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Global sugar market review

B Sugar prices in 2011 proved extremely volatile, and may remain volatile in 2012 because of the low-stock environment.

B Disappointing Brazilian sugarcane production in 2011/12 was offset by better-than-expected production elsewhere.
Australian sugar output rose 8% in 2011/12, despite adverse weather. Higher local production is forecast in 2012/13.

B Chinese per capita sugar demand is low compared to its regional peers. But China’s total sugar demand is set to surge
as this per capita demand gap narrows.

B |n this report we review recent developments in the global sugar market and we outline China’s future demand potential.

Global sugar prices in 2011

2011 proved another volatile year in the global sugar market with prices trading in a wide 15.7 cent range. It was the third
consecutive year in which the annual trading range exceeded 15 cents, but it was just the seventh time in history. In early
February world sugar prices' raced up to a three decade high USc36.08/Ib. But over the next three months global values
declined by more than 40% to low of USc20.40/Ib, an eight month low. A second strong rally then pushed values back above
30 cents by July, before yet another wave a selling resulted in prices gradually trending lower to 23 cents by December.

Figure 1: ICE raw sugar price, US cents per pound (first futures contract)
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The large trading range observed in the sugar market over the past 12 months was typical of any agricultural commodity in a
low-inventory environment. The typical tug-of-war is one in which prices decline from lofty heights because of an anticipated
production response? and/or price-induced demand destruction, only to bounce back amid news of any production scare, no
matter how insignificant. If the production concerns are realised the renewed rally in values is sustained, if not, the bear
market resumes and pushes prices back down to ‘normal’ levels.

And so it was with the sugar market in 2011.

The 40% decline in prices from February to May was linked to a series of upward revision to Thailand’s 2010/11 sugarcane
crush (to a record high) and the onset of the 2011/12 Brazilian centre-south crushing season. Expectations of a sharp lift in
beet plantings in Europe and the FSU also weighed on prices.

However in May, the attitude of the sugar market shifted. Poor sugarcane yields prompted across the board downgrades to
Brazil's centre-south production prospects — over the next few months Brazil's production forecasts would be cut by 14%.
The market also became bullish about China’s demand outlook, and subsequent sugar import requirements. The global
sugar price surged 55% from May to late-July.

"ICE raw sugar. first contact.
" The supply response could be as a result of increased planted area because of high prices and/or an assumed normalisation in crop weather.
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Continued (Global sugar prices in 2011)

A renewed barrage of bearish information crimped the bullish impact of the Brazilian and Chinese
news in the second half of the year. The bearish news included the escalating European sovereign
debt crisis, excellent sugar production results in Europe and the FSU, plus growing expectations of
strong seasons in India and Thailand. By late November global sugar prices had fallen by 29%, and
they have subsequently tracked sideways between USc23-24/Ib.

Recent fundamental developments in the global sugar market.

1) Brazilian centre-south cane production forecast lowered again in November.

In early November Unica® reduced its estimate for Brazil's 2011/12 centre-south sugarcane crop.
The key forecasts made by Unica includes:

B Sugarcane production forecast at 488.5 million tonnes, down 4.3% from the August estimate
and 12% below 2010/11 output of 557 million tonnes.

B Sugar output forecast at 30.8 million tonnes, down 2.5% from the prior estimate, and 8% below
last year’s record output of 33.5 million tonnes. The fall in sugar output is limited compared to
the decline in sugarcane production because of a increase in the sugar/ethanol ratio.*

B Ethanol production forecast at 20.4 billion litres, down 20% YQY. Ethanol production in 2011/12
is forecast to be less than 2007/08 production, a time when the Brazilian flex-fuel vehicle fleet
was less than half the current fleet.

B Brazilian sugar exports are forecast at 21.2 million tonnes in 2011/12, down 14% YOY.

Figure 2: Brazilian CS cane production Figure 3: Brazilian CS sugar production
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Unica noted that the decline in sugarcane production is mainly the result of falling cane yields,
which are estimated to be almost 20% below their historical average. The major factors contributing
to the low yields included (1) aging cane fields; (2) unfavourable crop weather (including winter
dryness and frosts during flowering); (3) mechanical planting and harvesting; (4) increased
incidence of pests and disease (including Orange Rust); and (5) expansion of cane into more
marginal production regions.

But better-than-expected harvest conditions in Brazil's centre-south throughout November and
January have meant that Unica’s November production totals have already been surpassed. As at
the 1% January, total centre-south sugarcane production had reached 492.2 million tonnes (down

3 Unica is Brazil's sugarcane industry association
*Sugar = 48% in 2011/12 vs. 43% in 2000/11.
5 s a result of falling domestic production, Brazilian ethanal imparts have surged this year
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11.6% YOY) and sugar output has risen to 31.2 million tonnes (down 6.9% YOY). Upon the data
release, Unica noted that “the volume observed so far is practically a final number for the 2011/12
harvest”. Therefore, we await the commencement of the 2012/13 season (which officially starts on
the 1% April) for fresh centre-south sugar supplies.

Unica, on the 1% November 2011, reported sugarcane production in the 2012/13 season is likely to
increase only slightly from 2011/12. Given an assumed slight increase in sucrose yields but a
decline in the sugar/ethanol consumption split, we believe that Brazilian centre-south sugar output
may fall marginally in 2012/13 to 30.5-31.5 million tonnes.

2) Despite lower Brazilian output, the 2011/12 global sugar supply surplus is revised higher.

Despite the spate of downward revisions to production prospects in Brazil (the world’s largest
producer), the global supply surplus has been revised higher over the last few months.

The International Sugar Organisation, in their November World Sugar Balance report, forecast a
2011/12 global sugar supply surplus of 42 million tonnes. This is 0.3 million tonnes higher than their
August estimate as improving supplies in northern hemisphere crops overshadowed uncertainties in
Brazil®. Global sugar supplies have been boosted by better than expected beet production in the
European Union, led by France, and Russian beet sugar production has lifted nearly 50% YQY. In
Thailand, the 2011/12 harvest has advanced strongly and sugar production is forecast to exceed 10
million tonnes, breaking last year’s record.

The net result is that the International Sugar Organisation expects global ending stocks to increase
by ¥2 million tonnes to 57.6 million in 2011/12, the highest level since 2008/09. But as the following
chart highlights, world sugar stocks remain historically low - particularly on a stock-to-use basis.

Figure 4: Global sugar production, use and surplus Figure 5: Global sugar inventories
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3) Indian 2011/12 crush gathering pace, but production targets stable (for now)...

India’s 2011/12 sugar production remains forecast between 24.0-26.0 million tonnes according to
most local officials — compared to the 2010/11 crop of 24.3 million tonnes — despite the Indian
Sugar Mills Association recently reporting better than expected crush results in the first few months
of the season. Year-to-date Indian sugar production (1st Oct to 15th Jan) is 10.5 million tonnes
according to ISMA, up 19%2% YOY. As a result of the strong crush results noted thus far there are
upside risks to the current production targets. But even with existing production targets, many
Indian industry officials believe they have the ability to export 3-4 million tonnes of sugar in 2011/12.

4) Australian sugar production rises 8% in 2011/12.

ABARES forecast that Australia’s sugar production in 2011/12 rose 8% to 3.9 million tonnes, while
cane area rose nearly 11%. The more subdued growth in sugar output can be traced to excessive

8 The glubal sugar surplus predicted by some other analysts is much higher. ABARES, for example, forecasts that world sugar stocks will increase by more than 7 million tonnes in 2011/12, resulting in the
stock-to-use ratio increasing from 35% to 38%.
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standover cane volumes last season and adverse weather, headlined by Cyclone Yasi which struck
the key FNQ growing region of Tully in February 2011.

In 2012/13 we believe that Australia’s sugarcane area may expand by another 5%, while improved
agricultural yields and sugar extraction rates may result in a 15% jump in sugar production to

4% million tonnes. If achieved, this would be the best production year since 2009/10, but still below
the 2003/04-2009/10 average of 4.9 million tonnes.

The medium term global sugar demand outlook is bright.

Global sugar demand is expected to display robust growth over the coming decades, driven largely
by increasing per capita demand in developing nations such as China. Low income countries
display a relatively low rate of sugar consumption per person, however consumption rises rapidly as
incomes increase. This is related to increased urbanisation and a westernisation of diets. Access to
refrigeration increases the availability of refrigerated (sugary) beverages.

China and Indonesia, two key highly populated, developing nations, currently display low per capita
sugar demand. In China, per capita sugar demand is just 7.6kg/person/year’ according to the
United Nations FAO, while Indonesia’s consumption was 14.8kg/person/year. In developed Asian
nations such as Japan and South Korea per capita sugar demand is much higher (29kg/person/year
and 36kg/person/year respectively). And developed western nations display considerably higher
demand with Australia at 47kg/person/year and the United States at 67.6kg/person/year.

Figure 6: Sugar consumption versus income Figure 7: Per capita sugar consumption (2007)
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Our bullish view on global sugar demand is largely because we believe that Chinese per capita
demand will start to bridge the gap to the rates observed in developed Asian economies.

The following chart clearly displays the rise in per capita sugar consumption in South Korea and
Japan as incomes in those nations rose. In the case of South Korea, per capita sugar demand was
around 10kg/person/year when per capita GDP was USD5,000 (2010 dollar terms), however this
surged to 20kg/person/year once incomes reached USD7,500/person and increased further to
27kg/person/year by the time incomes had reached USD10,000/person. Importantly this entire
process took just 13 years. Per capita consumption sugar consumption in South Korea continued to
rise in subsequent years, albeit at a slower rate, until levelling out between 30-37kg/person/year.
With Chinese per capita GDP in 2010 at USD8,500/person, yet per capita sugar consumption still
well below 10kg/year, expect considerable growth in Chinese sugar demand.

Figure 8: Asian sugar consumption grows with incomes

" Based on the 3 year, centred moving average.
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We have modelled two scenarios regarding Chinese per capita sugar demand.

A. Chinese per capita sugar consumption rises to 30kg/person/year, with the evolution process
taking 30 years. (Favoured growth profile)

B. Chinese per capita sugar consumption growth remains at the 2000-2007 average of 2.2% pa.
(Conservative growth profile)

Scenario A is our favoured growth profile, and implies China’s per capita consumption growth of
4.4% pa over the next few decades, double the 2000-2007 growth rate of 2.2% pa. Under this
scenario, Chinese per capita sugar consumption grows by 55% to 12.6kg/person/year by 2020, and
grows further to 20kg per person by 2030 (equal to India’s 2007 per capita consumption). Under
this scenario, total Chinese sugar consumption rises by 63% from 2010 to 2020. By 2030, total
Chinese sugar demand would be some 2.6-times 2010 demand. Under this scenario, we believe
Chinese sugar imports will rise to 4-5 million tonnes by 2020, which based on current global trade
patterns, would make China the world’s largest sugar importer.

Scenario B is our conservative growth profile (2.2% pa), but even under this scenario Chinese
sugar consumption will swell by 31% between 2010 and 2020. Given appropriate investment into
sugar production, we believe that under this conservative consumption growth scenario the
Chinese will not be forced to tap the market for additional imports. But the expansion in demand
means that any Chinese production scares (i.e. due to weather or pests) will have a more
pronounced impact on international trade flows and therefore on global sugar price volatility.

Figure 9: Chinese per capita sugar consumption (modelled) Figure 10: Chinese sugar consumption (modelled)
40 | sthKorean per capitademand (2007) 30
Forecasts 7(A)
-~ 35
2 25
2 30 | Japanese percapitademand (2007) ]
3 | —— = 5
8 25 5820
£ . . - < (B)
([ Indian percapitademand (2007) =5
0 e ®) ©=15
S 29
a 15 =
s . , (B) g E10
3 10 Chinese per capitaldemand =
@ (@)
o 5
g 5
Forecasts
0 0
1960 1970 1980 1990 2000 2010 2020 2030 1960 1970 1980 1990 2000 2010 2020 2030
Source: FAOSTAT, Conference Board and CBA Source: FAOSTAT, Conference Board and CBA




Global Markets Research

Commodities: Agri Updates /

Please view our website at www.research.commbank.com.au. The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 ("the Bank") and its
subsidiaries, including Commonwealth Securities Limited ABN 60 067 254 399 AFSL 238814 ("CommSec"), Commonwealth Australia Securities LLC, CBA Europe Ltd
and Global Markets Research, are domestic or foreign entities or business areas of the Commonwealth Bank Group of Companies (CBGOC). CBGOC and their
directors, employees and representatives are referred to in this Appendix as “the Group”. This report is published solely for informational purposes and is not to be
construed as a solicitation or an offer to buy any securities or financial instruments. This report has been prepared without taking account of the objectives, financial
situation and capacity to bear loss, knowledge, experience or needs of any specific person who may receive this report. No member of the Group does, or is required to,
assess the appropriateness or suitability of the report for recipients who therefore do not benefit from any regulatory protections in this regard. All recipients should,
before acting on the information in this report, consider the appropriateness and suitability of the information, having regard to their own objectives, financial situation
and needs, and, if necessary seek the appropriate professional, foreign exchange or financial advice regarding the content of this report. We believe that the information
in this report is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information available at the time of its
compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, reliability or completeness of any statement made in this
report. Any opinions, conclusions or recommendations set forth in this report are subject to change without notice and may differ or be contrary to the opinions,
conclusions or recommendations expressed elsewhere by the Group. We are under no obligation to, and do not, update or keep current the information contained in this
report. The Group does not accept any liability for any loss or damage arising out of the use of all or any part of this report. Any valuations, projections and forecasts
contained in this report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. Different assumptions and estimates
could result in materially different results. The Group does not represent or warrant that any of these valuations, projections or forecasts, or any of the underlying
assumptions or estimates, will be met. Past performance is not a reliable indicator of future performance. The Group has provided, provides, or seeks to provide,
investment banking, capital markets and/or other services, including financial services, to the companies described in the report and their associates. This report is not
directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation or which would subject any entity within the Group to any registration or licensing
requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to the Group. None of the material,
nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior written permission of the
appropriate entity within the Group. In the case of certain products, the Bank or one of its related bodies corporate is or may be the only market maker. The Group, its
agents, associates and clients have or have had long or short positions in the securities or other financial instruments referred to herein, and may at any time make
purchases and/or sales in such interests or securities as principal or agent, including selling to or buying from clients on a principal basis and may engage in
transactions in a manner inconsistent with this report.

US Investors: If you would like to speak to someone regarding the subject securities described in this report, please contact Commonwealth Australia Securities LLC
(the “US Broker-Dealer”), a broker-dealer registered under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”) and a member of the Financial Industry
Regulatory Authority (“FINRA”") at 1 (212) 336-7737. This report was prepared, approved and published by Global Markets Research, a division of Commonwealth Bank
of Australia ABN 48 123 123 124 AFSL 234945 (“the Bank") and distributed in the U.S. by the US Broker-Dealer. The Bank is not registered as a broker-dealer under
the Exchange Act and is not a member of FINRA or any U.S. self-regulatory organization. Commonwealth Australia Securities LLC (“US Broker-Dealer”) is a wholly
owned, but non-guaranteed, subsidiary of the Bank, organized under the laws of the State of Delaware, USA, with limited liability. The US Broker-Dealer is not
authorized to engage in the underwriting of securities and does not make markets or otherwise engage in any trading in the securities of the subject companies
described in our research reports. The US Broker-Dealer is the distributor of this research report in the United States under Rule 15a-6 of the Exchange Act and accepts
responsibility for its content. Global Markets Research and the US Broker-Dealer are affiliates under common control. Computation of 1% beneficial ownership is based
upon the methodology used to compute ownership under Section 13(d) of the Exchange Act. The securities discussed in this research report may not be eligible for sale
in all States or countries, and such securities may not be suitable for all types of investors. Offers and sales of securities discussed in this research report, and the
distribution of this report, may be made only in States and countries where such securities are exempt from registration or qualification or have been so registered or
qualified for offer and sale, and in accordance with applicable broker-dealer and agent/salesman registration or licensing requirements. The preparer of this research
report is employed by Global Markets Research and is not registered or qualified as a research analyst, representative, or associated person under the rules of FINRA,
the New York Stock Exchange, Inc., any other U.S. self-regulatory organization, or the laws, rules or regulations of any State.

European Investors: This report is published, approved and distributed in the UK by the Bank and by CBA Europe Ltd (“CBAE”). The Bank and CBAE are both
registered in England (No. BR250 and 05687023 respectively) and authorised and regulated in the UK by the Financial Services Authority (“FSA”). This report does not
purport to be a complete statement or summary. For the purpose of the FSA rules, this report and related services are not intended for retail customers and are not
available to them. The products and services referred to in this report may put your capital at risk. Investments, persons, matters and services referred to in this report
may not be regulated by the FSA. CBAE can clarify where FSA regulations apply.

Singapore Investors: This report is distributed in Singapore by Commonwealth Bank of Australia, Singapore Branch (company number F03137W) and is made available
only for persons who are Accredited Investors as defined in the Singapore Securities and Futures Act and the Financial Advisers Act. It has not been prepared for, and
must not be distributed to or replicated in any form, to anyone who is not an Accredited Investor.

Hong Kong Investors: This report was prepared, approved and published by the Bank, and distributed in Hong Kong by the Bank's Hong Kong Branch. The Hong Kong
Branch is a registered institution with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) regulated
activities under the Securities and Futures Ordinance. Investors should understand the risks in investments and that prices do go up as well as down, and in some
cases may even become worthless. Research report on collective investment schemes which have not been authorized by the Securities and Futures Commission is
not directed to, or intended for distribution in Hong Kong.

All investors: Analyst Certification and Disclaimer: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that
with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those
securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by
that research analyst in the report. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing, and interpreting market information. Directors or employees of the Group may serve or may have served as
officers or directors of the subject company of this report. The compensation of analysts who prepared this report is determined exclusively by research management
and senior management (not including investment banking). No inducement has been or will be received by the Group from the subject of this report or its associates to
undertake the research or make the recommendations. The research staff responsible for this report receive a salary and a bonus that is dependent on a number of
factors including their performance and the overall financial performance of the Group, including its profits derived from investment banking, sales and trading revenue.

Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial products or
other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure Statements (PDS). Our employees
receive a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of factors relating to their
overall performance during the year. These factors include the level of revenue they generate, meeting client service standards and reaching individual sales portfolio
targets. Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional merchandise and other similar benefits. If you
have a complaint, the Bank’s dispute resolution process can be accessed on 132221.

Unless otherwise noted, all data is sourced from Australian Bureau of Statistics material (www.abs.gov.au).




Global Markets Research

Commodities: Agri Updates

Research

Commodities Telephone Email Address

Luke Mathews Agri Commodities +612 9118 1098 luke.mathews@cba.com.au
Lachlan Shaw Mining & Energy Commodities +613 9675 8618 lachlan.shaw@cba.com.au
Paul Hodsman, CFA Mining & Energy Commodities +613 9675 8532 paul.hodsman@cba.com.au
Economics Telephone Email Address

Michael Blythe Chief Economist +612 9118 1101 michael.blythe@cba.com.au
Michael Workman Senior Economist +612 9118 1019 michael.workman@cba.com.au
John Peters Senior Economist +612 9117 0112 john.peters@cba.com.au
James Mcintyre Economist +612 9118 1100 james.mcintyre@cba.com.au

Diana Mousina Associate Economist

+612 9118 6394

diana.mousina@cba.com.au

Fixed Income

Telephone

Email Address

Adam Donaldson Head of Debt Research

Philip Brown Fixed Income Quantitative Strategist
Alex Stanley Associate Analyst, Fixed Income
Steve Shoobert Credit Research Analyst

Winnie Chee Securitised Product

Tally Dewan Quantitative Analyst

Kevin Ward Database Manager

+612 9118 1095
+612 9118 1090
+612 9118 1125
+612 9118 1096
+612 9118 1104
+612 9118 1105
+612 9118 1960

adam.donaldson@cba.com.au
philip.brown@cba.com.au
alex.stanley@cba.com.au
steve.shoobert@cba.com.au
winnie.chee@cba.com.au
tally.dewan@cba.com.au
kevin.ward@cba.com.au

Foreign Exchange and International Economics

Telephone

Email Address

Richard Grace Chief Currency Strategist & Head of International Economics
Joseph Capurso Currency Strategist

Peter Dragicevich FX Economist

Andy Ji Asian Currency Strategist

Chris Tennent-Brown FX Economist

Martin McMahon Economist Europe

+612 9117 0080
+612 9118 1106
+612 9118 1107
+65 6349 7056
+612 9117 1378
+44 20 7710 3918

richard.grace@cba.com.au
joseph.capurso@cba.com.au
peter.dragicevich@cba.com.au
andy.ji@cba.com.au
chris.tennent.brown@cba.com.au
martin.mcmahon@cba.com.au

Delivery Channels & Publications

Telephone

Email Address

Monica Eley Internet/Intranet
Ai-Quynh Mac Information Services

+612 9118 1097
+612 9118 1102

monica.eley@cba.com.au
maca@cha.com.au

New Zealand Telephone Email Address
Nick Tuffley ASB Chief Economist +649 301 5659 nick.tuffley@asb.co.nz
Jane Turner Economist +649 301 5660 jane.turner@asb.co.nz
Christina Leung Economist +649 301 5661 christina.leung@asb.co.nz
Daniel Smith Economist +649 301 5853 daniel.smith@asb.co.nz
Sales
Institutional Telephone Equities Telephone
Syd FX +612 9117 0190 Syd +612 9118 1446
+612 9117 0341 Asia +613 9675 6967
Credit +612 9117 0020 Lon/Eu +44 20 7710 3573
Japan Desk +612 9117 0025 NY +1212 336 7749
Melb +613 9675 6815
+613 9675 7495 Corporate Telephone
+613 9675 6618 NSW +612 9117 0377
+613 9675 7757 e +612 9675 7737
Lon FX +44 20 7329 6266 SA +618 8206 4155
Debt & Derivatives +44 20 7329 6444 WA +618 9482 6044
Corporate +44 20 7710 3905 QLD +617 3015 4525
HK +852 2844 7538 NZ +64 9375 5738
Sing +65 6349 7077 Metals Desk +612 9117 0069
NY +1212 336 7739

Agri Desk (Corp)
Agri Desk

+612 9117 0157
+612 9117 0145




