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First Milk 

Background 

1. Earlier this year, following the news that the dairy cooperative First Milk was 
to delay paying milk producers by two weeks due to financial difficulties, which 
highlighted on-going issues in the dairy industry globally, as well as within the UK 
and Scotland, the Rural Affairs, Climate Change and Environment Committee held 
an urgent inquiry1 into problems facing the dairy industry in Scotland. 

2. Following consideration of written and oral evidence given to the Committee 
by farmers, processors, industry representatives, retailers, the UK Groceries Code 
Adjudicator, and the Cabinet Secretary for Rural Affairs, Food and the Environment, 
the Committee wrote2 to the Scottish Government on 20 February 2015 with its 
views.  

3. On 24 March 2015 the Scottish Government responded to the Committee’s 
recommendations and published its Dairy Action Plan3. The Dairy Action Plan stated 
that it had taken account of the Committee’s recommendations, and would 
implement the Committee’s eight point strategy (as set out in its letter) for tackling 
the problems being faced by First Milk in particular. The eight point strategy for First 
Milk recommended— 

 investment in infrastructure including the Campbeltown creamery and facilities 
at Cowdenbeath;  

 measures to keep producers in the market;  

 a dedicated in-market export resource, particularly in North America, and a 
marketing push on all products;  

 improvement in the quality of management at First Milk;  

 exploration of the potential for partnership agreements with local authorities 
and agencies, and also improvement of links with European cooperatives;  

 examination of the pension legacy liabilities from the previous milk marketing 
board;  

 consideration of the size of First Milk and opportunities to work with others (for 
example, looking at Orkney where a Producers Organisation operates a 
creamery owned by a public body); and  

                                            
1
 Scottish Parliament Rural Affairs, Climate Change and Environment Committee. Dairy industry 

inquiry. All details available at: 
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/85896.aspx. 
2
 Scottish Parliament Rural Affairs, Climate Change and Environment Committee. Letter to the 

Scottish Government (20 February 2015) re its inquiry into the Scottish dairy industry. Available at: 
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General
%20Documents/20150220_Convener_to_Cab_Sec_on_dairy_inquiry.pdf 
3
 Scottish Government (24 March 2015). Response to the RACCE Committee and launch of Dairy 

Action Plan. Available at: 
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General
%20Documents/20150324_Scottish_Government_Response_to_Dairy_Letter.pdf 

http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/85896.aspx
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/20150220_Convener_to_Cab_Sec_on_dairy_inquiry.pdf
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/20150220_Convener_to_Cab_Sec_on_dairy_inquiry.pdf
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/20150324_Scottish_Government_Response_to_Dairy_Letter.pdf
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/20150324_Scottish_Government_Response_to_Dairy_Letter.pdf
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 initiating research and development for new products in Scotland to stimulate 
innovation as has been done in places such as Ireland.  

4. The Committee held a debate in the Chamber, on 31 March 20154, on its 
report to the Scottish Government.  

Recent developments 

5. Since the conclusion of the Committee’s inquiry, First Milk has made a series 
of announcements regarding changes it intends to make, or has made, including 
changes to: pricing mechanisms; prices paid; and its management structure and 
personnel.  

6. On 1 May First Milk also announced a “turnaround plan”5 which included the 
following actions— 

 “a programme of significant cost reductions across the business that includes 
proposals for up to 70 job roles to be removed; 

 a new approach to milk pricing within its milk fields that links local milk prices 
to the value generated; and 

 the refocus of the business on core UK dairy contracts and customers, 
supported by dedicated First Milk teams.” 

7. A SPICe briefing on recent developments at First Milk is attached at the 
Annexe.  

RACCE Committee scrutiny 

8. The Committee agreed, on 6 May 2015, that the developments at First Milk 
since it concluded its inquiry needed to be investigated further and therefore agreed 
to urgently invite6 the Chair and Chief Executive of First Milk to give evidence to the 
Committee at its meeting of 13 May 2015.  

9. Due to pre-arranged meetings with farmers in Scotland to discuss the recent 
and planned changes, First Milk was unable to appear before the Committee on 13 
May. They were also unable to attend on 20 May and the Committee therefore wrote 
again7 to confirm that an additional meeting of the Committee had been scheduled 

                                            
4
 Scottish Parliament, Official Report, 31 March 2015. Available at:  

http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=9888&i=90539#ScotParlOR 
5
 First Milk (1 May 2015). Details of turnaround plan. Available at: http://www.firstmilk.co.uk/media-

centre/news/first-milk-announces-turnaround-plan.html. 
6
 Scottish Parliament Rural Affairs, Climate Change and Environment Committee. Invitation to First 

Milk, 6 May 2015. Available at: 
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General
%20Documents/RACCE_First_Milk_invite_6_May_2015.pdf. 
7
 Scottish Parliament Rural Affairs, Climate Change and Environment Committee. Invitation to First 

Milk, 14 May 2015. Available at: 
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General
%20Documents/First_Milk_invite_28_May.pdf. 

http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=9888&i=90539#ScotParlOR
http://www.firstmilk.co.uk/media-centre/news/first-milk-announces-turnaround-plan.html
http://www.firstmilk.co.uk/media-centre/news/first-milk-announces-turnaround-plan.html
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/RACCE_First_Milk_invite_6_May_2015.pdf
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/RACCE_First_Milk_invite_6_May_2015.pdf
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/First_Milk_invite_28_May.pdf
http://www.scottish.parliament.uk/S4_RuralAffairsClimateChangeandEnvironmentCommittee/General%20Documents/First_Milk_invite_28_May.pdf
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for 28 May, when First Milk had indicated that the Chief Executive would be able to 
attend.  

10. Following the conclusion of the evidence session with First Milk, the 
Committee will consider how it wishes to proceed on this issue.  

Clerks 
Rural Affairs, Climate Change and Environment Committee 

Annexe 
 

 
 

First Milk announcements since Committee inquiry 

On 18 February 2015 First Milk announced new milk pricing mechanisms to come 
into place from 1 April 2015. The main changes were— 

 the introduction of A&B pricing; 

 closer alignment of butterfat, protein and hygiene payments according to the 
end use of the milk; and 

 clarification on our two main milk pools - manufacturing and balancing. 

The announcement said First Milk would write to members in March 2015 explaining 
how these changes would affect their milk supply. The announcement included 
explanatory notes which explained e.g. how A&B pricing would work; and what the 
milk pools are— 

“Milk pools 

The milk from our Manufacturing milk pool is used predominately to supply our 
4 creameries, with a smaller volume of milk being processed at Westbury, 
especially during peak production months 

The milk from our Liquid milk pool is sold into a range of markets which 
includes short & medium term liquid contracts, significant volumes being 
processed at Westbury and supplies to our Glenfield Dairy 

Considering this diverse range of markets and customers, then it is more 
appropriate that this milk pool is now referred to as the Balancing milk pool.  

 

 

http://www.firstmilk.co.uk/media-centre/news/first-milk-introduces-new-milk-pricing-mechanisms.html
http://www.firstmilk.co.uk/userfiles/files/News/New-milk-pricing-mechs-explanatory-notes.pdf
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A&B pricing 

First Milk has a number of core markets and long term partnerships for which 
we need milk all year round; these include Adams Foods, Nestlé and a range of 
brokerage customers. We allocate milk to these markets on the basis of a 
mixture of historic production levels and regular forecasting. Milk volumes 
which are additional to the requirement of our core outlets are traded into short-
term opportunities or commodity markets. The returns from core markets are 
more stable and predictable than the returns from short-term trading  

By operating an A&B pricing system from 1 April 2015 we are able to reflect 
these differences more proportionately to members (pro-rata to the milk 
volumes which they produce compared to their own historic production).  

Detail 

Each member will be allocated a varying monthly A volume (for the 12 months 
April – March) based on the average of that same month’s production during 
the previous 2 calendar years, multiplied by 80%. So A volumes from 1 April 
2015 will be based on 2013 & 2014.   

B volumes will include any milk which is produced in addition to the allocated A 
volume.  

The price for A volumes will be based on market returns for that milk pool, as 
determined by the Board and announced 30 days in advance of the start of the 
relevant month. The price for B volumes will be the same for all milk pools and 
will reflect returns from short term markets (for example net returns from 
Westbury, curd and spot milk deals).  

At the same time as the A price is announced we will provide a forecasted 
range for the B price, B prices are likely to be lower than A prices when milk 
supplies are plentiful and markets are weak, but B prices could be higher than 
A prices during short-term periods of tighter milk supplies and accelerating 
market returns 

Longer-term strength in markets will reflected by increasing A prices 

The differences between A & B prices will operate by varying either the base 
price (balancing pool) or butterfat/protein payments (manufacturing pool).  

Payments for hygiene and volume will be the same for both A & B prices.” 

On 3 March 2015 First Milk announced that that under its new A & B pricing structure 
for April, that the A price will be set at 20.87ppl for the manufacturing pool and 
20.5ppl for the balancing pool. The range set for the B price was 16ppl to 18ppl.  

On 13 March 2015 First Milk announced that Mike Gallacher would replace Kate 
Allum as CEO and would be in post from 18 March. The announcement said that Mr 

http://www.firstmilk.co.uk/media-centre/news/april-2015-a-milk-price-confirmed.html
http://www.firstmilk.co.uk/media-centre/news/first-milk-appoint-mike-gallacher-as-ceo.html
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Gallacher has spent most of his career with Mars Inc. where he held a series of 
senior leadership positions, most recently as UK Managing Director for Mars 
Petcare. He led significant business turnarounds in Asia for Mars as well as working 
in regional leadership positions in both Asia Pacific and Europe. Prior to Mars, he 
was an Army Officer for eight years. 

On 20 April 2015 First Milk announced that the new CEO had made a number of 
senior management changes. Kenny Bain takes up the role of First Milk's Operations 
Director; Maureen Ross has taken up the role of Group HR director; and Paul Miley 
has taken on the role of Interim MD of First Milk's sports nutrition business.  

On 1 May 2015 First Milk announced a “turnaround plan”. The main elements are: 

 a programme of significant cost reductions across the business that includes 
proposals for up to 70 job roles to be removed; 

 a new approach to milk pricing within its milk fields that links local milk prices 
to the value generated; 

 the refocus of the business on core UK dairy contracts and customers, 
supported by dedicated First Milk teams. 

Additionally, Sir Jim Paice, chairman of First Milk, announced that an independent 
review will be conducted of the governance and commercial learnings from the 
business's recent disappointing performance.   

On milk pricing the announcement said that— 

“The collapse of dairy markets and the significant increase in milk volumes 
during 2014/15 exposed weaknesses in First Milk's existing milk pricing system.  
From 1st June 2015, pricing will be based on net commercial returns from First 
Milk's manufacturing sites and customers.  

As part of this, the tightest and closest milk fields have been identified which will 
be used to service those outlets most effectively. 

We will have 4 Manufacturing and 3 Balancing milk pools: 

Farms located around our Arran, Campbeltown, Lake District and Haverfordwest 
creameries will make up our manufacturing pools 

Farms located on the Scottish mainland, within Northern England, and the 
Midlands of England/ East Wales will make up our balancing milk pools 

To ensure that the business is financially robust through the restructuring 
process, the First Milk Board has agreed a £3.3m reduction in member 
payments and this has been built into our milk prices, equating to an average 
price reduction of 0.33ppl. 

http://www.firstmilk.co.uk/media-centre/news/leadership-changes-at-first-milk.html
http://www.firstmilk.co.uk/media-centre/news/first-milk-announces-turnaround-plan.html
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Additionally, the First Milk Board have confirmed the B price for April at 16.1ppl 
and also that based on our projections the B price range for June will be 14-
17ppl.” 

NFUS put out a press release8 on the same day which provided further details— 

“Scottish dairy farmers supplying the farmer-owned business First Milk have 
been dealt a further blow with the announcement that prices are to be cut once 
again. 

Faced with exposure to falling commodity values, the firm has been forced to cut 
prices on a number of occasions in recent months. The majority of Scottish 
suppliers to First Milk are to see prices cut by a further 0.2p per litre for June 
while those on the Island of Bute will see prices cut by 1.2p per litre.  For those 
on Bute, it is likely that – after deductions are made for capital contributions to 
First Milk – their milk price will be around 16p per litre. 

The cuts were announced as part of a wholesale business review, revealed by 
new Chief Executive Mike Gallacher, aimed at turning around the company’s 
fortunes. The business plan included cost reductions across First Milk, including 
potential job losses primarily at its Glasgow head office; a change to milk pricing 
policy and sales refocused on UK contracts. 

The milk pricing changes will see First Milk move away from a liquid or 
manufacturing price paid to members depending on its end use, regardless of 
where the member was located in the UK.  Instead, a member will now be 
allocated to one of seven milk pools and their price based on the net commercial 
returns from First Milk’s own manufacturing sites and its customers.  As a result, 
First Milk members supplying Haverfordwest in Wales or the Lake District 
creamery in Cumbria will receive a standard litre price before any deductions of 
21.17p while the standard litre price before deductions for Scottish First Milk 
producers will be: Mainland Scotland – 20.3p; Campbeltown – 20.67p; Arran – 
20.67p and Bute – 19.3p.” 

On 12 May 2015 the Cabinet Secretary met with the CEO of First Milk. Following the 
meeting the Cabinet Secretary made a statement:  

“Today’s meeting with First Milk was useful and we agreed that the most 
effective way to move forward is to work together. Whilst I welcome the efforts of 
the company to get on to a more stable footing, I explained I was disappointed 
with the recent price reduction announced to all dairy farmers, and in particular 
with the 1.2ppl reduction to Bute dairy farmers. I have urged First Milk to reverse 
this reduction as soon as they are able to do so. I also confirmed that we expect 
to provide the £400,000 grant funding award for development of Campbeltown 
Creamery imminently. 

                                            
8
 NFUS press release of 1 May 2015 ‘Dark day for Scottish dairy farmers’.  
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Earlier this year I published the Scottish Government’s Scottish Dairy Plan, 
which set out the actions we are taking to assist the industry get back to a place 
where it can look forward to a brighter future. In order to do that we need a 
streamlined industry approach – and First Milk will be an integral part of that. If 
everyone works together as an industry I am confident that the Scottish dairy 
sector will see market benefits both at home and overseas. 

Scottish dairy products are up there with the very best in the world and our dairy 
farmers and processors have a proud tradition of excellence and quality in their 
products. That is why I want to launch a Scottish dairy brand – by making it 
easier to identify dairy products that were made here in Scotland, we make it 
easier for shoppers to choose local options and support their farmers. 

If we all work together to do our bit – retailers, shoppers, the public sector, 
processors and farmers – we can look forward to a day when the top sellers of 
dairy in Scotland are the ones made in our country.” 

On 18 May 2015 the NFUS put out a news release reporting on a meeting they had 
had with a number of other GB farming organisations: the Country Landowners 
Association; Farmers For Action; NFU; NFU Cymru; Royal Association of Dairy 
Farmers; and the Tenant Farmers Association. The news release said: 

“All parties present acknowledged the need for better risk management tools in 
order to overcome these issues now and into the future. 

The introduction of ‘A’ and ‘B’ contracts has been touted as one potential 
solution. However, it is clear from the range that has been thrust in front of 
farmers this spring that they have been brought in with little or no discussion with 
farmers themselves. All dairy contracts should help develop long-term 
relationships and not be undermined by speculative market manoeuvring by 
certain processors making opportunistic purchases of milk on the spot market.  

We also need to develop other ways of managing risk including formula pricing 
mechanisms, longer term fixed price contracts and the ability to utilise futures 
markets and prices. 

Clearly, what is needed is a proper discussion within the industry on how all 
these mechanisms can be used to best effect and the organisations listed above 
will meet again towards the end of the month to assess this further.” 

Also on the 18 May 2015 the Buteman reported on a meeting between the Minister 
for Transport and Islands, Derek Mackay MSP, and Bute dairy farmers:  

“Scotland’s transport and islands minister has given his backing in principle to 
government support with transport costs to help Bute’s under-pressure dairy 
farmers. Derek Mackay MSP met the island’s dairy farmers in Rothesay on 
Monday to discuss ways of supporting the sector both on Bute and on Gigha. 

 

http://www.buteman.co.uk/news/local-headlines/minister-backs-bute-dairy-farm-support-1-3776313
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The meeting took place against the backdrop of an announcement by First Milk - 
the co-operative of which all Bute’s dairy farmers are members - that it was to 
cut the price it pays to Bute producers by 1.2 pence per litre from June 1 due to 
the high cost of transporting milk to the mainland for processing. 

Subject to the money required being found, the government will provide half the 
cost of the ferry fares for First Milk’s tankers until September. 

But the vice-president of NFU Scotland, who also attended Monday’s talks, said 
that finding the cash to meet that commitment - a sum believed to be around 
£35,000 - remained a stumbling block. 

Andrew McCornick said: ‘We welcome Mr Mackay’s support in principle for 
putting temporary measures in place to provide half of the cost of ferry fares for 
First Milk tankers until the planned review period in September. However, it is 
clear that the stumbling block will be finding the required funding in order to 
bridge this gap, believed to be in the region of £35,000. NFUS will therefore 
continue discussions with Mr Mackay and the Cabinet Secretary for Rural Affairs 
Richard Lochhead in the hope of securing this vital funding to part-remedy the 
increasingly desperate situation for dairy producers in Bute and Gigha. There will 
be ongoing frustration amongst milk producers on these islands that this matter 
remains unresolved and our dialogue with Ministers will start again tomorrow 
with renewed vigour.’ ” 

Milk prices from other dairy companies 

Dairy Co publishes league tables showing milk prices offered by processors under 
different contracts. The most recent data were published on 7 May 2015 and show 
prices up to March 2015.  Dairy Co also produces tables which show price changes 
for subsequent months and these are current up to 7 May 2015. This information has 
been used to compile the table overleaf. It shows the milk prices under different 
contracts sorted according to the most recent price, which is either the March 2015 
price, or, where Dairy Co has reported a change since March 2015 according to the 
changes shown in the table.  

Tom Edwards 
SPICe Research, 21 May 2015 
 

Note: Committee briefing papers are provided by SPICe for the use of Scottish 
Parliament committees and clerking staff.  They provide focused information or 
respond to specific questions or areas of interest to committees and are not 
intended to offer comprehensive coverage of a subject area. 

The Scottish Parliament, Edinburgh, EH99 1SP www.scottish.parliament.uk 

 
 

http://www.scottish.parliament.uk/
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Table 1 – Latest Farmgate milk prices reported by Dairy Co for a standard litre 
(ppl) 

 March 
2015 

Changes 
in March 

Changes 
in April 

Changes 
in May 

Latest price 
(sorted on 
this column) 

Dairy Crest M&S - 
Profile  

34.29  NPA NPA 34.29 

Dairy Crest M&S - 
Variable  

34.29    34.29 

First Milk Tesco  31.76    31.76 

Arla Foods Tesco  31.48    31.48 

Dairy Crest Sainsbury - 
Variable  

31.4    31.4 

Parkham Farms 32.16   -1.08 31.08 

Müller Wiseman 
Sainsbury 

32.5  -1.43  31.07 

Müller Wiseman Tesco 
2 

31.95   -1.08 30.87 

Dairy Crest Sainsbury - 
Profile  

31.4  -0.62  30.78 

Arla Foods Sainsbury  31.09  -0.62  30.47 

Müller Wiseman Co-op 29.93   -1.15 28.78 

Barber AJ & RG 25.56    25.56 

Grahams Dairies 26.59  -1.25  25.34 

Crediton 26.68 -1.5   25.18 

Arla-M/L Manuf. 
Seasonal  

24.21 0.83   25.04 

AMCo Standard Liquid  24.19 0.83   25.02 

AMCo Standard 
Manufacturing 

23.82 0.79   24.61 

Arla-M/L London Liquid  24.38    24.38 

Wensleydale 24.84 -0.5   24.34 

Arla-M/L N. Manuf. 
Seasonal  

24.27    24.27 

Dale Farm GB 24.67 -0.5 NPA NPA 24.17 

Belton Cheese 24.14    24.14 

Arla Direct 
Manufacturing  

23.98    23.98 

Lactalis/Caledonian 
Cheese - Profile 

23.97    23.97 

Glanbia Llangefni 23.81    23.81 

Arla-M/L N. Manuf. 
A&B  

22.87 0.83   23.7 

Arla Direct Liquid  23.47    23.47 

Dairy Crest Davidstow 24.94 -1.5   23.44 
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- Profile 

Dairy Crest Davidstow 
- Variable 

24.94 -1.5   23.44 

Arla-M/L Llandyrnog 
Dir. Seasonal 

23.32    23.32 

Lactalis/Caledonian 
Cheese - Seasonal 

23.22    23.22 

Dairy Crest Liquid - 
Profile 

22.95    22.95 

Dairy Crest Liquid - 
Variable 

22.95    22.95 

Pattemores 25.69 -1 -1.75  22.94 

Arla-M/L Llandyrnog 
Dir. A&B 

22.88    22.88 

Arla-M/L Manuf. A&B  22.87    22.87 

Müller Wiseman Milk 
Part. 

24.52 -1.75   22.77 

South Caernarfon 
Creameries 

21.47   1.25 22.72 

Meadow Foods 
Compositional - 
Seasonal 

21.96    21.96 

Wyke Farms 23.95 -1  -1 21.95 

Dale Farm NI 21.9  NPA NPA 21.9 

Lactalis/Caledonian 
Cheese 

23.22 -0.81 -0.7 -0.98 20.73 

Meadow Foods 
Compositional - Level 

21.96 -1.4 -0.26  20.3 

First Milk A 21.1   Range 
19.3 - 
21.16 

20.2 

First Milk B 21.27  16.1 Range 15-
17 

16.5 

Blank - no price change; NPA – No Public Announcement. Sources: Dairy Co 
League Table March 2015 Prices, published 7 May 2015; Dairy Co Milk Price 
Changes to 7 May 2015.  

Notes: Prior to 1 April 2015 First Milk had several contracts operating. These ceased 
on 1 April 2015 when A and B pricing was introduced. The closest comparator has 
been selected from the March 2015 figures and retained in the table. For May 2015 
DairyCo states a range for First Milk A and B prices. The figures quoted as latest 
prices are the mid-points of these ranges (medians).  The original DairyCo tables are 
extensively footnoted to explain the detail of some of the price changes and pricing 
arrangements. These have not been reproduced in this table. The names of some of 
the contracts also vary slightly between the two DairyCo tables. A judgment has 
been made about which contracts are the same.  

http://www.dairyco.org.uk/market-information/milk-prices-contracts/milk-calculator-and-contracts/league-tables/#.VVxrHZRdW_t
http://www.dairyco.org.uk/market-information/milk-prices-contracts/milk-calculator-and-contracts/milk-price-changes/#.VVxqNZRdW_s
http://www.dairyco.org.uk/market-information/milk-prices-contracts/milk-calculator-and-contracts/milk-price-changes/#.VVxqNZRdW_s
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