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RESEARCH NOTE

TRADE LIBERALISATION: IMPROVING PROSPECTS FOR AUSTRALIAN
AGRICULTURE INVESTING

Recent progress to liberalise trade improves the prospects for Australian agriculture in 2016 and
beyond. Australian agriculture’s competitiveness is set to increase as market access improves and
government support for Australia’s export competitors is wound back. We expect these factors to be
capitalised into and improve the value of Australian agricultural land.

TRADE LIBERALISATION THROUGH FREE TRADE AGREEMENTS

Since the turn of the century the importance of multilateral trade negotiations has fallen. Countries
have tried to circumvent their complexities by negotiating bilaterally with their major trading partners.

The Australian Government recently completed historic free trade agreements (FTAs) with three of its
largest export markets; China, Japan and Korea. These agreements involve tariff reductions currently
worth over $A6b annually. The FTA's make Australian agricultural and processed food exports more
competitive.

Probably the most important FTA is the China-Australia Free Trade Agreement (ChAFTA). This was
signed in June 2015 and came into force on 20 December 2015. Its significance lies in the recent
growth of Australia’s agricultural exports to China and the forecast growth in Chinese demand
for food and fibre over the next 10-20 years. The Australian Bureau of Agriculture and Resource
Economics and Sciences (ABARES) predicts China will account for over 409%, of global growth in
agricultural demand by 2050.

The agreement reduces tariffs on a wide range of Australian agricultural exports to China over the
next 4-11 years, the most significant of which are summarised in the table below.

HIGHLIGHTS OF THE CHAFTA

CHAFTA AGREEMENT A$ VALUE OF % OF FORECAST ANTICIPATED
AUSTRALIAN AUSTRALIAN CHINESE RANGE OF
EXPORTS TO EXPORTS IMPORT GROWTH INVESTMENT
CHINA PA FOR EACH TO 2050 IN LAGUNA BAY
COMMODITY FUND 1
Tariffs (currently 12%-—
Beef 25%) will be eliminated $758m 9% 7.7% pa
within 9 years. Livestock
Tariffs (12%-23%) will 20% - 40%
Sheep Meat be eliminated within $359m 9% 9.8% pa
8 years
Tariffs (currently 0%— Dairy
Dairy 20%) will be eliminated $295m 5% 3.1% pa 109 - 20%
within 4 to 11 years
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Tariffs (14%-20%) will
Wine be eliminated within $269m 17% Not Available

4 years

Tariffs on all fruit, Permanent crops

vegetables and nuts 20% - 40%
Horticulture (currently 09%-30%) $111lm 5% 3.5% pa

will be eliminated

within 4 years

Source: Department of Foreign Affairs and Trade, ABARES

Until now the absence of a bilateral FTA with China has meant Australian producers and exporters
have faced significant tariffs on most agricultural products, and have been at a competitive
disadvantage to countries that have an FTA with China. The ChAFTA addresses this issue, and also
gives Australia a significant advantage over other large exporters, such as the US, Canada and
European countries.

ILLUSTRATION FOR THE BENEFIT OF TARIFF REMOVAL — AUSTRALIAN
WINE EXPORTS TO CHINA

Australian wine competes for significant market share with other exporting countries in many markets
around the world, including the European and Chinese markets.

When tariffs for individual countries entering the European market were reduced to zero by FTAs
import volumes for those countries rose dramatically. Chilean wine exports to Europe grew 15% in
2009 when tariffs on their products were eliminated while South African exports increased 23% in
20121

The Chinese wine import market has doubled since 2010 and China is expected to overtake the US
as the world’s largest consumer of wine in 2016. It is already Australia’s third largest export market
for wine. Yet Australian wine producers had been left behind by major competitors who signed FTAs
with China years ago. China’s wine imports from Chile, for example, have increased almost eleven-fold
since its FTA with China came into force in 2006.

With the ChAFTA there will be a phased tariff reduction on wine imports from Australia until it is
eliminated on 1 January 2019. Tariffs on bottled wine will fall from 149, to zero and tariffs on bulk
wine will fall from 20% to zero.

Being able to compete on the same terms as others is a significant opportunity given Australia has an
outstanding product that is highly desired by global consumers. We expect Australian wine producers
will start seeing results almost straight away and that the experience of Chilean and South African
exporters to Europe sets a fitting precedent.

THE WTO AGREEMENT — NAIROBI PACKAGE

In December 2015 at the tenth WTO Ministerial Conference at Nairobi, Kenya, all 163 member
countries agreed to progressively ban the use of export subsidies worth $A15b annually. This is the
first major agricultural agreement since the WTO was formed in 1995 following the Uruguay Round of
trade talks.

1. Impact of Tariffs on Australian Wine in the European Union, Australian Grape and Wine Authority, February 2015
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Developed countries have agreed to immediately eliminate export subsidies on most commodities,
while those on sensitive products such as processed foods, dairy and meat products must be
eliminated by 2020. Developing countries have been given concessions to wind back subsidies over a
longer period, some up to 2030.

During periods of high agricultural prices export subsidies have limited impact on world prices.
However the Nairobi decision is significant not least that it emphasises the level of sovereign risk
inherent in some countries while Australian agriculture has virtually no government support.

Furthermore even small changes to market support programs can have significant impacts on supply
decisions by producers and ultimately on land values. For example, OECD modelling shows that
a reduction of US Government market price support of 19 of the gross value of production can
reduce land rentals by 4.3% leading to an 11.7% reduction in land values over 3 years, (OECD 2008).

CONCLUSION

Prospective investors into Australian agriculture are ideally positioned to benefit as the environment
shifts to one of greater trade liberalisation and reduced government intervention. The elimination
over time, of subsidies and tariffs on agricultural products, will boost Australia’s already strong
position in this global industry, increasing its competitiveness and thereby the profitability of its
stakeholders.
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IMPORTANT NOTE

This document has been prepared by Brookvine Pty Limited (“Brookvine) and Laguna Bay Pastoral Company Pty

Ltd (“Laguna Bay”). It is only available to persons who are professional, sophisticated or wholesale clients under the
Australian Corporations Act. The information contained in this document is provided to you solely for your information
and by receiving the information you agree that you will treat the information confidentially. The information may not be
reproduced, disclosed or distributed to any third party or published in whole or in part for any purpose. The information
contained in this document is not intended as investment or financial advice. You should seek independent professional

advice on the legal, financial and taxation consequences of any investment decision as you deem necessary.

Certain information contained in this document is based on forward-looking statements or information, including
descriptions of anticipated market changes and expectations of future activity. Brookvine and Laguna Bay believe that
such statements and information are based upon reasonable estimates and assumptions. However, forward-looking
statements and information are inherently uncertain and actual events or results may differ materially from those
reflected in the forward-looking statements. Therefore, undue reliance should not be placed on such forward-looking

statements and information.

No representation or warranty, express or implied, is made in relation to the accuracy or completeness of the information
contained in this document. The information contained in this presentation is subject to change without notification. No
responsibility is accepted by Brookvine, Laguna Bay or any of their related entities, employees, agents or advisors, for any

of the information or for any action taken by you on the basis of the information or opinions expressed in this document.
US Regulatory Notice

Information including any information on the Laguna Bay Agricultural Fund (“the Fund”) is presented for illustration
purposes and is not an offer to sell or purchase an interest in the Fund. The Shares and Units have not been approved or
disapproved by the U.S. Securities and Exchange Commission (the “SEC”) or by the securities regulatory authority of any
state or of any other U.S. or non-U.S. jurisdiction. Any representation to the contrary is a criminal offense. The Shares and
Units have not been and will not be registered under the Securities Act of 1933, as amended (the “Securities Act”), or
any state securities laws or the laws of any other jurisdiction. Furthermore, the foregoing authorities have not confirmed
the accuracy or determined the adequacy of this document. Any representation to the contrary is a criminal offence in
the United States.

The Shares and Units will be offered and sold under in the United States or to US Persons pursuant to the exemption
provided by section 4(2) of the Securities Act and Regulation D promulgated thereunder and other exemptions of similar
import under the laws of the United States and other jurisdictions where the offering will be made. The Shares and Units
are to be offered as an investment for sophisticated investors who have the ability to evaluate the merits and risks of an
investment in the Shares and Units and the ability to assume the economic risks involved in such an investment. There is
no secondary market for the shares or units, and none is expected to develop. In making an investment decision, investors
must rely on their own examination of the Fund and the terms of the offering, including the merits and risks involved.
Prospective investors should not construe the contents of this document as legal, tax, investment or accounting advice,
and each prospective investor is urged to consult with its own advisors in the appropriate jurisdiction with respect to
legal, tax, regulatory, financial and accounting consequences of its investment in the Fund. Certain information contained
herein relating to the Fund'’s targets, including with respect to the size of the Fund, is subject to change and no assurance

can be given that such targets will be met.

The Fund is not and will not be registered as an investment company under the Investment Company Act of 1940, as
amended (the “Investment Company Act”). In addition, Laguna Bay is not currently registered as an investment adviser
under the US Investment Advisers Act of 1940, as amended (the “Advisers Act”). Consequently, investors will not be

afforded the protections of the Investment Company Act or the Advisers Act.
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