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Presentation overview ...

* Production strong, demand weakening (short-term vs
long-term influences?)

e The Australian wine sector Is structurally oversupplied
— this presents the opportunity to re-establish
profitability

« Warm-inland and coastal/temperate districts need to
downsize — but for different reasons

 In the present market conditions, around a quarter of
the warm-inland production is not meeting costs
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The latest (one week old) statistics for the 2009 harvest and 2008-09 FY ...

2007-08

2008-09

Winegrape crush

1 832

1733

Grapes left or dropped (est)

61

143

Winegrape production

1 892

1875

Wine production

1243

1176

Inventory!

1878

1 923

Net planting

- 2288

- 944

1. Atfinancial year end

Sources: ABS Vineyards Estimates, 2008-09, Cat no 1329.0.55.002; Vineyards Estimates electronic service; ABS Australian Grape Crush and Wine Production, 2008-09, Cat N01329.0.55.003
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Some history — the oversupply iIs structural — how did it sneak up
on us?
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Source: AWBC Export Approval Database
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The following sequence of macro-level events have largely driven the short-
term sales trends in 2007, 2008 and so far in 2009 -

A higher-than- Harvest 2009
expected 2008 again bigger
harvest than required

A low 2007
harvest

A downward The global
pressure on sales economic
from a strong AUD meltdown in the

during the early latter stages of
stages of 2008 2008
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Harvests 2004 to 2006 were three above-average seasons in a row, 2007 a 30-
year low In yields per hectare, 2008 should have been less than 2007. 2009
also bigger than desirable?
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Note: The bars represent the tonnages crushed w hile yields from 2004-05 onw ards include grapes left on the vine and dropped at harvest.
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The last 20 years has seen spectacular growth — a correction to oversupply got
underway in 2007-08 but oversupply is currently being revisited with falling
demand and near-average 2008 and 2009 harvests

AWBC © November 2009 AUSTRALIAN WINE AND BRANDY CORPORATION




Current export performances show a softening in higher-priced wine and growth
of the lowest price-point shipments. Consumers are heading to lower price
points and os bottling of Aus branded-wine is boosting the bulk/basic sector.

B Increment over prior year
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$22.50 (per case) $22.50 to $44.99 $45 to $67.49 $67.50 to $89.99 $90 plus
and under 'Pop premium’ 'Premium’ 'Super premium' 'Specialty’
'‘Bulk wine'

Source: AWBC Export Approval Database Note: Prices are FOB shipment values per case. Labels on price points are terms of convenience only
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In the marketplace, there are a number of longer-term trends that are generally
making it difficult for lower-value wines to access the market (although higher-
value wines are not immune from their effects either)

1. There are several economic forces that are operating against lower-
value shipments in particular

 The strong AUD
» A program of increases in the UK excise on alcohol
* Increased costs are eating into margins

In addition, there is the possibility of a domestic excise?

In contrast, the global financial crisis is supporting lower-valued wines to
the detriment of higher-value wines, but this effect should only be
considered temporary (while the preceding influences are more
enduring).

It also needs to be remembered that current export shipments include
some economically unsustainable shipments which are not an
‘opportunity’ at all.
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An illustration of cost/margin pressures in the market place, in Australia’ two
largest markets — the effect of exchange rates on FOB entry price needed to
meet shelf prices ...

FOB case sale price,
AUD

Target 2004 | 2009| Change

(retail price point) (YTD — Oct) (2005 to 2009)

UK 6.99| 48.76| 24.16 -50%

US $10 56.71| 37.50 -34%

Source: WFA, Gross Margin Ready Reckoner at www.wineaustralia.com/australia
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These market trends mean current, and possibly future, reduced demand.
Translated into reduced areas of vine, it looks like this ...

- 20000 - 8400 hectares - 8 600 hectares
hectares  »g 400inall) (- 37 000 in all)
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Current area Replace current ... then exclude all ... and then patrtial ... and then a
sales (including unsustainable withdrawal from domestic excise?
unsustainable shipments to low price points in
component) stabilise stock the UK & US
build-up
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Which areas is ‘less’ required from — warm inland or coastal/temperate?
CONCLUSION 1 —

Due to warm inland product losing access to
the market place, less Is required.

However, it IS also the case that less coastal-

temperate product is required ...

AWBC © November 2009 AUSTRALIAN WINE AND BRANDY CORPORATION




Current market performances show that the split in sales of wines that are
traditionally sourced from warm inland, coastal-temperate and classic cool
climate districts - do not match supply from these districts

CURRENT MARKET PERFORMANCE
MARKET PERFORMANCE by SOURCE DISTRICT

by QUALITY CATEGORY: compared to SUPPLY:

Demand Demand Demand
| ahead of behind ahead of
supply supply supply

,\

T

Market performance

Market performance

Prodn share

ﬂ

Basic or Popular Premium Super
cask premium premium Wame-inland Coastal/ Classic cool
Temperate climate

O Export mix B Domestic sales mix

... but this is current sales - what about the underlying longer-term trends?

Sources: Performance by quality category based on AWBC Export Approval Database (year ended August 2009), Nielsen (year ended April 2009), AWBC estimates. Source districts —
Warm inland represented by the Riverland, Murray Darling-Swan Hill and the Riverina; Classic Cool Climate by Tasmania, Macedon Ranges, Yarra Valley, Mornington Peninsula, Adelaide
Hills; Coastal-Temperate by the remainder
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After converting production shares of source districts into shares of vineyard
area and modelling for current market realities, as well as possible future
market conditions — in which districts are fewer vines required?
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Replace current sales incl unsustainable shipments
- then exclude unsustainable shipments
- and then partially withdraw from low price points in the UK & US

- and then a domestic excise?

Warm inland Coastal/Temperate Classic cool climate

Note: representation of the effects of a domestic excise are best-guess estimates and therefore illustrative only.
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From which areas is ‘less’ required — warm inland or coastal/temperate?
CONCLUSION 2 —

 The number of coastal/temperate hectares is well
ahead of demand.

THEREFORE
- Less of both warm inland and coastal/temperate

output Iis required (for different reasons).

- However, given the relative starting positions -
coastal/temperate districts will need to lose
relatively more.
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Why is there the impression that the problem is mainly warm-inland? Part of
the answer is that coastal-temperate oversupply exaggerates declining demand
for warm-inland fruit by causing relatively greater declines in warm prices
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The final point about re-aligning supply and demand: will increasing
demand fix over-supply ...?

 There are two key forces that will increase
demand for Australian wine - particularly for
higher-valued wine that is in oversupply,

— restoration of the world economy,
— private and Brand Australia marketing.

e The answer to the question ‘will more demand fix

over-supply’ is therefore yes, eventually - but it is
unlikely in the short-term.

« Fallure to resolve over-supply in the short-term

has the potential to undermine the value of all
Australian wine.
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Sources: AWBC 2009 Winegrape Purchases: Price Dispersion Report (2008 data not published). 2009 reporting available through winefacts at www.wineaustralia.com.au — nominate
winefacts and ‘price dispersion 2009’
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Sources: AWBC 2009 and 2008 Winegrape Purchases: Price Dispersion data (note that the profile is a combined outcome for 2008 plus 2009). This analysis is based on an estimated 87%
of warm-inland purchases in 2009 — slightly less in 2008. Cost of production is a AWBC estimate.
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Sources: AWBC 2009 and 2008 Winegrape Purchases: Price Dispersion data (note that the profile is a combined outcome for 2008 plus 2009). This analysis is based on an estimated 60%
of coastal-temperate and classic cool climate purchases in 2009 — slightly less in 2008. Cost of production is a AWBC estimate.
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Source: Vineyard Survey
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. Volatile seasons and economic conditions in recent years
have ‘clouded’ the view of supply and demand balance,
but -

...the Australian wine sector Is in structural oversupply.

. Both warm-inland and coastal/temperate production share
the problem.

. Warm-inland production is losing its access to the market
— therefore less is required.

. Coastal/temperate production outstrips the market
opportunity (particularly C grade fruit in these regions).

. With careful planning, industry downsizing is an
opportunity to pare back to a more profitable, relevant
production base.
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Viticulture

Winegrape

Crush

Domestic
sales

Exports

ltem Original Data Location Comment
source

Vineyard ABS Vineyard areas and AWBC Changes

Survey production winefacts, ABS

Regional State Winegrape crush and State Changes

Winegrape facilitators & | average prices Association

Crush Survey managers websites

Price AWBC Winegrape prices by AWBC Continue,

Dispersion segment Levypayers 2009

Report area

Quarterly ABS Ex-warehouse AWBC wine Changed

Monitor shipments facts WFA, ABS | frequency

Monthly Nielsen Off-trade depletions AWBC Continue,

Scantrack Levypayers 2009 — future
area changes?

Wine Export AWBC Wine Export Approval AWBC website | Changed

Approval export Report (excerpts) and frequency

Report approvals winefacts

On-line report- | AWBC Exports by region or by | AWBC No change

builder export variety (both for total winefacts

approvals volumes or by label

claim)
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