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United Dairy Farmer’s is a leading dairy farmer cooperative with £260
million turnover and 900 employees. The group collects and markets 1 billion
litres of milk per annum, manufactures an extensive range of dairy products
for the retail, food service and food ingredient sectors, supplies both domestic
and international markets and offers farmers a range of farm services and
direct inputs.

Our Mission

We are committed to deliver value to our farmer shareholders by building

a world class dairy business which provides products and services that satisfy
the changing needs of customers and consumers.

Our Businesses

Dale Farm Processes and markets a wide range of dairy products

Dale Farm Ingredients Supplies a range of dairy food ingredients
to domestic and international markets

Dale Farm Ice Cream Distributes ice cream products

Rowan Glen Dairy Products Scottish yoghurt and probiotic drinks processor
United Dairy Farmers Transports, tests and markets ex farm milk
United Tankcare Supplies and maintains farm milk tanks

United Milk Records Provides herd recording service

United Quotas Milk quota brokerage

United Feeds* Manufactures and supplies animal feeds

and other farm inputs

* Joint Venture company
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The Year at a glance

Dale Farm sales up 30% to £135 million
Group Operating profit up 24% to £5.08 million
Group net profit up by £1.39 million to £3.217 million*
Retained profit up by £634,000 to £967,000
Trading cashflow of £9 million
Borrowings reduced by £12.9 million to £15.2 million
Capital investment of £4.3 million
Share dividend of 4%

Bonus share issue of

1 share per 1000 litres

United Feeds turnaround, net profit of

£148,000 **

* Group net profit before tax and distributions to shareholders

** United Feeds is a joint venture, United group’s share of profit is 50% of figure shown
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Directors and other information

Directors and other information

Chairman 1. Harold Hamilton MBE
Vice-Chairman 2. James Walker
Directors 3. John Dunlop

4. Roy Gault

5. William Hanna

6. Bertie Kelso

7. Frank Ledwidge OBE
8. Brian McCracken

9. John B McGuckian
10. David McNeill

11. Billy Morton

12. Will Taylor OBE

Chief Executive David Dobbin
Financial Director Danny McAleese
Secretary Euel Agnew
Bankers First Trust Bank plc,

Fortwilliam, 551 Antrim Road, Belfast, BT15 3BU

Auditors Ernst & Young LLP,
Bedford House, 16 Bedford Street, Belfast, BT2 7DT

Company Status United Dairy Farmers Limited is a members’ voluntary co-
operative registered under the Industrial and Provident Societies
Acts (Northern ireland) 1969 and 1976

Registered Office 456 Antrim Road, Belfast BT15 5GD
Telephone 028 9037 2237 Fax 028 9037 2222
Email info@utdni.co.uk Web www.utdni.co.uk
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Chairman’s Report

The results for 2002/03 confirm that the United Group is making good
progress in its objective of delivering an improved business performance
and creating value for our farmer shareholders.

In spite of depressed markets

and reduced milk supply volumes,
group turnover including our share
of United Feeds grew to over £260
million and operating profit increased
by 24% to £5.078 million. After
exceptional items and interest
payments, the group profit on
ordinary activities before taxation
and distribution to shareholders,
at £3.217 million, was £1.39
million (76%) above the previous
year. Retained profit after tax

and distribution of additional
shares and dividend payments

was £967,000 compared to
£333,000 last year.

2002/03 was a very difficult year for
United members and the wider dairy
industry. Poor weather affected milk
supplies and United’s milk purchases
at 982million litres, were 5.5%
below the record levels achieved in
2001/02. The average milk price paid
to members was 8% lower at 16.71
pence per litre. Milk prices paid by
United during the spring and early
summer months were 15% to 20%
lower than in the previous year
reflecting the depressed market
situation and surplus in UK milk
supplies. However as the year
progressed dairy markets gradually
improved and, with local milk

supplies significantly reduced,
United’s prices recovered and ended
the year ahead of the previous
year’s levels.

Membership declined by almost

7% to 2,700 reflecting the ongoing
consolidation and exodus from dairy
farming. However the number

of members leaving the society

to supply other milk purchasers has
remained very low and has been
offset in large part by new entrants,
giving some encouragement for

the future.
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Dividend

In line with the Group’s objective
of returning value to our farmer
members the board approved a
record final payout relating to
2002/3 in the form of a dividend,
bonus shares and a one-off
thirteenth payment.

As in the previous year, the board
has declared a dividend to
shareholders of 4 pence per share,
in spite of the reduction in interest

rates that took place during 2002/03.

An allocation of bonus shares has
also been declared; this will be at
the increased rate of 1 share per
1000 litres of milk supplied in
2002/03, double the rate used

in the previous year.

A thirteenth payment, worth

nearly £1.0 million has been paid
to members at the rate of 0.1 pence
per litre of milk supplied during
2002/3. This payment was due to
the release of surplus funds accrued
over the year for quality bonuses,
which as a result of the poor
weather in 2002 and subsequent
reduction in milk quality were not
needed. These circumstances are
unlikely to reoccur.

Board Changes

A number of changes took place to
the United and Dale Farm boards at
the end of the financial year.

Two elected farmer directors, James
Warden and Roy Harpur, retired from
the United board after 21 and 7
years of dedicated service
respectively and were succeeded
following elections by William Hanna
and Brian Mc Cracken.

Franklin Adair ended his term

as non-executive director after
serving for 4 years on the United
board. John B McGuckian Chairman
of the First Trust Bank and Ulster
Television joined the board as non-
executive director

United Dairy Farmers Limited

and also took over the role of
Chairman of Dale Farm Limited
from Sam Torrens.

Sam Torrens who has been a key
contributor in guiding Dale Farm
(formerly Dromona Quality Foods)
through the challenging period
since its formation in 1995 retired
as a director and Chairman of
the company.

| would like to thank James,

Roy, Franklin and Sam for their
considerable contributions and
welcome William, Brian and John
to the group board.

The progress the group has made
has only been possible as a result of
the expertise and commitment of my
fellow directors, our chief executive,
management and staff; | wish to
thank them for their efforts and
their dedication over the past year.

Prospects

Looking ahead, milk prices have
recovered in the current year
helped by a stronger euro, some
improvement in dairy markets

and strong processor demand

for autumn/winter milk. As

a result, United’s base price to
members should break the 20
pence per litre barrier this autumn.

The speed and extent of the
improvement in milk price in
United’s recent auctions has
overtaken the recovery in market
returns and it is inevitable that
prices will fall going forward into
the next peak supply period.

The EU CAP reform agreement

will result in lower support prices
and export subsidies for dairy
products in the years ahead. Only
by continuing to develop sales of
added value consumer products and
food ingredients will the Group be
able to build a strong business that
will help support its members

through providing a competitive
milk price and a return on their
investment. Much has been
achieved in the past year; much
more remains to be done: and the
continued support of our members
and employees is important to
secure a better future together.

ol ol

Harold Hamilton
Chairman



Chief Executive’s Review

Against the background of a fiercely competitive and over supplied market the
group increased its sales and profit and reduced its indebtedness. With a wider
portfolio of added value products, further sales growth, improved processing
capability and a more competitive cost base, the Group is better positioned to face
the challenges ahead resulting from CAP reform and an extremely competitive

marketplace.

This success was shared with
members in the form of a record
combined payout of dividend, bonus
share and thirteenth payment. At the
same time the group continued its
ambitious programme of investment
in existing business activities and
acquiring businesses that improve its
market presence, product range and
added value sales.

Results

Group turnover grew to over
£260 million reflecting strong

growth in Dale Farm (over 30%)
which more than offset a fall in
turnover associated with the
reduction in milk supply and milk
price. Operating profit increased by
24% to £5.078 million mainly due
to improved performance in Dale
Farm and a return to profit in United
Feeds. The group net interest costs
increased to £861,000 mainly due
to the full year effect of the
borrowing for the Dale Farm Dairies
acquisition. Group profit before tax
increased by 76% to £3.217 million

and profit of £967,000 was retained
after distributions to shareholders
and payment of tax.

As a result of the strong cash flow
from trading and the disposal of
surplus properties from the Dale
Farm Dairies operation the Group’s
net debt has been substantially
reduced (by £12.9 million), from
£28.1 million to £15.2 million.

Dale Farm continued to make
excellent progress throughout the
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year achieving 34% growth in added
value sales to the retail, food service
and food ingredient sectors with half
of this growth being achieved from
existing activities and the remainder
from acquisitions. The company
increased its market share in all its
main markets especially in Great
Britain and the Republic of Ireland
where increased sales representation
and new product development
activity further enhanced the benefits
of the enlarged market presence
provided by recent acquisitions. The
overall proportion of added value
sales increased to 55% of total Dale
Farm turnover.

Producer services remain an essential
part of the group’s business activities
providing members with essential
products and services and generating
a contribution to the overall group
return on shareholders funds.
Tankcare, Quota Trading and Milk
Recording all showed improved
business performance despite the
continued reduction in the number
of dairy farmers. United Feeds made
good progress in 2002/3 returning to
profit and improving cost, sales and

service performance. .

United Dairy Farmers Limited

Acquisitions and restructuring

During the year the prior year
acquisition of Dale Farm Dairies was
successfully integrated and two
further acquisitions were made in the
fastest growing sectors of the dairy
market namely: probiotic yoghurts
and ice cream. The acquisition of
Rowan Glen in July 2002 gave Dale
Farm an immediate market position
in the high growth probiotic drinks
sector as well as a solid GB presence
in yoghurt which will provide a
sound platform for future growth. In
January 2003 the group gained

full control of the Dale Farm brand
with the acquisition of Dale Farm
Ice Cream who is the market leader
in Northern Ireland in impulse ice
cream products and has a growing
distribution base in the Republic

of Ireland.

In line with the group’s strategy of
building a market led, added value
dairy business, Dromona Quality
Foods and Dale Farm Dairies were
merged under the new company
name of Dale Farm Limited,
streamlining the business and giving
a stronger brand and market focus.
After the year-end Halib Foods
International was renamed Dale
Farm Ingredients reflecting the

company’s increasing focus on the
European food ingredients market.
Halib will still be retained as a trading
name in appropriate export markets.

Strategic Developments

The group continued to invest in

its operations with £4.313 million
invested in 2002/3 to improve
competitiveness, support the sales
growth in added value products and
comply with best practice. The recent
announcement on CAP reform puts
further pressure on the group to
accelerate the switch in processing
away from commodity and subsidy
dependent products into more added
value products that will give members
a more sustainable milk price going
forward. This move must be market
led as the failures of Amelca and
United Milk both demonstrate that
investment in new processing facilities
alone does not guarantee success.

A fundamental element of the
group’s strategy to switch to added
value products is the investment in a
new Technical Centre at Pennybridge,
backed by EU structural Peace ||
funds, which will increase the rate of
development and introduction of
innovative products and processes.
The Centre is targeted for
completion in September 2003.



Cost reduction activities continue to
deliver good benefits and help offset
increases in external costs over which
the group has little control such as
insurance and energy that have risen
steeply in the last year. A programme
of rationalisation of administration,
production and distribution activities
is well underway and together with
investment in automation, new
technology and facilities which
improve productivity and reduce
waste is resulting in reduced unit
costs and improved performance.

The group continues to dispose

of a number of properties that are
surplus to operating requirements
thus reducing costs, generating cash
for investment and the repayment of
borrowings and allowing the creation
of facilities more appropriate to the
needs of the business and market
going forward. During the year
£3.631million was realised from
property disposals. This process is
continuing during 2003/4 including
the disposal of the Antrim Road
property, which is too large, needs
extensive renovation and is costly to
run. The group head office and
support staff will be moving to much
smaller new rented offices in nearby
Dargan Road which are adjacent to
the motorway and close to the
proposed site for Dale Farm’s Belfast
distribution centre in Duncrue Street.

Outlook

The group continues to grow
benefiting both from recent
acquisitions and from the
development of existing activities.
Dairy markets are slowly recovering
from the depressed market in 2002
and together with the stronger euro
have helped improve milk prices.
The recent increases in United
auction prices are a welcome
development to all members and
should allow the base milk price to
break the 20 pence per litre barrier
this autumn/winter. A feature

in the last two years has been

a more pronounced difference

in auction prices between peak

and trough milk supply periods.
Processors increasingly want

a flatter all year round milk supply
as they seek to move to more
added value markets where demand
is relatively constant and to reduce
their unit costs by running their plant
throughout the year. CAP reform
will increase further the price
difference between peak and trough
milk supply by eroding intervention
support and export subsidies that
currently support milk prices at peak
supply. To maximise their returns
dairy farmers need to consider
producing more winter milk.

Dairy markets are becoming even
more competitive as companies
fight for survival and try to expand

to improve their return. This has led
to severe price competition in all
sectors in which Dale Farm operates
and has prevented Dale Farm
recovering from its customers the
increases in costs that it is facing in
milk, energy, insurance and wages.
Dale Farm has therefore had to rely
on growth in added value sales and
the benefits from cost saving
activities to offset those costs that
are increasing. While good progress
is being made, milk price and other
costs have increased at a faster rate
than the additional contribution
from sales growth and cost
reduction activities and as a result
group profitability in the current
year will significantly deteriorate.

In the longer term the group

is better positioned to face the
challenges ahead from CAP
reform and a competitive
marketplace and continues

to pursue its main objective of
providing a competitive milk price
and return to members through
improved business performance.

COot Q.

David Dobbin
Group Chief Executive

8
United Dairy Farmers Limited



Business Review

Liquid Milk/Cream

The merger of Dale Farm Dairies and
Dromona Quality Foods into Dale Farm
was completed during the year resulting
in operational improvements and cost
savings with the subsequent restructuring
of the sales team helping to exploit the
synergies in the market.

Sales within the supermarket sector
were in line with expectation but
doorstep sales continued to decline

as per the rest of the UK. Considerable
investment is being made in the liquid
milk manufacturing and distribution
operations to improve product quality
and service and reduce unit cost.

This has involved increased levels of
automation and improved processing
facilities at Pennybridge and the provision
of new delivery vehicles and improved
distribution depot facilities.

To maintain a presence in doorstep

and to improve the viability of
franchised milk distributors the
company is restructuring the existing
depot network, which is too large for
current needs and requires considerable
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investment to upgrade facilities. Surplus
depot properties are being sold realising
cash for reinvestment in new depot
and manufacturing facilities. This
process should be completed by

the end of 2003/4.

The liquid milk business continues

to experience severe price competition
and margin erosion made worse by

the ongoing decline in liquid milk
consumption that is occurring across
Europe. To address this issue new
product development activity has been
increased to create more added value
products and to develop segments in
the sector. The launches of single cream
and Suki orange resulted in incremental
sales and further new product launches
are planned for the current year.

Powder

The powder operation achieved

a significant increase in performance
over the previous year resulting from
better management, operational
improvements and investment in

new facilities and equipment. However
overall profitability was still poor due
to the reduction in milk supply, poorer
constituent quality and escalating

milk price in the second half of the
year following the poor summer
weather in 2002.

Tighter cost control, lower levels of
downgrade and waste and a reduction
in finished stocks all contributed to the
improved performance and following
an investment in process capability, the
ability to produce instantised powder
on both dryers opened up higher
premium markets. The new evaporator,
which came on line after the year end
will further improve performance by
replacing an older plant and allowing
Dunmanbridge to produce a wider
range of products with an increase in
evaporating capacity and a reduction
in energy consumption.



Cheese

The European cheddar market was

very depressed in 2002/3 due to an
overhang in stock from over production
in the previous year making for a difficult
year for the Dunmanbridge bulk cheese
operation. Problems with milk availability
and low constituent quality further
exacerbated the situation and resulted in
production being curtailed from October
until March when milk supplies increased
approaching the peak supply period.
Retail cheese however enjoyed a strong
performance offsetting in part the
problems in bulk cheese manufacture.
Dromona cheese enjoyed an excellent
year achieving significant year-on-year
growth and increased market share in
the home market. Distribution gains
were achieved across the retail, wholesale
and foodservice sectors, all benefiting
from a quality supply of NI home-
produced cheddar and the range
extension with the launch of half-fat

and medium cheddar. The Dromona
brand was supported throughout the
year by an ongoing programme of

promotion and advertising support.

A rolling PR plan was implemented

to reinforce local origin.

Sales of added value packs also
commenced to the Rol and GB markets
for retail packs, foodservice bulk and
grated products.

Butters/Spreads

The Dromona plant at Cullybackey
which produces bulk and retail butter
along with milk concentrate had a good
year with increased profit contribution.
However the spreads operation in
Tassagh came under major pressure
particularly in supermarket own brand
products as a result of strong
competition in the sector.

The bulk butter operation performed
well with returns enhanced by sales
growth into food service and food
ingredients while operating costs have
been further reduced. Cream purchases
from outside the group have continued
to supplement the volumes produced.
Evaporation of both skim milk and whole

milk at Dromona operated to capacity
through the peak milk production period
and proved both a useful and profitable
processing facility for the company.

The spreads operation continued to
make cost and efficiency improvements
and achieved Soil Association approval to
produce organic products and produced
its first organic spread in July 2002 for

a GB third party brand.

Branded butters and spread sales

in the local market achieved year-on-year
growth although high promotional

costs were incurred as a result of the
competitive nature of the sector.

A major relaunch took place of the
Dromona butter and spreads product
portfolio with enhanced packaging and
improved graphics and was supported
by a heavyweight marketing campaign.

Dromona branded sales commenced
into the GB/Rol markets for both retail
and foodservice with Dromona butter
and spreads products achieving listings
in several national supermarket groups.

],_‘5

1.

|
LLITIL




