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D a i ry  Crest  –  P re l im inary  Resu l t s  2014/ 2015  

 

Resu l t s  –  Mark  A l len ,  CEO  

Q: What for you are the key points from the set of results that you're 

reporting today? 

A: I think the first thing I'd say is that I'm really pleased with these results, 

particularly the performance in our Cheese, Spreads, Butter and Oils business, 

where profit is up 19%.  Dairies have had a tougher time, but I think that's a 

reflection of the marketplace that that business finds itself in. 

Q: So as you say, Dairies did to have a tougher time, profits were down 90% 

there.  That's clearly disappointing.  But you are selling the operations.  So 

can you give us an update on where you're at with the regulatory approvals 

there? 

A: Absolutely.  I guess in short the answer is we're on track.  It's been referred back 

to the UK from Europe, and we expect to hear in the next few weeks the result 

of Phase 1.  It may go to Phase 2.  If it does, I don't think that changes our 

opinion.  We're absolutely committed and convinced that this deal will go 

through. 

Q: And can you remind us about the thinking behind the sale of the Dairies 

business?  Who exactly does this benefit? 

A: I think the first thing to say is it actually benefits the UK dairy industry.  It 

creates a more sustainable, more efficient industry that has a capability to invest 

in a way that it doesn't today.  I think the second group that it benefits are 

farmers.  And clearly they need that benefit, given the year that they've just had.  

It's good for consumers, it helps support low prices.  And it's also good for our 

customers and our staff, inasmuch as they get to trade with and work for a more 

sustainable business. 

Q: Given the weaker performance that you've seen in Dairies though, is there 

any risk that Müller might walk away from the deal?   

A: As I've said already, the Dairies business is having a tough time, but no tougher 

than we were expecting when we sold the business last year.   
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Q: But nevertheless, do you have a ‘Plan B’?   

A: First point is, we're confident that the transaction will go through.  But it is good 

management practice to have a reserve position.  Now a reserve position is ‘Plan 

B’, which is pretty much what we've been doing over the last few years, 

reducing our exposure to the loss-making parts of this business.  That process 

will continue. 

Q: So returning now to Cheese and Spreads, that side of the business put in a 

much stronger performance, led by your Cathedral City brand.  What 

would you say the secret of success is for that side of the business? 

A: Cathedral City is a fabulous brand.  Number 16 in the Grocers' top 100 grocery 

brands, a very privileged position.  That position has been built in many years of 

hard work, particularly in the areas of marketing, in product quality and 

innovation.  Those things have given us a remarkable position.  We're over 50% 

of the branded cheese market, bigger than all our competitors put together.  A 

truly, truly iconic British brand. 

Q: So that's Cheese, but the butter and spreads market continues to be tough, 

which includes your Clover and Country Life plans.  So why exactly is 

that?  And what can you do about it? 

A: The whole butter and spreads market is tough for us.  People look for different 

formats.  They move away from sandwiches to wraps, etc.  But we're actually 

performing okay.  Clover is performing in line with the market.  And in Butter, 

our butter brand Country Life is actually doing very well in spreadable, it's 

outperforming the market.  It's the block area where we're underperforming.  

That is a direct result of some of the decisions we made in the business during 

the year.  We chose to promote less and therefore reduce sales so that we could 

sell cream and make more profit.  I think the end result of that is our Spreads 

business had a fabulous year from a profitability point of view, but actually, the 

brand share was lower than we would have ideally liked. 

 

Innovat ion  –  Mark  A l len ,  CEO  

Q: So innovation has been a long-term priority for Dairy Crest.  So where are 

you now against your target of producing 10% of your revenues from 

products that have been launched in the last three years? 

A: I guess the first point I'd make there, innovation is important for Dairy Crest.  

But importantly, it's also important for our customers and consumers.  Without 

innovation, brands tend to stagnate, and that what that's why innovation is so 

important. 

 Against the target, we're doing pretty well.  10% is very stretching target, and 

this year we'll achieve a level of sales of around about 6% or 7%.  That's 

pleasing. 
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Q: You're also adding FryLigh t to your list of key brands.  So what can you 

tell us about that product and the potential that you see for it into the 

future? 

A: FryLight was part of an acquisition we made in 2011.  It's done very well since 

we bought it.  In fact, last year sales were up 22%, and it's now at retail 

something in the order of £23m of turnover.  We see exciting growth potential 

with FryLight both here in the UK but additionally overseas as well.  That's the 

reason it's been brought into the list of our key brands. 

Q: And what are you hoping for from your partnership with Harper Adams 

University? 

A: I'm really excited about the opportunities that that partnership brings.  It gives 

us access to real quality food and agriculture research and academics.  That is 

really important if we're going to lead the innovation agenda going forward. 

Q: And what's the thinking behind your Dairy for Life campaign? 

A: Very simply, it's about growth.  It's identifying the drivers in the categories in 

which we operate that will deliver growth: growth for our customers and for 

ourselves.  But importantly, it's a response to consumers and their changing 

habits over time. 

 

Vis ion  f or  the  bus iness  –  Mark  A l len ,  CEO  

Q: Daily Crest is clearly undergoing some fairly fundamental changes.  What 

exactly are you working towards? 

A: This is a really exciting time for Dairy Crest.  And there are four things that 

we're really focusing on going forward. 

 The first one, and this is the first time I've been able to say this, is all about 

growth.  Growth from a top line and bottom-line in our business.  The second 

one is about simplification and making our profits more resilient over time. 

 The third one is about cash, generating cash.  We will become a much more 

cash-generative business over time.  And finally, putting all of those together, 

it's about making small, bolt-on acquisitions that add value for our shareholders. 

Q: And can you give us an update on the progress of the investment you're 

making into demineralised whey and galacto-oligosaccharide at your 

Davidstow Creamery?  Have you got a clear idea of when production might 

begin this year? 

A: This is another exciting development in the history of Dairy Crest.  I guess the 

first point to make is really to reemphasise what it gives us.  It gives us access to 

emerging markets in baby nutrition, real growth areas globally. 
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 As far as the project is concerned, yes, we're on track.  It's virtually built now, 

and we'll start commissioning at the beginning of June.  That means we will 

expect to be producing product in the final quarter of this calendar year. 

 

Out look  –  Mark  A l len ,  CEO  

Q: And finally, what do you see as the overall outlook for the year ahead? 

A: For me, this is the most exciting time perhaps in Dairy Crest's history.  In the 

short term, there are three things that we need to focus on.  Completing the sale 

of our Dairies business, making sure we complete the investment down at 

Davidstow and start selling demineralised whey and galacto-oligosaccharide.  

And thirdly, getting the real value that we know exists within our Cheese, 

Butter, Spreads and Oils business.  Having delivered all of those, that puts Dairy 

Crest in a great position for sustainable, profitable growth to the benefit of all 

our stakeholders. 

F inanc ia l s  -  Tom At hert on ,  FD  

Q: Adjusted profit before tax is one of the key numbers that you use for 

reporting the performance of Dairy Crest.  So what does today's number 

tell us about the performance during the year?  

A: Adjusted profit before tax is the key number we use for reporting Dairy Crest.  

And I think today's number tells us that we had a business facing two very 

different challenges.   

 Firstly, if I look at our Cheese and Spreads business, profits grew by 19% to 

£66.6m.  We also improved margins to 15%, a really strong performance.  In 

spreads, margins benefited hugely from cheaper cream input costs and in 

cheese, we managed to grow the top line albeit we're still selling some more 

expensive cheese.   

 On Dairies, however, which is the business we're selling, we had a more 

challenging time.  Profits fell from £18.8m down to £1.8m and in that 

environment, our overall adjusted Group profit before tax of £60.6m was 7% 

behind last year.  However, importantly, it was in line with expectations. 

Q: Your non-adjusted profit before tax figure paints a slightly different 

picture.  That was down 59%.  So what's behind that number? 

A: The reported profit number is after exceptional items.  We've had a year where 

we're transforming our business and I think it's inevitable in a year like that that 

we will incur a lot of costs on exceptional restructuring costs.   

 These are mainly in four areas.  Firstly, the consolidation of our Spreads 

business from two sites down to one and the closure of Crudgington.   

 Secondly, last September we announced the closure of two dairy sites in the 

future.  That's Hanworth and Chard.  And we've had to write down the book 

value of the assets on those two sites.        
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 Thirdly and to lesser extent, we've incurred costs of the Dairies deal.  That's 

transaction costs, but that's also costs of separating a business to support the 

sale.   

 And finally there have been some ongoing costs in Davidstow, supporting the 

big capital agenda we've got going on the moment. 

Q: Net debt rose sharply during the year.  So are you comfortable with your 

current level of gearing?    

A: First of all, we're very comfortable with that kind of level of gearing.  Net debt 

finished the year at £199m.  That's a shade below 2 times net debt to EBITDA.   

 Our own internal range for gearing is 1 to 2 times, so it was in that range and 

that range itself is very cautious.  So I have absolutely no concerns about the 

level of gearing and absolute level of net debt. 

Q:  And so can you give us a little more detail on where the extra level of debt 

has come from during the year?  

A: Net debt did increase despite better underlying cash flow generation.  But that's 

because we have invested heavily in our business this year and it's the last year 

of really heavy investment that we're going to see. We spent over £80m of 

capital expenditure, mainly in three areas.   

 One, down in Davidstow where we've got a big programme to produce 

demineralised whey and galacto-oligosaccharide.   Secondly, we've had to 

spend money at Kirby to support the closure of Crudgington as we push those 

two sites together.  And thirdly, and really importantly for our future, we're 

building a new innovation centre at Harper Adams University.  That's going to 

be really important for new product development going forward.   

 So that's what's driven up our net debt.  But despite that in the second half of the 

year, net debt came down and that's including nearly £50m of that capital 

expenditure in the second half. 

Q: But what does that mean for your net debt next year and going forwards into 

the future? 

A: We expect net debt to fall by about £20m next year and in the future we expect 

to generate strong free cash flows.  

Q: Can you give us an update on the progress that you've made in reducing 

your pension liability during the course of the year?    

A: Yes, we've made some good progress during the year on pensions.  The liability 

as recorded on our balance sheet reduced from £58m down to £41m across the 

12 months.  And that's despite paying less money into the scheme.   

 So this year we've put in £13m that compares to £20m the year before.  Not only 

that within the scheme itself, the amount of risk we're taking has come down.  

So for those assets that are insured, we did have about 75% of those assets in 

equities or similarly risky assets.  That's now down to 61%.  So good progress. 
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 But the key thing for me is to get the pensions scheme into a position where it's 

self-sufficient and that means Dairy Crest doesn't have to pay more money into 

the scheme.  And that's where we want to get to.   

 So we're working closely with the trustee. We have a plan that gets us to that 

place by 2019 and that's what we're seeking to deliver. 

Q: So you're raising the dividend again.  But can you remind us exactly what 

your policy is when it comes to returns to shareholders?   

A: Yes, of course.  It's simply to deliver a progressive dividend.  That is a growing 

dividend with earnings cover of between 1.5 to 2.5 times.  And it goes to the 

core of the way senior management is incentivised in the business and is core to 

everything we're trying to do.  We've been growing the dividend each and every 

year since 2009 and today we've announced a final dividend of 15.7p per share.  

That brings the full year dividend to 21.7p per share, a 2% increase.   

 Looking ahead we'll continue to grow that dividend.  We'll continue to deliver 

earnings in line with that 1.5 to 2.5 times range.  And personally, as Finance 

Director, I'd like to see some free cash flow cover for that dividend as well. 

 

[End] 

 

 


