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MINORITY SECURITYHOLDER MEETING — RESPONSE TO NOTICE OF MEETING

The Board of Australian Dairy Nutritionals Group (AHF or the Group) has today lodged a copy
of the Notice of Extraordinary General Meeting and Explanatory Statement (EGM Notice)
proposed by certain minority securityholders (Minority Securityholders) under section 249F of
the Corporations Act 2001 (Cth).

After advising AHF securityholders in July 2022, the Minority Securityholders will hold a general
meeting of the Company online at 10:00am on Friday 18 November 2022 (Meeting). At the
Meeting, the Minority Securityholders will put 6 resolutions to AHF securityholders to:

remove two (2) current Directors of AHF, Martin Bryant and Adrian Rowley; and
appoint three (3) new directors to the Board of AHF - John Day, Nathan Leman and
Peter Huskins (Nominee Directors).

THE CURRENT BOARD AND MANAGEMENT OF AHF HAVE THE SKILLS AND

EXPERIENCE TO DELIVER AHF’'S STRATEGY AND GROW VALUE

The Minority Securityholders have given NO ALTERNATE PLAN OR STRATEGY for
AHF (despite claiming to be industry experts who understand our business);

The Nominee Directors contribute NO ADDITIONAL KNOWLEDGE, SKILLS OR
EXPERIENCE to the Board;

The Nominee Directors have nominated as Executive Directors which indicates they
plan to TERMINATE (OR RISK LOSING) AHF’s experienced infant formula personnel;

The actions of the Minority Securityholders threaten to DERAIL CURRENT
NEGOTIATIONS with significant potential domestic and international customers.

INFANT FORMULA IS COMPLEX AND HIGHLY REGULATED

DON'T RISK YOUR INVESTMENT IN AHF, VOTE AGAINST ALL RESOLUTIONS

IN CONTRAST, THE CURRENT BOARD AND MANAGEMENT OF AHF:
have delivered AHF’s 5-year vertical integration infant formula strategy:

v converted all farms to organic and farm herds to A2 protein only cows;

v constructed and commissioned the new infant formula plant despite the
challenges during COVID;

v' developed and launched two (2) proprietary infant formula brands;

v" commercially produced the Ocean Road Dairies Organic A2 infant formula

range;

v achieved national ranging in Chemist Warehouse for BOTH formula brands;
and

v commenced international distribution of our Future branded infant formula
range,

have significant experience and capability in all areas of infant formula manufacturing,
quality assurance, labelling, marketing compliance and sales, which cannot be
underestimated for a product that is fed to infants;

have closed, sold or transitioned AHF’s loss-making operations to focus on infant
formula (many were acquired or approved under the leadership of the Minority
Securityholders’ Michael Hackett and Nathan Leman); and

have a clear plan to leverage AHF’s investment in its vertical integration strategy
by growing sales in Chemist Warehouse, securing additional domestic and international
distribution opportunities and investing in targeted marketing to build successful, long-
term brands.

VOTE AGAINST RESOLUTIONS 1 TO 6 AT THE EGM ON 18 NOVEMBER 2022
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How to Vote

You can VOTE AGAINST all resolutions in the following ways:
1) attending the Meeting and VOTING AGAINST Resolutions 1 to 6 at the Meeting;
2) if you can'’t attend the Meeting lodge your votes by 10:00am (Melbourne time) on
Wednesday, 16 November 2022:
v by appointing the Chairman as your proxy in Step 1 of the Proxy Form. The
Chairman will VOTE AGAINST Resolutions 1 to 6 for you at the Meeting; or
v by appointing another person to act as your proxy in Step 1 of the Proxy Form
and directing them to VOTE AGAINST Resolutions 1 to 6 by placing an “X” in the
AGAINST box in Step 2 of the Proxy Form.

EGM Notice

A copy of the EGM Notice has been sent to Securityholders by post or email. AHF wishes to
address several key points raised in the EGM Notice below:

The Minority Securityholders have No Strategy or Plan for AHF

e On page 2 of the Notice of Meeting the Minority Securityholders advise ‘there is an
urgent need to facilitate change to salvage some of the remaining in value in the Group’
yet, provide NO PLANS OR STRATEGY on how to achieve this. On page [4] of the
EGM Notice the Minority Securityholders advise that if the resolutions are successful
‘they intend to conduct an independent review with the help of external advisers’to “work
out what to do”.

o If the Minority Securityholders and Nominee Directors know the industry and AHF’s
business as well as they claim, Securityholders should expect that they have a clear
strategy for AHF which outlines what the Minority Securityholders would do
DIFFERENTLY to the current Board and Management team.

¢ Instead, they plan to further divert focus from AHF’s business operations to undertake an
EXPENSIVE REVIEW with the assistance of external advisors.
Executive Directors Increase Wage Costs and Compromise AHF’s Governance
e On pages 7 and 8 of the EGM Notice the Director Nominees nominate as Executive
Directors, which would add 3 new people to AHF’'s Management team.
e The Minority Securityholders have not told Securityholders:
% what the remuneration cost of this will be - we estimate a WAGE BLOW OUT of
between $600,000 to $900,000; and
% their intention for existing Management so we can only assume they intend to
terminate key members of the current Management team.

e Appointing 3 new Executive Directors to the Board of AHF will COMPROMISE AHF’s
GOVERNANCE as Management Directors will control the Board.

e The cornerstone of good corporate governance is that the BOARD IS SEPARATE TO
MANAGEMENT so the Board can hold management accountable for achieving the
organisation’s strategic objectives for the benefit of shareholders.

e How will AHF Management be held accountable by the Board if the Board has a
majority of Management Directors?
Significant Risk of Losing Skilled Staff and Potential Customers

e While the Director Nominees are engaging external advisors to “work out what to do”,
AHF must continue to operate its infant formula plant to ensure production of the Ocean
Road Dairies organic A2 infant formula continues.

¢ Infant formula manufacture, labelling and marketing is complex and highly regulated — it
is more aligned to pharmaceutical and healthcare products than FMCG products.

o AHF has developed its infant formula from the ground up. Our current team have
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ACTUAL EXPERIENCE of the complexities in all areas of our operations from
manufacturing, quality assurance, labelling and sales and marketing compliance.

The importance of infant formula skills and experience cannot be underestimated for a
complex, highly regulated product that is fed to infants. There is a real risk AHF
Management and staff experienced with infant formula will be terminated or leave
AHF if the Minority Securityholders’ action is successful.

The Director Nominees have NO DAIRY OR INFANT FORMULA PROCESSING
EXPERIENCE if this occurs.

Furthermore, AHF’s infant formula plant has recently entered full commercial production
and important work continues to scale up production at the plant to achieve capacity
targets. AHF is extremely reliant on the skills and experience of our personnel to
complete this work.

AHF Management are also IN ONGOING NEGOTIATIONS WITH SEVERAL
DOMESTIC AND INTERNATIONAL DISTRIBUTORS in key target markets. The
actions of the Minority Securityholders threaten to destabilise existing customer
relationships and ongoing negotiations with significant prospective customers.

Director Nominees Add No Additional Skills to the Board

The current size and composition of AHF’s Board allows it to effectively discharge its
duties and ENSURE IT ACTS IN THE BEST INTERESTS OF SECURITYHOLDERS.

In line with ASX Corporate Governance Recommendation 2.2, AHF has published a
Board Skills Matrix which outlines the broad range of skills, experience and expertise
needed to ensure the Board effectively fulfills its role to set AHF’s strategy and oversee
the execution of it by AHF Management.

Industry knowledge is just 1 of 8 criteria identified in the Board Skills Matrix as essential
to fulfilling the Board of AHF’s role. The current Board covers all 8 criteria with each
Director covering at least 5 criteria on their own. Their skills cover areas essential to the
Board’s role including strategy development, risk management, governance and
process, financial reporting and analysis and regulatory compliance.

Bernard Kavanagh is the only Board member with specific dairy industry and dairy
farm/processing experience. The Management team also have formal qualifications and
significant experience in these areas, particularly CEO Peter Skene (who was a director
until 21 June 2022), General Manager Operations, Christian Melville, General Manager
Farms, Graeme Willis, General Manager Sales & Marketing, Jaci Hegarty and General
Manager Corporate & Company Secretary, Kate Palethorpe.

Based on the information provided by the Minority Securityholders:
% none of the Director Nominees add any expertise at Board level NOT ALREADY
covered by the current Directors and/or Management team; and
x 2 of the Director Nominees have NO LISTED BOARD EXPERIENCE; and
% the Director Nominees have NO INFANT FORMULA EXPERIENCE.

At least one of the Director Nominees, Nathan Leman is unlikely to be considered
independent and none of the Director Nominees increase the Board’s gender diversity.

If the Director Nominees are appointed to the Board, and Adrian Rowley and Martin
Bryant retain their positions, the Board will comprise 7 Directors. A board of this size is
EXPENSIVE AND UNNECESSARY given the current size and state of AHF’s
operations.

Strong Board Leadership Has Driven Our Strategy and Business Transformation

Since taking over from Michael Hackett as Chairman of AHF in December 2019, Martin
Bryant has significantly improved Board performance and focused on delivering the
2018 strategy to become a vertically integrated infant formula producer (2018 Strategy).

As part of this process, the Board has overseen the decision to discontinue non-core or
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loss-making operational activities including terminating the yoghurt manufacturing
arrangement with The Collective, converting the Jonesy’s Distribution business to a
distributor model, and ceasing fresh milk processing at Camperdown Dairy.

The Minority Securityholders justify their action to take control of the Board to “stop the
losses’ yet THE EXISTING BOARD HAS ALREADY TAKEN THESE DECISIONS.

Whilst the benefit of hindsight may suggest AHF should not have pursued fresh milk
processing or yoghurt manufacturing as it worked to deliver the 2018 Strategy, these
activities were considered genuine opportunities for AHF at the time these decisions
were made.

Indeed, it was the Minority Securityholders who made, or were heavily involved in these
decisions:

v" Michael Hackett and Nathan Leman decided to enter fresh milk processing by
acquiring Camperdown Dairy in 2016; and

v" Michael Hackett was Chairman when AHF entered the manufacturing agreement
with The Collective.

As Chairman, Martin Bryant has also undertaken a Board renewal process to ensure the
Board is comprised of individuals with the skills, knowledge and experience to deliver
AHF’s long term strategic vision.

This has resulted in the appointment of Jason Dong who has significant knowledge and
networks across Asia (in addition to Mr Bryant’s own experience) and Bernard Kavanagh
who has extensive experience in dairy, agriculture, infant, functional and nutritional
sectors both in Australia and overseas. His experience also includes areas such as
strategy, corporate development and major capital projects. Bernard’s appointment also
allowed Peter Skene to step down from the Board and focus on the CEO role.

Continuous Annual Significant Losses Overseen by the Minority Securityholders

AHF DID NOT “celebrate” the FY22 financial loss made by the Group, as stated by the
Minority Securityholders in the EGM Notice. This is absurd and a desperate attempt by
the Minority Securityholders to a reference to the impact which difficult operational
decisions taken by the Board in FY21 and FY22 had on AHF’s financial position relative
to the prior year.

It is important to note that one of the Minority Securityholders’ representative, Mr Michael
Hackett was Chairman of AHF from 2014 until December 2019, retiring as a director in
March 2020. Under his leadership during financial years 2016 to 2018 and most of
FY20, AHF incurred losses and total losses accumulated to $21 million. Furthermore,
the FY21 financial result included a further $2.35 million write down of the goodwill on
acquisition of Camperdown Dairy, which Michael Hackett and Nathan Leman decided to
acquire in 2016.

Taking the write down of Camperdown Dairy goodwill into account, the Minority
Securityholders’ Mr Michael Hackett and Mr Nathan Leman presided over 73% of
the accumulated losses of AHF to date.

Close Inventory Management and AHF’s Strong Sales Capability

The comments of the Minority Securityholders on page 2 of the EGM Notice in relation to
sales of AHF’s Future branded formula range demonstrate the Minority Securityholders’
lack of understanding of infant formula production, marketing and sales.

AHF is closely managing the inventory of both of its infant formula ranges to ensure
finished goods and bulk inventory is not wasted. It is strategically promoting both ranges
through an integrated marketing plan which includes in-store and digital marketing. The
marketing approach is highly strategic, targeted and cost efficient.

Whilst the Director Nominees boast of their significant relationships with domestic
Australian major retailers, AHF Mnagement also have strong relationships with the major
domestic retailers AS WELL AS LARGER CROSS BORDER E-COMMERCE AND
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INTERNATIONAL DISTRIBUTORS.

Unlike the Director Nominees who appear to have NO INFANT FORMULA SALES
EXPERIENCE, AHF Management understand how significantly COVID-19 has changed
the infant formula category for the major domestic retailers and distributors and have
maintained an ongoing dialogue with them to ensure AHF is adapting to the fast-
changing retail environment and strongly positioned to participate in these channels.

In addition, AHF already has a very experienced and capable sales and marketing
function. Like the Director Nominees, Jaci Hegarty our General Manager of Sales &
Marketing has many years’ experience working in the FMCG food and health industry
(including dairy) and she is highly skilled in sales and marketing for domestic and
international markets. Jaci is supported by experienced marketing/sales specialists, one
of whom has worked extensively with infant formula brands such as Bellamy’s and
Swisse Wellness (Biostime) in Asia and the cross-border e-commerce channel (CBEC).

AHF had a substantial achievement in securing ranging of both its Future branded infant
formula and the Ocean Road Dairies infant formula in Chemist Warehouse through our
Ocean Dairy joint venture with Wellnex Ltd.

This is a strategic joint venture that provides AHF access to Brand Solutions’ (a
subsidiary of Wellnex) pharmacy and retail distribution and sales expertise. Brand
Solutions is a boutique sales and marketing brokerage with a proven track record in the
domestic pharmacy and grocery channels as well as a national field team of sales
managers covering over 3,000 stores.

Selling the Farm Assets and Livestock to Fund Manufacturing and Marketing

How a business funds its operations to achieve its strategy is complex yet critical
decision facing all Boards, particularly ASX listed companies. When AHF announced its
strategy to become a vertically integrated organic infant formula producer, it committed
AHF to a 5-year business transformation requiring organic conversion of its farms,
construction of a purpose-built infant formula manufacturing plant and investment in the
marketing and promotion of its proprietary brands.

This was an ambitious project requiring AHF to invest significant capital PRIOR TO
generating revenue from infant formula sales. A key decision facing the Board was
how this strategy would be funded?

Whilst there is no doubt the farm portfolio offers a strong asset backing for a debt facility,
the Minority Securityholders don’t seem to understand that BANKS DON’T JUST LEND
ON SECURITY POSITION but ALSO the ability of a borrower to make ongoing principal
and interest repayments.

Debt funding was always going to be difficult for AHF to secure to fund its strategy for
three key reasons:

v" AHF’s dairy farming operations cannot be relied upon to generate consistent
cash flows due to the impact of factors outside AHF’s control such as climate
conditions, seasonality of production and raw milk prices;

v" Camperdown Dairy’s major customer went into liquidation less than 24 months
after Michael Hackett and Nathan Leman decided to acquire it, meaning AHF’s
bank was not willing to extend the debt facility it provided to AHF to fund that
acquisition; and

v' fallout from the 2018/2019 Banking Royal Commission saw dramatic tightening
of lending criteria making debt funding very difficult to secure - at all, or at
reasonable prices, for businesses without consistent cash flows, not just AHF.

To ensure the construction and commissioning of the infant formula plant was
adequately funded the Board decided it was in the best interests of AHF securityholders
to issue equity to fund the project (including the high-speed canning line acquired in
2020) and general working capital requirements.

In early 2021, cognisant of the expiry of AHF’s finance facility in October 2021 as well as



Australian Dairy
Nutritionals

the dilutive effect of further equity raises, the Board conducted a review of AHF’s farms
to determine optimal holdings versus manufacturing requirements.

e The results showed that AHF’s farm milk production was dramatically higher than its
future manufacturing requirements, even when the infant formula plant was operating at
full capacity. As a result, the Board decided it was in the best interests of AHF and
securityholders to sell selected surplus farm assets to repay AHF’s debt facility in
full and provide additional working capital to commercially produce its organic A2 infant
formula and market and promote its infant formula brands.

e Contrary to the simplistic view of the Minority Securityholders, the SALE OF THE
SURPLUS FARM ASSETS WAS A DELIBERATE AND PRUDENT DECISION OF THE
BOARD to ensure AHF delivered its strategy. The surplus farm sales also:

v locked in strong capital gains as the farms were sold at a time of low interest
rates and record farm prices in Southwest Victoria; and
v right sized AHF’s farm portfolio to its manufacturing capacity.

e The sale of the surplus farms DOES NOT IMPACT AHF’s SUPPLY OF ORGANIC A2
PROTEIN MILK as the two remaining farms produce more organic A2 protein milk than
is required for the infant formula plant, even at full capacity.

Issue of FY22 Director and Management Incentives

¢ On page 2 of the EGM Notice the Minority Securityholders are critical of the issue of
FY22 performance securities to the Board and Management personnel.

e The Directors were only issued performance securities that were approved by
securityholders at the 2021 AGM on 21 January 2022. Securityholders were provided
with full disclosure of the number of securities which could be issued, and the
performance hurdles attached to them in the 2021 AGM Notice.

e The Directors only qualified to be issued securities attached to the Total Shareholder
Return hurdle, which used a mathematical formula to determine if the hurdle was
achieved. No discretion or subjective assessment was involved. Furthermore, Mr
Martin Bryant voluntarily forfeited his entitlement to be issued 500,000 securities.

e Itis worth noting that during 2015 to 2019 when Michael Hackett was Chairman and
Nathan Leman was a director of the Australian Dairy Farms Trust, securityholders were
also asked to approve the issue of performance securities to Directors, including Mr
Hackett and Mr Leman. In those years AHF didn’t achieve the performance hurdles
attached to those securities however we have no doubt that if any of the
performance hurdles had been achieved performance securities would have been
issued to the Directors notwithstanding that AHF made losses.

e Like most listed and unlisted companies, management personnel are awarded
incentives based on their individual performance as well as the overall performance of
AHF. In FY22, the Management personnel were only issued performance securities
based on their individual performance which included many significant milestones for
AHF including in relation to:

v organic certification of AHF’s farm portfolio and conversion of the farm herd to A2
COWS;

v successful configuration and installation of AHF’s infant formula plant, licensing
and organic certification of the infant formula plant and development and
implementation of the plant’'s OH&S and quality assurance program;

v development of AHF’s brand strategy, product development and
sales/distribution pipeline; and

v" commencement of supply to Chemist Warehouse, establishment of domestic and
international e-commerce platforms and distribution opportunities.

Prudent Liquidity Management
e On page 3 of the EGM Notice the Minority Securityholders are critical of the $500,000
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loan provided by AHF’s Chairman Martin Bryant in late June 2022 (Loan), stating that it
indicates the fragility of AHF’s liquidity.

¢ Infact, the Loan was a prudent step taken by the Board to manage AHF’s capital and
ensure AHF complies with minimum liquid asset holdings under its Australian Financial
Services License. Whilst the Directors were confident the Loan funds wouldn’t be
required by AHF it was put in place as a safety measure as the purchasers of the
Brucknell North farm requested further time for their banks to finalise the $6.15 million
purchase.

¢ In addition, the Loan was unsecured, demonstrating Martin Bryant’s confidence in AHF’s
prospects, and, on more favorable terms than AHF would have received from an
external loan provider. The Loan was repaid in full on 29 July 2022.

e The Board proactively manages AHF’s cash flows to ensure the business is supported
by adequate cash levels and meets its legal and regulatory obligations. As a small,
listed business that is in the investment phase of its growth this is more difficult than for
an established business.

e The Board is very cognisant of this which is the reason it pursued both the IJ Funds
Management Placement as well as the Brucknell North farm sale in the first half of 2022
to support its cash flows during the final phase of the infant formula project and FY23
and beyond.

Changing the Board and Management Risks the Future of AHF

The changes sought by the Minority Securityholders threaten the future of AHF and are not in
the best interests of ANY OF AHF’s SECURITYHOLDERS. The actions of the Minority
Securityholders threaten to de-stabilise AHF’s people, customers and operations at a critical
time when AHF is beginning to realise its strategy to become a fully vertically integrated
manufacturer of premium organic infant formula and dairy nutritionals.

The Board recommends all Securityholders VOTE AGAINST Resolutions 1 to 6 at
the Minority Securityholders’ General Meeting held on Friday 18 November 2022.

How to Vote

You can VOTE AGAINST all resolutions in the following ways:
1) attending the Meeting and VOTING AGAINST Resolutions 1 to 6 at the Meeting;
2) if you can’t attend the Meeting lodge your votes by 10:00am (Melbourne time) on
Wednesday, 16 November 2022:
v by appointing the Chairman as your proxy in Step 1 of the Proxy Form. The
Chairman will VOTE AGAINST Resolutions 1 to 6 for you at the Meeting; or
v by appointing another person to act as your proxy in Step 1 of the Proxy Form
and directing them to VOTE AGAINST Resolutions 1 to 6 by placing an “X” in the
AGAINST box in Step 2 of the Proxy Form.

Questions?

If any securityholder would like to discuss the action of the Minority Securityholders, the Meeting
or AHF’s Response we welcome them to submit a request for a call from one of our Directors
through the investor centre on our website at www.adnl.com.au/response.

The release of this announcement was authorised by the Board.

Ends
Further Details

For additional company information or media enquiries, please contact:

Peter Skene (Chief Executive Officer)


http://www.adnl.com.au/
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Phone: +61 418 592 330
Website: www.adnl.com.au
Email: peter.skene@adnl.com.au

About Australian Dairy Nutritionals Group

Australian Dairy Nutritionals Group (AHF) is a vertically integrated Australian dairy group which
owns high quality organic and organic A2 dairy farms, and a processing facility located in
Southwestern Victoria, the ‘Golden Triangle’ of Australia’s dairy industry. In addition to our
premium Future range of infant formulas the Group has also commenced production of Australia’s
first Organic A2 infant formula made with farm fresh Australian milk from our farms at our purpose-
built infant formula factory. The Group is a trusted source of premium quality branded dairy
products sold in Australia and overseas.

Disclaimer — Forward Looking Statements

This announcement may include “forward looking statements” within the meaning of securities
laws of applicable jurisdictions. These forward-looking statements are not historical facts but are
based on AHF’s current expectation, estimates and projections about the industry, in which it
operates, and beliefs and assumptions. Readers are cautioned not to place undue reliance on
forward looking statements.
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