BEN%ON F%RTNE H‘%

14 February 2003

Mr D Traeger

Executive Director
Dromana Estate Limited
Level 9

406 Collins Street
MELBOURNE VIC 3000

Dear Mr Traeger

INDEPENDENT EXPERT REPORT PURSUANT TO CHAPTER 10.1 OF THE
ASX LISTING RULES

Introduction

Dromana Estate Limited (“Dromana” or “the Company™) is a company listed on the
official list of the Australian Stock Exchange (“ASX™). Dromana produces and
distributes a range of premium, uitra premium and Ialian wines in both domestic and
export markets. The Company produces its own grapes and draws fruit from properties
throughout Victoria in a number of regions.

You have requested Benson Partners Corporate Advisory Pty Ltd (“Benson™) to prepare
an Independent Expert’s Report in connection with the proposed assignment of the
security and the proposed issue of options to Twelfth Vilmar Pty Limited as bare frustee
for itseif, Harvard Nominees Pty Limited and Richard and Isabella Green (“the
Proposed Trassaction™). Twelfth Vilmar Pty Limited (“Twelfth Vilmar™) is an entity
associated with Mr Geoff Bell, a Director of Dromana. Harvard Nominees Pty Lid
(“Harvard™) is an entity associated with Mr David Craig, a Director of Dromana.
Messrs Bell, Craig and Green (collectively “the Twelfth Vilmar Lenders™) are directors
of Dromana so shareholder approval is required for the Proposed Transaction. A brief
summary of the Proposed Transaction is set out below:

s Issue of 1.2 million options with an exercise price of 27 cents and an expiry date
of 14 January 2009. The options are American options as they can be exercised at
any time prior to the date of their expiry.




The options are being issued to the Twelfth Vilmar Lenders at no consideration
for their accepting the assignment of the Dromana debt owing to Rabo Australia
Limited (*Rabo™) on different terms to the original Rabo terms.

We understand that the issue of the options and the assignment of the Rabo debt
are interrelated so that if shareholders do not approve the proposed option issue
then the Tweltth Vilmar Lenders could call for immediate repayment of the debt.

Further details of the Proposed Transaction are summarised in our report and set out in
detail in the accompanying Explanatory Memorandum.

s The Proposed Transaction is subject to a number of key conditions precedent,
including inter alia, the Dromana shareholders approving the issue of options.

s The directors of Dromana have requested Benson to independently assess whether
the Proposed Transaction is fair and reasonable to non-associated shareholders.
This report has been prepared by Benson to accompany a Notice of Meeting to
convene a General Meeting of Dromana in March 2005 to seek shareholder
approval tor the Proposed Transaction.

This report has been prepared solely for the purpose of assisting the non-associated
sharcholders in considering the Proposed Transaction. We do not assume any
responsibility or liability to any party as a result of reliance on this report for any other
purpose, including but not limited fo investment or lending decisions in relation to
Drromana.

Summary and Conclusions for Dromana’s Shareholders

In our opinion, the Proposed Transaction, on balance, is fair and reasonable to the
non-associated shareholders of Dromana.

Our opinion is based solely on information available at the date of this report.

The principal factors that we have taken into account in forming our opinion are
summarised below and discussed in more detail in Section VI of this report.

s The assignment of the security to Twelfth Vilmar Pty Ltd in the form of the fixed
and floating charge over the assets of Dromana, would, if approved by the
Dromana Shareholders, simply result in Twelfth Vilmar Pty Ltd holding the same
security interest over the same debt obligation as that previously held by Rabo.

s The Company has previously issued share options to Directors in lieu of cash
payments for their services. The issue of the Proposed share options to the
Twelfth Vilmar investors preserves the Company’s cash resources and is
effectively in lieu of a cash payment such as an establishment fee for the provision
of the financing facility.



The Company was in default of certain covenants of the Rabo facility. This
detault meant that the Rabo facility could be recalled at 31 December 2004 and
this would have reguired the Company to find an alternative source of debt
finance.

The terms and conditions of the replacement financing facility provided by the
Twelfth Vilmar Lenders are better than the terms of the Rabo facility.

The Twelfth Vilmar facility does not contain a line fee and borrowings from other
debt providers would have contained line fees at least equal o the 1% in the Rabo
facility.

If the options are exercised, the Company’s net assets will increase by $324,000.
The options are unlisted.

We consider the change in the financing covenants of the Rabo facility to the
Twelfth Vilmar facility is positive for shareholders.

The Twelfth Vilmar facility may provide greater flexibility to the Company in
terms of both debt and equity fundraising.

The value of $142,800 we have determined for the options will need fo be
expensed by the Company. This will reduce its reported earnings in those periods
where the expense occurs.

The crystallisation of a $100,000 loss by Rabo in assigning the facility to the
Twelfth Vilmar Lenders indicates that Rabo had concerns about the recoverability
of the loan. Undoubtedly, possible other lenders could have shared this view and
Dromana’s refinancing options, at least on terms as favourable as the Twelfth
Vilmar facility, were probably l[imited. Given this situation, it is reasonable to
consider that Dromana, and thus the non-associated sharehoiders, are better off
due to the replacement of the Rabo facility with the Twelfth Vilmar facility.

The provision of the Tweltth Vilmar facility is dependent upon shareholders
approving the grant of the options to the Twelfth Vilmar Lenders. We understand
that if the option grant is not approved then the Twelfth Vilmar Lenders could
recall their loan. If this were to occur then the Directors would need to revisit the
financing facilities offered by other lenders, which were considered o be less
attractive than that offered by the Twelfth Vilmar Lenders.

Other Matters

Acceptanice or rejection of the Proposed Transaction are matters for individual
sharcholders based on their own views as to value, risk profile, liquidity preference,
portfolio strategy and fax position. Dromana sharehoiders who are in doubt as to the
action they should fake in relation to the Proposed Transaction should consult a
professional advisor.



Stracture of Report
The balance of this report is set out in the following sections:

1. Terms of the Proposal

11 Basis for our Evaluation of the Proposed Transaction
{il.  Profile of Dromana

V.  Share Capital and Ownership of Dromana

V. Value of Dromana Options

VI.  Assessment of whether the Proposed Transaction is Fair and Reasonable to
the non-associated Shareholders

Appendices
A. Qualifications and Declarations
B. Souarces of Information

Y ours sincerely

P14,

PETER I RAYNER MICHAEL CAIN
Director Director




I. TERMS OF THE PROPOSAL
We outline below a summary of the Proposed Transaction.

By way of background, we note that Rabo has agreed to assign their $1.3 million
facility to Twelfth Vilmar for $1.2 million. At the date of the assignment, 7 January
2005, Dromana owed Rabo some $1.3 million and was in breach of the Rabo loan
covenants. Subject to Dromana shareholder approval, Rabo will assign 1o Twelfth
Vilmar the security held by Rabo over the assets of Dromana as security for the Rabo
facility.

Twelfth Vilmar proposes to alter the terms of the financing facility so that its covenants
are not as restrictive as those required by Rabo. A comparative table setting out the
differences between the Rabo facility and that proposed by Twelfth Vilmar is contained
in the Explanatory Memorandum which includes this report. We summarise below the
key differences between the two facilities:

s The requirement for quarterly consolidated financial accounts. It has been
replaced by a requirement for half yearly consolidated financial accounts.

s A series of financial undertakings with respect to equity ratios of 60% and debt
service cover ratio of 1.3 times will no longer be required.

s Facility documentation requirements including representations and warranties,
undertakings and negative pledges, events of defauls, efc are no longer applicable.

s Twelfth Vilmar must provide Dromana with six months notice prior to
terminating this facility.

s Advances may be repaid at any time without notice or cost and a line fee of 1%
per annum on the facility fimit will no longer apply.

1n consideration for these proposed changes to its financing facility, Dromana will issue
1,200,000 options to the Twelfth Vilmar Lenders for nil consideration. The options will
have an exercise price of 27 cents each and can be exercised at any time prior to their
expiry on 14 January 2009.

The financial effect of this debt assiganment is that Dromana’s external borrowings will
still total $1,300,000 but the terms of the borrowings will be different to those existing
previously under the Rabo facility. Details of the Proposed Transaction are set out in
detail in the Company Explanatory Memorandum. The Proposed Transaction is subject
to a number of key conditions precedent, including inter alia, the Dromana shareholders
approving the issue of the options.



11, BASIS FOR OUR EVALUATION OF THE PROPOSED TRANSACTION
Purpose of the Report

ASX Listing Rules provide that an entity shall not issue or agree to issue equity
securities to a related person without the approval of holders of ordinary securities.
Under the Proposed Transaction, the Company is to issue securities to the Twelfih
Vilmar Lenders who are directors of the Company. Chapter 10 of the ASX Listing
Rules require Dromana to provide shareholders with an Independent Expert’s Report
stating whether the Proposed Transaction is fair and reasonable when considered in the
congext of the interests of the shareholders, other than those involved in the Proposed
Transaction or persons associated with such persons (ie. the non-associated
sharcholders). The independent director has reguested Benson fo independently assess
whether the Proposed Transaction is fair and reasonable to non-associated shareholders
to satisfy this obligatios.

Our Approach

The term “fair and reasonable”™ does not have any statutory definition, although
overtime a commonly accepted meaning has evolved. Policy statements issued by the
Australian Securities Commission, the predecessor to ASIC, in particular Policy
Statements 74 and 75, provide some guidance o the use of that term.

Policy Statement 75 attemipts to provide a precise definition of fair and reasonable. The
Policy Statement continues earlier regulatory guidelines that created a distinction
between “fair and reasonable”. Fairness is said to involve a comparison of the offer
price with the value that may be attributed to the securities that are the subject of the
offer based on the value of the underlying businesses and assets. In determining
fairness, any existing entitlement to shares by a bidder is fo be ignored. Reasonableness
is said fo involve an analysis of other factors that sharcholders might consider prior to
accepting a takeover offer such as:

s the bidder’s existing shareholding;

s other significant sharcholdings;

s the probability of an alternative offer;

s the liquidity of the market for the target company’s shares; and

. the options for the target in the event that the bid does not proceed.

Policy Statement 74 states that what is fair and reasonable for Non Associated Members
should be judged in all the circumstances of the proposal. The likely advantages and
disadvantages for the Non Associated Members, should the proposal proceed, should be
compared with the advantages and disadvantages should it not. The effect of the
proposed changes on shareholder value is only one element of this assessment.
Accordingly, “fair and reasonable™ must be capable of broad interpretation to meet the
particular circumstances of each transaction. This involves a judgement on the part of
the expert as to the alternatives avaiiable. On this basis, a proposal will be fair and
reasonable if the non associated shareholders wiil, on balance, be better off if the
proposal is accepted.

For the purpose of our opinion, market value is defined as the price that could be
negotiated in an open and unrestricted market between a willing, knowledgeable but not
anxious buyer and a willing, knowledgeable but not anxious vendor acting at arms
length, each believing that they have complete information with respect fo the asset
being sold.



1n forming our opinion as to whether the Proposed Transaction is fair and reasonable we
have treated the concepts of fairness and reasonableness as a single opinion, that is, the
Proposed Transaction is or is not fair and reasonable.

1n forming our opinion as to whether the Proposed Transaction is fair and reasonable we
have had regard (inter alia) to the following factors:

s the assignment of the charge over the assets of the company would result in
Twelfth Vilmar Pty Ltd holding the same security interest over the same debt
obligation as that previously held by Rabo;

s the value of the options being granted to the Twelfth Vilmar Lenders by Dromana
for nil consideration;

s the terms and conditions of the replacement financing facility to be provided by
Twelfth Vilmar:

s the potential impact of the Proposed Transaction on the financial position of

Dromana; and

s other advantages and disadvantages which may impact the non-associated
shareholders of Dromana in the event that the Proposed Transaction proceeds.

We have also given due consideration to relevant matters in other ASIC guidelines,
including Practice Note 42 (Independence of Experts’ Reports) and Practice Note 43
(Valuation Reports and Profit Forecasts). The Policy Statements and Practice Notes
reflect ASIC’s underlying philosophy that the premium for control of a company be
shared by all members of that company.

Information Used

In preparing this report, we have used and relied upon the information set out in
Appendix B and representations made by Dromana management. Information set out in
this report for the vear ended 30 June 2004 is based on Dromana audited financial
statements for this period and information for all periods after June 2004 are based on
unaudited management accounts. We have conducted checks, enquiries and analysis on
the information provided fo us which we consider appropriate for the purposes of this
report. Based on this evaluation, we consider that the information used as the basis for
forming the opinions in this report is accurate, complete and not misleading and we
have no reason fo believe that material information relevant to our report has been
withheld. Whilst our work has involved an analysis of financial information and
accounting records, it does notf constitute an audit of Dromana in accordance with
Australian Auditing Standards and accordingly no such assurance is given in this report.
Benson has been provided with historic and prospective information prepared by
Dromana. Whilst Benson has in part relied upon this information in preparing this
report, Dromana remain responsible for all aspects of this information. Achievement of
prospective results is not warranted or guaranteed by Benson. Prospective results are by
their nature uncertain and are dependent on a number of future events, which cannot be
guaranteed. Actual results may vary significantly from the prospective information and
any variations may affect our assessment.

Our assessment has been made as at the date of our report. Economic conditions,
market factors and performance change may result in this report becoming outdated.
We reserve the right to review our assessments and, if we consider it necessary, to issue
an addendum fo ocur report, in the light of any relevant material or information which
subsequently becomes known to us prior to the General Meeting to vote on the
Proposed Transaction.



Scope Exclusions

This report has been prepared solely for the purpose of assisting the shareholders in
Dromana in considering whether to approve the Proposed Transaction. This report has
not been prepared to provide information to parties considering the purchase or sale of
any equity or other security in Dromana. Accordingly, we do not assume any
responsibility or liability for any losses suffered as a result of the use of this report
confrary to the provisions in this paragraph.



111. PROFILE OF DROMANA
Corporate Background

Dromana is a Victorian based producer of premium and ulira premium Australian wine
and markets its products under seven brands. Dromana acquired the assets and business
of Dromana Estate Vineyards in April 2000, which was established in 1982. The
Company has been acquisitive, purchasing Mornington Vineyard Estate in June 2000, a
49% interest in the Yarra Valley Hilis joint venture in November 2000 and an 80%
interest in David Traeger Wines in November 2002. Since its beginning, Dromana has
been a pioneer in establishing the Mornington Peninsula as one of Australia’s premier
cool climate wine regions.

In the United Kingdom, Dromana currently sells its wines through distributors to
restaurants and hotels. On 12 January 2005, the Company’s shares were listed on the
AIM Market of the London Stock Exchange with 5,454,545 new shares being issued at
a price of 11 pence, raising gross funds of £600,000. The Company’s main role in
listing on AIM is to raise its profile in the UK and expand its market presence. The
Company plans fo introduce to the UK a loyalty program, currently operating in
Australia, for restaurant and bar owners in the form of a 4 vear share option. Dromana
expotts two of its seven brands to the UK restaurant and hotel trade. The wine retails at
under £10 a bottle. Dromana intends fo progressively expand the portfolio of wine
available in the UK to all seven of its brands. The UK is the largest importer of wine by
value in the world and six Australian wines are in the Top 10.

Dromana’s key markets include: Ireland, Canada, Russia, Singapore as well as the UK
and Australia. It has recently launched its wine in Korea and Japan. Once firmly
established in the UK, Dromana intend fo target the rest of Europe.

We understand Dromana is in a recovery phase having spent two years restructuring the
Company. The strong Australian dollar, combined with poorly performing Australian
distributors has impacted on Dromana’s profitability. The proceeds of the AIM listing
have been used fo increase working capital, repay debt and to assist in further increasing
sales both domestically and internationally, especially in the UK, one of the Company’s
largest export markets.



Financial Position

Dromana’s unaudited consolidated net assets as at 31 December 2004 and audited
consolidated net assets as at 30 June 2004 are summarised below.

Table 1: Summary of Dromana’s historic net asset posifion

3M-Dec 30-Jun

2004 2005

$°000 $'000
Current Assets
Cash 42 343
Receivables 5786 315
inventories 4189 4144
Other 59 2
Total Current Assets 4B76 4804
Non Current Assets
Receivables 1714 249
Equity Accounted Investiments 1048 1228
Property, Plant & £guipment 1102 1444
Total Non Current Assets 2321 2922
Total Assefs 7197 7726
Current Liabitities
Payables 1343 1668
interest Bearing Liabilities 1722 1563
Provisions 34 27
Total Current Liabilities 3009 3259
Non Current Liabilities
Payables i1 44
interest Bearing Liabilities 0 334
Total Non Current Lizbilities 11 378
Total Liabilities 3110 3637
Net Assets 4087 4089

Source: Dromana’s 2004 Annual Report and Management Accounts 31 December 2004



Financial Performance

Dromana’s unaudited consolidated financial results as at 31 December 2004, and
audited consolidated financial resuits as at 30 June 2004 are summarised below.,

Tuble 2:  Sumunary of Dronmana’s historic financial performance

31Dec 30-dun

2004 2004

$000 $'000

Tofal revenue 1538 2289
Earnings before Interest and tax {333) (4,784}
Net Inferest {56) {147}
Operating Loss {389) (4,931}

Source: Dronuna’s 2004 Annual Reporf and Management accounts 31 December 2004

The Company has not traded profitably for the past two financial years and although an
improved financial performance is forecast, it is unlikely that a dividend will be
declared for the current financial year. Dividends in future periods will be dependent
upon the success of sales strategies currently being implemented. In this context, we
understand the Company will need to significantly increase sales over the next six
months if it is fo be cashtlow positive.

Rabe Facility

We understand that in October 2004 the Company was in default of certain covenants of
the Rabo facility. The Company held discussions with Rabo and various other financial
institutions concerning a new facility. The Company resolved that the best option was to
assign the debt and security to Twelfth Vilmar and for the Twelfth Vilmar Lenders to
repay Rabo.

In effect, the Twelfth Vilmar Lenders have provided the tfunds on terms which were not
available to the Company at the time the Rabo facility required replacement.



IV. SHARE CAPITAL AND OWNERSHIFP OF DROMANA

Recent Share Issues

The issued share capital of Dromana as at 2 February 2005 is 26,870,524 fully paid

ordinary shares.

Since 30 June 2004, in addition to the AIM listing share issue

discussed above, the Company has issued 1,607,155 shares and raised $327,502.

In addition, as at this date Dromana has issaed 7,759,600 opticns over ordinary
shares as set out below,

Table 3: Issued Options

ASX Code Secarity Description Expiry Date | Exercise Price Number
MY O Listed Options 00905 $1.50 1,175,233
DMYAL Untisted Options 20/06/08 $0.60 1,890,000
DMYAG Unlisted Options 09/10/08 $i3.25 600,000
DMYAQ Unlisted Options 15405 $1.38 130,000
DMYAS Untisted Options 10/09/05 $1.50 860,667
DMY AL Unlisted Options 30/06/08 $i3.25 258,000
DMYAY Unlisted Options O8/10/09 $i3.25 400,000
DMY AM Untisted Options 3011409 $0.25 750,004
DMYAQ Unlisted Options 28/11407 $11.80 130,000
TBA Unlisted Options 12/81/10 $0.27 SU0,000
TBA Unlisted Options 30/06/08 $0.25 33,700
TBA Lnlisted Options 12/01/16 $0.27 1,000,000

Under the Loyalty Program, Dromana has issued 33,700 of the available 2,000,000
options over ordinary shares exercisable at 25 cents on or before 30 June 2008. At the
date of this report only options granted in the initial three months setup of the program

have been issued.




Share Price and Volume Hisfory

The following chart provides a summary of the monthly weighted average trading
prices and volumes in Dromana’s shares from February 2004 to January 2003,

Trading Volumes and Share Price
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Benson has also considered the volume weighted average market price for 10, 25 and 45
day periods to 4 February 2005.

Table 4: Weighied Average Prices - cents

Dromana 4 Feh 2005 10 days 25 days 45 days
Closing Price 31.0
Weighted Average Price 32.3 32.5 33.0

Source: Bloomberg

Trading in Dromana Shares

An Afialvais of the trading volums i Dromana’s shares o the period to | February 2003 35 sef oul below.

Table 5: Trading Hguidity in Dromuina’s shiires

Period prier to 4 | High Low Weighted Yolume As a % of
Feb 2005 cents cenis average issued shares
cents (26,870,524
L24/02/05)
I week 33.0 310 32.0 51,600 (3.19%
1 monih 34.5 31.0 32.5 99,600 3.37%
2 months 35.0 31.0 33.0 172,050 (3.64%
& months 39.5 18.0 30.1 1,017,578 3.79%
12 months 39.5 16.0 25.8 2,681,173 9.98%

Source: Bloomberg
The above analysis illustrates that Dromana shares have historically exhibited relatively

low liguidity. We note that over the relevant six month period 1o 4 February 2005, an
average of approximately 7,800 Dromana shares were traded daily.

Ownership Structure
The current ownership structure of Dromana is as follows:

Table 6: Top 20 Holding



Ordinary Shares 7 February 2004

Total erdinary shares on issue 26,871,524
Top 20 sharcholders — Ordinary Shares 14,875,511
Top 20 sharcholders — percentage of ordinary shares on issue 55.4%

Source: Company Records

Effect of the Proposal on the Current Capital Structare

1t the Proposed Transaction is approved, a total of 26,870,524 shares and 8,959,600
listed and unlisted options will be issued. The pro forma capital structure of Dromana,
if the proposal is approved and the options are issued, is summarised below.

Table 7: Capitul Striecture

Number of Shares
Current Namber of Ordinary Shares 26,871,524
Current oplions 7,759,640
Proposed oplions 1, 2403, 04K
Total shares on issue if all eptions exercised 35,830,124

Of the current issued options, we consider if is unlikely that 4,125,900, some 53.2%
of them, will be exercised. This opinion is based on both the exercise prices,
ranging from $0.66 to $1.50 with expiry dates ranging from May 2005 to June
2008, and Dromana’s carrent share price of $6.31 and our understanding that no
dividends are expected to he paid in the next two vears.

Effect of the Proposal on the Current Shareholding Structure

1t the proposal is approved and 1.2 million options are issued then the number of
Dromana options on issue will increase fo 8,959,600. As noted, we consider it is
unlikely that 4,125,900 of these options will be exercised prior to expiry. If this
assumption is correct and both the other existing and the proposed options are exercised
then Dromana’s issued shares will total 31,704,224, This means the shares issued in
relation fo the proposed options will represent some 3.8% of the expanded share capital.
As the Twelfth Vilmar Lenders interest is held equally for each of the three director’s
interests, this means that their respective increased ownership interest in the Company
will incrementally increase by 1.26% of the total issued shares.



V. VALUE OF DROMANA OPTIONS

An option is a security that provides the owner with the right, but not the obligation, to
either buy or sell a specified asset, at a specitfied price, by or on a specified date.

Generally, there are two types of option contracts:

s A call option gives the buyer the right to purchase the specified asset. Upon
exercise of that right, the writer of the option is obliged to sell the underlying
assets to the option holder.

s A put option gives the buyer the right fo sell the specified asset. Upon exercise
of that right, the writer of the option is obliged to buy the underlying asset from
the option holder.

The key elements of an option can therefore be summarised as follows:

(a) underlying asset;

(b) exercise price;

(¢) premium;and

(d) exercise date.

(a) Usnderlying Asset

The option must relate to a clearly identifiable asset, eg, a specific parcel of shares. As

the option etfectively limits “*downside risk”™, the current or “spot”™ price of this asset and

the variability of this spot price are important, ie: an asset with a highly volatile price
will offer the potential of high profit, but as the option will negate the possibility of high
losses, the option will be considered more valuable than an option on an asset with

“lower volatility™ (ie, variability of spot price).

(b} Exercise Price

This is the price for which the relevant assef can be bought (in the case of a call option)

or sold (in the case of a put). 1t is also referred fo as the strike price. As the exercise

price is deferred it represents a liability potentially payable at a future date. Therefore,
the value of an opticn will be influenced by the present value of this exercise price.

(¢} Premium

This is the price paid by the buyer of an option 1o the writer or seller of the option. In
respect of the Proposed Options there is no premium payable.

(dy Exercise Date

This is the date on which an opticn expires, ie, after which the option can no Ionger be
exercised. It is important to distinguish between:

(i) American options, which are capable of being exercised by the holder anytime up
until expiry date; and



(i} European options, which are capable of being exercise by the holder only on the
specified expiry date.

Given the added risk with an American option (ie, it may be exercised at any time,
thereby taking advantage of short term pricing idiosyncrasies) normally these options
are priced higher than a comparable European option.

The longer the period until the exercise date, the greater is the possibility for gain and
the longer is the deferral period. Therefore, all else being equal, the greater the period
o expiry, the greater the option value should be.

VALUATION METHOGDOLOGY

Methodologies normally employed in valuing an option include the market method
value methodology or the investment methodology.

The market method considers the value of the asset based on prices at which similar
assets have been traded in arms length transactions. This method assumes the risks and
income earning potential of those assets are recognised by the parties in negotiating a
value. This method has limitations as similar assets may not exist, may not have been
recently exchanged or information relating to these assets may not be public knowledge.

The investment method considers the present value of the benefits flowing to the owner
of the asset. In this manner it accounts for the earning potential of the asset in the
assessment of the future benefits and the related risks associated with this potential are
considered in determining an appropriate discount or capitalisation rate. This
methodology considers the very nature of an asset, by relating its present value to the
future benefits controlled by the owner of the asset and the period to which these
benefits relate.



OPTION PRICING MODELS

It is generally accepted that the option priciag model employed should take into account
the following factors:

(a) exercise price of the option;

(b) life of the option;

(¢) current price of the underlying securities;

(d) expected volatility of the share price;

(e) dividends expected on the shares; and

()  risk free interest rate for the life of the option.

When a formula is applied to these variables, the resulting figure is called the theoretical
fair value of the option. There are two main models used in pricing equity options, the
binomial model and the Black Scholes miodel.

THE BINOMIAL OPTION PRICING MODEL

The model divides the time to an options expiry into a large number of intervals or
steps. At each interval, it calculates that the stock price will move either up or down
with a given probability and also by an amount calculated with reference to the stock’s
volatility, the time to expiry and the risk free interest rate. A binomial distribution of
prices for the underlying stock is thus produced.

At expiry the option values for each possible stock price are known as they are equal to
their intrinsic values. The model then works backwards through each time interval,
calculating the value of the option at each step. At the point where a dividend is paid
(or other capital adjustment made) the model takes this into account. The final step is at
the current time and stock price where the current theoretical fair value of the option is
calculated.

THE BLACK SCHOLES MODEL

The Black Scheles model was first introduced as an analytical solution to pricing a
European option on a non dividend paying asset. The Black Scholes formula is a
continucus time analogue of the binomial model. The Black Scholes formula uses the
pricing inputs to analytically produce a theoretical fair value for an option. The model
has many variations which aftempt, with varying levels of accuracy, to incorporate
dividends and American option exercise conditions.



VALUATION PARAMETERS
Exercise price of the option

The exercise or strike price is the agreed price at which the underlying asset will change
hands if the option is exercised. Hence, it is the price for which the underlying asset can
be bought (in the case of a call option) or sold (in the case of a put option) it the buyer
of the option elects to exercise his or her rights.

Life of the option

The expiry date of the option (variously known as the maturity date or the exercise date)
is the last day on which the option may be exercised, ie, the day on which the option
expires.

Price of the underlying securities

The price of the underlying asset, in relation to the exercise price of the option, is the
single most important factor in determining the value of an option. If the price of an
asset is cither well above or well below the exercise price, other factors will have little
influence on the option value.

The weighted average share price of Dromana on 4 February 2005 was $0.31 (Sowrce:
Bloombery).

Expected volatility of the share price

The volatility of the underlying asset plays an imgportant part in the valuation of an
option. Volatility, in simple terms is a measure of the degree to which an underlying
assets’ market price changes during a set period of time. If a commeodity moves up or
down to a greater degree, it is likely that the option over this underlying asset will be
more expensive, reflecting this higher volatility or risk. The option should cost more to
purchase, to compensate the writer for the greater risks invoived in writing that option.

The historical price volatility of shares in Dromana at 4 February 2005 was 65%
(Source: Bloomberg}
Expected dividends on the shares

An assessment is reguired fo estimate the company’s future dividend payment policy.
This assessment is based on historical dividend payment patterns and any
announcements by the Directors on future dividend policies. We have been advised that
no dividends will be paid for at least two years. Given this advice and the absence of
forecast earnings beyond that date we have assumed no dividends will be paid during
the life of the options.

Risk free interest rate for the life of the option

The risk free rate of interest is the return an investor could expect o receive over the
term of the option in a risk free investment such as a Government bond. In completing
our valuation we have employed the Australian Government 10 year Bond rate at 4
February 2005 of 5.327%.



Value of Options at 4 February 2005

We have applied the above option pricing models and the parameters and assumptions
set down to arrive at a theoretical fair value for each option of $0.17 per option. This
results in a theoretical fair value of $204,000 for all of the 1,200,000 options it is
proposed the company grant to the Twelfth Vilmar Lenders.

We note that there can be no certainty that this theoretical fair value could be achieved
by the Company or the Twelfth Vilmar Lenders if they chose to sell the options
immediately. This position reflects the normal liquidity issues associated with the sale
of any asset but, we in particular, unlisted options over shares in a thinly fraded
company. Accordingly, for the purpose of our assessment of the Proposed Transactios,
we consider a discount of 30% should be applied to this theoretical fair value to
determine the likely market value of the options at the date of this report. On this basis,
we consider the value of the 1,200,000 options to be $142,800.



VI  ASSESSMENT OF WHETHER THE PROPOSED TRANSACTION IS
FAIR AND REASONABLE TO THE NON-ASSOCIATED SHAREHOLDERS

In assessing whether the Proposed Transaction is fair and reasonable to the non-
associated sharcholders, we have considered whether the proposed share option issue
price is fair and reasonable to the non-associated shareholders as well as the advantages
and disadvaniages of the Proposed Transaction proceeding or not proceeding. In
assessing whether we consider the proposed issue of 1,200,000 options for nil
consideration to the Twelfth Vilmar Lenders as consideration for refinancing the Rabo
facility is fair and reasonable to the non-associated shareholders, we have considered
the following factors:

a The Company issued 1,000,000 options to Directors, 250,000 for each director,
for services rendered in relation to the AIM listing and other matters. These
options have an exercise price of $0.27 and an expiry date of 12 January 2010.
The issue of these options was approved by shareholders at the Annual General
Meeting on 29 November 2004. We understand that the acceptance by the
Directors of these options in lieu of cash payment for their services reflected a
desire to conserve the Company’s cash. In this context the issue of the options to
the Twelfth Vilmar Lenders is comparable as no establishment fees have been
paid.

s The Company was in default of certain covenants of the Rabo facility. This
detault meant that the facility could be recalled at 31 December 2004. Given the
Company's working capital requirements and the intention o use the AIM listing
proceeds to fund these requirements, the Company needed to find an alternative
source of debt finance.

s The assignment of the security to Twelfth Vilmar Pty Ltd in the form of the fixed
and floating charge over the assets of Dromana, would, if approved by the
Dromana Shareholders, simply result in Twelfth Vilmar Pty Ltd holding the same
security interest over the same debt obligation as that previously held by Rabo.

s The terms and conditions of the replacement tfinancing tacility provided by the
Twelfth Vilmar Lenders are better than the terms of the Rabo facility. Further, we
understand that the Company’s discussions with other financial institutions
identified that comparable terms to those offered by the Twelfth Vilmar Lenders
could not be obtained from these institutions.

s The Twelfth Vilmar facility does not contain a line fee and borrowings from other
debt providers would have contained line fees at least equal to the 1% in the Rabo
facility. A line fee of 1% would cost $13,000 per annum.

s If the options are exercised, the Company’s net assets will increase by $324,000.
s The options are unlisted.
. We consider the change in the financing covenants from the Rabo facility to the

Twelfth Vilmar facility is positive for shareholders.

s The Twelfth Vilmar facility may provide greater flexibility to the Company in
terms of both debt and equity fundraisings. This is likely to result from the fact
that the Twelfth Vilmar Lenders are substantial shareholders in the Company so
their interests are not restricted to simply the provision of debt finance and
maximising their return thereon, similar fo other providers of debt funding.



The value of $142,800 we have determined for the options will need fo be
expensed by the Company. This will reduce its reported earnings for the year
ending 30 June 2005.

The decision by Rabo to realise a loss of $100,000 when it assigned its facility to
the Twelfth Vilmar Lenders indicates that Rabo had concerns about its ability fo
recover the full amount of the loan. This action supports the view that other
lenders would probably have imposed higher fees and interest rates on Dromana if
they had been prepared to advance the funds fo repay Rabo. Consequently, it is
reasonable to consider that Dromana, and thus the non-associated shareholders,
are better off due o the replacement of the Rabo facility with the Twelfth Vilmar
facility.

The provision of the Tweltth Vilmar facility is dependent upon shareholders
approving the grant of the options to the Twelfth Vilmar Lenders. We understand
that if the option grant is not approved then the Twelfth Vilmar Lenders could
recall their [oan as the conditions subsequent to the fransaction had not been met.
If this were to occur then the Directors would need to revisit the financing
facilities offered by other lenders, which were considered o be less attractive than
that offered by the Twelfth Vilmar Lenders.

Advantages and Disadvantages of the Proposed Transaction proceeding

The advantages of the Proposed Transaction proceeding can be summarised as:

Dromana has replaced the Rabo facility with a lower cost facility that incorporates
less onerous covenants.

The Company has not had to repay the Rabo facility so the proceeds from the
AIM fundraising can be devoted to its working capital requirements. If the Rabo
facility had not been replaced by the Twelfth Vilmar facility then the Company
may not have been able to direct these proceeds into working capital.

The Company may have greater flexibility in ferms of raising both debt and equity
finance in the future. The greater debt financing flexibility could result from the
Twelfth Vilmar Lenders accepting a subordinate position to any new provider of
debt funding.

The disadvantages to non-associated sharcholders should the Proposed Transaction
proceed can be summarised as:

. Their shareholding in the Company will be diluted if the options are
exercised. As noted above, if the Proposed options are exercised, the shares
issued will represent some 3.8% of the expanded share capital.

. Our assessed values of the options, $142,800 will need to be expensed by
the Company. This will result in lower reported profits and reduce the
Company’s ability to pay dividends in those pericds where the expense is
recognised.



Advaniages and Disadvantages of the Proposed Transaction proceeding

In our opinion, the only apparent advantage to the non-associated shareholders of the
Proposal not proceeding is that their interest will not be diluted. However, if the
Proposed Transaction does not proceed, there can be no certainty that the Twelfth
Vilmar facility will continue to be available to the Company. This means that the
Company will need to find a replacement source of debt funding and the terms of such a
facility may well be more onerous than that of the proposed Twelfth Vilmar facility.

Conclusion

After considering all of the factors summarised above, including the advantages and
disadvantages of whether the Proposed Transaction proceeds or not, on balance, we
consider the Proposed Transaction is fair and reasonable to the non-associated



APPENDIX A
Dromana
Qualifications

Benson is owned by Benson Partners, a Melbourne based firm of Chartered
Accountants. Benson holds an Ausiralian Financial Services Licence uader the Act
and, as such, is licensed to provide advice on security related matters.

Peter Rayner, BA, MBA, CA, ASIA and Michael Cain, B Com (Hons), CA, GAICD are
Directors of Benson and are responsible for the preparation of this Report. They were
assisted by Phillip Rundle, B Com, FCA, GAICD. Each of them has extensive
experience in the preparation of corporate valuations and the provision of corporate
finance advisory services to corporations involved in takeovers, capital raisings and
mergers and acquisitions.

Independence

We have considered our independence from Dromana and related parties, having regard
to ASIC Practice Note 42, and we do not consider that there are any circumstances
which conflict with our independence from Dromana or hinder our ability fo provide
objective independent advice.

Neither Benson nor the authors of this report have, at the date of this Report, or have
had within the previous two years, any sharcholding in or other relationship with
Dromana or related parties that could reasonably be regarded as capable of affecting its
ability to provide an unbiased opinion in relation to the proposed transaction.

Neither Benson nor the authors of this report have any interest in the outcome of the
proposed transactions. Benson is entitled to receive a fee of approximately $10,000
from Dromana based on normal professional hourly rates for the time taken in respect of
the preparation of this report. The fee will be paid regardiess of whether or not the
Proposed Transaction is approved by the members.

Indemnity

The terms of Benson’s appointment include a provision that Dromana will indemnify
Benson, its employees, officers and agents against any claim, liability, loss or expense,
cost or damage and liabilities arising out of reliance on any information or
documentation provided by Dromana which is false or misleading or incomplete.

Consent

Benson has consented in writing to this Report in the form and context in which it
appears being included in the Explanatory Memorandum which will be issued by the
directors of Dromana and which will be distributed to Dromana members.

Neither the whole or any part of this Report nor any reference to it may be included in
or with or attached fo any other document, circular, resolution, letter or statement
without the prior consent of Benson as fo the form and context in which it appears.



APPENDIX B

Dromana

Sources of Information relied upon in this Report

In preparing this report and arriving at our opinion, we have considered, amongst
others, the following sources of information:

ASX Announcements

Dromana Company website, http://www.dromanaestate.com.au

Dromana’s 2004 audited annual reports;

Dromana’s Management Accounss to 31 December 2004,

Historical share price and liquidity data from Bloomberg in relation to Dromana;
Company background information provided by officers of Dromana;

A draft copy of the Explanatory Memorandum to shareholders explaining the
proposed transaction; and

A draft Notice of Meeting to be sent to shareholders in respect of the proposed
transaction.



DROMANA ESTATE LIMITED
ABRN 58 (090 0600 278
Registered (Mlice: Level 9, 406 Collins Stregl, Melbourne, 3000
Phone: 61 3 9600 3242 Facsimile: 61 3 9600 3245

NOTICE OF MEETING AND EXPLANATORY MEMORANDUM INCLUDING
INDEPENDENT EXPERT’S REFORT

NOTICE OF MEETING

Notice is hereby given that a General Meeting of Dromana Estate Limited (“Dromana™) will be held at
Level 9, 406 Colling Street, Melbourne, 3000, Australia, on Tuesday March 15 2005 at 10.00am
{Melbourne fime).

SPECIAL BUSINESS

Item 1 Approval to Assign Fixed and Floating Charge
To consider, and if thought {it, pass the following resclution as an ordinary resolution:

“That for the purpose of Listing Rule 10.1 of Australian Stock Exchange Limited
{(ASX) approval is given to the assignment of the fived and flocting charge (ASIC
charge number $12981) dated 30 Becember 2002, curvently in fuvour of Rabo
Australia Limited, 1o Twelfth Vilmar Pty Limited, on the ferms sef oud in the
Explanatory Memorandum which aecompanies, and forms part of, this Notice of
Aeeting”

Item 2 Approval te Variation of Facility Agreement.
To consider, and if thought {it, pass the following resclution as an ordinary resolution:
“That approved is given to the variation of the Facility Agreement dated 30 December
2002 made between the Company and Rabo Australia Limited fand subsequently
assigned o Twelfth Vilimar Pty Lid} in the manwey and on the ferms set out In the
Explanatory Memorandum which aecompanies, and forms part of, this Notice of
Aeeting”

Item 3 Approval to 1ssue Options to Directors for the purpese of Listing Rule 16.11
To consider, and if thought {it, pass the following resclution as an ordinary resolution:
" Thed for the purpose of ASX Listing Rule 10.11, approval Is given o the issue of
400,000 options 1o each of Twelfth Vilmar Pty Lid, Harvard Nominees Pty Lid and 1o
Paribas Pty Lid on the terms set out In the Explanatory Memorandum which
aceompanies, and forms part of, this Notice of Meeting.”

Item 4 Approval to ratify issue of 3,000,906 ordinary shares
To consider, and if thought {it, pass the following resclution as an ordinary resolution:
“That for the purposes of ASX Listing Ride 7.4 subsequent approval is given to the
issue of 3000600 ordinary shares in the capital of the Company made af ihe Issue
price of $0.22 per share on the terms set out in the Explanatory Memorandum, which
aceompanies and forms part of this Notice of Aeeting.”

Item 5 Approval to ratify issue of 600,000 options
To consider, and if thought {it, pass the following as an ordinary resclution:
“That for the purposes of ASX Listing Ride 7.4, subseguent approvad is given to the

issue 1o Hoodless Brennan & Paviners ple of 600,000 options exercisable on or before
Jemary 12, 2010 af an exercise price of 27cents per share.”



Yoting Exclusion Statement
Dromana will disregard any votes cast on Resolutions 1, 2 and 3 by:

= Twelfth Viimar Pty Ltd, or an “associate” of Twelfth Vilmar Pty Lid (as that term
is defined in section 11 and 13 10 17 ofthe Corporations Act);

*  Harvard Nominees Pty Lid, or an “assoclate” of Harvard Nominees Pty Ltd (as that
term is defined in section 11 and 13 to 17 of the Corporations Act); and

*  Paribas Pty Ltd, or any “associate” of Paribas Pty Lid (as that term is defined in
sections 11 and 13 to 17 of the Corporations Act);

= Richard Green or his wife, Isabella Green, or an “associate” of either Richard
Green or 1sabella Green (as that term is defined in section 11 and 1310 17 of the
Corporations Act}.

Dromana will disregard any votes cast on Resolution 4 and 5 by:

e Hoodless Brennan & Partners ple; or

«  Any associate {as defined above) of Hoodless Brennan & Partners ple

Exception to Veting Exclusion Statement

Dromana need not disregard a voie in accordance with the above voting exclusion
statement if:

* it is cast by a person as proxy for a person who is entitied to vote, in accordance
with the directions of the proxy form; or

* it is cast by a person chairing the meeting as proxy for a person who is entitled to
vote, in accordance with a direction on the proxy form (o vote as the proxy decides.

By Order of the Board

Chris Rilchie

Company Sccretary
February 15, 2005



NOTES

1.

Yoting Entitlements

In accordance with Regulation 7.1 1.37 of the Corporations Regulations 20401, all Dromans shares will be
taken, for the purposes of this General Meeting, to be held by the persons who hold them at 10.00 am on
Sunday 13 March 2005, Only those persons will be entitled 1o voie at the General Meeting on Tuesday
13 March 2005,

2.

{a)

(d

(c)

()

(g)

()

Proxies

A member of Dromana has the right to appoeint a proxy. A proxy need not be a member of
Promana.

A member is entitled to appoint not more than two proxies to attend and vote on behalf of such
member.

A member entitled to cast fwo or more votes may appoint two proxies and may specify the
proportion or number of votes cach proxy is appointed to exercise. I the proportion or number of
voles that each proxy may exercise is not specified then cach proxy may exercise half of the votes
{any fractions will be disregarded).

A proxy document or form is valid if it is signed by the member of Dromana making the
appointment and contains the member’s address, Dromana’s name, the proxy’s name or the name
of the office held by the proxy and the mecting at which the appointment may be used and is
received in accordance with notes (e) and (13 below.

For the appointment of a proxy, the proxy form enclosed with this Notice of Meeting and
Explanatory Memorandum may be used. In order for the appointment of a proxy to be valid, the
proxy form must be received no later than 10.00 am on Sunday 13 March 2003, [T the proxy form
is signed by the appointor’s attorney, the authority (or certified copy of the authority} snder which
the appointment was signed must be received no later than 19.00am on Sunday 13 March 2005,

Duly signed proxy forms {and, if applicable, authorities) must be received by Dromana either:

at the Registered Office of Dromana:
Level 9, 406 Colling Strect, Melbourmne, 3000; or

al Dromana’s share registry:
Computershare lnvestor Services Pty Limited,
Yarra Falls, 452 lohnston Street, Abbotstord, Victoria 3067; or

by facsimile at cither of the following fax numbers:

61 3 8600 3245 {(Dromana}; or

61 3 9473 2555 (Compulershare Investor Services Ply Limited).
In the case of joint holders of shares any one of such persons may vole at any meeting as if he
were solely entitled thereto, but if more than one of such joint holders tenders a vote the vote of
the senior who tenders a vote whether in person or by proxy or by attorney or howsoever shall be
accepted to the exclusion of the votes of the other joint holders and for this purpose seniority shall
be determined by the order in which the names stand in the register of members.

1¥ a member is a corporation and wishes to appoint a proxy, the proxy form muast be executed
under its commwon seal or, in the absence of a common seal, must be signed by:

two directors of the corporation; or
a director and a company secretary of the corporation; or

if the corporation is a proprictary company that has a sole director who is also the sole company

secretary — that director; or

the corporation’s appointed attorney under the power of altorney.



(i) If a representative of the corporation is to attend the General Meeting, the appropriate “Certificate
of Appointment of Representative™ should be produced prior to admission. A form of the
certificate may be obtained from the Dromana share registry.



DROMANA ESTATE LIMITED
ABN 38 094 (640 276
Registered Office: Level 9, 406 Colling Street, Metboumne, Victoria, 3000
Phone: 61 3 96(0) 3242 Facsimile: +61 3 960G 3245

PROXY FORM — GENERAL MEETING

Security Holder ‘

Security Holder Reference Number ‘

1/We, being a member of Dromana Estate Limited and entitled to attend and vote, appoint:

Proxy Name Proxy Address

or failing that person or if no other appointee is named, the chairperson of the meeting as my/our proxy to
vote for me/us on my/our behalf at the General Meeting of the Company te be held at Dromana Estate
Limited, Level 9, 406 Collins Street Metbourne on Tuesday 15th March 2005 at 10.00am and any
adiournment of that mecting.

VOTING INSTRUCTIONS TO PROXY
1f you wish to direct your proxy how (0 vole please place a lick in the appropriste box below.

In the absence of specific instructions your proxy will be entitled to vote as your proxy thinks fit, or
abstain from voting.

if the Chatrman of the Meeting is your nominated prosy, or may be appointed by default and you have not Q
directed vour proxy how o vote on ltems 1o 4 below, please place a maark in this bos. By marking this box vou acknowledge thay
the Chatrman of the Meeting may exereise vour proxy even if be has an mterest in the outeomne of those iems and that votes cast by
ki, other than as proxy helder, would be disregarded because of that mterest. B you do sot mark this box, and you have not
directed vour proxy how (o voie the Chairman of the meeting will not cast vour votes on Hems § o 3 your vodes will not be eounied
i1 computing the required majority 1f a polt is calbed on these dems. The Chairman of the Meating intends to vote unditected
proxies 1 favour of sach of these ilems.

For Against Abstain
ltem 1. Approval to Assign Fixed and ‘ ‘ ‘ ‘ ‘ ‘
Floating Charge
For Against Abstain
ltem 2. Approval to variation of Facility ‘ ‘ ‘ ‘ ‘ ‘
Agreement
For Against Abstain
ltem 3. Approval to Issue Options to ‘ ‘ ‘ ‘ ‘ ‘
Directors for the purpose of
Listing Rule 10.11
For Against Abstain
ltem 4. Approval to ratify issoe of
3,000,000 ordinary shares ‘ ‘ ‘ ‘ ‘ ‘
For Against Abslain

ltem 5. Approval to ratify issue of ‘ ‘ ‘
64,0060 options




Signature of Sceurity holder/s Companies only

{signing instractions — sec overleal) Execnted in accordance with the Company’s
Constitation

Signature Date Director / Sole Director & Sole Sceretary

Signature Date Dircctor / Secretary Date

Please advise a daytime telephone number where we may reach you if we have any querics with this
form.

Neote on completion of Prexy Form:

(1) A member entitied to aftend and vote at a meeting of the Company is entitied to appoeint a person
as the member™s proxy to attend and vote for the member at the mecting.

A member entitled fo cast two or more voles al the meeting may appoint two proxies. An
appointment of more that one proxy is valid only if a scparate proxy form is used to appoint each
proxy. The appointment may specify the proportion or number of votes that each proxy may
exercise. If the member appoints [wo proxies and the appointment does not specify the
proportion or number of the member’s votes cach proxy may exercise half of the votes.
Additional proxy forms are obtainable from the registered office of the company.

{2) The instrument appointing a proxy must be sipned by the Appointer or by an Attorney duly
anthorised in writing, or, if the Appointer is a corporation, excented in accordance with the
Corporations” Constiluent decuments or as authorised by the Corporations Law.

{3} A proxy need not be a member of the Company.
{4} In the case of joint holders the proxy form may be signed by any one holder.
{5} H signing for a corporation as a Sole Director/Secretary, please ensure “Director™ and “Director /

Secretary” are crossed ount.
{6) Duly signed proxy forms {and, if applcable, authorities} must be received by Dromana either:

At the Registered Office at Level 9 406 Collins Street Melbourmne 3000 or at Dromana’s share
registry, Computershare Investor Services Ply Lid 452 Johnston Street, Abbotstord 3067.

Or by facsimile at either of the following fax numbers:

(3 9600 3245 {(Dromanal; or
(3 9473 2555 (Computershare)



EXPLANATORY MEMORANDUM FOR THE GENERAL MEETING TO BE HELD ON TUESDAY
MARCH 15, 2005.

This Explanatory Memorandam provides information on the Resolutions (o be considered at Dromana’s
General Meeting on Tuesday March 15, 2005, The Resolntions relate to:

{a} the assignment by Rabo Ausstralia Limited (“Rabo™), previously Dromang’s principal financier, to
Twelfth Viimar Pty Lid (*T'welfth Vilmar™), a private investment company controlled by Geoff Bell,
a director of Dromana, of the fixed and floating charge which constitates the security given under the
facility agreement between Dromana and Rabo under which Rabo had advanced $1.3 million to
Dromana.

(b} the variation of the facility agreement.

(¢} the issue of options; and

(dy the ratification of a share placement made by the Directors
(e} the ratification of the issue of options made by the Direciors

To assist in providing Dromana’s shargholders with all material information to make an informed
assessment as to how to vole on Resolution | contained in the Notice of Meeting, the

Directors, as required by the Listing Rules of ASX, have commissioned an Independent Expert’s Report.
A copy of that Reporl accompanics this Explanatory Memorandum.

The Independent Expert, Benson Partners has concluded that on balance the proposed transaction to the
non-associated sharcholders of Dromana is fair and reasonable. Your Directors engourage you o
carefully consider the information in this Explanatory Memorandum and the attached Independent
Expert’s Report in full before deciding how to vole on Resolution 1.

Resolution I: Approval to Assign Fixed and Floating Charge

O 14 Jannary 2005, Dromana anneunced (o the ASX that Rabo had assigned to Twellth Vilmar the
facility agreement between Dromana and Rebo. Pursuant to the facility agreement, Rabo had advanced
$1.3 million to the Company and, in return, the Company granted a fixed and floating charge over the
assets of the Company to Rabo as secarity for the advance. As consideration for the assignment, Twelfth
Vilmar patd Rabo $1.2 million.

As disclosed in the Company’s 2004 Annual Report, during the 2004 financial year the Company wrote
down the value of its intangible assets, including brand names, trade marks and goodwill, by $3.6 million.
These write-downs, although dictated by prudent financial reporting, were inconsistent with covenants
relating (o debt and asset ratios contained in the facility agreement between Dromana and Rabo. Ongoing
discussions with Rabo were anable 1o reach a compromise in relation to those covenants and, as a result,
Twelth Vilmar, a company controlled by Geotl Bell, a director of Dromana, entered into a deed of
assignment with Rabo to take an assignment of the debt owed by Dromana.

In addition, Twelfth Vilmar has entered into an agreement with Richard Green and his wife and Harvard
Nominees Pty Lid, a company associated with David Craig, whereby Twelfih Vilmar will hold the debt
assigned to it, and the fixed and floating charge if such assignment is approved by Dromana’s
shareholders, on behalf of itself, Harvard Nominees Pty Lid and Richard Green and his wife, in equoal
shares. Richard Green and David Craig are both also directors of Dromana.

The net effect of the shbove transactions is that the debt previously owed by Dromana to Rabo is now
owed by Dromana (e entitics assoctated with Geofl Bell and David Craig and to Richard Green and hig
wife persenally. Whilst the debt obligations of Dromana have already been assigned, an assignment of
the charge over the assets of Dromana as secuority for the debt facility to Twelih Vilmar is, pursuant o
the ASX Listing Rules, a “disposal™ of the assets of Dromana to related parties and, as such, requires
sharcholder approval. Accordingly, this Resolution seeks sharcholder approval for the assignment of the
fixed and floating charge over Dromana™s assets which secuores the debt owing under the facility
agreement.

It is important to note that any assignment of security to Twelfth Vilmar, in the form of the fixed and
floating charge over the assets of Dromana, would, if approved by the Dromana shareholders, simply
result in Twelfth Vilmar holding the same security interest over the same debt obligation as that
previcusly held by Rabo.



Resolution 2: Variation of Fuacilify Agreement

As discnssed above, the writedowns by Dromana in the 2004 financial year were inconsistent with
varions covenants in the facility agreement between Dromana and Rabao.

To ensure that this anomaly is not perpetaated, Twelfih Vilmar has agreed, in consideration of the grant to
itself, Harvard Nominees Pty Lid and Paribas Pty Ltd of 1,200,000 options in aggregate in accordance
with Resolution 3, to vary the facility agreement 1o remove the covenants in question.

The covenants require Dromana to mainiain:

{a) an equity ratio of 6% and $3,660,000, where equity means sharcholder funds divided by total
tangible assets; and

{by a debt service cover ratio af a minimom of 1.3 times, where the ratio is calealated by dividing earnings
before interest, tax, depreciation and leasing and hire purchase costs by total finance costs (being
interest plus principal repayments plas leasing and hire purchase payments plas dividends)

The removal of these covenants will give Dromana greater flexibility in its financing arrangements, but
will increase the commercial risk to Twelfih Vilmar.

Twelfth Vilmar has also agreed to delete from the facility agreement a classe which currently obliges
Dromana to pay a line fee of 1% per annum on the facility limit of 51,300,000, The removal of this
obligation will save Dromana $13,000 per annam.

The terms of the facility agreement, apart from some minor, technical amendments, will otherwise remain
substantially unchanged.

Resolution 3: Issue of Options

TweHth Vilmar Pty Lid has agreed to the variation of the facility agreement the subject of Resolution 2 in
constderation of the {ssuc of 400,000 options to Twellth Vilmar Pty Lid, 400,000 options to Harvard
Nominees Pty Lid and 400,000 options to Paribas Pty Lid, a company associated with Richard Green, on
the terms and conditions set out below.

The options will compensate Twelfth Vilmar, Harvard Nominees and Paribas for the greater risk to which
they will be exposed as a result of removing from the facility agreement the covenants which require
Dromana to maintain the equity ratio and debt service cover ratio outlined above, and for agreeing to
forego the line fee of 1% of the facility amount per annam.

1f all the options are exercised, Dromana will receive $324,000 in additional working capital.

Listing Rule 10.11 prohibits the issue of securities to related parties of a listed company (which for
Dromana inchades Twekth Vilmar Pty Ltd, Harvard Nominees Pty Lid and Paribas Pty Ltd) except in
certain cirecumstances (none of which apply in this case) withoul the approval of ordinary sharcholders.
The maximum number of opiions to be issued is 1,200,000,

The options will be issucd at no cost, and will have an exercise price of 27 cents (being the average price
of the shares issued under the AIM placement referred 1o in the Explanatory Note to resolution 4) at any
time before January 14 2009, The Company will not make any loan to Twelfth Vilmar Pty Ltd, Harvard

Nominees Pty Lid or Paribas Pty Lid to finance the exercise of the aptions.

The options will be issued no more than 1 month afier the date of the meeting. No funds will be raised
from the issue of the options.

The options will be issued at the exercise price and with the expiry date specified above, and will
otherwise be issued on the following terms:

= cach option will entitie the holder to subseribe for one ordinary fully paid share in the
Company;

= the options my be exercised in whole or in part;



= the date of exercise of an option will be the date on which notice of exercise of the option is
received at the Company’s share register;

. shares issued on the exercise of options will be issued on the same terms and conditions, and
will rank equally with, the ordinary shares of the Company;

. the options will not be listed on ASX, and will not be transferable;

= the Company will apply to ASX for official quotation of shares issued on the exercise of
options within 3 business days of their allotment;

= in the event of any reorganisation of the Company’s capital, the rights of the option holder will
be changed 1o the extent necessary (o comply with the listing rules of ASX applving toa
reorganisation of capital at the time of the reorganisation; and

= the options will not allow Twelfth Vilmar Pty Ltd, Harvard Nominees Pty Lid or Paribas Pty
Ltd to participate in any new pro rala issues which are extended to sharcholders without
exercising the options.

Resolution 4: Ratify Issue of Shares

At the Annual General Meeting in November 2004, shareholders approved the issue of up o 5,000,000
ordinary shares at an issue price eqoal to the average market price of the Company’s ordinary shares on
ASX on the 5 trading days before the issue was made.

The issue of these shares was intended to raise additional working capital, and also to enhance Dromana’s
listing on the London Stock Exchange AIM Market by providing a pool of shares immediately tradeable
on AIM by United Kingdom sharcholders of ap (o $1,5060,000.

However, in order to conclude the placing of the ordinary shares, it proved necessary to offer shares ata
discount to the 5 day average traded price of the shares on the ASX.

To achieve the AIM Listing, it became necessary for the directors o utilize their placing ability to issue
3,000,000 ordinary shares at 22 cents {9 pence), and 1o issue only 2,545,454 ordinary shares at 32 cents
€13 pence} in accordance with the approval previonsly given by shareholders.

The 3,000,000 ordinary shares issued by ihe directors resulted i a total of' 5,545,454 ordinary shares
issucd at an average price of 27 cents {11 pence} which was the final agreed placement price.

Rule 7.1 of the Australian Stock Exchange Listing Rules prohibits a company from {ssning more than
15% of its ordinary equity in any 12 month period without sharcholder approval, except in certain
specified circumsiances. As a result of the AIM listing, Dromana has issued other than with sharcholder
approval, 3,000,000 securitics that represent 1196 of Dromana’s ordinary capital.

This issue would, under Listing Rule 7.1, operate to reduce Dromana’s ability 1o issue forther equity
securities in the 12 month period from the date of issue. However, Listing Rule 7.4 provides that an issue
of securitics made without prior approval of sharcholders will be treated as having been made with their
prior approval {and so not restrict the Company s ability to issue further shares gnder Listing Rule 7.1) i
sharcholders subsequently approve the issue.
The namber of securities for which snbsequent approval is sought is:

= 3,000,000 ordinary fully paid shares

= The shares were issued at a price of 22 cents per share

= The shares were issved to Hoodless Brennan & Partners Ple

*  The shares rank cqually with all other ordinary shares on issue in Dromana, save that they will
rank for dividends pro rata from the date of allotment

= The shares were issned as part of a private placement to raise working capital and raised
$6640,000



Resolution 3: Ratify Issue of Options

At the Annual General Meeting, sharcholders also approved the issue of up to 600,000 options to
Hoodless Brennan & Partners as part of its foe for the placement of shares to raise the $1,468,788 referred
te in the Explanatory Notes for Resolution 4.

Sharcholders approved that issue of options on the understanding that the exercise price of the options
would be equal to the price at which shares were to placed under the placement, which is, as explained
above, at that time was intended 1o be the average market price of Dromana’s ordinary shares on ASX on
the 5 trading days before the placement was made.

Ag also explained above, in order to achieve the placement, i was necessary to issue some shares under
the approval given by sharcholders at the Annual General Meeting, and some under the general placing
power of the Directors, with the resalt that the shares were placed at an average price of 27 cents per
share.

In accordance with the general principle that the exercise price of the options to be issued to Hoodless
Brennan & Partners ple was to be equal to the price at which shares were issued under the placement, the
options were {ssned with an exercise price of 27 cents.

However, while the exercise price of the options is consistent with the general principle, shareholders
approved the issue of the options at the Annual General Meeting in the expectation of a different method
of ealculating the exercise price, and your Directors therefore feel that the issue of the options should be
put te sharcholders for thetr consideration and ratification.

The oplions were issued at an exercise price of 27 cents and have an expiry date of January 12, 2010, but
were otherwise issued on the terms sel out in the Schedule to the Notice of, and approved by sharcholders
at, the Annual General Meeting. Those lerms being:

= The options will be issued within 3 months of the date ofthe Annual General Meeting

«  Each option will entitle the helder 1o subscribe for one ordinary fully paid share in the company;

= The options may be exercised in whole or in part;

s The date of exercise of an option will be the date on which notice of exercise of the option is
received at the Company’s share register;

*  Shares issued on the exercise of options will be issued on the same terms and conditions, and
will rank equally with, the ordinary shares of the company;

s The options will not be listed on ASX, and will not be transferable;
s The Company will apply to ASX for official quotation of shares issued on the exercise of
options within 3 business days of their allotment;

s Inthe event of any reorganization of the company’s capital, the rights of the option holder will
be changed to the extent necessary to comply with the listing rules of ASX applying to a
reorganization of capital at the time of the reorganization; and

s Options will no allow the holder to participate in any new pro rate issned which are extended to
sharcholders withont exercising the option.



