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International Market

The most recent news in the market has been the USDA’s first supply and demand estimates for
the 2010/11 year. In summary the report projects rising US and world stock assuming mother
nature plays her part.
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While currently the USDA
projects a lower crop in
2010 the area anticipated to
be planted is rising this year
(currently USDA using a
lower yield than last year).
For 2010 crop (currently
being planted) the USDA
project the US to produce
90.08 million tonnes. With
demand projected fall (due
to competition from South
America) ending stocks for
2010/11  are  currently
projected to rise 92% to 9.9
million tonnes. While the
USDA has been quilty of
underestimating demand

over recent years the size of the rise in stocks suggests ample supply once new crop is available
from October onward.
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soybeans (and products)
has been stellar the past 10 years and this is set to continue however to date growth in supply has
been able to match the increases.

Current International Market

The current market is characterized by quiet tight stocks in the US for old crop (see chart above)
but ample availability out of South America. With the US new crop currently being planted it is the
job of the South Americans to supply the market and move their crop.
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Moving forward in the market place the key factors over the next few months will be on the supply
side US crop progress (although August is the critical month for yield determination) and selling
intentions out of Brazil. If the Brazilian Real falls and the US dollar rises then some pressure will
be brought to bear on the market. On the demand side China is the key. Continued strong demand
will support prices while any relaxation of demand will be quickly negative to the market. The funds
(speculators) have a net long position which could make the market vulnerable to more downside
in the near term should they quit some of their positions.

Of note is that US soybean and in particular US soymeal prices can have a large bearing on
price determination for crushing beans in our local market as soymeal is imported into
Australia and hence imports are the main competition for locally crushed beans and over
time soymeal is a major part of price determination.

The Domestic Market

Despite a smaller crop this year, the combination with carry-over stocks from last year’s big crop
appears to keep the
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Domestic soybean prices have been on the rise over the past month by some $50 a tonne as the
chart beside displays. This rise is good for producers but it is also useful to take a look at what is
driving this rise and

Crush BeansNewcastle attempting to determine if it
5650 is s short term spike or
something more robust.
When we looked at the
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world situation above it
would not appear that

$550 supply is tight nor would it
appear that prices should
rise  significantly. When
taking a closer look at the

U—\‘—/\] / rise in local prices it
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driven by CBT soybean or
meal futures which have
o 0 © © o o fallen off since recent highs
& F at the end of April. The
A S S weaker A$ would have
helped prices but we suspect would have done little more than perhaps offset the bean price
weakness. The next graph looks at the A$ value per tonne of CBT soybeans. This graph while
showing a recent move higher in prices (due to the weaker A$) also displays that prices are below
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recent highs set in late April and the first week of May. This new higher price range has been more

CBT Soybean Futures in A$ currency (A$) driven). So
405 part of the answer to the
price rise in the past month
domestically has been the
weaker A$ and it effect of
390 - lifting the “parity” value of
w55 commodities.
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However what is more
I interesting to us is the
370 domestic basis behavior.
We do not want to delve
into an explanation of basis
as this would take several
355 pages. However suffice to
SIS TS say that we use a
S . S S - I calculation of domestic

basis as part of the puzzle
to determine what is driving local values. The chart below is Newcastle delivered basis in US c¢/bu
(cent per bushel). To look at it simply it is a measure of “local supply and demand” for crush
beans.
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Another question might be
will this continue?
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Let's try to put an opinion
o o e e e e e e e e e e e e e around these questions. It
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domestic market for meal
(here on the East Coast) is tight currently with little availability for nearby pickup. The market is
waiting on imports in early June to alleviate the tight supply and in the meantime one would expect
local crushers would be attempting to crush as much as possible for the nearby market. This then
could be the reason why currently local soybean prices are rising and are rising due to domestic
(not international) factors.
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So will values continue to strengthen and how long will the strength last for?

This is always a hard question to answer and at the end of the day no one will really know until
after the event. We can however draw some observations. We know that domestic basis (while not
as strong as late last year) is still historically high and we believe is being driven by local shortages
of meal. We know that the current forward market for meal domestically suggests tightness now
but potentially not in the future. This inverse in the market is an attempt by the market to say sell
now and buy later. So it is likely that the recent run up in bean prices (driven largely by domestic
factors) will not last for long. That is not to say that it cannot go higher in the near term — it may
well — but eventually it will fall as fresh meal imports become available. We also suspect that
international soybean prices should come under pressure into mid year although a weaker A$ may
offset this to some degree. Ends
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