of Business Administration degree (MBA)

at RMIT University; and

(d) From 2007 - 2008, I completed an Executive Procurement MBA at the

Melbourne Business School.

2 Murray Goulburn's truck fleet

10. Murray Goulburn is the largest acquirer of raw milk in Australia, acquiring

approximately three billion litres of milk across the following regions.

(a) Victoria;

(b) The Riverina area of New South Wales;

(c) Central and south eastern regions of South Australia; and

(d) Tasmania.

11. Murray Goulburn currently owns and manages the second largest privately

owned fleet in Australia with over

Prime movers are the front section of a truck which contain the

towing engine and cabin for the driver. Prime movers are able to be connected

to a variety of freight carrying trailers and tankers. Tankers are large stainless

steel containers, which are used to transport raw milk. The tankers connect to

the prime movers and travel between the farms and processing facilities to

collect and deliver raw milk. Tankers come in two sizes: singles and B-doubles.

A B-double tanker is two tankers connected together behind a prime mover.

Tanker capacities vary between 19,000 litres to 42,000 litres depending on their

configuration.

12. The following table identifies the split of Murray Goulburn's fleet between

regions.

Region Prime Movers Single Tanker 19 metre B-

double

25 metrs

B,'double

North

West

Gippsland

25420944
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13. For transport between processing facilities, Murray Goulburn predominantly

uses third party suppliers, including Sargeant's, Dyers, McColls Transport,

Forresters Haulage, Stoitse Transport, Merri Transport, Rentsch's Transport

and UDT Transport.

3 Personnel in transport

14. Murray Goulburn employs approximately 300 to 350 people in the area of farm

to factory collection of milk, the vast majority of whom operate the fleet. The

number of personnel varies depending on the season. The transport team

includes the following personnel:

(a) Group Manager of inbound logistics;

(b) Group Asset Manager, who is in charge of procuring trucks;

(c) compliance co-ordinators, who are in charge of ensuring vehicles comply

with road and safety rules;

(d) regional managers, who manage the transport and logistics of their

allocated region;

(e) scheduling head optimisation team, who schedule and arrange pick up

times with farmers;

(f) drivers of the prime movers, who make up the vast majori$ of the

personnel operating the fleet; and

(g) depending on the season, we use third parties, mainly McColls, to support

us as well.

15. As noted above, drivers of the prime movers make up the majority of the

personnel operating the fleet. I approximate that, for every prime mover owned

by Murray Goulburn,2.5 drivers are employed to operate the prime mover.

4 Collection of raw milk in Victoria

16. In Victoria, the fleets cover three broad regions:

(a) Gippsland (which includes the Maffra and Leongatha facilities);

(b) West (which includes the Koroit facility); and
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North (which includes the Kiewa, Rochester and Cobram facilfties).

Each region has approximately one third of the prime movers servicing it. The

allocation of prime movers and tankers to a region will depend on the region's

quality of roads, farm accessibility and farm capaci$. For example, in the North

where roads are flatter and farm access is easier, larger tankers more likely to

be used. In the hillier Gippsland area where farms are smaller and farm access

more restricted, smaller tankers are used more frequently.

Collection of raw milk in South Australia, New South Wales and Tasmania

18. The collection of raw milk from farms in South Australia is largely covered by

the Murray Goulburn fleet servicing the western Victorian region. In the last two

years, Murray Goulburn has also contracted the services of third party

transporters to collect raw milk from farms in the central South Australia and

Adelaide areas.

20.

The collection of raw milk from the Riverina area of New South Wales is

covered by the Murray Goulburn fleet servicing the northern Victorian region.

The collection of raw milk in the rest of the NSW region, which services the daily

fresh milk market, is contracted by third party transporters.

ln Tasmania, Murray Goulburn purchases its raw milk from Tasmanian Dairy

Products (TDP), and contracts via TDP for third parties to have this milk

transported to the Edith Creek processing and manufacturing facility.

Collection from farms

21. Collection of raw milk from farms, also known as pick-ups, are usually

scheduled on a dai[ basis and are determined variously by Murray Goulburn,

the farmers or by agreement. Scheduled pick up times are set, however, on

occasion, farmers request that their pick up time be changed to suit the farmer's

needs. This can cause some difficulty in organising efficient routes for the

collection of raw milk.

Schedules and milk collection routes are typically influenced by a number of

factors such as a farm's location, milking practices, size of a farm, capacity of

the trucks, local road conditions or rules, and a farm's technological limitations,

notably, the rate at which a farm can have its milk pumped into the truck.

Because of these factors, it can be difficult to estimate the number of pick-ups a

(c)

17.

19.

25420944
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7

truck does before returning to a processing facility. However, in my experience,

a truck will often do three to five pick-ups per route before returning to a

processing facility. To obtain an efficient collection of raw milk, Murray Goulburn

aims to use the lowest number of trucks required to collect all the milk from all

the farms in one region. To do this, Murray Goulburn estimates, using historical

collection data and schedules, the volume of milk that will be collected from

each farm and arranges pick up times from farms that can be completed in the

shortest time period and shortest driving distance.

Now produced and shown to me and marked Confidential Annexure MMI is a

table summarising the average number of daily pick-ups per region. The range

of daily pick-ups reflects the seasonal nature of milk supply, with the lower end

of the range showing the average number of daily pick-ups during the non-peak

season.

When a pick-up is scheduled, Murray Goulburn arranges for a suitable prime

mover and tanker to be sent to the farm. When the driver arrives at the farm, the

tanker is driven as close as possible to where the milk vats are located on the

farm. The milk vats are typically horizontal vessels in which farmers hold raw

milk while it waits for collection. Milk vats vary in size depending on the farm.

Some vats are as large as 15,000 litres, while others are as small as 2,000

litres. The driver connects a hose from the tanker to a connector on the milk vat.

Connectors on all milk vats have identical unions but may vary in tube width.

This means that Murray Goulburn tankers could connect to any milk vat on a

competitor's farm and vice versa. Milk is transferred into the trucks via pump.

When milk is collected by the drivers, drivers determine the volume in litres of

milk supplied by the farm, mainly by estimating with a 'dip stick' (that is, by

dipping a metal measuring rod into the vat containing the raw milk to see the

extent to which the level has increased). Murray Goulburn is currently in the

process of updating its pumps to include milk meters, which will automatically

calculate the volume of milk being collected as it is pumped into the tanker. The

driver also collects samples of milk for testing (including for antibiotic residue) at

the processing facility. This is done by taking a sample of milk from various

points from the vat, outlet or via open lid. Collection of samples via vat

represents a small portion of the milk collected. With the new technology in milk

pumping and metering, drivers will be able to collect all samples by using the

new pumping system on the truck itself and not by using the vat method in

24.

25.

2542A944

,,-U-Z--33



0008

26.

I

future. This enables the sample to represent a fair and even spread of the milk

collected, which will allow for more representative testing.

Murray Goulburn is the last of the major companies in the industry to introduce

milk metering technology. Prior to the introduction of milk metering, Murray

Goulburn has been unable to collect its milk from some farmers who are

unwilling to have their milk collected without milk metering technology. With the

introduction of milk metering, Murray Goulburn will be capable of moving milk

between dairy producers and collecting milk from any farm.

The introduction of milk metering will also assist in providing information to

Murray Goulburn schedulers regarding the amount of milk to be picked up from

each farm. This information will allow schedulers to appropriately plan milk

collection routes which maximise milk volumes collected and minimise the

distances of collection routes.

Once the collection of milk from the vat is complete, the driver leaves the farm

and travels to another farm to collect more milk or travels to a processing facility

to deliver the milk. Now produced and shown to me and marked MM2 is a copy

of a diagram that summarises the collection process.

Seasonality may affect the collection of milk. Depending on the season, milk

collection can vary between 44,000 litres per shift to 55,000 litres per shift.

Milk collection can also vary depending on region. The amount of milk collected

on a litres per shift basis is highest in the West. This is due to the large size of

the farms in the West. Conversely, the Gippsland region yields the least amount

of milk on a litre per shift basis. Now produced and shown to me and marked

Confidential Annexure MM3 is a document showing:

27.

28.

29.

30.

Murray Goulburn's litres per shift by month and region in the last 12

months;

the number of Murray Goulburn farms per region; and

the volumes of milk collected by region.

Transportation from farm to processing plant

31. After a driver has completed a collection route, the driver typically travels to the

nearest Murray Goulburn processing facility to deliver the milk. In some

(a)

(b)

(c)

25420944
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instances, however, raw milk may not be transported to the nearest Murray

Goulburn facility:

lf a milk swap arrangement is in place, the milk may go to a competitor's

processing facility (see Milk Swaps in section 10 below).

lf Murray Goulburn has decided to promote the production of a particular

product at a processing facility, raw milk from further away may be

directed to the plant that produces that particular product. For example,

some of the milk collected from farms closest to Cobram are currently

being directed to Rochester to assist in the heightened production of full

cream milk powder. In addition, some Maffra milk has been taken to

Leongatha to support the production of UHT milk. On occasion, Murray

Goulburn transports raw milk straight from farms in one region to a

processing facility in another region. This usually happens on an ad hoc

basis when processing facilities require extra raw milk. The costs of this

inter-regional transport of milk is discussed further in section 9 (Costs of

transport).

lf a processing facility is shut on certain days, milk from farms closest to

this facility will necessarily be redirected to other facilities further away.

For example, the Leongatha UHT facility usually does not operate on the

weekend, so milk collected closest to the Leongatha facility is sent to

Maffra instead.

Transportation between facilities

3?. Part of my role as General Manager Transport and Logistics also involves

managing freight between Murray Goulburn's processing facilities (also known

as inter-branch transfers). The vehicles used for transporting products between

facilities are a combination of third party supplied vehicles (including McColls,

Forrester, Merri, Rentsch, UDT and Stoitse) and the Murray Goulburn fleet.

Products are transported between Murray Goulburn facilities on a daily basis.

Set out in the table below is a record of the number of 'loads' and 'backloads'

between Murray Goulburn's processing facilfties. A 'load' is the term used to

describe the transportation of product from one facility to another. 'Backload' is

the term used to describe the transportation of a product back to the first facility.

The products most commonly transported from one processing facility to

(a)

(b)

(c)

25420944
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another are bulk milk, ingredients and cream. The main reason why Murray

Goulburn transports ingredients between its facilities is to supplement the

ingredients required for a particular facility's product mix and to maximise plant

efficiency. When raw milk is transferred between facilities, it is not processed in

any way first before the transfer occurs. Now produced and shown to me and

marked Confidential Annexure MM4 is a table showing the number of loads

and backloads to / from sites in the 2013FY.

It is relatively common for dairy companies to engage in similar inter-branch

transfers. lt is my understanding that Fonterra Australia (Fonterra) transports

raw milk between its facilities. WCB transports its products (mainly cheese)

between its facilities in Allansford to its facility at Mount Gambier, South

Australia.

Costs of transport

9.1 Costs of milk collection

35. Murray Goulburn's aggregate costs of transport per year from farm to facility are

around 

36. These costs vary regionally, largely due to farm size. Collecting milk in western

Victoria tends to be more efficient in comparison to the north or the Gippsland

regions due to the large size of the farms in western Victoria. A large farm is

able to provide more milk which can fill more space in a tanker. This reduces

the number of stops required to fill an entire tanker. For this reason, collecting

milk in the West has the greatest efficiency on a 'litres per shift' measure.

Gippsland, on the other hand, tends to have the lowest'litres per shift'

efficiency. The additional freight efficiencies of collecting milk in western Victoria

are, as a component of the cost of milk, not material enough to solely

incentivise the extra purchase of milk or the expansion of facilities in the area.

The factors which influence transport costs when collecting milk include:

the distance of a collection route;

the number of stops made during a collection route;

the maximisation of volume of milk inside a truck:

vehicle costs, including registration, maintenance and repairs;

37.

(a)

(b)

(c)

(d)

25420944
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(e)

(f)

fuel costs; and

lack of available personnel, which may drive higher than budgeted

overtime wages.

Now produced and shown to me and marked Gonfidential Annexure MMS is a

table showing Murray Goulburn's aggregate transport costs between farm and

facility for the 2013 FY as split between the North, West and Gippsland regions.

Now produced and shown to me and marked Confidential Annexure MMG is a

table showing the costs of transporting milk, on a cents per litre basis, between

Murray Goulburn's processing facilities.

The largest component of Murray Goulburn's transport costs are the wages of

transport personnel, in particular, drivers of trucks. Of the 

 spent on transporting raw milk from farm to facility, approximately

can be attributed to these wages.

Costs of transport between facilities

Transport between Murray Goulburn's facilities is largely conducted by third

parties. As such, the costs of transport between facilities is mostly attributable to

contracting costs. The costs of transporting products between facilities is

approximately 

in farm to factory costs described in paragraph 35 above.

Efficiency of Murray Goulburn's transport costs

Economies of scale have a positive impact on transport cost efficiencies. Due to

the large volumes of milk acquired and transported by Murray Goulburn, Murray

Goulburn's efficiency, as measured on a cents per litre basis, is the most

efficient in the industry.

As a component of costs, Murray Goulburn's transport costs amount to around

of the cost of milk. While the milk price paid to farmers is

influenced by many factors such as commodity pricing and currency

fluctuations, increased efficiencies in transport necessarily result in a larger

profit margin for Murray Goulburn. As a result of Murray Goulburn's co-

operative structure, this profit is in turn returned to the farmer-shareholders in

the form of milk price.

38.

9.2

39.

9.3

40.

41.

25420944
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Milk swaps

42. In addition to acquiring milk directly from our farmers, in some instances,

Murray Goulburn also acquires milk through 'milk swaps'. Milk swaps occur

when one dairy company agrees with another dairy company to swap volumes

of milk collected from their respective farmers. Milk swaps are calculated on the

fat / protein solid content of milk, rather than on a per litre basis. This means

that the net volumes of milk (in litres) being swapped between Murray Goulburn

and other dairy companies may not be equal.

43. Murray Goulburn also enters into a number of raw milk sale and purchase

agreements with its competitors. Sometimes, Murray Goulburn will arrange to

both purchase and sell raw milk from / to the same competitor, and to the extent

that these volumes overlap, a milk swap has taken place. However, overall,

these transactions are net sale or purchase transactions.

Milk swaps can occur either within a region or between regions. For example,

my team arranged a milk swap agreement with Fonterra to swap milk within the

North and Gippsland regions. Now produced and shown to me and marked

Confidential Annexure MM7 are tables that summarise the volumes of milk

swapped with Fonterra over the last 12 months.

Murray Goulburn also has milk swap arrangements which operate between

regions. I am not in charge of negotiating the terms of, or entering into, these

milk swap arrangements. However, as General Manager of Manufacturing and

Transport, I am responsible for ensuring that milk is transported to competitors'

facilitbs as required by milk swap, sale, or purchase arrangements.

These raw milk transactions are negotiated and

entered into by Mr Robert Poole and his team.

Milk swaps enable dairy companies to increase the delivery of raw milk to

particular processing facilities and reduce transport costs by not having to

transport milk from a different region to meet the increased requirement.

However, milk swaps do not reduce incentives to buy milk direct from farmers in

a region, due to the resulting increase in volume of acquired milk a greater

certainty of supply.

44.

45.

46.

25420944
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Milks swaps promote efficiency and drive cost savings. 

Geographical boundaries of transporting milk

48. The location of processing facilities in conjunction with traditional farming areas

has led to the historical identification of 'regions' such as the West, North and

Gippsland areas. However, these regions do not represent a geographical

barrier to the transportation of milk. Distance is not the determinative factor in

whether raw milk can be transported between regions or states. From a

transport and logistics perspective, raw milk (and indeed other dairy products)

can be, and is, transported between regions and interstate as long as certain

factors are catered for. Those factors include:

temporal limitations - industry practice dictates that raw milk be delivered

within 50 hours from pick-up, reflecting the perishability of raw milk;

driver fatigue - which must be appropriately managed; and

temperature of the milk - which must be appropriately controlled.

49. Murray Goulburn regularly transports its raw milk between facilities in different

regions. I referred to a table in Gonfidential Annexure MM4 in paragraph 33

showing the number of 'loads' between Murray Goulburn facilities in the

2013FY. Now produced and shown to me and marked Confidential Annexure

MM8 is a table showing the instances of Murray Goulburn's inter-regional

transport of products, which often includes raw milk. Raw milk is sometimes

transported in backloads too. However, this occurs less frequently and will only

occur if the original load was not a transport of raw milk. Now produced and

shown to me and marked Gonfidential Annexure MM9 is a table showing the

amount of raw milk transported to and from sites over the last 12 months in

million litres.

Murray Goulburn's two facilities with the greatest distance between them are

Kiewa and Koroit, which are approximately 589km apart. As shown in

Confidential Annexures MMB and MM9, loads were

made between Koroit and Kiewa, which included 

of raw milk.

(a)

(b)

(c)

25420944
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51. There are a number of other examples of milk being sent between regions and

states. For example:

(a) WCB currently collects approximately 35 million litres of raw milk per year

from its farms in the Adelaide area and transports it back to its facility in

Allansford for processing and manufacturing;

(b) Bega collects approximately 60 million litres of raw milk in western Victoria

and transports it to Bega's processing facilities in northern Victoria,

Melbourne and a limited amount to the Bega Valley;

(c) UDP collects approximately 25 to 30 million litres of raw milk per year in

the Gippsland area for milk sales and local processing and also for

limited use in its processing facilities in South Australia; and

(d) During times of raw milk shortage, drought or extreme heat, Murray

Goulburn commonly (and currently) sells its raw milk from Victoria to its

competitors in NSW and Queensland.

52. The additional costs involved in transporting milk between regions are largely

attributable to additional fuel, labour and repair and maintenance costs. I do not

consider these costs to be a barrier to sending milk over long distances

because the additional costs are not high and because we are able to absorb

these costs through eventual returns and increased overhead recoveries.

12 Synergies from proposed Murray Goulburn merger with WCB

53. I have been involved in the following post-merger integration processes:

(a) In 2008, I led the post-merger integration of ACF into National Foods;

(b) In 2006, I was involved in the post-merger integration of Lactos Pty Ltd

into National Foods: and

(c) In 2005, I was involved in the post-merger integration of National Foods

into San Miguel.

54. Based on my experience in the area of transport, ?s well as my past

involvement in a number of post-merger integrations, if Murray Goulburn

merges with WCB, I expect a number of synergies will be achieved in the area

of transport and logistics. These can be broken down as follows:

25420944
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Administration and transport personnel: 

Reduction in fleet vehicles: 

Efficiencies derived from increased volumes of milk:  

Reduction in milk collection routes:

Additional milk swap opportunities: 

(b)

(c)

(d)

(e)

55. I consider that substantial synergies can be achieved from the consolidation of

Murray Goulburn's and WCB's transport and logistics departments. I have been

informed by David Noonan, CFO of Murray Goulburn, that in total, he has

estimated likely synergies for farm to factory collection and transport of milk as

being between . I consider this to

be a reasonable estimate.

25420944
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13 Synergies from proposed merger between Bega Cheese (Bega) and WGB merger

56. Bega's operations are focussed largely in the region south of Sydney and in

northern Victoria. The lack of geographical overlap with WCB's operations in

western Victoria indicates that significant transport efficiencies or synergies are

not likely to be achieved for the merged entity.

57. Bega does have facilities in Strathmerton and Coburg, which may provide some

synergies with WCB's operations. Bega also collects raw milk in western

Victoria, which it transports to northern Victoria and into the Bega Valley. In this

way, Bega would likely achieve synergies in milk collection and transportation,

but to a lesser extent than Murray Goulburn.

14 Synergies from proposed merger between Saputo Inc (Saputo) and WCB merger

58. Saputo currently has no presence in Australia, and will unlikely achieve any

synergies in relation to transport or logistics.

SIGNED by Mark McDonald

on 28 November 2013
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