


Brazil in Scale and Size

Land (sq km) Arable Land
Brazil 8,456,510 6.93%
Australia 7,617,930 6.15%"

v
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*(includes about 27 million hectares of cultivated grassland)

(Source: CIA Factbook)

Irrigated land sq km
(2003)

20,200

25,450

Workforce in
Agriculture

20%

3.6%
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e But the real potential of Brazil still lies untapped...
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Brazil's agricultural potential has yet to be fully exploited. The country is larger than
the USA's lower 48 states, and today grows crops on only 19% of its 790 million
cultivable acres.



Converting Pastures

Further expansion is possible
without any encroachment on
the Amazon rainforest. The 220
million hectares of breeding
pasture are becoming more
efficiently run allowing
agriculture to move into these
areas without opening up new
land to deforestation.

Territorial Distribution - Estimates

(millions of ha.)

Amazon Rain Forest
Breeding Pastures
Protected Areas
Annual Crops
Permanent Crops
Cities, Towns, Lakes
Cultivated Florests
Sub-total

Other Uses

Unexploited areas still
available for agricuiture

TOTAL

345

220
55
47
15

20

707
38
106

851



2 g it i1 & 5 |

Production agriculture accounted for g percent of the country’s gross
domestic product (GDP) in 2005

but with the associated supply chain, the agro-food sector (production agriculture,
processing, and distribution) accounts for nearly 27 percent of total exports two-thirds of
its total trade surplus. It also employs 18 million people, equivalent to 37 percent of the
labor fo %%
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Grains Production




Trading Partners

* Soaring demand in China has been at the root of much
of Brazil's export growth. At US$27.5 billion, Brazil's
agro-food trade surplus is the largest in the world.

1. United States (18.9% of
total exports)
. Argentina (8.4%)
. China (5.7%)
. Netherlands (4.5%)
. Germany (4.2%)
. Mexico (3.5%)
. Chile (3.1%)
. Japan (3.0%)
. Italy (2.7%)
10. Russia (2.5%)
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World Food Exporters

World's top exporters of:

Chart B2.1

World Agricultural and Agri-food Export Share by
Country of Origin, 2006

EU (27)

Canada
Rest of World " 3.5
60.0% China

T 3%
Australia
Argentina 2.8%

2.8%

Source: Global Trade Atlas and AAFC calaulations.
Note: Excludes EU (27) intra-regional trade

Brazil I 15
Australia 15
Argentina o7

Brazil Il 220
Vietnam Mis
Columbia M10.9

Brazil N 153
Australia ma2

Thailand H27

MNote: Forecast for 2006. Source:
Department of Agriculture, Foreign
Agriculture Service




Historical Context
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Some Barriers to growth Remain

Brazil's infrastructure and tax burden pose barriers to
long-term growth and the country needs more
investment.

The government's relatively low infrastructure spending
increases the cost of shipping goods via potholed roads
and choked ports according to Reuters. It also reduces
the competitiveness of exports - especially the farm
goods driving Brazilian growth.
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There remains the notorious "Brazil Cost,"
which businessmen describe as the added
burden of trying to get anything
accomplished in this bureaucratic
economy.

Even this is changing...

e In 2005, it took 39.5 days to open a
business by 2008 it had dropped to
20.3

Outside Investors will profit from a strong
local partner with knowledge and ability to
get things done.

1
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Brazil's BR163 highway



nfrastructure Challenges

ASome farm commodities travel 1,000 miles or more over poor and highly
congested roads to reach the port.

A ess than one-quarter of national roads are officially deemed in good
condition in Brazil.

ARecent studies have shown that the cost for logistics when exporting
soybeans from Brazil is, on average, 83 percent higher than in the United
States and 94 percent higher than in Argentina.




* Foreign Direct Investment has
averaged USs$3o0 Billion per year
for the past decade up
dramatically from years past.

Grafico 1
Foreign Direct Investment into Brazil
(USSE bahdes, total acivmNado am 4 iknestres)
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As licoes de quem triunfou no boom econémico
que produz 164 milionarios por dia no Brasil
ARTIGOVARMINO FrACA: O Brasil descobriu o capitalismo
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» Government (PAC) “Programa
de Aceleragao do Crescimento”
to spend US$236 billion over the
next 4 years on infrastructure.

» Private companies VALE,
Caramuru Alimentos, and
Petrobras together expect to
spend over USs10 billion a year
on roads, ports, and rail
improvments.

» Agricultural remains a major
benificiary of both private and
public spending

mping up Infrastructure Spending
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Grain Strorag

Manco do Brasil has a credit
line specifically to finance
investments in storage.

e

iRt B R

tons of agricultural storage
capacity, about 40 million
tons less than it needs to
reduce loss from spoilage
and to take the best
advantage of price
R

economist Jose Vicente Caixeta of the
University of Sao Paulo's agricultural school.

0
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P Interest Rates in Brazil

* The highest real
interest rates in the
world lead farmers to
seek alternative

methods of financing.

Ranking mundial de juros reais

Brasil assume lideranga com 6,73% anuais

Brasil
Turquia
Austrilia
México
Inglaterra
Colémbia
Dinamarca
Canada
Holanda
Coréia do Sul
Africa do Sul
Itilia
Franca

Hong Kong
Suécia
Malasia
Alemanha
Bélgica
Portugal
Cingapura

Em %
6,73
6,69
49
4,2
3.2
28

SmSems
[

(=]

Fonte: UP Trend Consultoria Econdmica
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- Agricultural Finance

In Brazil, financing for
Agriculture comes from three
sources:

1. SNCR Government loans
(26 Percent)

W 5NCR Govt. Subsidized
loans

B Input Suppliers ad Trading
Houses

' m Commercial Banks

Agricultural Financing in Brazil

2. Input Suppliers and
Trading Houses (20

percent)

3. Commercial Banks (54

percent)

19
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* Over USs$27 Billion disbursed through Banco do Brasil
and Bradesco at a total interest rate of 9.75% p.a.

e Cre

* These loans are limited to a maximum of R$300,000 and
therefore only benefit the small farmers

Bradesco

20



MUpplierW

A primary source of funding for mid sized agricultural
businesses. These loans are issued at near commercial
rates; currently 12% - 15% p.a. Major players in this
segment include ADM, Bunge, Cargill, Syngenta and

Bayer.
syng'enta
BONGE ADM
Ci) Bayer CropScience carglll




~Commercial Banks |

* Including Rabobank, Arab Banking Corp., Santander are
all active in the agriculture finance space. These are
commercial loans subject to credit requirements and
often bear interest rates of 15% or more.

& Banco Santander

2t G il
Raaanis A€ ARAB BANKING CORPORATION
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New Financial Partnerships

New private partnerships are being developed in
response to tighter credit markets.

One concept being developed in Brazil is the payment
of all up front production costs in exchange for a set
share of the farmers output. This can result in favorable
returns for the grower and increased margins and
hedging possibilities for the underwriter.

Brazilian agro-business is increasingly open to creative
solutions in finance.

23






““Opening new Land

The MATOPI (Maranhao,
AP Tocantins, Piaui) region
has a favourable climate
and soils and is suitable for
agriculture. Its
development has been
hampered so far by a lack
of logistical infrastructure,
especially port facilities

AM

RO

Go and adequate rail capacity.
MG Various infrastructure
Ms Es : ; :
e projects in the region are
= o expected to change these
~ dynamics and foster
production.

25



MATOPI

*  World supply and demand
dynamics indicate that projected
world soybean demand increases
of 10 million tonnes per annum are
most readily met by increased
supply from Brazil.

¢ Internal Brazilian factors mean
that this supply is most likely to be
sourced by increasing production
from the currently
underdeveloped northern states of
Maranhao (MA), Tocantins (TO),
and Piaui (PI) (collectively
MATOPI).

AMAPA SAVANNAH

8 USS | hectare

f (.l, Haqui
v a

AM ‘
386 US$ / hecla]re s P / MA .h
Value Increase: 149% "’F
P Nﬂ
¥ BA .V

RO \ Betaollc =/
MT

PARANATINGA - MT =

GURUPI -TO

978 USS / hectare
Value Increase: 152%

BEBEDOURO - SP

10.967 USS | hectare

Orange orchard

Legend:

Main grains and oilseeds
growing areas in Brazil

Value increase last two years (jan/2004 - dec/2006)

Source: Agra FNP (2007)

CODO/CAXIAS - MA

247 US$ | hectare
Value Increase: 112%

LEM / ROSARIO - BA

340 USS / hectare
Value Increase: 265%

RIO DO SUL - 5C

12.138 USS$ | hectare
Rice Wetland
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> Large areas of production are
being developed in remote areas
more than 1.500 km from ports.

» High inland freight costs made
worse by the rising currency, are
pushing crush capacity and
meat production inland:

> Areas close to ports are
becoming more and more export
orientated

> Areas away from ports are
becoming more geared towards
the domestic markets

Legend:
Main grains and oilseeds
growing areas in Brazil

2



Port of Itaqui

UA tender has been
announced by the port
authorities for the
construction of new port
facilities to greatly
increase the handling
capacity of grains and
minerals

UVoyage times to
Europe (Rotterdam) are
also significantly shorter
from Itaqui ; 17 days
voyage time, as
opposed to 23 from
Santos or Paranagua.

28
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Arhe Carajas line in turn connects, in
the town of Agailandia, with the famous

ANosSDht ho | ine purc

October of 2007. The North-South,

started in the 1980:«

considered a crucial link. It will
efficiently connect the vast areas of
central Tocantins and Goiania with the
port cities of Belem and Itaqui and the
export markets that lie beyond. An
investment of R$900 million allocated
to the line will allow VALE to complete
the final link by the middle of 2009. It is
expected to cut freight costs in the
region by at least 30%.

Awith this line in place, Brazil will finally
have a continuous rail line cutting
through the center of this vast country
from the northern ports to the southern
coast.
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Sustainable Fuel

* In addition to the widely publicized petroleum finds of
recent years Brazil is also a world leader in the use of
renewable fuels.

31
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YBio-Fuels (ethanol and Biodieser

»1n 2008 Brazil produced 26.4 billion litres of
Ethanol and 840 Million litres of biodiesel.

»In conjunction with legal mandates both state
and federal governments have increased
incentives and financing available for firms
contributing to all aspects of the production of
biofuels.

»Nearly all ethanol production in Brazil is done
using Sugar Cane, a much more efficient input
than corn.

». With the arrival of 2nd generation biofuels
and non food feedstocks jatropha and castor, it
is possible Biodiesel could represent as much
as 20% of all on-road diesel used in Brazil,
Europe, China and India by the year 2020.

32



~Ethanol

Ethanol production is growing quickly and has over 30
years of history being used as a fuel here in Brazil

Brazil's Ethanol Production

400 - |
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Forecast

Thousand Barrels per Day
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|
|
|
100 + |
|
|
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1888 198% 2000 2001 2002 2003 2004 2005 2006 2007 2008

Year
Source: EW& Short Term Energy Outlook, August 2007



% de eiculos Flex-el no tota das endas

Source: ANFAVEA




Soybeans S ===

BRAZILIAN Soybean AREA and PRODUCTION

S O y b ean | S Thousand hectares and Thousand tonnes
largest agriculture

product:

- Heavily export
orientated,

- Enjoys liquid
market and
sophisticated
pricing

—— o

95% INCREASE IN PRODUCTION AND 63% IN AREA IN THE LAST 10 YEARS
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@ 2000

@ 1975
@ 1960

Source: EMBRAPA
Elaboration: EMBRAPA
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Soeybean Production Costs

Despite rising costs and an appreciating
currency, production costs remain
competitively low

/
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orn Distribution

Brazilian corn production

Is centered on the South

and South East with the

state of Mato Grosso

S BN R A AR I R R O S e
agricultural sector

making significant
contributions as well.

Source: CONAB
Elaboration: CONAB
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Corn Yields remain well
below U.S. averages
leaving plenty of scope for
efficiency improvements.

These include:

Increased use of Bt
corn will reduce corn

borer insect loss

Increased use of
fertilizer if given
greater access to
capital

Historical Corn Yields for U.S. and Brazil

1 100

+ 80

+ 60

—U.S. Yields -+ Brazil Yields W
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1%
970
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Corn Production

12,758 12,298

12,513 12,973 13,226

12,783
L 4

12,964

12,208 14,055

14,470
L 4
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* Brazil boasts the
largest commercial
herd in the world.

* Periodically suffers
from bouts of animal
health issues (foot
and mouth disease.)

* Brazil exports
primarily average to
low quality meat to
markets that pay
lower prices than the
premium European
and US markets.

Brazilian Beef Demand

Experts-MTons
000 x
'L."
Export * World demand = X
Demand J o+ Industry Investmant 2000
20% <, *Market Access 1
W00+
50
o L
1007 19068 1990 2000 2001 2000 203 2004 2005 2006 2007
47,7 MM heads
sfaughtered
2007 “Per capta” Censumption - Kg
¥
Domestic + lncome emprovemenst V' —
a,nd « + High consumption %
80% elasticity
¥
-

bl an »y oW

ABrazil overtook Australia as the largest beef exporter in

the world in 2003.

Axport demand has enjoyed strong growth rates.
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mproving Quality

- New partnerships are helping Brazilian cattle producers deliver a
higher quality product. New systems are in place to document:
- Environmental approval
—> Animal welfare
- Licensed farms with individual traceability

- Improved quality to improve margins.
« Agriculture & cattle integration leads

to greater efficiency.

Luziania, GO
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Opportunities

Demand is currently strong for:

Infrastructure improvements. New areas in MT, and MATOPI are developing
quickly and need outside investment to improve ports, rails, rivers, and roads

Financing for farmers, ranchers, crushers, and bio-fuels refining
Logistics supporting the shipping and transport of commodity goods
Investment from the public and private sector (including multinational
corporations)

Application of agricultural technology aided by a large and professional farming
community and a diversity of products and external markets

Arthurware.com
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-Conclusion

There is only one country in the world blessed with:
Plentiful land resources and low relative land values
Fully one fifth of the worlds freshwater reserves
Stable political institutions
Large population of professional agri-business and farm management personnel widely distributed
across the nation
World-class agricultural technology and research capabilities
Low relative labor and grain production costs
Growing Domestic Market

Brazil has the potential to dominate the world’s agricultural production over the next

century. The processes and institutions are in place and it is now a matter of capitalizing on the
opportunities at hand. The volatility in the world commodity markets of the past few years has led
the international community to seek new sources of production and the natural choice for future
agricultural expansion is Brazil. There remain clear domestic issues such as streamlining the
bureaucracy, and improving the transport infrastructure to work through but the last 4 years has
brought great progress to even these areas. The internationalization that has revolutionized
manufacturing is being brought to bear on agriculture and the greatest promise of the world’s grain
future lies with Brazil.
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End

Arthur Ware
Arthurwar
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