TO WHOM 1T MAY CONCERN:

DIRA and The Commerce Cominission on Fairness Within The Dairy Industry

The big players — Fonterra, Open Country, Sinlay and Chinese Pokeno all have a farm gate price to
buy milk at the lowest price and make maximum profit.

Chinese factories will have milk supply controlled and delivered by Fonterra and Open Country which
are our high end infant market.

If overseas companies e.g. Vietnam etc want NZ mitk for high end product the NZ farmer will create
competition at the farm gate, which is separate from the domestic market. Fonterra will continue 0
keep opposition factories full, to stop their suppliers leaving and supply other milk processors.

DIRA has expired in the South Island as 22% of Fonterra’s milk is supplied into opposition factories.
Let’s be fair to the dairy farmer and create some competition for our miik at the farm gate.

All dairy companies support DIRA because they want to buy at a low price which is considerably
helow the cost of producing the milk by the dairy farmer. The iast 10% of milk product is sold on
GDT which is the milk price of the surplus product paid to the farmer — NOT the cost to produce.
Many dairy farmers are in financial difficulty trying to produce milk at below cost as their overheads
of stock, feed, wages, maintenance of jand and buildings, administration, shares, capital investment
and interest — just to name a few, ali accumulate to make dairy farming in NZ unviable.

if DIRA stopped tomorrow farmers would have a choice.

The Fonterra supply of factory gate price milk to other factories is keeping them full, hence no
Fonterra supplier can supply other factories.

All companies want to make huge manufacturing profits. GDT is not the method or the milk price
calculation.

Demand at the farm gate would be welcomed with farmers going into high end markets with
overseas dairy processors.

Trevor Bain



State of Competition in NZ Dairy industry

Further to all comments and reading of Fonterra rivals advising the Commerce Commission review
there is insufficient competition for dairy industry de-regulation (NBR) | would like to make the
following points:
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Fonterra generaily supports the 22% South Island DIRA at 31 May 2016 and should not be
extended.

Miraka says insufficient competition. The fact is farmers cannot supply this company due to
special contract with DIRA.

Open Country is not a start-up company ~ they are the 2™ largest company and have a
waiting list of suppliers. They are blocked by Fonterra and DIRA and special contracts. The
Talley Group shareholding is 55 — 69%. 1 year Open Country recorded an after tax
profit of 29.8m indicating they could stand alone. Thisis exclusive of fishing and meat
works. They only pay milk price model as specified by the Commerce Commission and
Fonterra.

Goodman Fielder competes in the domestic milk market against Fonterra brands and other
processes. Goodman Fielder Wilmar wants continued regulation and required to retain
downstream competition with independent processors unabie to guarantee year round
supply of milk or be unfeasible for Goodman Fielder to source its own raw milk supply
before current arrangements with Fonterra expire in 2021.

Wilmar International or Goodman Fielder are not a start-up company and have never
advertised for milk supply from the farmers. It is hiding behind DIRA and The Commerce
Commission. Wilmar bought Goodman Fielder for 1.3 billion (NZ and Australia). ltisa
Wilmar international company owned by Robert Kuok, net worth 10 billion in 2015;

Federated Farmers said farm gate milk competition varied around the country with many of
the independent processors, because they are either full or seeking special contracts. There
is little competition on price as all processors peg their milk price to Fonterra’s. This has to
stop.

Fonterra appears good in the add-on ingredients business with some profits and no
payments to the farmer resulting in farmers having to get a Fonterra loan.

Yashili, Danone Pokeno milk plant are supplied by Fonterra and Open Country DIRA milk.
What profit and what market are they taking off NZ dairy farms? They expect to grow to $32
billion by 2017 in infant formula sales. (Read attached information)

There is no doubt in my mind there is sufficient competition for milk in NZ and start-up
companies should not exist as they are big multi-national companies working within the
structure that the Commerce Commission provide and the NZ Government. Please correct
this NOW as some contracts are being signed up to 2026!!



CONCLUSION

A)

B)

)

DIRA is out, but milk can be traded at a profitable rate that reflects the market that it is
intended e.g. longlife milk or infant ete.

All companies that have special contracts of supply with Fonterra should cease 31/5/2016
and this would create farm-gaie competition. All companies must independently offer a fair
market price for farm-gate milk as in Australia.

Goodman Fieider NZ and Australia was purchased by Wilmar in October 2014 for $1.3
billion. It is not correct that we subsidise large worldwide Asian companies with milk at
below cost of production until 2026. Wilmar are hiding behind the Goodman Fielder brand.

Fonterra you can work with them but competition is so strong that the big players are going
to own the dairy market in NZ and Australia and the World.



Yashili, Danone collaboration to cover new Pokeno milk plant
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Yashili, Danone collaboration to include new Pokeno milk plant J

By Fiona Rotherham

July 27 (BusinessDesk) - Chinese-owned Yashili International Holdings will collaborate with French dairy gient Danone on its new $212 million plant in
Auckland. as part of a wider deal for the Chinese milk formula maker 10 buy Danone's Dumex China brand amid tightening competition in the world’s
largest infant formula market.

Yashili. which is 25 percent-owned by Danone and one of China’s top 10 infant formula makers by sales. said it plans to acquire Dumex Baby Food for
an undisclosed amount. Danone will use the praceeds to buy shares in milk producer China Mengniu Dairy, which owns an indirect 51.04 percent stake
in Yashili.

The filing to the Hong Kong stock exchange also said Yashili and Danone intend to collaborate in New Zealand with respect lo a manufacturing plant

with the aim of “achieving synergies and support in various areas™.

The official opening of Yashili’s Pokeno plant has been delaved eight months until October while the company awaits the required approvals under
China’s complex food safety regulations. The company has been negotiating with Fonterra Cooperative Group and Open Couniry Dairy for raw milk
Supply.

http://www.scoop.co.nz/stories/BU1507/S00838/vashili-danone-collaboration-to-cover-ne... 8/01/16

Yashili had previously imported milk powder from New Zeafand for 1fi vears The factory will be the biggest single drving plant fnr_ infafl.t m-!k in Asia.
processing 300,000 litres of milk daiiy when it reaches full production. Al of its products will be exporied to China. where iis website said infant
formula sales are expected to grow to $32 billion by 2017.
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A new $212 millien dairy plant will open in Auckland in a joint venture between
Chinese-owned Yashili Intemational Holdings and French dairy giant Danone.
Yashili, which is 25% owned by Danone, plans 1o acquire Danone's Dumex
Baby Food China brand. The companies are working tegether in New Zealand
to build the manufacturing plant. The Pokeno plant's opening has been
delayed until October, and negotiations are underway with Fonterra and Open
Country Dairy to supply the raw milk.
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Danone’s local subsidiary. Danone Nutricia, ended its supply contract with Fonterra afier the August 2013 botulism scare and launched a $1 billion law
suit against the dairy cooperative in compensation for disrupted sales. It has since been sourcing produet from Synlait and other manufacturers and last
vear bought two Kiwi dairy processing companies, Sutton Group and Gardians, with the fatter providing access to milk supply from 18 farms owned by
Grant Paterson of Dunedin

In its first-half results. Danone said its early life nutrition division reported an | | percent increase in second quarter sales to 1.23 billion euras, following
a boom in online sales in China. Despite that positive environment, Dumex brand products remained well below 2013 levels, “hit hard by the false alert
raised by Fonterra and by the shifit in consumer preferences from supermarkets (o both online sales and specialised distribution™. it said in the stalement.

Danone had revised long-term sales projects for Dumex in China and taken an impairment charge of 398 million euros as at June 30
Bloomberg reported analysts saving China’s infant formula market is suffering from toe much competition while Chinese consumers are increasingly
buying forcign-made infant formula online due to concern about the salety of local product. Yashili and Beingmate Baby &Child Food Co. in which

Fonterra hus bought an 18.8 percent stake to push its Anmum brand in China. are expected to be market consolidators
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