ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Drivers of the future shape of Australia’s export grain
supply chains

Mitch Morison, Managing Director, Injekta Group
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PETA LOKASI INDUSTRI TEPUNG TERIGU INDONESIA
SEBELUM DEREGULASI (Era of BULOG: Pre 1998)
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Five year average wheat exports by port (Mmt)
(2008-09 to 2012-13 including volume in containers)
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Comparison of Australian supply chain costs to Canada

2013/14 WA NSW SA Qld Victoria Canada
CBH GrainCorp Viterra GrainCorp Emerald West Coast
Port Charges* §$21.90 S$20.99 $21.78 S$24.11 $21.11 $15.00

Upcountry receival $11.49 $15.18 S$13.64 $15.39 $15.85 $15.00
Storage (3 months) $0.00 $4.50 $3.30 S 4.50 $4.80 $10.00**
Rail freight (200km) $19.00 $23.00 $27.20 $23.00 $23.40 S45.00***

Total $52.39 $63.67 $65.92 $67.00 $65.16 $85.00

Notes

* Includes terminal elevation charges by terminal operator + berth service charges from port
owner (wharfage, berthage, harbour fees).

** Storage charges are predominantly ‘on-farm’ costs for grower storage

** Canadian transport distances are much larger (1200 — 1500km) but lower cost per net
tonne per km (ave $0.03/ntk In Canada vs ave $0.07/ntk in Australia).

Source: ‘The cost of Australia’s bulk grain export supply chains — AEGIC 2014’
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Major grain exporters ‘peak’ marketing seasonality

Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep

Australia I

Argentina

us
Canada
Ukraine

European Union

The maximum demand for shipping slots from Australian ports is from January to May
Why? Grower marketing + Marketer balance sheet + Southern Hemisphere window
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Export shipping ‘seasonality’ for Au
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The upside for Australia’s grain supply chain

Wheat: actual and agro-ecologically attainable yields (rainfed, high input)
Source: FAO, World Agriculture -- Towards 2030.

B Actual yield, average 1996/2000 Chifference from “attainabla™
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GIWA's WA Grains Industry Strategy 2025+ Vision

Commenting on the launch today (24" Feb 2015) by the WA Food and Agriculture
Minister of the WA Grains Industry Strategy 2025+, a strategy to double the value of
the WA grains industry by 2025, the Chairman of the Grain Industry Association of WA

Inc. (GIWA) Mr Sean Powell, said, “It is not inconceivable that by 2025 we may
be looking at an annual Western Australian grain crop approaching 20
million tonnes, valued at around 510 billion.”

e OIhA
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The current ‘risk vs return’ challenge in the Australian industry

e Lack of political will and financial capacity by Gov’n to address rail infrastructure
* Returns on asset for existing grain infrastructure — very low (2.1%*)

e Level of price competition at farm gate for grain — hyper-competitive in East,
diminishing in WA and SA

 Methods to secure seasonal shipping slots — very inequitable

* Level of efficiency of transport to port — very poor

So why are the ‘multi-nationals’ investing in new infrastructure: both up-
country storage and port terminal elevation?

(* Juturna Infrastructure market briefing report, April 2014)
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Incumbents vs challengers: good market dynamics
Common refrain from existing asset owners (e.g. GrainCorp, CBH, Glencore):

GrainCorp’s Port Terminals at Geelong and Portland face:
e Variable grain production and receivals and even more variable bulk export task;
e Strong demand from domestic end-users, limiting surplus grain for export;
e Strong demand from container packers, further limiting surplus export grain for bulk
export;
e Strong competition and excess capacity at each step of the grain supply chain.
(Page 4 - GrainCorp’s Dec 2014 submission to ACCC for Exemption from Port Terminal
Access (Bulk Wheat) Regulation)
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WHEAT DEMAND & WHEAT AVAILABILITY

WA & SA Wheat Export Availability vs Wheat Demand in Core Market
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KEY POINTS

1. Total demand in Asian markets for Australian wheat will exceed supply by
2020.

2. The importance + value of Australian wheat will become even
more critical to consumers.

3. Integrated supply chains will need to be developed — whether for
bulk or specific wheat grades / varieties.

4. Questions + confusion about the capability + sustainability of the
Australian supply chain to meet this requirement

* Port Access

* High Cost Structures
* On Farm, Warehouse and Port Loading Blending
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The challenges for Australia’s grain vessel loading system

CBH secures ‘free pass’ on allocating capacity and running port terminals from Federal
Government in March 2015.

Glencore, GrainCorp and CBH want to implement LTA with willing exporters:

essentially long term ‘take or pay’ at $8 to 10/mt up front payment to secure slots.

Problems:

e Opaque allocation of volume, but will be ‘spread’ including outside peak shipping
months (June to Dec).

* Inherently unfair to smaller exporters and new exporter entrants

* Run by ‘logisticians’ rather than ‘exporters’ looking ‘along the value chain’

Result: Increased catalyst for further investment in alternative port terminal
infrastructure.
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The challenges for Australia’s interior grain transport system

Rail today: Inefficient and out-dated rail with ‘path dependency’ and mis-aligned gauge
systems + Variability of task + Poor siding condition + Slow rail discharge + Poor track
condition + ‘Last mile” access to port conflicts + Low priority for state and federal
government’s infrastructure spending.

Road today: Flexible + Price competitive + Critical to surge task requirements + Subject
to some regional load restrictions + Supply subject to other sector demand and
seasonality

‘GrainCorp expects to triple its rail loading rates at 68 sites to average more than 500
tonnes an hour, estimating the rail export efficiency lift could be worth an extra $5/t
in returns to growers and return 1 million tonnes of grain to rail from road. — GNC
Project Regeneration 2014 grower marketing material

Is bulk/heavy load road transport priced appropriately? Juturna Infrastructure market
briefing paper — ‘Good Instincts’, April 2014:

‘Continued government funding of major heavy vehicle upgrades to highways that run
parallel to mainline rail, combined with a lack of reference pricing for full cost
recovery from heavy vehicles on these specific inter-capital east coast routes,
continues to sterilise a market for commercial mainline rail investments that would
benefit grains....”
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The S50 Billion question: Should the Federal and State Government’s
invest, or can they create the right environment to encourage private
sector investment, in Australia’s regional bulk (grain) rail infrastructure?
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“It is imperative that Government take a lead in investing in rail infrastructure,
particularly where economic returns are not adequate for individual companies to
invest but where investment provides the community with social and environmental

benefits.
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“It is imperative that Government take a lead in investing in rail infrastructure,
particularly where economic returns are not adequate for individual companies to
invest but where investment provides the community with social and environmental
benefits.

A recent report prepared for Regional Development Australia — Murraylands and
Riverland into freight and rail operations stated:

“The two Mallee railway lines are bulk single commodity lines that were not constructed
to the standards required for the bulk commodity task and are too old and costly to
maintain and justify upgrading. A benchmark estimate is that an investment of around
$700 million would be required to replace these lines to the standard required. The
two key attributes for bulk freight infrastructure are volume and consistency and these
two railway lines currently lack both. The road freight alternatives using larger truck
configurations are becoming increasingly economic and operate throughout the year.
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invest but where investment provides the community with social and environmental
benefits.

A recent report prepared for Regional Development Australia — Murraylands and
Riverland into freight and rail operations stated:

“The two Mallee railway lines are bulk single commodity lines that were not constructed
to the standards required for the bulk commodity task and are too old and costly to
maintain and justify upgrading. A benchmark estimate is that an investment of around
5700 million would be required to replace these lines to the standard required. The
two key attributes for bulk freight infrastructure are volume and consistency and these
two railway lines currently lack both. The road freight alternatives using larger truck
configurations are becoming increasingly economic and operate throughout the year.

’

Glencore/Viterra submission to the COMMONWEALTH GOVERNMENT’S AGRICULTURAL
COMPETITIVENESS GREEN PAPER — Submission date: December 2014
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The challenges for Australia’s up-country supply storage

Up-country storage today — Too much, too expensive and too much of poor quality,
resulting in low return on assets (and equity) and poor serviceability of under-
performing assets to growers.

* ‘GrainCorp is midway through closing more than 100 sites in NSW, Victoria and
Queensland and creating receival cluster areas based on key . depots where it will
spend $200 million in a three-year period to boost storage and rail logistics
efficiencies’— Andrew Marshall, Fairfax Agricultural Media 23 December 2014.
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* "If you only get 5220 a tonne for wheat delivered to a country silo because it costs
the buyer up to 5115/t to get it on a ship, it's no surprise growers will look at how
they can cut out the middleman and try a few cost saving ideas themselves.” - Grain
Producers Australia chairman, Andrew Weidemann, Fairfax Agricultural Media 28th
July 2014.
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 ‘Wally Newman, (Chairman CBH) said CBH’s Supply Chain Optimisation (project)
wouldn’t automatically shut bin sites down due to a “phase in” period and expected
that new sites may emerge as priorities. - Farm Weekly 26" Feb 2015
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The future shape of the Australian grain supply chain

Over the next 10 years, competitive pressure will drive the following outcomes across
Australia:

1 — Lower storage and handling costs to Australian farmers ($10 to $15/mt in 2015 $
terms), significantly driven by increased investment in new and existing port terminal
infrastructure and increasing investment in high quality, large scale ‘on-farm’ storage
by farmers.
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Over the next 10 years, competitive pressure will drive the following outcomes across
Australia:

1 — Lower storage and handling costs to Australian farmers ($10 to $15/mt in 2015 $
terms), significantly driven by increased investment in new and existing port terminal
infrastructure and increasing investment in high quality, large scale ‘on-farm’ storage
by farmers.

2 - Significantly rationalised ‘up-country storage’ infrastructure: on-farm storage
volumes increase + through-put facilities to manage ‘at-call’ or ‘just in time’

movement to port on main-line rail.

3 — Road remains price competitive to rail across much of Australia’s grain belt on a
S/mt basis.

4 — Increased number of berth dredging at port to accommodate larger vessels
(‘panamax’ and ‘post-panamax’ capable berths).

5 — Existing port terminal owners seek to increase storage at port as a means of
‘insulating’ their business from new competitors at those ports.
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The future of Australia’s grain supply chain?
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