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SALES, EXPORT & DOMESTIC REVENUE
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Whilst the rest of the industry is being lost to farmer ownership Murray Goulburn remains
committed to its co-operative principles.
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CHAIRMAN'S REPORT

Mr lan MacAulay, Chairman

2003/04 was another difficult year for Murray Goulburn
however the Co-operative was determined to maintain its
commitment to its suppliers going into the recovery phase
following the worst conditions any of us have ever experienced.

The Co-operative paid out all available earnings in milk price
and dividend, provided suppliers with the opportunity to opt
out of share equity contributions, offered special deals through
the year on store purchases and assisted with requests for
on-farm finance.

National milk production fell due to the lingering effects of the
drought, which also impacted directly on Murray Goulburn with
intake for the year 3.5% below 2002/03. Supplier numbers
finished the year at 3,109 — a positive result as more new farms
joined the Co-operative than left to go to other dairy
companies during the period. This was a pleasing result as
support for the co-operative movement is a fundamental driver
of milk price for all Australian dairyfarmers.

As the industry rebuilds, the Co-operative is in a solid position

to take advantage of the recovery. The financial strength of the
Co-operative has been maintained through this difficult period.
The board has aimed to maintain an equity position of 40% or
more. The Co-operative’s financiers endorsed this position with
their continued support.

Sales of $1.63 billion were maintained at close to that of the
previous year of $1.66 billion, a strong result considering the
difficult circumstances experienced during the year. Profit before
tax increased to $13 million and dividend on ordinary shares
was again a healthy 10% for the year.

Milk price increased by 7%, supported by strengthening
world prices for dairy product, but depressed by a rising
Australian dollar.




The Co-operative was determined to maintain its commitment to its suppliers going into
the recovery phase following the worst conditions any of us have ever experienced.

The Co-operative’s contribution to the economy was formally
recognised with the Governor of Victoria’s Export Award being
presented to Murray Goulburn at an official ceremony at
Government House. MG Nutritionals, the Co-operative’s new
high value products division performed well in its first full year
of operation.

The board again supported a 5% dividend to the employees
profit participation scheme (MGEE) thus maintaining our
commitment to our work force. This scheme is valued by most
of our employees as a bonus for working with the Co-operative.

As a co-operative Murray Goulburn has continued to maintain
a strong relationship with supplier/shareholders. The monthly
Devondaler is well received by a wide sector of the dairy
community. The regular supplier meetings have been well
attended and provide farmers the opportunity to meet and
question senior management face to face. MG Farm, our web
based farm information system has developed into a useful tool
for better farm management. Field services continues to offer a
wide range of support to suppliers. This resource has been
effectively utilised by a large number of suppliers during these
tough times.

A major portion of the milk produced for Murray Goulburn
Co-operative is supported by irrigation. With this in mind we
have taken a proactive approach to the issues of water. The
Co-operative made submissions to the Victorian and Federal
Governments on water resourcing and drought strategy
respectively. The submissions and the Co-operative’s
commitment to appropriate water policy initiatives were
augmented by meetings with State and Federal Government
Ministers stressing the importance of our industry to the
economy and its critical dependency on water.

An intense debate on the moratorium on trials of Genetically
Modified Organisms (GMO) took place in Victoria, with the
State Government extending the moratorium for four years.
Murray Goulburn Co-operative must ensure that we can
provide our customers with the products they require, we
therefore appreciate the cautious approach being adopted by
farmers to the introduction of GMO’s to our food chain.

This year marks the end of an era for two of our directors who
retire in accordance with the constitution. Both Ken Bruhn
(Leongatha) with 21 years and Alan Millar (Kerang) with 18
years service have made strong contributions to the
Co-operative and we express our appreciation for their service.
With considerable interest in board positions an introductory
one-day course for potential candidates was conducted during
the year. Demand for the course was strong thus attendance
was restricted to suppliers from zones where there were
elections to be held in 2004. The Co-operative will continue to
offer the course in subsequent years if interest is maintained.

The outlook for Murray Goulburn and its suppliers is positive as
milk production is starting to improve and there is a cautious
optimism that prices will remain firm and hopefully the currency
will continue to moderate. | believe we can look forward now to
a steady recovery phase. We still face many challenges in the
industry but one of the biggest challenges is to extract the true
value from milk and return as much of that value back to
farmer suppliers as possible. Only by farmer ownership can we
expect to capture the value of these new and exciting products
and processes that are being developed, and thus maximise our
suppliers’ returns.

Whilst the rest of the industry is being lost to farmer ownership
Murray Goulburn remains committed to its co-operative
principles. For this to be successful it requires the commitment
and support of all Murray Goulburn supplier/shareholders.

The success of Murray Goulburn Co-operative depends on the
goodwill and dedication of many people. Thank you to all
involved with the Co-operative including our customers,
suppliers of goods and services, financiers,
supplier/shareholders, the board, management team, staff and
employees. By working together there is no doubt that we can
build a stronger future for the dairy industry.

MURRAY GOULBURN ANNUAL REPORT 2004




OPERATIONS REVIEW

Mr Stephen O’Rourke, Managing Director

Murray Goulburn’s mission statement is unambiguous and
clearly understood by all those who work for and with the
Co-operative. “To maximise returns to Murray Goulburn farmers
today and in the future”. The adversity of the last two years has
emphasised the importance of maintaining this mission on
behalf of Murray Goulburn supplier/shareholders.

Murray Goulburn’s key objective for 2003/04 was to distribute
all available profit to supplier/shareholders by way of milk price
and dividend. It was not a year to retain profit in the
Co-operative for future development programs. The priority was
to help farmers recover as quickly as possible from the impact
of the 2002/03 drought. The Co-operative’s very healthy
balance sheet enabled it to establish this objective.

Many farmers carried significant losses into 2003/04 due to the
excessive cost of coping with the drought. High feed costs and
lack of water during 2002/03 also forced many farmers to
enter the new season with reduced stock numbers. Thus it was
essential for Murray Goulburn to pay out everything possible as
quickly as possible throughout the course of the year to help lift
farmers’ cash flow.

By year-end the milk price was 7% up on 2002/03. The
improved milk price was achieved despite the fact that world
prices in Australian dollar terms improved only marginally
during the year. The gains from rising US dollar prices were
unfortunately largely offset by an appreciating Australian dollar
which hit a six year high of USD 80 cents in January 2004.

Profit before tax was $13 million, up from $5 million in
2002/03. Out of profit an annual dividend of 10% was paid on
all ordinary shares. The interim dividend on these shares was
fully franked. Total assets at year end were $1.3 bhillion, up 9%
and equity increased by 3% to $544 million.




Murray Goulburn’s financial strength received resounding endorsement from

international financial markets.

The Co-operative’s cash position was again strong throughout
the period with all funding covenants comfortably adhered to,
reflecting the Co-operative’s underlying financial strength. It is
important to note that the Co-operative achieved higher
returns to its supplier/shareholders and improved net profit in a
very difficult market and seasonal environment, without
recourse to the sale of any assets or businesses. In fact the
Co-operative continued to invest wisely in plant & equipment
and market and product development during the year. Such
investment stands Murray Goulburn in excellent shape to take
advantage of improving market and seasonal conditions as
soon as this occurs.

Plant and equipment projects initiated during the year included
increase in manufacturing capacity of UHT milk and MPC at
Leongatha and the upgrading of retail milk plant at Kiewa.
Investment in research and development is pivotal to improving
dairyfarmer returns. The Co-operative’s research and
development projects during the year focussed on applying milk
solids to higher returning products and extracting higher value
dairy components.

Murray Goulburn’s financial strength received resounding
endorsement from international financial markets when the
Co-operative completed a USD120,000,000 note issue in the
US private placement market in December 2003. Murray
Goulburn sought the funding to replace short term Australian
dollar debt. Within a few days of going to the market, US
investors had offered subscriptions of more than
USD300,000,000, some USD180,000,000 more than
required. This response confirmed the Co-operative’s status as
a secure and internationally credentialled investment. The deal
provided access to unsecured long term borrowings at 4.98%
p.a. over 10 years. The investors are among the most respected
in the United States including The Northwestern Mutual Life
Insurance Company, Pacific Life, Massachusetts Mutual Life
Insurance Company, The Hartford, The Travellers Insurance
Company, C.M. Life Insurance Company. The transaction
effectively diversifies counter-party risk and greatly improves the
maturity profile of the Co-operative’s borrowings, striking a
sound balance between short and long term funding lines.

Milk intake for the year was 3.5 billion litres compared with
3.6 hillion in 2002/03. The season started with milk intake
running 11% below the corresponding start to 2002/03. This
was due to drought persisting in some supply areas, notably
northwest Victoria and east Gippsland, and depleted cow

numbers. Daily milk production did not reach the previous
year’s day-on-day volumes until January 2004. The good news
was that by June 2004, measured on a day-on-day
comparison, milk volume had moved 8.5% ahead of 2002/03,
signalling recovery during 2004/05 so long as seasonal
conditions do not deteriorate.

Although lower milk intake hampered overhead cost recovery,
putting upward pressure on manufacture costs per tonne, a
major drive on efficiency improvement and a better returning
product mix allowing smarter utilisation of capacity, helped
relieve this pressure.

Sales revenue for the year was $1.6 billion, marginally lower
than 2002/03. Export sales for the year were $1.0 billion in line
with 2002/03. Export shipments totalled 376,000 tonnes, down
from 418,000 tonnes in 2002/03. Lower shipments were due
to low carryover stocks and slow recovery in milk intake. Sales
volumes throughout 2002/03 were at record levels however, so
severe was the drought during the second half of 2002/03, that
it left Murray Goulburn short of product at the start of 2003/04.

Support from Murray Goulburn customers remains strong with
new opportunities either presenting themselves or being pursued
all the time. Sales volumes during 2003/04 included an
increased proportion of higher value product. While efficient,
quality manufacture and marketing of dairy commodities
remains crucial to the success of Murray Goulburn’s business, it
cannot rely on these markets solely.

In this regard, the progress of MG Nutritionals has been
extremely encouraging. The division further developed
international markets for higher value protein and nutritional
products during the year. MG Nutritionals exceeded $184
million in sales in only its second year of operation. Innovative
extraction of bioactives such as lactoferrin, colostrum and
speciality whey fractions has contributed to sales and profit
growth. MG Nutritionals completed its first full year of operation
during which sales were increased and operating costs reduced.

Continued development of the Co-operative’s domestic business
is also vital to help improve farmer returns. Domestic

sales totalled $618 million for the year emphasising the
importance of the Co-operative’s strategy to continue to support
the retail, foodservice, trading store and ingredient markets. The
Devondale retail brand is of growing value and is unique within
the Australian dairy industry. It is 100% owned by Australian
dairyfarmers and extends nationally across the Co-operative’s
full range of retail dairy product offerings.
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OPERATIONS REVIEW

Manufacturing

Marginal falls in milk throughput held manufactured volumes to
612,000 tonnes for the year. The major focus again during the
year was to manufacture a product mix that yielded maximum
return whilst continuing to drive operational costs down.

Capital programs were focussed on projects that delivered
a more profitable product mix as well as continuing to
address key areas of the environment and occupational
health and safety.

The increased capability to manufacture higher protein products
such as MPC80 was initiated at both Koroit and Leongatha.
Stage 1 of an expansion to the UHT plant was successfully
commissioned increasing the manufacturing capacity of this
facility and ranking it as one of the most technologically
advanced UHT plants in the world. This will give the
Co-operative more access to the liquid milk market where
demand continues to grow. The Cream Cheese operations at
Kiewa were increased to supply more product to both the
domestic and Asian markets. Automatic bag-loaders were
introduced at the Leitchville cheese factory generating further
efficiency and safety improvements.

Operational efficiencies suffered a setback at Leongatha and
Cobram when fire destroyed briquette manufacturing facilities in
the La Trobe Valley on Boxing Day. Steam generation at these
key facilities relies on briquette fuel. Higher cost alternative fuels
needed to be used throughout the second half of the year until
July when briquette supplies were restored. While this
unforeseen event temporarily increased energy costs,
operational continuity was maintained and all planned
manufacturing was achieved.

The Co-operative’s environmental programmes achieved
important outcomes for manufacturing sustainability, solids
recovery and regulatory compliance. Victorian Treasurer and
Minister for State and Regional Development The Hon. John
Brumby officially opened the Co-operative’s Cobram




Capital programs were focussed on projects that delivered a more profitable product
mix as well as continuing to address key areas of the environment and occupational

health and safety.

wastewater recycling system which involves reticulation of
factory waste water along a 36 kilometre pipeline for irrigation
onto dairy farms in the local area. This project which costs $8
million will ensure the future of the Cobram site giving it the
scope to grow as required.

Refurbishment of the whey drying facility at Leongatha resulted
in a reduction in particulate emissions capturing powder in
exhaust air for rework into product. The Co-operative’s noise
control programmes also continued during the year improving
the sustainability of factory operations and meeting key
environmental regulatory targets.

CAPITAL EXPENDITURE
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Research and Development

The R&D strategy is designed to ensure increased returns for
supplier/shareholders and a reducing reliance on commodity
markets. Programs were aimed at supporting customer needs
for products that provide improved performance and
functionality in their applications and establishing new
innovative products and applications utilising dairy components.

Activities ranged from strategic research through to
customer-focussed, new product development and development
of leading edge processing technologies. Much of the strategic
research is accomplished through extensive links and
partnerships with universities and other research organisations
throughout Australia and abroad.

New products developed during the year included a range of
new and modified cheese varieties that provide enhanced
customer functionality, milk fat blends, high fat milk powders,
innovative milk mineral products and WPC80 with enhanced
functionality in food applications.

The Co-operative’s leading edge R&D capabilities were
extended with the installation of a new pilot plant at the
applications laboratory in Cobram. This in-house facility
provides Murray Goulburn with an enhanced ability to minimise
the commercialisation time for R&D projects.

Quality

During the year Leitchville and Leongatha gained certification
for their HACCP systems, which means that all of the
Co-operative’s manufacturing facilities meet NSF HACCP-9000
certification and are accredited to AS/NZS ISO 9001:2000.

In its first full year of operation, the MG Nutritionals factory
continued to meet strict Japanese protocols for infant formula
manufacture and commenced full conversion to

Australian Standards.

The Integrated Logistics Centre at Laverton also gained
accreditation to AS/NZS 1SO 9001:2000 during the year
thereby providing an additional quality accreditation throughout
the supply chain.

The Co-operative continued to work with major customers and
third party accreditation body SAI Global to reduce the overall
number of audits and streamline the auditing process with many
major customers now accepting SAI third party auditing on their
behalf. A comprehensive self-assessment across all levels of the
organisation was conducted in conjunction with SAl Global,
which benchmarked Murray Goulburn against the Australian
Business Excellence Framework. From this review a number of
quality improvement projects have been initiated to further
strengthen our already sound quality systems.

Logistics

During 2003/04 the Co-operative closed several storage
warehouses in the greater Melbourne area previously leased or
rented. This was made possible due to the opening of the
Integrated Logistics Centre at Laverton which not only delivered
a reduction of logistics costs but an improvement in delivery of
customer service.

Part of the truck fleet was converted to Liquified Natural Gas

in an innovative project to utilise alternatives to diesel fuel for
road transport. The project has resulted in cost efficiencies in
logistic operations and generated reductions in greenhouse gas
emissions. The pilot programme is expected to be expanded to
other parts of the fleet in the year ahead.
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OPERATIONS REVIEW

Export

Total export shipments for 2003/04 of 376,000 tonnes were
10% below last year. This reflected lower carry-over stocks from
the preceding year and a reduced milk intake as a result of the
lingering impact of drought in key supply areas.

A continued focus on achieving the best returns saw a further
move towards higher returning products such as FCMP and
proteins (MPC, WPC, Casein and Caseinate).

In the past 12 months the global dairy market strengthened
considerably . The international butter price rose close to 50%
while international milk powder prices saw a 25% improvement
and international cheddar prices increased 40%. Unfortunately
a strengthening Australian dollar versus the US dollar eroded
much of the benefit of these price increases for Murray
Goulburn’s export business. The AUD peaked at 80¢ against
the USD in January 2004 having started the 2003/04 year at
66¢. By year-end the AUD had settled back in the low 70¢
range providing some relief.

The significant drivers behind the firm global market were tight
supplies, improving demand and several significant
developments in the European Union (EU) internal market.

Depressed milk supplies in many countries and continuing
improvements in global demand resulted in a market balance
that was better than expected. Supply from Australia and

New Zealand was limited, particularly for butter and milk
powders. At the same time demand for butter improved with
Russia again becoming a key buyer on the international market.
In 2003, Russian butter imports from the EU reached 65,000
tonnes, an increase of 80% on 2003. Asian demand for milk
powders also recovered while demand from other key milk
powder markets such as Mexico, Nigeria and Algeria was stable.

Tight milk supply in the EU impacted on the availability of most
dairy commodities from the region. Provisional stock figures for
2004 show that for the first three months of the year the EU was
1% below 2003. Major cheese producers in the UK, Ireland and
the Netherlands were worst affected. Cheese stocks in the UK hit
10- year lows during the year. At the same time EU cheese
exports to Russia in 2003 totalled 112,000 tonnes, up 62%




A continued focus on achieving the best returns saw a further move towards higher
returning products such as FCMP and proteins (MPC, WPC, Casein and Caseinate).

from the previous year. These factors contributed to a tightening
in the global cheese market. Also contributing to the tight
global cheese market was the recovery in consumption. In 2003
Japan’s consumption, and thus imports, of cheese improved.
MAFF (Japan’s Ministry for Agriculture, Fisheries and Forestry) is
forecasting cheese demand to grow in 2004 as well.

April 1st saw the introduction of a tender-based system for
export subsidies for SMP, butter and butteroil in the EU. This
resulted in aggressive cuts in the export subsidies for these
products. In line with these falls, the export subsidies for other
dairy products including WMP and cheese also fell. At the same
time, EU wholesale prices for most dairy products held firm.

Despite expectations that Common Agriculture Policy reforms
from July 1st would push internal prices lower, a tighter than
expected balance in the EU kept prices relatively unchanged.
Coupled with a stronger Euro against the US dollar, EU export
price offers for most dairy products have pushed significantly
higher since July.

WORLD COMMODITY PRICES
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The US SMP stockpile reduced significantly in the past

12 months. The stockpile of 274,000 tonnes as at year end
was 53% less than last year (584,000 tonnes). The reason for
the rapid rundown in the stockpile was twofold. Firstly, the

US Commodity Credit Corporation continued to implement
programs such as food aid, casein conversion and pudding
exchange to dispose of older product. Secondly, US milk
production trailed the previous year and this impacted on the
production of dairy commodities, including SMP. This meant the
US market for SMP was extremely tight triggering a jump in the
wholesale price (above the intervention price) thwarting sales to
intervention while sales from intervention back to the
commercial market were also steady.

The EU SMP stockpile of 185,000 tonnes as at year-end was
10% less than at the same time last year. In 2003/04 sales to
intervention since opening on March 1st were significantly less
than in previous years. With firm wholesale prices at or above
intervention triggers and good export demand the build-up in
intervention stocks was limited. The same situation applied to
EU butter intervention. The stockpile of 232,000 tonnes as at
year-end was only 3.5% more than in July 2003. Meanwhile
Private Storage Aid butter stocks were 85,000 tonnes at
year-end or 38% less than last year. EU traders were reluctant to
use the scheme in light of expected price drops in the first half
of 2004/05 as a result of intervention price cuts for butter
from July 1st.

The Australian Dollar, Euro and Japanese Yen were all stronger
against the US dollar over the past 12 months due mainly to
weakness in the US dollar which was affected by the war in
Irag, a large budget and trade deficit and uncertainty about
movements in official interest rates. In particular, European
prices strengthened as a result of the weaker US dollar which
further assisted in keeping prices firm.

MG Nutritionals

MG Nutritionals was established in July 2002. The business
has responsibility for marketing and developing new and
existing materials in the area of specialty milk and whey
proteins, bioactive compounds, infant formula and other
specialty powders.

MG Nutritionals products have been launched on to the global
market under the brand name Natra. NatraPro proteins,
NatraCal milk minerals, NatraLife colostrum, NatraStart infant
formulae and NatraFerrin lactoferrin. Although marketed
separately from the MG export brand all of the packaging
material and promotional literature associated with the products
make direct reference to Murray Goulburn to ensure the
company takes full advantage of Murray Goulburn’s strong
global reputation.

11
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OPERATIONS REVIEW

The MG Nutritionals strategy is to produce and market
nutritional products from a dairy base which improve the health,
wellbeing and quality of life for consumers. To achieve this
outcome, the company seeks to ensure that the products
generated must be underpinned by robust scientific justification
for the benefits they can deliver. The MG Nutritionals team has
worked diligently to establish a strong network within the
Australian and international research community with research
providers who can deliver expertise across a range of health
platforms. Working closely with external research groups has
allowed MG Nutritionals to access a wide variety of process
and analytical technologies.

MG Nutritionals has been particularly successful in securing
funding from external sources to gain maximum leverage for
Murray Goulburn’s investment in research and development.
MG Nutritionals was awarded an inaugural Food Innovation
Grant from the National Food Industry Strategy in 2003 which
contributes funding to assist in the discovery of novel
multi-functional milk peptides. MG Nutritionals also
collaborated with the Gardiner Foundation, Food Science
Australia, Deakin University and commercial partners on a
revolutionary biodiscovery program together with product
differentiation and commercialisation work.

To support and promote the reputation of MG Nutritionals as
an organisation producing products with a sound scientific
basis, a scientific symposium focusing on the importance of milk
calcium in the diet was successfully presented to 100 members
of the food and scientific community from within Australia and
the Asian region in February 2004.

MG Nutritional’s manufacturing facility at Cobram was fully
integrated into the Murray Goulburn operating system during
the year with the implementation of SAP at this site. The facility
is now targeting activities in broader specialty powder
applications including encapsulation of micro ingredients which
complements its already well established production of infant
dietetic products.




The MG Nutritionals team has worked diligently to establish a strong network within the
Australian and international research community with research providers who can deliver

expertise across a range of health platforms.

Domestic

The year continued to highlight the strength of Murray
Goulburn’s diverse mix of businesses and the importance of a
strong domestic business to the Co-operative’s future. The
financial result for all three sales channels of the Co-operative’s
retail division were extremely encouraging with good profit
returned in each.

Devondale

Devondale maintained its leadership in the dairy spread
category through the launch of Devondale Light with Calcium.
This launch and other category initiatives enabled Devondale to
achieve more than 56% market share in the dairy spreads
category in the face of aggressively supported new products
from competitors. The previous year’s strong growth in
Devondale cheese sales continued. The brand achieved strong
share gains in the natural cheese supermarket segment
achieving its highest ever market share.

Long Life Milk promotional and marketing campaigns continued
with the highly successful “Milk it and Win” on-pack consumer
promotions continuing to attract large numbers of entries and
under-pinning the brand’s continuing leadership.

Corporate Brands
In a highly competitive market the business maintained close

trading relationships with all retailers. Revenue for the year was
down from 2002/03, as the division chose not to pursue certain
tenders in favour of better returning alternate markets.

Food Service

The Food Service division achieved an excellent result, with
sales value growing 26%. Building on strong relationships
across a range of major foodservice customers this business
has grown to be one of the Co-operative’s strongest performers
in recent years with revenue rising 29% to $49 million, up from
$38 million.

Ingredients
Product availability during the year was very tight as a direct

result of the drought and reduced milk flow. The strong dollar
for much of the year made it particularly challenging to
maintain price position.

During the year the bulk liquid ingredient business was
expanded covering liquid milk, skim milk, skim milk
concentrate and other bulk liquids. The Co-operative continued
to conduct applications trials and test-market new ingredient
lines on the domestic market as a prelude to offering these
ingredients globally.

Trading

Total turnover was down 4.5% on the previous year. Sales
revenue in bulk fodder fell as the special drought assistance
rebates and supplementary feed payment made to farmers
during 2002/03 by the Co-operative were concluded.

Farmers enjoyed an excellent harvest season in all regions of
the state, where the Trading Company recorded record sales in
Silage Wrap/Covers, Baling and Netting Twines. Farmers baled
what ever they could to restore depleted hay and silage stocks
after the serve drought of 2002/03. Harvest Contractor
initiatives were put in place to assist farmers with their
negotiations with harvest contractors.

The Company continued to grow its fertilizer and pasture seed
business through its agronomic services department. Sales
increased in excess of 20% in fertilizer and pasture seed during
the year.

A new point of sale system was introduced during the year. The
first part of the program covered the installation of hardware
with recording and reporting enhancements to be implemented
during the 2004/05 year. The new software enhancements will
allow stores to provide efficient and better information for
farmers regarding their spending on farm inputs.

Controlling costs was paramount post the drought, where cost
and capital restraints were implemented throughout all facets of
the business. Thus capital expenditure on store refurbishments
were deferred until market and seasonal conditions improve.

A Trainee Managers’ programme was implemented during the
year to encourage younger staff to remain in rural retailing,
where it is becoming more and more difficult to attract suitable
candidates into country areas.

Field Services

During the 2003/04 season, suppliers in most districts began to
recover from many of the difficulties of the preceding season.
Murray Goulburn Field Services continued to focus on general
farm visits to provide support to suppliers during this phase.
These visits, combined with financial and budgeting services,
accounted for about half of farm visits with much of the
remaining work focussed on milk quality, company liaison and
MG Milkcare.

Milk quality for the year was again of an excellent standard with
90% of all milk attracting a premium payment. MG Milkcare
became the first Food Safety Program to be approved under the
Victorian Code of Practice administered by Dairy Food Safety
Victoria. Field staff made excellent progress with audits,
completing second round audits on all farms.
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The year continued to highlight the strength of Murray Goulburn’s diverse mix of
businesses and the importance of a strong domestic business to the Co-operative’s future.

MG F@RM, Murray Goulburn’s farm intranet service, continued
to expand with more than 1000 suppliers using the service.
Version 3 was completed and delivered to participating
suppliers which now carries a range of tools, input and cost
calculators to help monitor financial indices on-farm. A library
module which includes an electronic version of the MG
Milkcare manual was incorporated.

The Young Supplier Development program continued to run
successfully during the 2003/04 season. Young suppliers were
involved in farmer-run conferences in Gippsland, South West
and Northern Victoria . The group also participated in the
Australian Dairy conference and a mock board meeting
organised by MG Directors. Throughout the year group
members also ran regional activities in their own areas. The
program provided contact for more than 200 young suppliers
over the season.

The colostrum collection program produced significant
improvements in both quantity and quality of raw colostrum.
This was achieved through further increases in farm gate price
and altering the collection period to match supply in each of
the regions. Total intake of colostrum rose by 21% whilst per
litre returns to suppliers improved by 18% compared to the
previous season.

Murray Goulburn began work with Dairy Australia on the
Dairy Moving Forward Project towards the end of the 2003/04
year. “Dairy Moving Forward” was a Dairy Australia initiative in
response to dairy industry concerns about the future viability of
Australian dairyfarmers. Field staff developed the “Taking Stock”
project, an initiative stemming from “Dairy Moving Forward”
and are undertaking training to deliver the project to all
Murray Goulburn suppliers who request the service in the

year ahead. “Taking Stock” analyses farm production and
financial performance to assess the strength of the business

for the future.

Information Technology

The Information Technology Group achieved several major
advances in information handling capabilities over the past year
including the successful implementation of the Enterprise
Resource Planning system (SAP) and the restructuring of the
Co-operative’s telecommunications facilities which has reduced
the cost of these services, while increasing reliability.

Technology continues to change and evolve at an
ever-increasing rate and it is crucial that the organisation selects
the most suitable core advancements to support business
operations in the very competitive national and international
dairy product markets.

The installation of the SAP computer based system had a major
impact on business operations. The IT group has been engaged
in both the development of SAP to meet the Co-operative’s
particular business needs and its subsequent implementation
into daily business activities. Three distinct base modules are
now used in the financial, sales and distribution plus materials
requirement planning areas. Many challenges arose during the
implementation process, and these have been successfully met
resulting in a strong, integrated information technology platform
on which to base the company’s future. IT staff now operate in
the changed environment and continue to develop SAP to meet
more detailed business requirements. These features include the
potential to improve management reporting of defined
operational processes.

The Co-operative’s telecommunications networks have been
centralised. After extensive negotiation, the primary
telecommunication carrier has been changed to Telstra
resulting in cost reduction and improvements in service .
Subsequently the data network carrying e-mail and Internet
traffic has been restructured to provide increased bandwidth
and speed of response plus improved reliability. The network is
now more robust and suffered no unplanned outages due to
equipment malfunction during the past year. These complex
changes were successfully implemented with no negative impact
on business operations.

All branches are now connected to the communications network
which means that the Co-operative’s business processes are
supported by common core computing systems and procedures.

To promote consistent information throughout the organisation,
CIRRUS, a Lotus Notes based document management
application, has been constructed to manage documents,
folders and drawings. This application is aimed at reducing the
number of paper copies and be a source of current information
for all staff.

As part of the Co-operative’s business continuity planning
Telstra resources are now used for the Business Continuity
back-up site which houses equipment that can be immediately
used as an alternative to the Brunswick based equipment in the
case of a local disaster. With the business’s heavy reliance on
computer-based systems, this configuration ensures minimum
disruption to operations should the equipment at Brunswick
become inoperable. This back-up site is fully integrated into the
company communication network and the stand-by equipment
is tested regularly to ensure its availability on demand. The site
is provisioned with alternative power resources and

qualified staff.
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Statement of Financial Performance

for the Financial Year ended 30 June 2004

Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
Sales revenue 2 1,631,483 1,663,286 1,499,548 1,540,125
Cost of sales (1,392,189) (1,451,814) (1,273,298) (1,342,834)
Gross profit 239,294 211,472 226,250 197,291
Other revenue from ordinary activities 2 1,554 30,329 5,623 94,523
Share of net profit (loss) of associated companies
accounted for using the equity method 14 268 (947) - -
Distribution expenses (98,382) (106,469) (97,574) (105,423)
Marketing expenses (43,137) (42,482) (42,219) (41,212)
Administration expenses (53,228) (53,789) (44,147) (44,828)
Borrowing costs expense 3 (24,086) (23,990) (30,008) (30,076)
Other expenses from ordinary activities (9,114) (9,215) (21,125) (18,622)
Profit from ordinary activities before
income tax expense 13,169 4,909 (3,200) 51,653
Income tax (expense) benefit 4 (1,915) 11,063 (587) 12,555
Net profit (loss) 11,254 15,972 (3,787) 64,208
Net profit attributable to outside equity interests (3,532) (3,541) - -
Net profit attributable to members of the parent entity 7,722 12,431 (3,787) 64,208
Total revenues, expenses and valuation adjustments
attributable to members of the parent entity
and recognised directly in equity 25 15,711 315 15,711 -
Total changes in equity other than those resulting
from transactions with owners as owners 23,433 12,746 11,924 64,208

The accompanying Notes form part of these Financial Statements
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Statement of Financial Position

as at 30 June 2004

Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000

Current Assets
Cash 17,695 14,685 15,737 9,938
Receivables 9 254,877 196,451 247,082 187,105
Inventories 10 384,720 340,892 370,810 321,042
Other 11 3,795 2,972 2,876 1,886
Total Current Assets 661,087 555,000 636,505 519,971
Non Current Assets
Receivables 9 46,743 48,529 52,743 95,356
Investments accounted for using the Equity Method 14 5,374 5,106 - -
Other Financial Assets 12 680 583 8,283 14,986
Property, Plant & Equipment 15 579,038 576,712 578,306 539,409
Deferred Tax Assets 16 25,132 24,611 25,132 24,182
Other 11 907 1,826 - -
Total Non Current Assets 657,874 657,367 664,464 673,933
Total Assets 1,318,961 1,212,367 1,300,969 1,193,904
Current Liabilities
Payables 17 175,412 182,848 160,616 158,583
Interest Bearing Liabilities 18 362,096 315,903 362,096 315,852
Current Tax Liability 19 - - - -
Provisions 20 25,246 16,770 24,338 15,499
Total Current Liabilities 562,754 515,521 547,050 489,934
Non Current Liabilities
Payables 17 1,000 1,000 1,000 1,000
Interest Bearing Liabilities 18 175,100 133,963 271,455 228,535
Provisions 20 11,148 10,029 10,807 9,567
Deferred Tax Liabilities 22 25,132 24,186 25,132 24,182
Total Non Current Liabilities 212,380 169,178 308,394 263,284
Total Liabilities 775,134 684,699 855,444 753,218
Net Assets 543,827 527,668 445,525 440,686
Equity
Contributed Equity 24 167,597 157,613 167,897 157,914
Reserves 25 131,775 117,629 69,327 55,181
Retained Profits 26 170,281 178,047 208,301 227,591
Shareholders’ Equity attributable to
Members of the Parent Entity 469,653 453,289 445,525 440,686
Ouitside Equity Interests in Controlled Entities 27 74,174 74,379 - -
Total Equity 543,827 527,668 445,525 440,686

The accompanying Notes form part of these Financial Statements
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Statement of Cash Flows

for the Financial Year ended 30 June 2004

Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
Cash flows from operating activities
Receipts from customers 1,593,381 1,775,328 1,440,837 1,641,448
Payments to suppliers and employees (1,563,743) (1,616,230) (1,411,941) (1,482,787)
29,638 159,098 28,896 158,661
Dividends received - 18 - 200
Interest received 1,152 1,033 915 904
Interest paid (22,558) (24,713) (22,546) (24,665)
Income taxes paid (1,841) (2,902 - -
Net cash inflow from operating activities 35b 6,391 133,534 7,265 135,100
Cash flows from investing activities
Payments for property, plant and equipment (43,453) (69,521) (42,649) (69,344)
Investment in associated company - (3,503) - (3,503)
Proceeds from the sale of property, plant,
equipment and vehicles 422 29,261 396 29,213
Net cash (outflow) from investing activities (43,031) (43,763) (42,253) (43,634)
Cash flows from financing activities
Dividends paid (6,721) (17,152) (6,736) (17,189)
Proceeds from the issue of ordinary and
non-redeemable preference shares 8,994 20,105 8,994 20,105
Repayment of lease liabilities (844) (543) (796) (449)
Proceeds from borrowings 162,135 - 162,135 -
Repayment of borrowings (123,690) (90,646) (123,690) (90,646)
Net cash inflow (outflow) from financing activities 39,874 (88,236) 39,907 (88,179)
Net increase in cash 3,234 1,535 4,919 3,287
Cash held by associate at time of acquisition 35e - 3,180 - -
Cash held by subsidiary at time of acquisition 35e - - 1,104 -
Cash at the beginning of the year 14,685 10,008 9,938 6,689
Effect of exchange rate changes on cash (224) (38) (224) (38)
Cash at the end of the year 35a 17,695 14,685 15,737 9,938

The accompanying Notes form part of these Financial Statements
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Notes to the Financial Statements

for the year ended 30 June 2004

NOTE 1 Summary of Significant Accounting Policies

This general purpose financial report has been prepared on an accrual basis in accordance with the Corporations Act 2001, applicable Accounting
Standards and Urgent Issues Group Consensus Views, and complies with other requirements of the law.

It is prepared in accordance with the historical cost convention, except for certain assets which, as noted, are at valuation. Unless otherwise stated,
the accounting policies adopted are consistent with those of the previous year.

a)

b

~

c)

d

-

e)

f)

9)

=3
=

Principles of Consolidation

The consolidated financial statements incorporate the assets and liabilities of all entities controlled by Murray Goulburn Co-Operative Co Limited
(“company™) as at 30 June 2004 and the results of all controlled entities for the year then ended from the date on which the company obtained
control. The company and its controlled entities together are referred to in this financial report as the consolidated entity. The effects of all
transactions between entities in the consolidated entity are eliminated in full. Outside equity interests in the equity of controlled entities are shown
separately in the consolidated statement of financial position.

Investments in associated companies are accounted for under the equity method in the consolidated financial statements and the cost method in
the company financial statements.

Income Tax
The consolidated entity adopts the liability method of tax effect accounting whereby the income tax expense shown in the statement of financial
performance is based on the profit from ordinary activities before tax adjusted for any permanent differences.

Timing differences which arise due to the different accounting periods in which items of revenue and expense are included in the determination
of profit from ordinary activities and taxable income are brought to account as either provision for deferred income tax or an asset

described as future income tax benefit at the rate of income tax applicable to the period in which the benefit will be received or the liability
will become payable.

Future income tax benefits attributable to timing differences and carried forward tax losses are not brought to account unless realisation of the
asset is assured beyond reasonable doubt or virtually certain.

During the current year, the directors elected that the company and its wholly-owned entities would join a tax-consolidated group effective
1 July 2002. The members of the tax-consolidated group have not entered into a tax sharing agreement and, as a result, all income tax expenses,
revenues, assets and liabilities of the members of the tax-consolidated group are recognised in the financial statements of the parent entity.

Foreign Currencies
Foreign currency transactions covered by specific hedges in the form of forward exchange contracts are recorded in Australian currency at the
forward exchange contract rate.

Other forward currency transactions during the year are converted to Australian currency at the rate of exchange ruling at the date of the
transaction. Foreign currency monetary items at balance date are translated at the exchange rate ruling at that date.

Property, Plant and Equipment

Land and buildings are measured at fair value. Plant and equipment are included at cost being the purchase consideration determined as at the
date of acquisition plus costs incidental to the acquisition. The cost of fixed assets constructed within the consolidated entity includes the cost of
materials and direct labour. All fixed assets including buildings and capitalised leasehold assets, but excluding freehold land, are depreciated over
their estimated useful lives commencing from the time the asset is held ready for use.

The gain or loss on disposal of all fixed assets, including revalued assets, is determined as the difference between the carrying amount of the
asset at the time of disposal and the proceeds of disposal, and is included in the results of the group in the year of disposal. Any realised
revaluation increment relating to the disposed asset which is included in the asset revaluation reserve, is transferred to the capital reserve.

The valuation of land and buildings has not taken account of the potential capital gains tax on assets acquired after the introduction of
capital gains tax.

Recoverable Amount of Non-Current Assets
Non-current assets are written down to recoverable amount where the carrying value of any non-current asset exceeds recoverable amount.
In assessing the recoverable amount of non-current assets the relevant cash flows have not been discounted to their present value.

Receivables
Trade receivables and other receivables are recorded at amounts due less any allowance for doubtful debts.

Investments
Controlled entities and associates are accounted for in the consolidated financial statements as set out in note 1(a). Other investments are
recorded at cost. Dividend revenue is recognised on a receivable basis.

Goods and Services Tax
Revenues, expenses and assets are recognised net of the amount of goods and services tax (GST), except:

i. where the amount of GST incurred is not recoverable from the taxation authority. In this case the GST is recognised as part of the cost of
acquisition of an asset or as part of an item of expense; or

ii. for receivables and payables which are recognised inclusive of GST.

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or payables. Cashflows are
included in the statement of cashflows on a gross basis. The GST component of cashflows arising from investing and financing activities which is
recoverable from, or payable to, the taxation authority is classified as operating cashflows.
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Notes to the Financial Statements

for the year ended 30 June 2004

NOTE 1 Summary of Significant Accounting Policies (continued)

i)

)

K)

Depreciation of Property, Plant and Equipment
Depreciation is calculated on a reducing balance basis to write off the net cost or revalued amount of each item of property, plant and equipment
(excluding land) over its expected useful life to the consolidated entity.

The expected useful lives are as follows:

Buildings 30 to 40 years Vehicles 3 to 8 years
Plant and Equipment 5 to 15 years Tankers 10 to 20 years

Capitalisation of Borrowing Costs
Borrowing costs directly attributable to property, plant and equipment under construction are capitalised as part of the cost of those assets.

Leased Assets

Leased assets classified as finance leases are capitalised as fixed assets. A finance lease effectively transfers from the lessor to the lessee
substantially all the risks and benefits incidental to the ownership of the leased asset. The amount initially brought to account is the present value
of minimum lease payments. Capitalised leased assets are amortised on a reducing balance basis over the estimated useful life of the asset.
Finance lease payments are allocated between interest expense and reduction of lease liability over the term of the lease. The interest expense is
determined by applying the interest rate implicit in the lease to the outstanding lease liability at the beginning of each lease payment period.

Operating lease payments are recognised as an expense in the periods in which they are incurred, as this represents the pattern of benefits
derived from the leased assets.

Inventories
Dairy produce stocks have been valued at the lower of cost and net realisable value. Cost comprises direct materials, direct labour, maturation
costs and an allocation of fixed factory overheads.

Stores, packing materials and Murray Goulburn Trading stocks, have been valued at the lower of cost and net realisable value. Costs have been
allocated on the first in first out basis.

m) Accounts Payable

n)

0)

p)

q)

Trade payables and other accounts payable are recognised when the consolidated entity becomes obliged to make future payments resulting from
the purchase of goods and services.

Employee Benefits
Provision is made for benefits accruing to employees in respect of wages and salaries, annual leave, long service leave and sick leave when it is
probable that settlement will be required and they are capable of being measured reliably.

Provisions are measured at their nominal values using the remuneration rate expected to apply at the time of settlement where they are expected
to be settled within twelve months. Provisions not expected to be settled within twelve months are measured at the present value of the estimated
future cash outflows in respect of services provided up to balance date.

Contributions are made by the consolidated entity to employee superannuation funds and are charged as expenses when incurred. The difference
between the present value of accrued benefits and the net market value of the plan assets has not been recognised in the consolidated financial
statements. The consolidated entity has no legal obligation to cover any shortfall, should there be any, in the funds’ obligation to provide benefits
to employees on death, disablement or retirement.

Revenue Recognition
Revenue from the sale of goods and disposal of assets is recognised when the consolidated entity has passed control of the goods or assets to the buyer.

Interest Bearing Liabilities
Loans are recorded at an amount equal to the net proceeds received. Interest expense is recognised on an accrual basis.

Interest Rate Swaps
Gains and losses on interest rate swaps are included in the determination of interest expense.

r) Changes in Financial Reporting Requirements

For reporting periods beginning 1 July 2005, the consolidated entity must comply with Australian equivalents to the International Financial
Reporting Standards (‘A-IFRS’) issued by the Australian Accounting Standards Board.

The company has a project in place to ensure it is prepared to report under A-IFRS for the half year ending 31 December 2005 and the full year
ending 30 June 2006. The project has identified the significant likely differences and will quantify the financial impact over the next few months.

The differences between the current Australian requirements (‘Australian GAAP’) and A-IFRS identified to date as potentially having a significant
effect on the consolidated entity’s financial performance and financial position are summarised below. The project has not yet finalised its
assessment of the impact of A-IFRS on the consolidated entity and therefore this summary should not be taken as a complete list of all the
differences between Australian GAAP and A-IFRS.

Regulatory bodies that promulgate Australian GAAP and A-IFRS have a number of ongoing projects that could affect the differences described
below between Australian GAAP and A-IFRS and the impact of these differences on the consolidated entity’s future financial reports. The potential
impacts of the adoption of A-IFRS on the consolidated entity’s financial performance and financial position, including system upgrades and other
implementation costs which may be incurred, have not been quantified as the actual impact will depend on the particular circumstances
prevailing on adoption of A-IFRS in the financial year commencing 1 July 2005.

It is important to understand that, while the A-IFRS accounting requirements will change the consolidated entity’s reported results, this does not
represent a change in the actual operations or the strength of the underlying business.
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NOTE 1 Summary of Significant Accounting Policies (continued)
The key potential implications of the conversion to A-IFRS to the consolidated entity are as follows:

« Financial Instruments — The consolidated entity enters into forward exchange contracts and interest rate swaps to manage foreign exchange risk and
interest rate risk as detailed in Note 1(c) above and Note 33(c) below. A-IFRS requires the recognition of all financial assets and financial liabilities,
including derivatives, some of which may not be recognised under current Australian GAAR. Changes in the fair value of derivatives may impact on
the consolidated entity’s profit and loss or equity depending on their designation and effectiveness.

= Taxation — The consolidated entity currently recognises deferred taxes by accounting for the differences between accounting profits and taxable
income. Under A-IFRS, deferred taxes are measured by reference to differences between the carrying amount and the tax base of assets and
liabilities recognised in the balance sheet. This may result in increased deferred tax assets and liabilities. Adjustments to the deferred tax balances
may also arise due to adjustments to the carrying amount of other assets and liabilities resulting from other A-IFRS.

= Defined Benefit Plans — The consolidated entity currently expenses contributions to the defined benefit plan when due and payable. Under A-IFRS,
the consolidated entity will be required to recognise the surplus or deficit of the defined benefit plan in its income statement. This change in policy
may introduce more volatility in the statement of financial performance.

« First-time adoption of A-IFRS — On first-time adoption of A-IFRS, the consolidated entity will be required to restate its comparative balance sheet
such that the comparative balances presented comply with the requirements specified in the A-IFRS, ie. the balances that will be presented in the
financial report for the year ended 30 June 2005 may not be the balances that will be presented as comparative numbers in the financial report for
the following year, as a result of the requirement to retrospectively apply the A-IFRS. As any adjustments on first-time adoption are to be made
against opening retained earnings, the amount of retained earnings at 30 June 2004 presented in the 2005 financial report and the 2006
financial report available to be paid out as dividends may differ.

Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 2 Revenue
Operating Revenue
Sales revenue 1,631,483 1,663,286 1,499,548 1,540,125
1,631,483 1,663,286 1,499,548 1,540,125
Operating Revenue
Interest received or receivable from :
- wholly controlled entities 34 - - 278 321
- other persons 1,132 1,050 895 921
Dividends received from other corporations - 18 - 200
Service and management fees receivable 34 - - 4,054 4,436
Non-Operating Revenue
Proceeds on disposal of vehicles, plant
and equipment 422 29,261 396 29,213
Profit on forgiveness of liabilities owing
to controlled entities 34 - - - 59,432
1,554 30,329 5,623 94,523
Revenue from ordinary activities
(excluding the equity accounted net profit
of associated companies) 1,633,037 1,693,615 1,505,171 1,634,648
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Notes to the Financial Statements

for the year ended 30 June 2004

Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 3 Profit from Ordinary Activities
before Income Tax expense has been
determined after:
a) Charging as Expenses:
Borrowing Costs
Interest paid or payable to
- controlled entities 34 - - 5,934 6,134
- other persons 23,934 23,688 23,934 23,643
- finance charges on finance leases 152 302 140 299
Total borrowing costs expensed 24,086 23,990 30,008 30,076
Depreciation of:
- buildings 5,752 4,563 5,269 2,053
- plant and equipment 54,709 58,297 52,088 57,386
60,461 62,860 57,357 59,439
Amortisation of:
- leasehold improvements 1 2 - -
- capitalised leases 744 547 744 539
745 549 744 539
Loss on sale and scrapping of non-current assets 831 442 815 428
Write down of inventories to net realisable value 3,863 798 3,863 798
Write down of investments in subsidiaries - - 6,800 8,959
Foreign exchange loss on intercompany loan - - 4,977 -
Rental expense on operating leases 9,766 1,638 9,584 3,354
Research and development expenditure 4,323 4,003 4,323 3,925
Contributions to defined benefit superannuation funds 3,445 3,266 3,445 3,266
Transfer to (from) provision for doubtful debts 174 (6,807) 27 (6,821)
b) Sales of Assets :
Profit on sale of vehicles, plant and equipment 67 15,918 63 15,903
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Consolidated Company

Note 2004 2003 2004 2003
$000 $000 $000 $000

NOTE 4 Income Tax Expense
a) The prima facie income tax expense on pre-tax accounting profit reconciles to the income tax expense in the financial statements as follows:
Profit from ordinary activities before

income tax expense 13,169 4,909 (3,200) 51,653

Income tax calculated at 30% 3,951 1,473 (960) 15,496

Tax effect of permanent differences :
Non-deductible depreciation of buildings 1,717 1,335 1,581 616
Dividends as a co-operative (689) (4,277) (693) (4,288)
Repayment of Rural Finance and State Government loans - (8,269) - (8,269)
Special write-off of income producing buildings (2,045) (1,586) (1,980) (1,102)
Capitalised borrowing costs (607) - (607) -
Non-deductible amortisation of deferred
foreign exchange loss 689 - - -
Write down of investments in subsidiaries - - 2,040 2,688
Foreign exchange loss on intercompany loan - - 1,493 -
Profit on forgiveness of liabilities - - - (17,830)
Sundry items (45) 287 261 (89)

Impact of the tax consolidation system :

Initial recognition of deferred tax balances of
subsidiaries on implementation of the

tax consolidation system - - 424 -
Consideration paid to subsidiaries in respect of
transferred deferred tax balances - - (424) -
Current and deferred taxes relating to wholly owned
subsidiaries in the tax consolidated group - - 699 -
Income tax adjusted for permanent differences 2,971 (11,037) 1,834 (12,778)
Assessed losses utilised in respect of
current year taxation (1,056) - (1,247) -
Current year assessed losses not brought to account
as a future income tax benefit - - - 99

Prior year assessed losses brought to account as
a future income tax benefit - (150) - ;

Adjustment to the provision for deferred
income tax arising from timing related deductions
claimed with respect to prior years - 124 - 124

Income tax expense (benefit) 1,915 (11,063) 587 (12,555)

b) The future income tax benefit shown in
note 16 includes $16,135,000 in relation to income tax
losses carried forward by the parent
and consolidated entity (2003: $16,291,000).
The potential future income tax benefit at 30 June 2004
in respect of tax losses not brought to account is : 1,493 15,445 1,493 2,838

The benefit for tax losses will only be obtained if :
i) the consolidated entity derives future assessable income of a nature and of an amount sufficient to enable the benefit from the deductions for
the losses to be realised

ii) the consolidated entity continues to comply with the conditions for deductibility imposed by tax legislation, and
i) no changes in tax legislation adversely affect the consolidated entity in realising the benefit from the deduction for the losses.

The Murray Goulburn tax consolidated group obtained an uplift in the tax cost base of plant and equipment associated with
Meiji-MGC Dairy Co Pty Ltd. Tax losses not brought to account in the prior year were subsequently cancelled in return for the uplift in the tax cost
base providing greater depreciation deductions in the future.
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Notes to the Financial Statements

for the year ended 30 June 2004

NOTE 5 Remuneration of Directors
The specified directors of Murray Goulburn Co-operative Co. Limited during the year were:

Salary Non Superannuation Total
& Fees Monetary
$ $ $ $

IW MacAulay Chairman, non executive 100,000 - 9,000 109,000
LA Jarvis OAM Deputy chairman, non executive 60,000 - 5,400 65,400
ST Mills Non executive 40,000 - 3,600 43,600
WM Brown Non executive 40,000 - 3,600 43,600
KJ Bruhn Non executive 40,000 - 3,600 43,600
TD Keele Non executive 40,000 - 3,600 43,600
JC Mason Non executive 40,000 - 3,600 43,600
AL Millar Non executive 40,000 - 3,600 43,600
DF Howard Non executive 40,000 - 3,600 43,600
J Vardy Non executive 40,000 - 3,600 43,600
WB Sanderson (i) Non executive 187,003 6,771 10,365 204,139
SJ O’Rourke Managing Director 958,072 8,649 85,365 1,052,086
TOTAL 1,625,075 15,420 138,930 1,779,425

Non executive directors’ remuneration consists of an annual fee approved by the members at the Annual General Meeting and superannuation at the
statutory rate of 9%.

Members approved an aggregate amount of $530,000 for non executive directors’ fees at the 2003 Annual General Meeting. Executive directors’
remuneration is set by the remuneration committee.

As detailed in Note 30 below, the company made additional voluntary contributions to the defined benefits superannuation fund to return it to a
satisfactory position. The additional contributions can not be allocated to specific individuals and have therefore not been included in the
remuneration of individual directors.

The directors listed above each held office as a director of the company throughout the year ended 30 June 2004.

(i) Wayne Sanderson retired from his position as executive director - research, development and technical services in November 2003 at which point
he took up a position as a non executive director. Mr Sanderson’s remuneration includes salary and other non monetary benefits for the period
served as an executive director and accrued leave entitlements paid out on retirement from his executive position.

NOTE 6 Remuneration of Executive Officers

There were three executives with the greatest authority and who were directly accountable and responsible for the strategic direction and
operational management of the company and the consolidated entity during the financial year.

Salary Non Superannuation Total
Monetary
$ $ $ $
P Kerr Chief Operating Officer 320,109 24,760 28,500 373,369
N Longstaff General Manager-Retail, Marketing, Sales 221,019 17,390 19,575 257,984
P Hobman General Manager-MG Nultritionals / R&D 206,653 19,743 18,450 244,846
TOTAL 747,781 61,893 66,525 876,199

Executives’ remuneration is assessed against market rates and is determined by the Managing Director annually.
The executives listed above were employed by the company throughout the year ended 30 June 2004.

As detailed in Note 30 below, the company made additional voluntary contributions to the defined benefits superannuation fund to return
it to a satisfactory position. The additional contributions can not be allocated to specific individuals and have therefore not been included in the
remuneration of individual employees.

Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 7 Remuneration of Auditors
Remuneration received by the auditor of the parent entity:
- auditing the financial reports (including a review of the 241 215 241 215
December 2003 half year report)
- other services 189 1,166 189 1,166
430 1,381 430 1,381

26




Company

Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 8 Dividends Paid or Proposed
Fully Paid Ordinary Shares
- Interim dividend of 5 cents (2003: nil cents)
per share franked to 100% at a 30%
corporate income tax rate (i) 6,470 - 6,470 -
- Final dividend of 5 cents (2003: 8 cents)
per share unfranked (i) 6,651 1,214 6,651 1,214
Fully Paid D Class Ordinary Shares
- Interim dividend of nil cents (2003: nil cents)
per share unfranked (i) - - - -
- Final dividend of nil cents (2003: 10 cents)
per share unfranked (i) - 10,758 - 10,758
Fully Paid DX Class Ordinary Shares
- Interim dividend of nil cents (2003: nil cents)
per share unfranked (i) - - - -
- Final dividend of nil cents (2003: 10 cents)
per share unfranked (i) - 157 - 157
Fully Paid A Class Non Cumulative
Non-Redeemable Preference Shares
- Interim dividend of 4 cents (2003: 4 cents)
per share unfranked 927 1,008 927 1,008
- Final dividend of 4 cents (2003: 4 cents)
per share unfranked 908 997 908 997
Fully Paid B Class Non Cumulative
Non-Redeemable Preference Shares
- Interim dividend of 2.5 cents (2003: 4 cents)
per share unfranked 115 28 115 28
- Final dividend of 2.5 cents (2003: 4 cents)
per share unfranked 123 95 123 95
Fully Paid C Class Non Cumulative
Non-Redeemable Preference Shares
- Interim dividend of 4 cents (2003: nil cents)
per share unfranked 142 - 142 -
- Final dividend of 4 cents (2003: nil cents)
per share unfranked 152 - 152 -
Partly Paid Ordinary Shares
- Interim dividend of 0.4 cents (2003: 0.4 cents)
per share unfranked - - 15 12
- Final dividend of nil cents (2003: 0.4 cents)
per share unfranked - - - 25
26 15,488 14,257 15,503 14,294
(i) Subsequent to resolutions passed at the
2003 Annual General Meeting, all D class
ordinary shares and DX class ordinary shares
were converted into ordinary class shares.
To assist shareholders with their cashflow during
the 2003 financial year the final dividend,
normally paid in November, was brought forward
and paid with the interim dividend in May 2003.
Adjusted franking account balance (tax paid basis) 2,418 5,205 2,384 5,154
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Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 9 Receivables
Current
Trade receivables 225,581 172,953 218,457 164,707
Less : allowance for doubtful debts (1,407) (1,233) (1,037) (2,010)
224,174 171,720 217,420 163,697
Other receivables 30,703 24,731 29,662 23,408
Receivables / (Payables) from hedge contracts (i) (13,850) 42,715 (13,850) 42,715
Deferred (gain) / loss on hedge contracts (i) 13,850 (40,118) 13,850 (40,118)
Deferred premium on hedge contracts (i) - (2,597) - (2,597)
254,877 196,451 247,082 187,105
Non Current
Amounts receivable from a controlled entity - - 6,000 46,827
Other receivables 46,743 48,529 46,743 48,529
46,743 48,529 52,743 95,356

(i) Receivables / (Payables) from hedge contracts represent net unrealised (gains) / losses, compared with the spot rate at 30 June, on foreign
exchange contracts that are hedges against sales.

Where a purchase or sale is specifically hedged, realised and unrealised gains or losses on the hedging transaction are deferred.

NOTE 10 Inventories
Finished goods

- at cost 340,201 294,007 326,291 278,360
- at net realisable value 17,281 18,130 17,281 18,130
Raw materials and stores - at cost 27,238 28,755 27,238 24,552

384,720 340,892 370,810 321,042

NOTE 11 Other Assets

Current
Prepayments 2,876 2,053 2,876 1,886
Deferred foreign exchange loss 919 919 - -
3,795 2,972 2,876 1,886
Non Current
Deferred foreign exchange loss 907 1,826 - =
NOTE 12 Other Non Current Financial Assets
Investments
Shares in controlled entities at cost 13 - - 4,100 10,900
Shares in other corporations at cost 680 583 676 579
Shares in associates at cost 14 - - 3,507 3,507
680 583 8,283 14,986
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NOTE 13 Controlled Entities

All controlled entities, except for Murray Goulburn Investment Ltd, are wholly owned. Control of all voting shares in Murray Goulburn

Investment Ltd vests in Murray Goulburn Co-operative Co. Ltd. All controlled entities are incorporated in Victoria.
Murray Goulburn Nominees Pty Ltd and Murray Goulburn Superannuation Pty Ltd are beneficially owned.

Note 2004 2003

$000 $000

Entity Class of Share Company’s Investment

at Book Value

Parent Entity:

Murray Goulburn Co-operative Co. Limited - -

Controlled Entities of

Murray Goulburn Co-operative Co. Limited:

Murray Goulburn Trading Pty Ltd Ordinary 2,100 2,100

Murray Goulburn Investment Limited Ordinary 2,000 2,000

MG Nutritionals Pty Ltd (@) Ordinary - -

Meiji-MGC Dairy Co Pty Ltd (@)(b) Ordinary - 6,800
4,100 10,900

(@) These wholly-owned entities are small proprietary companies pursuant to the Corporations Act 2001 and consequently are relieved from the

requirement to prepare audited financial reports.

(b) During the year, Murray Goulburn Co-operative Co Limited acquired all of the assets and liabilities of Meiji-MGC Dairy Co Pty Ltd.

The parent company’s investment in the subsidiary was subsequently written down to $nil.

The following controlled entities were voluntarily deregistered by Australian Securities and Investments Commission during the current financial year.

The parent company’s investment in these controlled entities was written down to $nil in the prior financial year.

Berriquin Dairy Co. Pty Ltd

The Grasmere Butter Co. Pty Ltd

Mid-Murray Dairy Co. Pty Ltd

The Portland Co-operative Dairy Co. Pty Ltd

The Rochester Co-operative Butter and Canning Co. Pty Ltd
South Gippsland Milk Industries Pty Ltd

Ardare Dairy Foods Pty Ltd

Ardare Hardware Pty Ltd

Gippsland Amalgamated Milk Products Pty Ltd

The Maffra Co-operative Milk Products Co. Pty Ltd
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Consolidated Company
2004 2003 2004 2003
$000 $000 $000 $000
NOTE 14 Investments Accounted
for using the Equity Method
Investments in Associated Companies 5,374 5,106 - -

Murray Goulburn Co-operative Co. Limited has a 33.3% (2003: 33.3%) interest in the ordinary contributed equity of an unlisted company,
Intermix Australia Pty Ltd. The principal activity of Intermix Australia Pty Ltd is food ingredient processing. The balance date of Intermix Australia Pty Ltd
is June 30th.

Murray Goulburn Co-operative Co. Limited has a 31.5% (2003: 31.5%) interest in the ordinary contributed equity of an unlisted company, Dairy
Technical Services Ltd. The principal activity of Dairy Technical Services Ltd is the provision of analytical and technical services to the dairy and other
food industries. The balance date of Dairy Technical Services Ltd is April 30th.

Investments in associated companies are accounted for in the consolidated financial statements using the equity method of accounting. The company
carrying amount is at cost.

Consolidated

Note 2004 2003
$000 $000

Movement in Investments in Associated Companies
Equity accounted amount at the beginning
of the financial year 5,106 3,074
Acquisition of interests in associates - 3,503
Previously accounted for as investment
in other corporations - 9
Investment in Meiji no longer equity accounted 35e - (848)
Share of profit (loss) after income tax 268 (947)
Share of general reserve 25 - 315
Equity accounted amount at the end of
the financial year 5,374 5,106
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Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 15 Property, Plant and Equipment
Land and Buildings
Freehold land at fair value (i) 38,723 28,868 38,408 28,708
Buildings at fair value (i) 197,841 188,250 195,022 173,889
less accumulated depreciation (7,950) (7,174) (5,492) (2,053)
189,891 181,076 189,530 171,836
Leasehold Improvements
At cost 234 234 - -
less accumulated amortisation (224) (223) - -
10 11 - -
Total Land and Buildings 228,624 209,955 227,938 200,544
Plant and Equipment
At cost 717,341 710,955 715,746 664,015
less accumulated depreciation (412,066) (381,636) (409,986) (362,218)
Total Plant and Equipment 305,275 329,319 305,760 301,797
Vehicles
At cost 25,120 24,475 25,120 24,438
less accumulated depreciation (19,283) (18,486) (19,283) (18,485)
5,837 5,989 5,837 5,953
Leased Vehicles
Capitalised present value of lease payments 4,110 3,010 4,110 2,776
less accumulated amortisation (1,270) (1,026) (1,270) (992)
2,840 1,984 2,840 1,784
Total Vehicles 8,677 7,973 8,677 7,737
Buildings and Plant in the course of construction 36,462 29,465 35,931 29,331
Total Property, Plant and Equipment 579,038 576,712 578,306 539,409

(i) The fair value has been determined by the directors with regard to an independent valuation and costs subsequently incurred.

Valuations of Land and Buildings.

The basis of valuation of land and buildings is fair value being the market value for existing use of all freehold land and buildings. Revaluations as
at 30 June 2004 were based on directors and independent assessments and were made in accordance with a policy of revaluing property
progressively to ensure that the carrying value of land and buildings does not differ materially from their fair value. The financial impact of
revaluations of land and buildings during the current year is detailed in Note 25.

No provision for deferred income tax is raised in respect of any potential capital gains tax as the consolidated entity has no plans to dispose of

freehold land and buildings.
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NOTE 15 Property, Plant and Equipment (continued)

Reconciliations

Reconciliations of the carrying amounts of each class of property, plant and equipment at the beginning and end of the current financial year are set
out below.

Land and Plant and Vehicles In course of Total
Consolidated Buildings Equipment construction
$’000 $’000 $'000 $’000 $’000
Carrying amount at 1 July 2003 209,955 329,319 7,973 29,465 576,712
Additions 4,556 33,701 3,753 6,997 49,007
Revaluations 15,711 - - - 15,711
Transfers 4,155 (4,155) - - -
Disposals - (791) (395) - (1,186)
Depreciation (5,752) (52,799) (2,910) - (60,461)
Amortisation (1) - (744) - (745)
Carrying amount at 30 June 2004 228,624 305,275 8,677 36,462 579,038
Land and Plant and Vehicles In course of Total
Company Buildings Equipment construction
$’000 $'000 $’000 $'000 $'000
Carrying amount at 1 July 2003 200,544 301,797 7,737 29,331 539,409
Additions 4,388 33,473 3,743 6,600 48,204
Revaluations 15,711 - - - 15,711
Acquisition of business 8,409 25,656 167 - 34,232
Transfers 4,155 (4,155) - - -
Disposals - (788) (361) - (2,149
Depreciation (5,269) (50,223) (1,865) - (57,357)
Amortisation - - (744) - (744)
Carrying amount at 30 June 2004 227,938 305,760 8,677 35,931 578,306
Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 16 Deferred Tax Assets
Future income tax benefit 25,132 24,611 25,132 24,182
Consisting of:
- Timing Differences 8,997 8,320 8,997 7,891
- Tax Losses - Revenue 4 16,135 16,291 16,135 16,291
25,132 24,611 25,132 24,182
NOTE 17 Payables
Current
Trade payables 50,345 55,850 36,647 36,965
Payable to suppliers 83,119 80,806 83,119 80,806
Sundry payables and accrued expenses 41,948 46,192 40,850 40,812
175,412 182,848 160,616 158,583
Non Current
Unsecured loan from the State Government of Victoria 1,000 1,000 1,000 1,000
1,000 1,000 1,000 1,000
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Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 18 Interest Bearing Liabilities
Current
Lease liability 28 1,883 1,028 1,883 977
Bank loans 327,106 310,586 327,106 310,586
Senior notes 4,138 4,289 4,138 4,289
Senior subordinated notes 28,969 - 28,969 -
362,096 315,903 362,096 315,852
Non Current
Lease liability 28 1,288 1,320 1,288 1,172
Bank loans - 98,327 - 98,327
Private placement senior notes 173,812 - 173,812 -
Payable to controlled entities - - 96,355 94,720
Senior notes - 4,290 - 4,290
Senior subordinated notes - 30,026 - 30,026
175,100 133,963 271,455 228,535
The bank loans, senior notes, senior subordinated notes
and private placement senior notes are covered by negative
pledge agreements between the parent entity and its financiers.
The lease liabilities are effectively secured over the assets leased,
the current market value of which exceeds the value
of the finance lease liability.
NOTE 19 Current Tax Liability
Income tax payable - - - -
NOTE 20 Provisions
Current
Dividends 9,020 1,243 9,020 1,243
Employee benefits 21 16,226 15,527 15,318 14,256
25,246 16,770 24,338 15,499
Non Current
Employee benefits 21 11,148 10,029 10,807 9,567
11,148 10,029 10,807 9,567
NOTE 21 Employee Benefits
Accrued salaries, wages and benefits (sundry payables) 17 1,016 731 941 604
Provisions for employee benefits
Current 20 16,226 15,527 15,318 14,256
Non current 20 11,148 10,029 10,807 9,567
Aggregate employee benefits liability 28,390 26,287 27,066 24,427
Number Number Number Number
Number of employees at balance date 2,273 2,266 2,122 2,056
Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 22 Deferred Tax Liabilities
Provision for deferred income tax 25,132 24,186 25,132 24,182

NOTE 23 Contingent Liabilities
Unsecured guarantees and warranties given in the normal

course of business include commitments for the disposal of effluent.
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Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000

NOTE 24 Contributed Equity
Issued Capital
129,681,406 fully paid ordinary shares
(2003: 16,021,985) 24(e) 129,681 16,022 129,681 16,022
Nil fully paid D class ordinary shares
(2003: 106,190,623) 24(e) - 106,191 - 106,191
Nil fully paid DX class ordinary shares
(2003: 1,629,808) 24(e) - 1,630 - 1,630

22,702,728 fully paid A class 8% non cumulative
non-redeemable participating preference shares
(2003: 24,911,378) 24(b) 22,703 24,911 22,703 24,911

4,914,481 fully paid B class non cumulative
non-redeemable participating preference shares
(2003: 2,387,022) 24(c) 4,914 2,387 4,914 2,387

3,825,980 fully paid C class non cumulative
non-redeemable participating preference shares

(2003: nil) 24(d) 3,826 - 3,826 -

3,000,000 ordinary shares paid to

10c with 90c outstanding (2003: 3,000,000) 300 300 300 300
161,424 151,441 161,424 151,441

Less Inter-Company Shareholdings

Nil fully paid A class preference shares (2003: 808) - (1) - -

3,000,000 ordinary shares paid to 10c with 90c

outstanding (2003: 3,000,000) (300) (300) - -
161,124 151,140 161,424 151,441

Former Reserves included in Contributed Equity

Former Share Premium Reserve 24(a) 2,331 2,331 2,331 2,331

Former Capital Redemption Reserve 24(a) 4,142 4,142 4,142 4,142
167,597 157,613 167,897 157,914

a) Changes to the Corporations Act 2001 which became effective on 1 July 1998 abolished the par value concept in relation to contributed equity.
As a consequence the amounts standing to the credit of the share premium reserve and the capital redemption reserve at 1 July 1998 were
transferred to issued capital at that date.

b) A class 8% Non Cumulative Non-redeemable Preference Shares
The company has on issue to non suppliers 22,702,728 A class 8% non cumulative preference shares as at 30 June 2004. The shares entitle
holders to receive, out of profits available for dividend, a preferential dividend at a rate of 8% per annum. These holders have no voting rights at
a general meeting of the company but can convert their shares into ordinary shares, by resolution of the directors, if any holder becomes a
supplier to the company.

¢) B class Non Cumulative Non-redeemable Preference Shares
The company has on issue to non suppliers 4,914,481 B class non cumulative preference shares as at 30 June 2004. The shares entitle holders to
receive, out of profits available for dividend, a preferential dividend at a variable rate. These holders have no voting rights at a general meeting of
the company but can convert their shares into ordinary shares, by resolution of the directors, if any holder becomes a supplier to the company.

d) C class Non Cumulative Non-redeemable Preference Shares
The company has on issue to non suppliers 3,825,980 C class non cumulative preference shares as at 30 June 2004. The shares entitle holders
to receive, out of profits available for dividend, a preferential dividend at a variable rate. These holders have no voting rights at a general meeting
of the company but can convert their shares into ordinary shares, by resolution of the directors, if any holder becomes a supplier to the company.
These shares were introduced following shareholders’ approval given at the 2003 annual general meeting.

e) Ordinary, D class Ordinary and DX class Ordinary Shares
Following shareholder approval at the 2003 annual general meeting, the dividend rights attaching to all existing D and DX class ordinary shares
were changed to the same dividend rate as applies to all ordinary shares and all existing D and DX class ordinary shares were converted into
ordinary shares.

Ordinary shares entitle the holder to participate in dividends and the proceeds on winding up of the company in proportion to the number of
shares held. On a show of hands every holder of ordinary shares present at a meeting in person or by proxy, is entitled to one vote and upon a
poll each share is entitled to one vote.
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NOTE 24 Contributed Equity (continued)

f) Movements in Issued Capital

Number of Shares

Ordinary D Class DX Class A Class B Class C Class Total
Shares Ordinary Ordinary Preference Preference Preference
Shares Shares Shares Shares Shares
Balance at 30 June 2002 19,014,958 88,072,858 1,564,801 22,990,501 - 131,643,118
Shares issued 997,511 19,107,175 - - - 20,104,686
Dividend reinvestment plan issues 230,981 1,837,402 87,703 233,566 3,360 2,393,012
Transfers (1,221,465) (2,826,812) (22,696) 1,687,311 2,383,662 -
Balance at 30 June 2003 19,021,985 106,190,623 1,629,808 24,911,378 2,387,022 154,140,816
Shares issued 5,942,796 3,051,524 - - - 8,994,320
Dividend reinvestment plan issues 835,851 21 - 139,178 14,409 989,459
Transfers 106,880,774  (109,242,168) (1,629,808) (2,347,828) 2,513,050 3,825,980 -
Balance at 30 June 2004 132,681,406 - - 22,702,728 4,914,481 3,825,980 164,124,595

All shares were issued at a price of $1.00 and are fully paid, with the exception of 3,000,000 ordinary shares which are paid to 10c only with 90c
outstanding. The purpose of these issues was to provide additional working capital.

Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 25 Reserves
Capital reserve 36,916 36,916 24,290 24,290
Asset revaluation reserve 86,269 70,558 39,056 23,345
General reserve 5,257 5,257 2,648 2,648
Share allotment reserve 3,333 4,898 3,333 4,898
131,775 117,629 69,327 55,181
Movements in Reserves
Share Allotment Reserve
Balance at the beginning of the financial year 4,898 6,608 4,898 6,608
Allotment of shares to suppliers (4,898) (6,608) (4,898) (6,608)
Shares to be issued in lieu of milk payments 3,333 4,898 3,333 4,898
Balance at the end of the financial year 3,333 4,898 3,333 4,898
At 30 June 2004 an amount of $3,333,000
(2003: $4,898,000) was due to suppliers, being deductions
made from milk payments during the year. This debt was
satisfied by the allotment of 3,332,698 (2003: 4,898,387)
fully paid shares in September 2004 (September 2003).
Asset Revaluation Reserve
Balance at the beginning of the financial year 70,558 70,558 23,345 23,345
Increment on revaluation of land and buildings 15 15,711 - 15,711 -
Balance at the end of the financial year 86,269 70,558 39,056 23,345
General reserve
Balance at the beginning of the financial year 5,257 4,942 2,648 2,648
Share of general reserve of associate 14 - 315 - -
Balance at the end of the financial year 5,257 5,257 2,648 2,648

Nature and Purpose of Reserves
Capital Reserve

The capital reserve is used to accumulate realised capital profits.

Asset Revaluation Reserve

The asset revaluation reserve is used to record increments and decrements on the revaluation of non-current assets.

General Reserve

The general reserve is used from time to time to transfer profits from retained earnings. There is no policy of regular transfer.

Share Allotment Reserve

The share allotment reserve reflects the value of shares to be allotted to suppliers. The allotments arise from deductions made from milk payments

during the year.
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Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 26 Retained Profits
Balance at the beginning of the financial year 178,047 179,873 227,591 177,677
Net profit attributable to members of the parent entity 7,722 12,431 (3,787) 64,208
Dividends provided for or paid 8 (15,488) (14,257) (15,503) (14,294)
Balance at the end of the financial year 170,281 178,047 208,301 227,591
NOTE 27 Outside Equity Interests
in Controlled Entities
Outside equity interest comprises :
74,173,597 fully paid A class participating
non-cumulative redeemable preference shares
(2003: 74,378,730) 31 74,174 74,379 - -
NOTE 28 Capital and Leasing Commitments
a) Finance Lease Commitments
- Due within 1 year 2,004 1,041 2,004 977
- Due within 1-5 years 1,490 1,529 1,490 1,367
Minimum lease payments 3,494 2,570 3,494 2,344
Less future finance charges (323) (222) (323) (295)
Total lease liability 3,171 2,348 3,171 2,149
Classified as :
Current 18 1,883 1,028 1,883 977
Non current 18 1,288 1,320 1,288 1,172
3,171 2,348 3,171 2,149
Finance leases relate to motor vehicles with lease
terms of two to three years. The consolidated entity
has options to purchase the vehicles for a residual
amount at the conclusion of the lease agreements.
b) Operating Lease Commitments
- Due within 1 year 10,283 9,935 10,168 9,800
- Due within 1-5 years 22,819 21,190 22,359 20,940
- Due after 5 years - 8,392 - 8,077
33,102 39,517 32,527 38,817
Operating leases relate to Trading stores, warehousing
facilities and vehicles with lease terms of between
1 to 31 years. Some leases have an option to extend the
lease term. The consolidated entity does not have an
option to purchase the leased assets at the expiry
of the lease period.
c) Capital Expenditure Commitments
Contracted capital expenditure commitments
due within one year 8,978 14,693 8,902 14,316
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NOTE 29 Segment Information

Primary Reporting - Business Segments

The Murray Goulburn Group’s predominant activities are:

Dairy Produce Manufacture

The processing of the whole milk of its shareholder suppliers, the production of dairy products at its eight manufacturing plants located in Victoria,
Australia, and the sale of dairy products on both domestic and export markets.

Retailing

The operation of retail stores in Australia as a service to milk suppliers.

Intersegment sales are made on a commercial basis.

Dairy Produce Retailing Intersegment Consolidated
2004 2003 2004 2003 2004 2003 2004 2003
$000 $000 $000 $000 $000 $000 $000 $000
Sales to external customers 1,517,005 1,543,431 114,478 119,855 - - 1,631,483 1,663,286
Intersegment sales 519 1,117 175 189 (694) (1,306) - -
Non operating revenue 422 29,213 - 48 - - 422 29,261
Unallocated - - - - - - 1,132 1,068
Total revenue 1,517,946 1,573,761 114,653 120,092 (694) (1,306) 1,633,037 1,693,615
Segment Results 32,939 26,053 2,930 3,042 (15) (318) 35,854 28,777
Unallocated revenue less
unallocated expenses (22,685) (23,868)
Profit from ordinary
activities before
income tax expense 13,169 4,909
Tax (expense) benefit (1,915) 11,063
Net profit 11,254 15,972
Segment assets 1,214,930 1,108,840 26,166 28,007 (64) (3,307) 1,241,032 1,133,540
Unallocated assets 77,929 78,827
Total assets 1,318,961 1,212,367
Segment liabilities 186,741 190,596 16,109 19,590 (64) (4,782) 202,786 208,404
Unallocated liabilities 572,348 476,295
Total liabilities 775,134 684,699
Acquisition of property,
plant and equipment 48,362 70,316 645 10 - - 49,007 70,326
Depreciation and
amortisation expense 60,954 63,163 252 246 - - 61,206 63,409

Secondary Reporting - Geographical Segments

Acquisition of
Segment Assets

Segment Assets

Revenue from
External Customers

2004 2003 2004 2003 2004 2003

$000 $000 $000 $000 $000 $000
Australia 49,007 70,326 1,241,032 1,133,540 616,090 659,614
Asia - - - - 609,848 593,500
Middle East / Africa - - - - 128,202 157,169
The Americas - - - - 185,394 180,107
Other - - - - 91,949 72,896

49,007 70,326 1,241,032 1,133,540 1,631,483 1,663,286
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Notes to the Financial Statements

for the year ended 30 June 2004

NOTE 30 Superannuation Commitments

The Company participates in a defined benefit superannuation plan, the MGC Superannuation Fund, which has been established and sponsored by
the parent entity. This plan primarily provides a lump sum benefit on retirement, permanent disability or death.

Contributions are made by employees and the Company as percentages of salary. The Company is obliged to make contributions as specified in the
rules of the fund. All contributions are enforceable in accordance with the rules.

The last actuarial assessment of the plan was made by Andrew Sach FI.A.A. of Mercer Human Resource Consulting Pty Ltd and related to the plan
at 1 July 2003. The conclusion of the actuarial assessment noted that the present value of accrued benefits and vested benefits were not covered by
the fund’s assets as at 1 July 2003. The company has since made the additional voluntary contributions recommended by the actuary to return the

fund to a satisfactory position by 1 July 2004. The next actuarial valuation date should be no later than 1 July 2006.

The most recent financial report of the MGC Superannuation Fund is dated 30th June 2003.
Details of the defined benefit plan are as follows :

MGC Superannuation Fund

$’000
Present value of accrued benefits at 1st July 2003 26,756
Net market value of plan assets at 30th June 2003 24,541
Difference (2,215)
Vested benefits at 30th June 2003 26,706

The difference between the accrued benefits and net market value of plan assets has not been recognised in the company financial
statements or consolidated financial statements.

NOTE 31 Murray Goulburn Group Employees Profits Participation Scheme

In 1993 Murray Goulburn established an Employees Profits Participation Scheme under which employees of the Murray Goulburn Group with 12
months or more work experience with the Murray Goulburn Group could choose to invest in Employees Profits Participation Units in MG Employees
Equity Limited (“MGEE”). MGEE invests the employees’ contributions in A class participating non-cumulative redeemable preference shares in Murray
Goulburn Investment Limited. These shares are redeemable solely at the option of Murray Goulburn Investment Limited.

Eligible employees must borrow all monies required to pay for the MGEE shares either from MGEE or Murray Goulburn. The maximum amount each
employee is entitled to borrow is equivalent to one year’s salary, rounded up to the nearest $10,000. MGEE funds the employee loans by borrowing
from Murray Goulburn. All borrowings are interest free and employees repay their loans at 3% per annum.

At 30th June 2004, 1,612 employees were eligible to participate in the Scheme. Of that number, 1,302 employees had been issued with
74,173,597 $1.00 Employees Profits Participation Units. During the year ended 30th June 2004, MGEE bought back and cancelled 3,736,868
Employees Profits Participation Units and issued 3,531,735 Employees Profits Participation Units in satisfaction of dividends paid.

The value of the A Class redeemable preference shares issued by Murray Goulburn Investment Ltd to MGEE is recognised as Outside Equity Interests.
The loan owing by MGEE, and employee loans from Murray Goulburn, are recognised as receivables.

Amounts recognised are as follows :

Consolidated Company
2004 2003 2004 2003
$000 $000 $000 $000
Outside Equity Interests 74,174 74,379 - -
Loan owing by MGEE 48,033 49,851 48,033 49,851
Employee loans 367 372 367 372

NOTE 32 Events Subsequent to Balance Date

No matters or circumstances have arisen since the end of the financial year which significantly affected or may significantly affect the operations of
the consolidated entity, the results of those operations, or the state of affairs of the consolidated entity in financial years subsequent to the financial
year ended 30 June 2004.
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NOTE 33 Financial Instruments

a) Forward Foreign Exchange Contracts

The consolidated entity maintains a policy of matching anticipated future cash flows in foreign currencies with forward exchange contracts in the
same currency and with closely corresponding settlement dates. Forward exchange contracts are entered into when committed orders are received
for the delivery of goods.

At balance date, the entity has $US347.0 million (2003: $US68.9 million) forward exchange contracts outstanding with maturity dates not
exceeding one year, of which $US47.8 million (2003: $US16.5 million) relate to receivables at balance date and $US299.2 million
(2003: $US52.4 million) relate to future transactions.

Unrealised gains or losses at year end on specific hedges in the form of forward exchange contracts, in respect of unsettled sales transactions, are
deferred to match the underlying hedge transaction.

b) Currency Options

c)

d

=

e)

During the year the consolidated entity entered into a range of US Dollar currency options with varying maturities and strike rates. As with
‘Forward Foreign Exchange Contracts’ above, these options are not entered into for speculative purposes but strictly as a means of hedging sales
denominated in $US.

By simultaneously purchasing call options and selling put options in a barrier structure, the entity has effectively capped an exchange rate should
the AUD strengthen whilst maintaining the flexibility to improve the exchange rates should the AUD trade at favourable levels.

At balance date, the entity had no AUD call options outstanding (2003: $US250.0 million) or sold AUD put options outstanding
(2003: $US217.5 million).

Interest Rate Risk
Trade and other receivables, trade payables and accruals, loans from the state government of Victoria, and dividends payable, are
non-interest bearing.

The AUD bank overdraft bears interest at a floating rate based on the bank prime lending rate. The USD bank overdraft bears interest at a
floating rate based on the Interbank Offered Rate. USD cash on hand yields interest at the US Interbank Bid Rate. AUD cash on hand bears
interest at a floating rate based on the bank prime deposit rate.

Bank loans consist of USD and AUD revolving loan facilities, on which interest is payable at floating rates. Rates on US Dollar loans are based on
either LIBOR or SIBOR. Rates on AUD loans are based on the 30 day bank bill swap rate.

Finance lease liabilities arise from the leasing of vehicles. Leases are negotiated for a 3-year term at a fixed rate of interest. Interest rates are
based on the market rate ruling at the time of entering into the individual lease agreements.

The senior notes and senior subordinated notes bear interest at fixed rates of 8.01% and 8.46% respectively. Repayment of the senior notes
commenced in September 1998 with the notes being finally repaid by September 2004. The senior subordinated notes also mature
in September 2004.

The Private Placement senior notes bear interest at a fixed rate of 4.98%. Repayment commences in October 2009 with the Private Placement
being fully repaid by October 2013. The company entered into an interest rate swap for a notional amount of $US120.0 million to manage the
cashflow risk associated with this facility. It has effectively swapped its fixed interest rate exposure of 4.98% for a variable interest rate, based on a
6 month LIBOR rate, through to 2009. The fair value of the interest rate swap at 30 June 2004 is ($0.6 million).

Credit Risk Exposures

The consolidated entity’s maximum exposure to credit risk at balance date in relation to financial assets is the carrying amount, net of any
allowances, of those assets as indicated in the consolidated statement of financial position. The consolidated entity minimises concentrations of
credit risk by undertaking transactions with a large number of customers and counterparties in various countries. The consolidated entity is not
materially exposed to any individual foreign country or individual customer.

Hedges of Anticipated Future Transactions

Forward exchange contracts are utilised to hedge future committed orders. The difference between these contracts at contract rates and at the rate
ruling at balance date, is $18.7 million (2003: $1.7 million). This amount will be realised during the next financial year when the underlying
hedge transactions take place.

f) Net Fair Value

On-balance sheet financial instruments

The carrying amount recorded in the financial statements represents the net fair value of all assets and liabilities, determined in accordance with
the accounting policies in Note 1 to the financial statements, except for those mentioned below. The net fair value is derived by discounting the
expected future cash flows by the current interest rates for assets and liabilities with similar risk profiles.

Senior notes have a carrying value of $4.1 million (2003: $8.6 million) and a net fair value of $4.3 million (2003: $9.2 million).
Senior subordinated notes have a carrying value of $29.0 million (2003: $30.0 million) and a net fair value of $34.7 million (2003: $35.9 million).

The Private Placement senior notes have a carrying value of $173.8 million and a net fair value of $171.5 million.
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Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 34 Related Parties
Transactions between related parties are on normal commercial terms and conditions unless otherwise stated.
Balances and transactions with related parties :
a) Entities in the wholly owned group
Provision of a loan to Murray Goulburn Trading Pty Ltd.
Repayment is variable by Murray Goulburn Co-operative
with at least 12 months notice - - 6,000 6,000
Interest received from Murray Goulburn Trading Pty Ltd
on loan provided - - 278 321
Provision of a loan to Meiji-MGC Dairy Co Pty Ltd - - - 40,827
Interest paid to controlled entities on
intercompany loan balances - - 5,934 6,134
Purchase of goods from
Murray Goulburn Trading Pty Ltd - - 175 189
Sale of finished product to
Murray Goulburn Trading Pty Ltd - - 520 1,117
Purchase of goods from
Meiji-MGC Dairy Co Pty Ltd - - - 234
Sale of finished product to
Meiji-MGC Dairy Co Pty Ltd - - 5,962 2,072
Rent paid to controlled entities - - - 1,886
Rent received from Murray Goulburn Trading Pty Ltd - - 638 613
Dividends paid to controlled entities - - 15 36
Dividends received from controlled entities - - - 196
Service fees and management fees charged
to controlled entities for general administration duties - - 4,054 4,436
Purchase of land, buildings and investments
at fair value from controlled entities - - - 81,510
Profit on forgiveness of liabilities owing
to controlled entities - - - 59,432
Purchase of assets at fair value from controlled entities 35e - - 42,037 -
(fair value of net assets acquired was $nil)
Amounts payable to controlled entities arising through the
intercompany accounts - - 96,355 94,720

b) Associated companies
Transactions between the parent entity and its associates include the sale of goods and the provision of technical and consultancy
services by the parent entity. Transactions are on normal commercial terms and conditions.
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NOTE 34 Related Parties (continued)

c) Directors of the parent entity
Shareholdings of specified directors in the parent entity, allotted to them in their capacity as suppliers of milk to the company:

Shares held at

Shares held at 1 July 2003 Acquired Reallocated 30 June 2004
Ordinary D Class Ord DX Class Ord Total Ordinary Ordinary Ordinary
No. No. No. No. No. No. No.
(i (i (i)
IW MacAulay 4,429 90,487 16,700 111,616 13,318 - 124,934
LA Jarvis OAM 4,321 71,402 167,012 242,735 18,509 - 261,244
ST Mills 4,001 51,053 - 55,054 2,063 - 57,117
WM Brown 4,322 69,199 17,543 91,064 10,152 - 101,216
KJ Bruhn 4,325 77,169 - 81,494 10,530 - 92,024
TD Keele 4,396 78,451 2,951 85,798 2,451 (37,747) 50,502
JC Mason 4,001 64,349 7,093 75,443 7,042 - 82,485
AL Millar 3,438 157,103 - 160,541 14,760 - 175,301
DF Howard 4,322 125,377 - 129,699 22,348 - 152,047
J Vardy 4,001 190,853 - 194,854 11,484 - 206,338
41,556 975,443 211,299 1,228,298 112,657 (37,747) 1,303,208

(i) As detailed in note 24(e) above, all D class ordinary shares and DX class ordinary shares were converted into ordinary class shares.
(ii) Represents discontinuation of a joint holding.

Directors of the consolidated entity supply milk to the consolidated entity, are able to purchase goods at Murray Goulburn Trading Pty Ltd stores at

commercial prices and can obtain loans from the consolidated entity in the same manner as all other suppliers.
Aggregate of loans to specified directors as at financial year end: $119,435.

Total interest paid by specified directors: $3,066.

Executive directors of the consolidated entity participate in the Employee Profits Participation Scheme under the same terms and conditions available to all
employees and consequently indirectly hold 1,329,733 A class participating redeemable preference shares in Murray Goulburn Investment Ltd which is a

controlled entity of Murray Goulburn Co-operative Co. Ltd.
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Consolidated Company
2004 2003 2004 2003
$000 $000 $000 $000
NOTE 35 Notes to the Statement of Cash Flows
a) Reconciliation of Cash
For the purposes of the statement of cash flows, cash includes
cash on hand, deposits on call and investments in money market
instruments, net of bank overdrafts.
Cash at the end of the year as shown in the statement of cash flows
is reconciled to cash in the statement of financial position as follows:
Cash per statement of financial position 17,695 14,685 15,737 9,938
Cash per statement of cash flows 17,695 14,685 15,737 9,938
b) Reconciliation of Profit from Ordinary Activities
after Income Tax to Net Cash Flow from Operating Activities
Profit from ordinary activities after income tax 11,254 15,972 (3,787) 64,208
Depreciation 60,461 62,860 57,357 59,439
Amortisation 745 549 744 539
Loss (Profit) on sale of fixed assets 764 (15,476) 752 (15,475)
(Decrease) increase in income taxes payable - - - -
Share of (profit) loss of associated company (268) 947 - -
Profit on forgiveness of liabilities - - - (59,432)
Foreign exchange loss on intercompany loan - - 4,977 -
Write down of investments in subsidiaries - - 6,800 8,959
Change in operating assets and liabilities
(Increase) decrease in trade receivables (39,774) 94,773 (40,896) 95,937
Decrease in other receivables and prepayments 19,615 1,706 29,471 6,529
(Increase) decrease in inventories (43,828) 65,749 (44,391) 63,488
(Increase) in future income tax benefit (521) (13,240) (787) (13,219)
(Decrease) in trade payables and amounts due to suppliers (4,995) (74,805) (1,022) (72,860)
(Decrease) increase in amounts payable to controlled entities - - (4,690) 2,377
Increase (decrease) in provisions 1,992 (6,160) 1,787 (6,054)
Increase in provision for deferred income tax 946 659 950 664
Net cash inflow from operating activities 6,391 133,534 7,265 135,100
c) Financing Arrangements
Credit facility 520,811 622,343 520,811 622,343
Amount utilised 310,411 395,228 312,369 399,975
Unused credit facility 210,400 227,115 208,442 222,368

The major facilities consist of a bank overdraft facility repayable at call, and loan facilities which are subject to yearly review to ensure that the
required financial ratios are met.

d) Non-cash Financing Activities
During the financial year the consolidated entity acquired plant and motor vehicles with an aggregate fair value of $2,030,000
(2003: $1,109,000) by means of finance leases. These acquisitions are not reflected in the statement of cash flows or note 35(b).




Consolidated Company
Note 2004 2003 2004 2003
$000 $000 $000 $000
NOTE 35 Notes to the Statement of Cash Flows (continued)
e) Businesses Acquired
During the current financial year the parent entity acquired
the assets, liabilities and business of Meiji-MGC Dairy Co Pty Ltd.
During the prior financial year the consolidated entity acquired
the remaining 60% interest in the ordinary contributed equity of
Meiji-MGC Dairy Co Pty Ltd.
Details of the acquisitions are as follows:
Fair Value of Net Assets Acquired at 100%:
Current Assets
Cash - 3,180 1,104 -
Receivables - 2,681 1,161 -
Prepayments - 142 - -
Inventories - 7,410 5,377 -
Other - 2,975 163 -
Non Current Assets
Property, Plant and Equipment - 35,452 34,232 -
Current Liabilities
Payables - (5,437) (1,639) -
Employee benefits - (629) (365) -
Finance lease liability - (54) (52) -
Non Current Liabilities
Employee benefits - (73) (177) -
Finance lease liability - (115) (98) -
Loans - (44,684) (39,707) -
- 848 - -
less investment in associate at time of acquisition 14 - (848) - -
Adjusted net assets acquired - - - -
Consideration for the interest acquired - - - -
Net Cash Inflow at time of Acquisition
Total cash held by associate at time of acquisition - 3,180 - -
Total cash held by subsidiary at time of acquisition - - 1,104 -

NOTE 36 Additional Information

Murray Goulburn Co-operative Co. Limited is a company limited by shares, incorporated and domiciled in Australia.

Its registered office and principal place of business is:

Murray Goulburn Co-operative Co. Limited
140 Dawson Street
Brunswick VIC 3056
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Directors’ Declaration

The directors declare that:
a) the attached financial statements and notes thereto comply with Accounting Standards;

b) the attached financial statements and notes thereto give a true and fair view of the company’s and the consolidated entity’s financial position as at
30 June 2004 and of their performance for the financial year ended on that date.

In the directors” opinion:
a) the attached financial statements and notes thereto are in accordance with the Corporations Act 2001; and
b) there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due and payable.

This declaration is made in accordance with a resolution of the directors.

IW MacAulay
Director

Melbourne
29 September 2004
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Independent Audit Report

to the Members of Murray Goulburn Co-Operative Co. Limited

Scope
The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of financial performance, statement of cashflows, accompanying notes to
the financial statements, and the directors’ declaration for both Murray Goulburn Co-operative Co. Limited (the company) and the consolidated
entity, for the financial year ended 30 June 2004 as set out on pages 18 to 44. The consolidated entity comprises the company and the entities it
controlled at the year’s end or from time to time during the financial year.

The directors of the company are responsible for the preparation and true and fair presentation of the financial report in accordance with the
Corporations Act 2001. This includes responsibility for the maintenance of adequate accounting records and internal controls that are designed to
prevent and detect fraud and error, and for the accounting policies and accounting estimates inherent in the financial report.

Audit approach

We have conducted an independent audit of the financial report in order to express an opinion on it to the members of the company. Our audit has
been conducted in accordance with Australian Auditing Standards to provide reasonable assurance whether the financial report is free of material
misstatement. The nature of an audit is influenced by factors such as the use of professional judgement, selective testing, the inherent limitations of
internal controls, and the availability of persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that all material
misstatements have been detected.

We performed procedures to form an opinion whether, in all material respects, the financial report is presented fairly in accordance with the
Corporations Act 2001 and Accounting Standards and other mandatory professional reporting requirements in Australia so as to present a view
which is consistent with our understanding of the company’s and the consolidated entity’s financial position, and performance as represented by the
results of their operations and their cash flows. Our procedures included examination, on a test basis, of evidence supporting the amounts and other
disclosures in the financial report, and the evaluation of accounting policies and significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting when determining the nature and extent of our
procedures, our audit was not designed to provide assurance on internal controls. The audit opinion expressed in this report has been formed on the
above basis.

Independence
In conducting our audit, we followed applicable independence requirements of Australian professional ethical pronouncements and
the Corporations Act 2001.

Audit Opinion
In our opinion, the financial report of Murray Goulburn Co-operative Co. Limited is in accordance with:
(a) the Corporations Act 2001, including:

(i) giving a true and fair view of the company’s and consolidated entity’s financial position as at 30 June 2004 and of their performance for the
year ended on that date; and

(ii) complying with Accounting Standards in Australia and the Corporations Regulations 2001; and

(b) other mandatory professional reporting requirements in Australia.

DELOITTE TOUCHE TOHMATSU

Tom Imbesi
Partner
Chartered Accountants

Melbourne, 29 September 2004

The liability of Deloitte Touche Tohmatsu is limited by, and to the extent of, the Accountants’ Scheme under the Professional Standards Act 1994 (NSW).
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