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Dairy Crest – Preliminary Results 2015/2016 

Results – Mark Allen, Chief Executive 

Q: At the interims you predicted that Dairy Crest would turn in a 
stronger second-half performance.  So has that turned out to be the 
case? 

A: I'm delighted to say that it is absolutely the case.  And it's the case for 
three reasons.  Firstly our profits in the second half are more than double 
that of the first half.  I'm delighted with that. 

 Secondly, our four key brands, Cathedral City, Clover, Country Life and 
Frylight were all in volume growth in the second half.  In the environment 
that we're facing at the moment, a deflationary environment, that's an 
excellent performance. 

 And thirdly, and in some respects most importantly, we finally completed 
the sale of our Dairies business.  That's transformational for Dairy Crest. 

 

Brands – Mark Allen, Chief Executive 

Q: You've continued to invest in your brands during the second half.  
So what impact have those campaigns had, particularly for Clover 
and Country Life? 

A: Well I think it's fair to say that in the first half the performance of both 
Country Life and Clover were a little bit disappointing.  And I said at our 
interims that we'd improve on that in the second half.  And that's 
absolutely what we've delivered. 

 Firstly if I talk about Country Life.  We launched new packaging around 
its British provenance in the second half of the year.  We promoted 
somewhat more.  And that's delivered very strong volume growth, 
around about 20%.   

 If I now move on to Clover.  We launched in the early part of the second 
half a new no artificial ingredients product. That has had quite a 



2 

substantial impact on the brand and the brand has now outperformed the 
market.  And again it was in volume growth in the second half. 

Q: And if we look at Cathedral City, obviously it's a star performer for 
you.  But given the growth that it's enjoyed, how much more is 
there left to go for? 

A: Cathedral City is a star.  It's been a star in our business for many, many 
years.  But I think people sometimes forget, it's still only 11% of the total 
cheese market and just over 20% of cheddar.  We believe, on that basis, 
there's still a lot of promise for the brand and a lot of opportunities for the 
brand.  In fact, we've just launched some new spreadable products.  And 
we think that is an area that will get growth for us over the next few 
years. 

Q: That just leaves Frylight, which is the newest of your key brands.  
Can you remind us of what the opportunity is here? 

A: I guess the first thing from a Frylight point of view, is that the brand's had 
30% growth during the year.  That's volume and value roughly.  I think 
it's unrealistic to expect that sort of growth every year.  But I think if we 
look at the characteristics of Frylight; it's healthy, it's natural and it's low 
fat… the mechanism we have is a one-calorie spray.  Those are all the 
things that resonate with today's consumers.  And we see opportunities 
by using that in our marketing campaigns to develop the brand further 
over the next few years. 

Q: And as you stand back and look at your portfolio of brands, are 
there any areas that you look at where you think that you might like 
to make acquisitions if anything comes up? 

A: I think the first thing I'd say, if we could find another Frylight, which we 
bought in 2011, I'd be absolutely delighted.  We're not going to rush out 
to make acquisitions.  But the important thing is if we can find something 
that we can add to our business that's relatively small, has good 
branding characteristics and has things that we can do better than the 
current owners then that's the sort of thing that we're interested in. 

 I don't think shareholders should expect us to make a big acquisition 
though.  These are small bolt-on plans that we'd have. 
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Innovation and efficiency – Mark Allen, Chief Executive 

Q: Innovation has long been a key driver for Dairy Crest.  So what are 
you doing in this area currently? 

A: Well we're doing an awful lot.  We have this target that 10% of our sales 
should come from innovations made in the previous three years.  And 
I'm pleased to say this year it's 11%.  That's on the back of a number of 
things.  I guess the biggest single factor is the launch of the additive-free 
version of Clover, which has generated an awful lot of sales in the 
second half of the year.  That is an excellent piece of work that took two 
years for our innovation team to develop.  And in fact, we are ahead of 
our competitors in terms of that naturalness.  That's a good example. 

 The second thing I would point out is the investment we've made into 
Harper Adams.  We've just opened a new innovation centre within a 
university.  We think it's the first of its kind in the UK, where our 
innovation team, our technical team are based within a university.  That 
helps us in a number of ways.  We can get access to leading-edge 
research, knowledge, etc., from either graduates or postgraduates. And 
we can offer opportunities to those people to come and work in our 
business as well. 

Q: And now that the business has been simplified, are there 
opportunities to take further cost out of the remaining units of the 
business? 

A: Cost saving is part of our DNA.  That won't disappear.  It's something 
that we hold very dear.  I think we flagged up at the interims that we’d 
look to take about £5m out of our ongoing cost base through 
simplification, etc.  We're still happy with that sort of number, but it 
doesn't finish there.  We've got a factory up at Kirkby that we invested an 
awful lot of money in a couple of years ago and we're starting to see 
some of the benefits of that investment.  I would expect that to continue. 

 We've also spent an awful lot of money down at Davidstow.  And I would 
expect over the next year or two we will start to see that factory 
becoming more and more efficient as we get more comfortable with the 
technology. 
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New revenue streams – Mark Allen, Chief Executive 

Q: Turning now to Functional Ingredients.  What progress has been 
made with your demineralised whey production and GOS in 
Davidstow? 

A: I'm delighted to say we're up and running.  We’re manufacturing 
demineralised way and galacto-oligosaccharide (I think I'm going to call it 
GOS from now on) but we're up and running.  We're starting to sell the 
product.  We're getting samples out to customers.  So we're in a good 
place.  And importantly we're happy that the £5m or so uplift in profits 
that we've promised on the back of that are still there.  

Q: And longer term, what do you see as the scale of the opportunity? 

A: Well I think the opportunity is in many respects huge.  Not only are we 
selling demineralised whey into a growing infant formula market which is 
global, it's in emerging markets… all the sort of characteristics that would 
be useful to us as the business develops. 

 And if I then move onto GOS. I think GOS has got three opportunities. 
Firstly in infant formulae that we’ve talked about a lot. It is an integral 
part of a number of infant formulae brands and we see opportunities 
there.  

 Secondly we’re working with our agents, Fonterra, on other live-stage 
uses for GOS; in the elderly, in people post-operations etc.    

 Then finally we’ve got some interesting work that we’ve been doing with 
animal nutrition. Looking at the benefits of GOS when it’s fed to chickens 
and pigs in particular.  

Q: So you mentioned Fonterra there.  How do you see the relationship 
with them developing over time? 

A: Well the first thing and the most important thing is Fonterra take all our 
product.  They take all our demineralised whey and sell it globally.  And 
they take all our GOS for human nutrition and sell that globally.  We're 
delighted with that.  They're a superb partner to have.  They've been 
very helpful in commissioning the plant from a technical and from an 
environmental point of view.  And we see this as a massive opportunity 
for Dairy Crest going forward.  And I think if you asked Fonterra, they 
would say the same as well. 
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Financials - Tom Atherton, Finance Director 

Q: Revenues and adjusted profits were both slightly down year-on-
year.  So what's behind that? 

A: We're facing significant price deflation across all of our markets, that's 
cheese, that's spreads and whey, so it's inevitable that we feel the 
pressure on our top line, which was down 6% at £422m.  The flip side of 
that is that we get a reducing cost base.  There is a delay until we feel 
the benefit through our P&L because our cheese takes a year or so to 
mature.  And that means often in deflationary markets we'll get a 
squeeze in our margins.  Now our margin actually went up 15.6% this 
year compared to 14.9% last year. And profits are broadly in line.  That's 
a really strong performance when we're facing the markets that we have 
been. 

Q: Turning now to your net debt figure, can investors expect that to 
peak this year? 

A: Yes, they can, and it will come down in future years.  Underlying cash 
flow has been strong this year.  We generated £83m from our continued 
business, and that was up from £57m last time round.  The problem 
we've had from a net debt point of view is two big drags on our ability to 
reduce it.  Firstly, a dairies business that cost us in the last two years 
£100m of cash outflows.  Clearly that's now been sold and that 
problem's gone away.  The second drag on our cash was capital 
expenditure, where we've invested heavily over the last two years, firstly 
at Kirkby to consolidate our spreads manufacture, and secondly in 
Davidstow, where we've been investing in demineralised whey and 
GOS.  That too is coming to an end.  And that means that in the future 
that strong underlying cash flow will convert into strong free cash flows 
and that means net debt coming down. 

Q: Now that the investment in Davidstow is complete, are you 
anticipating having to make any major further investments in the 
near term? 

A: I think the completion of the Davidstow investment really means we've 
now got five well-invested operating sites that don't require heavy capital 
expenditure going forward.  So the heavy capital expenditure we've seen 
will fall to the more normalized levels.  Depreciation in this business is 
about £20m per annum.  That's the sort of level of capex we'll see going 
forward. 

 One area that's not attached to those five sites where we will invest a 
small amount of money is on systems.  We're redesigning our system 
architecture to help drive efficiency and simplicity through our business. 
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Q: And just turning to returns to shareholders, are you still committed 
to the dividend and how do you think about returns more broadly? 

A: We're absolutely committed to the progressive dividend policy.  Having 
sold dairies, I think we're in a better position to deliver it.  We've got 
better growth aspirations and we've got stronger margins and we've got 
stronger cash flows.  We've today announced a final dividend of 16 
pence, taking the full-year dividends up to 22.1p.  That's up another 2% 
this year.  

 Looking ahead, we'll keep growing those dividends as we grow our 
learnings and keep them within a range of 1.5% to 2.5% times, with cash 
flow cover that's improving. 

Q: And overall, are you happy with the current shape of the balance 
sheet? 

A: Yes.  And it's a lot stronger having made the disposal of the dairies 
business.  Net debt at the end of the year was a little higher than we 
would have liked.  That's down to a longer sales process for the dairies 
business than we maybe anticipated a year ago, and a slightly longer 
commissioning process down at Davidstow.  But we're well within our 
bank facilities.  And we've done two refinancings, so we're well set for 
the future from a facility point of view.  We're well within our banking 
covenants and we've got a business that will reduce net debt in future 
years. So yes, we’re in a good place on the balance sheet.  

Q: And where are you currently on your pension liability? 

A: Well the deficit on the balance sheet at the end of March '16 was 
approximately £42m, about the same as last year.  We expect to pay 
another £13m in next year.  At the same time we'll continue to take risk 
out, whether that be removing liabilities by offering flexible retirement 
options, whether it be by further insurance of the scheme or whether it 
be by further reducing our exposure to equities within the scheme 
assets.  We'll look at all of that and we'll enter the next negotiation with 
the trustee seeking mutually to bring those risks down over time. 

Outlook – Mark Allen, Chief Executive 

Q:  So looking ahead now at the outlook, how do you see the current 
environment? 

A:  I think really it will be much of the same. We are in a deflationary 
environment and I don’t think that’s going to go away any time soon. I 
think what we need to do is keep doing the things that have made us 
successful over the last few years.  
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Q: So given that, what are you going to be prioritising in the year 
ahead? 

A: Well I think there are really four priorities.  The first thing, and it's the 
thing that we've always focused on, is the development of our brands.  
We need to keep innovating.  We need to keep marketing.  We need to 
keep promoting those brands.  And a good example is Cathedral City at 
the moment, where we've just rebranded, launched new packaging, 
increased functionality.  We've got a new advert coming out at the 
beginning of June.  Exciting times. 

 The second thing that we need to do is to deliver on our promises down 
at Davidstow, make sure we get the demineralised whey and GOS up 
and running appropriately and deliver the £5m.  That's on track and I'm 
very comfortable we can do that. 

 The third thing is looking to the future.  We need to continue the work 
we've been doing on animal nutrition and determine whether we've got 
an opportunity there or not.  We're very hopeful.  We've had some very 
good results from lab trials in universities, but nothing's guaranteed. 

 And then finally, we need to hold a mirror up to ourselves and make sure 
we're doing all of that in the most cost-efficient manner possible. 

 If we're able to do all of those things it delivers us growth. That’s good 
news for the people who work in the business, it’s good news for our 
suppliers and it’s good news for our shareholders.   

[ends] 


