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Chinads Pol i1 ti cal Environment

And what it means to Australian business?

Chinads political power system
Nati onal Peopl edps Congi Chinese Communist Party
Standing Committee (CCP): Politburo and

Y Standing Committee

President (Chairman of

Peopl eds Consultative AS
CMC, SG of CCP)

A 4 A 4 A 4 A 4

State Council: Supreme Supreme Central Military
28 Ministries Peopl edps Peopl eds Commission (CMC)
33 Agencies Court Procuratory

CCP has monopoly ofpolitical power while the other political parties play a subordinate advisory role to the CCP and
the government.

The National P etepehigaiuse, Itas 30@ mensbers. The Standing Committee has 161 members and
various functional committees

A
A
A The Judiciary consists of the Broppratmyne Peopl eds Court and
A The executive arms of the government, the State Council consists of various ministries and agencies

A

Policy research institutions (officialorquasi -of f i ci al ), universities, and diverse
decision making process
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Intertwined government and business in China

And what it means to Australian business?

Chinads admi ni st r atownedandprivate entetpnises of st at e

Chinese Communist Party
(CCP): Political Bureau,
and Standing Committee

State Council
National Development & Reforms Commission

A

SASAC 32 Supervisory / Regulatory 28 Central Government
Bureaus:- Ministries:-
Customs AQS_IQ Agriculture
SAIC Environment Commerce
SFDA Land
resources
v
tocal | 0 |
governments l Y
v | v v Local CCP
Local SASAC < > Local Bureaus Local Ministries
. Regulatory
Accountability Supervisory Administrative
relationship Advisor relationshi
Appointment of v y P
key personnel »| State-owned Enterprises Private Enterprises
A
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Chi nados cul tur al environment

And what it means to Australian business?

The art of social relationships in China

0Guan® X)io,( Chinese culture pl a-pessnalhetatioushipse mphasi s on inter
0 L(i ) & Ritual, represents the core value in social relationship.
oMian Zi ( ) 6 face, i ncludesg esmpedd saldf public dignity. Preserving

personal relationships.
Individual and Collective dichotomy i Chinese are both individual and collective.
Blurred boundary between social lives and business.

To Do Do Do o

Differences between Chinese tradition and features of Western decision
Motivation vs. Consequence

Unity vs. Diversity

Circle vs. Sequence

Harmony vs. Self-interest

Certainty vs. Uncertainty

To o Do Do o

Chinads busi ness batmsirgtaradeonunstriectyredt e m

A Chinese companies management use relationships to control systems while western companies use systems to
control relationships.

Creating harmony when making business choices

A Key factors to consider when identifying and negotiating with partners: 1) Partner goals; 2) Technical expertise;
3) Locations; 4) Relationships; 5) Facilities.

A Time horizonfi Chinese companies care about long-term relationship and interests, although they want short -
term quick profits.

A Negotiating in China can be long and frustrating; at the same time, formal and personal.

6 * National Australia Bank
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Doing Business in China

Challenges and Opportunities

Political Challenges:

Planned economy vs. Market economy d government views market economy as means and not ends @ policy shifts
Complexity dintertwined government and business

Trade-off between economic goals and political goals

Legal risks devolving legal system

Government concerns with self -sufficiency in terms of food supply security

To Io To Io T

Business / Cultural Challenges:

Intertwined personal relationship and business,

Business eti quet tdpstentialnforaldpazardsng o0gi ft s o
Corporate social responsibility

Traditional attitude: public servant vs. official

SOEs vs. Private enterprises

To Io To I>o To

Opportunities :

A Government promotes overseas investments for diversification and food supply
A Increasing demand for food safety and security

A Growing high-end consumers demand for quality produce

A Transition to modern scale farming and eco -agriculture

A Shifts in food habits
A Fast developing distribution channels

7 * National Australia Bank
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Chinads Economy

Domestic consumption is the key driver in next 10 years

Foreign Trade as a % of GDP RMBtrl . . ~
80% g ° 20 ASince 1991, Chinads GDP kee|]
rate higher than 7%
60% 30 A Foreign trade (import plus export) contributed a lot to
40% 20 Chi nads GDP
. A In fears of slowing down economy post GFC,
20% 10 government initiated RMB 4 trillion government
0% 0 sponsored investment programs and stimulated
2005 2006 2007 2008 2009 2010 private consumption
Million RMB per capita
1,350 mssm Population 25,000 AChinads popul ation reached
1340 @ Urban Household Income 20.000 50% of people or 666 million living in urban area
" ====Rural Household Income ' A Urban household income stood at RMB 19,000 per
1,330 15,000 capita, outpace farming household
1,320 10,000 A Each year approx. 10 million of people urbanized
1,310 5,000
1,300 0
2005 2006 2007 2008 2009 2010
MIn tons

Grain Production

550 A With 8% of global farming land, China produced ~24%

530 of global grain output

510 A The increase of grain availability alleviate some of
constraints for cattle raising

= e B

o

2005 2006 2007 2008 2009 2010

Sources: China Statistics Yearbook, National Bureau of Statistics of ChinaQUSDA * N ational Australia Bank



China: One Country, Many Markets

First and second tier cities develop huge market for imported meat

First -tier Second-tier A Second-tier B Second-tier C
Highest GDPHigh GDP, big market Relatively small market with Large population with RMB
RMB high GDP per capita lower average GDP per
A A A A i
bln— ¢ \7 N\ ~7 \  capita
1,600 24,00C
GDP per
1,400 capita 20,00C
1,200
1,000 16,00C
800 12,00C
600 8,000
400
200 I I 4,000
o = 0
< = > 3.2 o € S c = > C = s 3 O S = - O o C o C
5 225:2333588553088285532283338232535 5555825
o S35 28865588 SEEENEED85585887% 23528F2%
5 S5 8§ O% 0%=5 &£ §3%2 ghgEg X7 YT E2TgmTgs
3 I (m) (@4 O O -UE) @)
A First tier and second tier cities, mostly in costa

A Australian beef is differentiated with high quality and safety among consumers in 1 stand 2" tier cities

A Beef consumption growth potential in 2 nd-tier cities is enormous but requires marketing and promotion
to educate the consumers

Sources: China Statistics Yearbook, China City Statistics Year Book 201018AB * National Australia Bank



Target Meat Consumers

248 million middle -class consumers spending RMB 266 billion on meat

Target 248 million
meat customers
10,000

5,000

5% 5% 10% 20% 20% | 20% 10% 10%

_______J

RMB per capita
50,000
45,000
40,000
35,000
30,000
25,000
20,000
15,000

Savings m Household Consumption (food excluded) = Food Expenses

Sources: China Statistics Yearbook 2009, NAB 11 * N ati on al AUS tralia Bank



Domestic Meat Production

China is worldds | argest pork producer and second

0000
tons 2005 = 2006 = 2007 =2008 m 2009

50,000

40,000

30,000

20,000

10,000 -

Pork Poultry Beef Lamb / Mutton

A China produce and consume ~50% of global pork output

A However, only 1% of pork production are provided by scale operations ( 50,000+ hogs), 32% of hogsare
from small production (<50 hogs)

A Scale farming model is more commonly adopted in poultry sector dland and pollution are 2 major
constraints for large farming operations for pork, beef and mutton

12 *( National Australia Bank
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Domestic Meat Consumption

China is worldds | argest pork consumer and fourth
Per Capita Meat Consumption RMB Meat Price and
Kg per kg Meat Consumption Expenses per capita RMB
40 Lamb/Mutton Beef ®mPoultry ®mPork 50 == Yearly Meat Expenditure 1000
e==Pork Price
Beef Price
30 40 el amb / Mutton Price 800
e===Poultry Price
600
20
400
(Vs 66 Yogm 61% gu 62% g 57% gw 63% gm ©9%
I I I I -
0 0
2004 2005 2006 2007 2008 2009 2004 2005 2006 2007 2008 2009 2010 2011
A Pork and poultry accounts for ~89% Chinese meat A Higher income group (disposable income > RMB
consumption 20,550) spends less on pork and more on other
A Beef and lamb consumption per capita increase meat*
gradually but still far below the world average A Beef and pork are net substitutes for the Pacific
Rim countries** - the current rapid rise of pork
price provides headroom for beef consumption
growth as has happened in 2007/08
"'él;a'r'c':;;:"c':"rﬁ};;gi;i'g{iég'\'('é';}ﬁ;c:f(‘5655:'l'\)l'i'r'u'i;t'&'SfXg'g'}i'ngiifr;5{"86}};;"1.;""""""""""""""""'""mmm""""": ................................ ......................
National Australia Bank

* Current Situation and Trend of Pork ConsumptigWiahiha, Presentation to CAAA
**A comparison of Demands for Meat Products in the Pacific Riral Regips, JReyfondl'sai, Raymond Kirby, and Gary W. Willia




Chinads Meat | mport: Macr o Fa

Changes in government policies affected volume of import

000d Lamb / Mutton Import
Tons A Lamb / Mutton from Australia and New Zealand
80 dominates the whole import market.
Others . ,
60 ) A China has been a net-importer of lamb / mutton for
40 Australia long time.

20

60% m New Zealand
0

2007 2008 2009 2010

A Chicken feet comprises ~60% of poultry import.

00058 Poultry Import _
1 B%nos A Trade and non-trade barriers:
1800 Others A The massive drop in poultry import from America
600 Argentina was due to Antidumping and Countervailing
400 = Brazil Duties (ADCVD) against US poultry import since
e
1% ® America _ _ .
0 A China ceased to import poultry from Brazil in
2008 2009 2010 2008/09 as only one Brazil exporter was granted
3 export license
00056 Pork Import
Tons
1,000 . . ,
800 Others A Pork offal comprises the vast majority of pork import.
600 Canada A Major exporters are US, Canada and Denmark.

400

EEU
o [ . e .
0 B America

2007 2008 2009 2010

Sources: China Customs Statistics, China Animal Agriculture Association,
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Beef Production Trends and Forecast
Beef production dip in 2011/12 then pick up

r————q

. Year end Forecast a 3.8% annual I) A China ranks 4" worldwide in beef
000" tons herds I growth of domestic 00" heads production and consumption. In
8,000 Output production till 2017 114,000

2010, beef production reached 5.2

|
7,000 Lol | 112,000  mijllion tons and beef consumption
6,000 110,000 5.5 million tons.
5,000 I 108,000 A Decrease in profit led to smaller
4,000 herds. Reduction in breeding cattle
106,000 .
3,000 further deteriorates growth
2,000 104,000 potential.
1,000 I 102,000 A Domestic beef production kept
0 100,000  decreasing since 2005. Production is
200@005200&007200&009201]201]2012201320142015201&01] predicted to recover by 2013.
Forecast

L————

2010 Domestic Beef Production

Low quality A China does not require cattle to be processed through registered

76% or 4min tons abattoirs, 76% of domestic beef is provided by local butchers, mostly
fresh but low quality.

Mid quality

A Mid quality beef is mainly produced by abattoirs, which accounts for 21%
21% or 1min tons

of market and is largely sold to restaurants and food processing

ngh - companies.

3% or 135K tons A Only a handful large suppliers are able to produce high -end beef,
typically chilled.

Sources: China Statistics Yearbook, Beijing Oriental Agriculture Business Consulting * ] *
estimation 18 National Australia Bank



Beef Consumption Trends and Forecast

Quality beef demand outpace supply

—_——————

0003 m Hotel & Restaurant I Forecasts a 4.4% annual growth of
tons = Household Consumptior consumption through hotels &
Processing

8,000 restaurants till 2017
7,000
6,000
5,000
4,000
3,000
2,000
000 BEEEBEREEREBER
, II I EEEEEEEN

20042005200620072008200920102011201220132014201520162017 I

Forecast

A Urban beef consumption per capita is more than 6.63kg: beef consumption through hotels and restaurants reached
4.57kg and household consumption 2.06kg

AChinaés beef consumption is expected to grow gradually
growth and urbanization

A A 4,000 tons of gap for high quality beef &plenty of room for Australian export

Sources: China Statistics Yearbook, Beijing Oriental Agriculture Business ]C_:?nsulting * N ational Australi a Bank

estimation, China Animal Agriculture Association estimation
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1%

Chi nads Beef | mpor

Australia: lead-provider of quality beef

Tons

3%

35,000
30,000
11,376 2%
25,000 4%
20,000
15,000

10,000

5,000

1,853
4,542

2007 2008 2009 2010 1H2011

0

Brazil = New Zealand ®mUruguay = Australia m fresh chilled ®mfrozen  mOffal

A Frozen beef exceeded offal since 2008
A Since 2010, Uruguay outpaced Australia in total beef export dmostly frozen beef and offal
A Australia quality beef export (fresh / chilled and higher end frozen) continue to lead

Sources: UBomtraddatabase, China Chamber of 19 * N ati on al Au stralia Bank

Commerce of Foodstuffs and Native Produce



Who Are The Importers?

Top players dominate each category

100% 32,776 tons 380 tons 23,270 tons 9,126 tons
Others
20% 10th largest importer
80% 9th largest importer
70% 8th largest importer
60% = 7th largest importer
50% = = 6th largest importer
40% = = 5th largest importer
30% - = 4th largest importer
20% - = 3rd largest importer
10% = 2nd largest importer
0% - = Largest importer

Total Beef Import  Fresh / Chilled Frozen Offals

A In 2010, top 10 of 104 importers accounted for more than 57% of import
A 65% of all imports are through trading companies

A Premium and low quality imports are concentrated

S :ChinaC Statisti . .
ource: China Customs Statistics 20 *Natlonal Australla Bank



Imported Frozen Beef Analysis

Competition from new market entrants

. UsD . .
Tons Frozen Beef import per KG Average price of imported frozen beef
25,000 5.00
New Zealand
20,000 4.00 == Australia
15,000 m Australia New Zealand
3.00
10,000 ® Brazil e==Uruguay
2.00 e=Brazil
5,000 m Uruguay
1,762 1.00
0 B e 2007 2008 2009 2010

2007 2008 2009

A After outbreak of bovine spongiform encephalopathy (BSE), Australia monopolized the market until 2008
A Brazil and Uruguay entered competition s ince 2009 with competitive lower end products
A Competition expected to be intensified with re -entrants of Canada and America

A Frozen import slowed in 1H2011 (8,103 tons): Uruguay now leads and Brazil ceased export due to
domestic demand

Sources: UBomtraddatabase, Beijing Oriental

Agriculture Business Consulting 21 * National Australia Bank



Frozen Beef -

Tons DALIAN

TOp | m porte s By Region 12:888 2,496 tons or USD 6.2 min in 2010

4 buyers sourced 69%

6,000
A Pearl River Delta, Yangtze River Delta, Pan-Bohai 4,000
Sea region accounts for 96%008)f C hyin (@0 s EEEZANINEEEZ N | M P O Dtiters
A Each region has its own dominated importers 2008 2009 2010

A Shanghai importers willing to pay premium

Tons  TIANJIN & BEIJING
10,000 5,983 tons or USD 18 min in 2010

8,000

6,000
4,000
2,000
Q e

2008 2009 2010

3 buyers sourced 77%

49% 14% Others

Tons SHANGHAI

10,000 2,836 tons or USD 17 min in 2010
8,000 .
6,000 2 buyers dominated 72%

0-50 Tons

4,000
O 2,008 - 52% 20% Others

50-500 2008 2009 2010
500-2000
2000-5000 Tons
tp GUANGDONG
5000+ — 7/ 10,916 tons or USD 33 min in 2010

10,000

8,000 3 buyers sourced 68%

6,000

2o [0

2,000 PZUZ ) Others
, 1R

2008 2009 2010

SourceChina Customs Statistics 29 * National AUS tralia Bank



Imported Offal Analysis

Huge demand with intense competition

Ton Offal Import US$kg Average Price of Offal
10,000 3.00
Brazil e A\ystralia
8,000 2.50
e Jrugua
6,000 ® New Zealand guay
2.00
4,000 e=sNew Zealand
’ ® Uruguay
1.50
2,000 389 s Brazil
1,983 m Australia
0 1.00
2007 2008 2009 2010 2007 2008 2009 2010

A China has huge demand for beef offal
A Minimum price differential with strong competition

Source: UomtradBatabase 23 * National Australia Bank



Offal - Top Importers By Region

. . . Tons
DALIAN
A Pearl River Delta an? Pan-Bohai Soea reg]ion - jg00 1,960 tons or USD 4.5 min iﬂ 2010
afcountfs ) or 90% o Chi naog, O a | mpo3rbutyefssourscel38§wg al
only accounts for 3% 2000

A 36 buyers account for all import in 2010 1000 - .

2008 2009 2010

Tons  T]ANJIN & BEIJING

4000 2,496 tons or USD 5.6 min in 2010
3000 2 buyers dominated 89%
2000

1000
. 1IN I

2008 2009 2010

73% 115\%) Others

Tons GUANGZHOU

0-100 Tons O 4000 3,523 tons or USD 6.7 min in 2010

100-500
500-1000

3000 3 buyers sourced 85%
1000-2500 iggg
2500+ . 41% 26% Others

2008 2009 2010

24 * National Australia Bank

SourceChina Customs Statistics



Imported Fresh / Chilled Beef Analysis

High end segment dominated by Australia with growth potential

usDhD
Ton Fresh / Chilled import per Kg  Price of imported fresh /chilled beef
600
25 e A\ustralia
500
20 New Zealand
400 :
m Australia 15 —\J + Uruguay
300
= Other 10 A B Brazil
200 365 Countries _
5 United States
100 :
® Argentina
0 0
2007 2008 2009 2010

2007 2008 2009 2010

A Fresh / chilled market dominated by Australia with an average price at USD20 per kilo CIF in 2010
A Quality and proximity are two winning factors
A In 1H2011, fresh / chilled import amounts to 186 tons dall from Australia

25 * National Australia Bank
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Fresh / Chilled Beef - Top Importers By Region

Tons USDh
per KG
180 35
Tonnage
160 % 30 A 13 importers for fresh / chilled
140 beef from Australia: 365 tons at a
120 25 total USD 6.6 min.
100 20
80 A Top 4 importers account for 80%
Avg. Price 15 of total import and enjoy
60 Paid 10 bargaining power.
40
20 S
0 0

Others

D from Shanghai
E from Shanghai
F from Beijing

G from Beijing

H from Shanghai
| from Shanghai
J from Tianjin

S eChina Cust Statisti o .
PHIEEEIINA ERomS SEIRHES 26 *Natlonal Australia Bank



Retall Distribution

Supermarket plays a vital role in household meat consumption

No. of supermarket outlets by year end 2010

Walmart 219 stores

Carrefour 182 stores

Vanguard 157 stores

RT-mart 143 stores

Lianhua 143 stores

Tesco 109 stores

No. of stores

A Supermarket acts as an important portal to reach out to retail customers
A Some local food companies / beef producers establishing own direct retail outlets

A Both channels can be costly but effective in marketing brand products in different cities of China

Sources: China Chain Store & FrafAsbiszation, Company

website. NAB 27 * National Australia Bank



