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Tatua’s report sets high standard
Alan J Robb

Tatua has a reputation for being a smart operator.  Its outgoing chairman, Dr Alan Frampton, has guided the co-operative with an enviable blend of commonsense and foresight.  
Tatua’s annual report is almost a model for other co-operatives.
There’s a very informative Chairman’s report, four pages long, covering significant events during the year.  The CEO’s report is likewise informative and coincidentally four pages long.
Not surprisingly, considering that Tatua is a co-operative, there are several references by both Dr Frampton and chief executive Dr Mike Matthews to ways in which Tatua has been involved in joint activities with Fonterra and Westland.  
Co-operatives do compete in the business world, but one of their great strengths is a willingness to work with other co-operatives for the benefit of all their members.
Two pages of statutory information, including board committees, follow.  
Then comes one page of key financial data.  It seems odd that another two pages of production statistics are placed after the financial reports and notes.
Possibly some shareholders would stop reading at this point, happy in the knowledge that production was a record and that equity to total assets is a healthy 69% of total assets.
Even if the payout of 560c was down on the 680c of a year earlier it was 200c higher than Fonterra was able to pay its members.
It is worth reading the rest of the report because there’s one very surprising thing in this well run company.
In the main Tatua has been pretty conservative in the way it has accounted for things.  It has virtually no intangibles, only $34,884 out of non-current assets totalling over $32 million.  
Those intangibles, patents and trademarks, are being written off over five years.  In contrast, Fonterra’s intangibles of $1.5 billion amount to 25% of its non-current assets and appear to be written off over something like 10 years.
Tatua’s blend of commonsense and conservatism can also be seen in its treatment of the gain on the sale of Dairy Board shares.  Over the two years 2002 and 2003 Tatua has received a net amount of $29.9 million.  A dividend of approximately 15% of this has been paid to members and the balance has been retained to help fund capital works and future investments.  This has strengthened Tatua’s equity position.
Consequently Tatua’s debt to equity ratio is now 0.45 to1.  For comparison Westland Co-operative Dairy Ltd has debt to equity even lower, at 0.35 to1 while Fonterra is highly geared at 1.30 to 1.
The surprise comes when one looks at the notes to the statement of financial performance.  Tatua reported a Tax Paid Surplus of $4.397 million.  
The notes disclose though that this has largely come about from a change in accounting policy.  
Previously Tatua accounted for deferred tax on a partial basis.  A note to the accounts discloses that the new policy, which recognises deferred tax on a comprehensive basis under the liability method, has the effect of recognising a deferred tax asset of $4,122,343 and “reducing the taxation expense by $4,122,343 for the Group.”
In other words, if Tatua had not changed its accounting policy it would have reported a tax charge of $2,199,124 instead of a tax credit of $1,923,219.  

Its tax paid surplus would have been only $275,586 instead of $4,397,929.
What Tatua has done is consistent with the relevant accounting standard.  
It is, however, an accounting standard at odds with commonsense.  
The deferred tax benefit which appears in the balance sheet is not a resource which can be used to pay any bills.  It is not an asset which can be verified by reference to any real world evidence at balance date.  It cannot be confirmed by any third party such as the Inland Revenue Department because it is not a debt which the IRD would recognise at balance date.  
At best it is a contingent asset or expectation.  Commonsense would suggest its disclosure should be by way of note, but commonsense is not always present in accounting standards.
With this one exception I am happy to say that Tatua’s annual report is a model for other co-operatives.
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