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Prospects and outlook

Kernel plans to expand its oil and grain businesses and to become a leading operator Crushing and refining capacity
in domestic and international markets through organic growth and acquisitions. The expansion to be key driver
company is also building a multi-seed crushing plant with a capacity of 510,000 tons

pa in Nikolaev oblast to benefit from Ukraine’s increasing oilseed cultivation and

improving oilseed yields. This plant is expected to begin operations in 2009 and will

double Kernel’s crushing capacity by 2011.

So where does the growth come from in the oil business? Changing diets and
increasing affluence, as well as perceived health benefits, all explain the growth in the
business in recent years. We expect that bottled oil — a high margin business — can
grow at 5-8% per annum in Ukraine due to low per capita edible oil consumption
currently. According to Kernel’s estimates, per capita edible oil consumption in Ukraine
should grow from the current 14 litres pa to Russian levels of 21 litres pa by 2012. The
expansion of the retail market and consolidation will also benefit Kernel.

In FY 2009, Kernel plans to crush 825,000 tons of seed in its existing plants. The 250,000ha leased land by year-
company aims to increase bulk oil exports from 171,000 tons in FY08 to 279,000 tons .4 2010

in FY 2009. Kernel expects to export 229,000 tons of bulk crude oil and 50,000 tons of

bulk refined oil in FY 2009. The company is looking at producing 131m litres of bottled

sunflower oil in FY 2009, +27% y-y. In the farming segment, Kernel plans to increase

its total land area to 100,000 ha by 2009 and 250,000 ha by 2010, which is highly

ambitious. This may increase Kernel’s control of its supply chain and lead to better

margins and reduced uncertainty of input supply.

Capex

Land acquisition and additional capacity in its crushing and refining units will form the US$160m capex in 2009
maijor part of Kernel's capital expenditure budget in the next few years. Kernel plans to

spend US$160m in FY 2009, with US$85m on farming and the remaining US$75m on

additional crushing capacity. Around one-third of total farming capex will be used for

land leasing.

Exhibit 257. Revenues, EBITDA and net profit (US$m)
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Valuation

We have used the discounted free cash flow method to value the company. The
weighted average cost of capital is assumed to be 18%. Based on the strong growth
potential of Ukrainian agriculture, we have assumed Kernel's terminal growth rate to
be 3%. Kernel’'s DCF-derived fair value comes to PLN10.33 per share. We initiate
coverage on the stock with a SELL recommendation.
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Financial statements

Year-end 30 Jun FYO07 FY08 FYO09F FY10F FY11F
Revenues 350.4 663.1 1,036.3 1,214.2 1,392.3
Cost of goods sold (311.9)  (561.5) (848.6) (987.4) (1137.7)
Other operating expenses 7.9 24.4 - - -
EBITDA 46.4 126 187.7 226.8 254.6
Depreciation & amortisation (7.7) (12.5) (18.7) (24.7) (29.6)
EBIT 386 1135 169 202.1 225
Interest income 0.7) - 71 0.8 0.1
Interest expense (18.2) (28.1) (37.6) (46.7) (52.9)
Other non-operating expenses (3.1) 4.4 - - -
Pre-tax profit 16.7 89.7 138.5 156.1 172.2
Tax 1.9 (8.9)  (24.2) (39) 43)
Minority interest (0.9) 1 (1.1) (1.2) (1.3)
Net profit 19.5 81.8 1131 115.9 127.9
Shares year end - 68.7 68.7 68.7 68.7
EPS - 1.2 1.6 1.7 1.9
DPS - - - - -

Dividend payout per share (%) - - - - _

Company, Nomura estimates

Balance sheet (US$m)

Year-end 30 Jun FYO07 FY08 FYO09F FY10F FY11F
Property, plant & equipment 127.9 234.3 334.5 427.7 498.4
Intangible assets and goodwill 17 53 62 70 77
Investments 115 24.2 39.7 51.9 58.8
Other long-term assets 2.9 92.5 92,5 92.5 92,5
Total fixed assets 159.1 404.1 528.4 641.6 726.8
Inventories 40.2 161.4 2441 284 327.3
Trade debtors 9.8 48.7 76.1 89.2 102.3
Short-term investments - - - - -
Cash and cash equivalents 25.3 89.2 9.5 1.6 4.8
Other current assets 40.7 89.6 138.7 162.2 186.2
Total current assets 116 389 468 537 621
Total assets 2751 793 996.9 1,178.6 1,347.4
Shareholders’ equity 64.6 384.5 497.6 613.6 741.4
Minority interest 13.2 103.9 105.1 106.3 107.5
Shareholders’ equity 77.8 488.5 602.7 719.8 849
Long-term debt 99.2 91.1 1711 231.1 266.1
Other long-term liabilities 31.4 37.6 376 37.6 37.6
Long-term liabilities 130.6 128.7 208.7 268.7 303.7
Short-term debt 44 4 158.1 158.1 158.1 158.1
Trade creditors 5.8 5.7 8.7 10.1 11.6
Other current liabilities 8.9 11.9 18.6 21.7 24.9
Current liabilities 59.2 175.8 185.4 190 194.7
Total liabilities 189.8 304.5 3941 458.7 498.5
Total liabilities & shareholders’ equity 2751 793 996.9 1,178.6 1,347.4

Company, Nomura estimates
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Cashflow (US$m)

Year-end 30 Jun FY07 FY08 FYO09F FY10F FY11F
Net profit 16.7 89.7 138.5 156.1 172.2
Depreciation & amortisation 7.7 12.5 18.7 24.7 29.6

Gain from chg in fair values biological assets - - - - -
Gain on equity investments (0.3) 0 - - -

Income from affiliates - - - - -

Other non-cash items 21.3 38.9 30.5 46 52.8
Increase/decrease in working capital liabilities (21.1) (192)  (159.3) (76.5) (80.4)
Decrease/increase in working capital assets 6.4 (91.3) 9.6 4.6 4.7
Other operating cashflow (19.1) (31.5) (54.7) (85) (95.8)
Operating cashflow 116 (173.7) (16.7) 69.9 83.1
Disposal of subsidiary (59.7) (9.4) - - -
Sale of fixed assets - - - - -
Capital expenditure 2.5 (64.8) (143) (137.8) (114.9)

Increase in investments - - - - -

Cashflow - other investing - - - - -

Cashflow - investing activities (57.2) (74.2) (143) (137.8) (114.9)
Proceeds from issuance of common stock 2.8 234.8 - - -
Increase in long-term borrowings 61.7 72.4 80 60 35

Decrease in borrowings - - - - -
Dividends paid - - - - -
Cashflow - other financing - - - - -

Cashflow from financing 64.5 307.2 80 60 35
Change in cash and equivalents 18.8 59.3 (79.7) (7.9) 3.3
Cash & equivalents b/f 6 24.8 89.2 9.5 1.6
Translation adjustments 0 3.4 - - -
Cash & equivalents c/f 24.8 89.2 9.5 1.6 4.8

Company, Nomura estimates
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Richard Ferguson +44 (0) 20 7521 1623 richard.ferguson@uk.

. Iosing price on 16 October EURS8.90

Our view EUR2.86
Fair val timats 5

MCB Agricole is one of Ukraine’s leading pure farming companies. Like its peers alrvaiie esimate

Black Earth Farming in Russia and Brasilagro in Brazil, MCB Agricole is Upside/downside -68%

operationally leveraged into the cereals and oilseed sectors and has no exposure SIS CIERETES Sl G e

to processing activities. A pity, then, that it is in Ukraine. Source: Nomura

Anchor themes

i We believe that the outlook in Ukraine, both politically and economically, is

becoming increasingly dire. In the face of government discord, fiscal and trade

deficits and a deteriorating currency, we believe Ukraine’s immediate future is Nomura vs consensus

fragile, to say the least. There is no clear EPS consensus but

we believe that Ukraine’s negative
political and economic outlook is still
not factored into most estimates.

& mcB Agricole’s ambitious expansion plan to have some 400,000 ha of land
operational by 2011 is doubtful. However, the company has a net cash position
after a recent fundraising and there is scope to acquire leases cheaply should the
opportunity arise.

Ukrainian pure play Key financials & valuations
31 Dec (US$m) FYO7 FYO8F FYO9F FY10F
@ Political and macroeconomic adjustment Revenues 15.7 428 1107 151.1
Politics have become increasingly fractious in Ukraine following the EBITDA_ 6 94 296 371
. . Net profit 4.3 5.5 22.6 17.5
breakdown of the governing coalition. The government runs both EPS (US$) 03 13 1
fiscal and trac?e def|C|t§ anq tl?e currency is coming under intense EPS growth (%) i . 3333% (24.1%)
pressure. Unlike Russia with its natural resources sector and PIE () ) 395 95 123
considerable foreign exchange reserves, Ukraine is less well EV/EBITDA (x) 384 245 78 6.2
insulated from current international woes. Domestic weaknesses Price/book (x) 15 3 23 1.9
merely accentuate an already bad situation. Dividend yield (%) - - - -
ROE (%) 35% 12.5% 26.9%  16.8%
@ MCB'’s plans are ambitious Net debt/equity (%) 108.5%  (23%)  22%  33.9%
MCB Agricole plans to increase its land bank from 91,088 ha to Company, Nomura estimates
400,000 ha by 2011. Under current circumstances, this is looking (EUR)
increasingly doubtful. The company has a net cash position but in 20 -
the short-term it is likely that expansion plans will have to be put on
hold. In the absence of rising cereal prices, the company must re- 15 |
assess its medium-term goals, in our view.
9 10 - MR’ 2enmies "IN
® Long-term recovery could mirror Argentina? 5.
Argentina’s post-devaluation export-led economic recovery over the
0 - T T T T

past few years, and the similar Brazilian experience, may be
repeated in Ukraine. Unlike Argentina, where there were few listed
agriculture stocks in which to invest, there are several in Ukraine. ——— MCB AGRICOLE HOLDING

Provided the companies themselves are not overleveraged, or have Rel. to MSCI EM EX ASIA US$ - PRICE INDEX
too much foreign currency debt, the long-term gains from a

depreciating exchange rate could be considerable.

O NDJFMAMUJ J A SO

@ Initiating coverage with a SELL rating

We have applied a WACC of 18% to MCB to take account of the
overall state of the Ukrainian economy. Our DCF-derived fair value
is EUR2.86 per share.
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Company background

MCB Agricole is one of the leading farming companies in Ukraine. Long on experience  Difficult political and

and focused entirely on cultivation, the company’s prospects are driven by yield and macroeconomic backdrop
output gains and by the prices of cereals and oilseeds. The company’s ambitious

expansion plans may need to be tempered against a difficult political and

macroeconomic backdrop both internationally and domestically. An unexceptional

outlook for grain prices, together with significant exchange rate risk, suggests that right

now is not the time to be looking at dedicated farming companies in Ukraine. We

believe that MCB’s fair value is EUR2.86 per share.

What is not in doubt is the company’s extensive industry experience and expertise.
MCB has completed seven harvests and, through the implementation of modern
agricultural processes and optimum crop rotation plans, the company generates yields
20-30% higher than average Ukrainian yields.

MCB has operated in Ukraine since 1999 and has built up an extensive network at
both local and national level. This local knowledge helps to support land leasing,
acquisitions, logistics, security and so on. MCB’s local experience gives it an
advantage compared to other new entrants.

The company has ambitious expansion plans, to say the least. MCB plans to increase  ampitious plans
its land bank from the current 91, 088 ha to approximately 400,000 ha by 2011. The

advantages of this are obvious: economies of scale on equipment, storage, logistics

and labour. This land would be spread across 15 regions of Ukraine, giving the

company some degree of diversification both in terms of climate and local political risks.

However, what cannot be negated is the fact that these plans, in the current economic
climate, will most likely have to be revised. Given the capital intensity of the agriculture
business, the increasing tightness of credit will have a significant impact. Moreover,
unlike Russia, Ukraine does not have a government with over US$550bn of reserves
and, therefore, exchange rate risk has also to be seen as a considerable threat to the
company’s operations.

MCB is an Austrian holding company, operating in Ukraine through Ukrzernoprom, and
is involved solely in the growing and selling of crops. The company is one of the
leading producers of agricultural products in Ukraine and is focused on cereals and
rapeseed. MCB'’s strategy is to gain control of high quality land and apply modern
agricultural practices in order to achieve above average yields.

Pure-play agricultural producer

Founded in 1999, MCB established a holding company with stakes in elevators, flour
mills and bakeries. In 2001, it diversified into agricultural production with an initial
harvest of 27,126 tons, of which over 63% was wheat. The company expanded rapidly
the next year, more than doubling both harvested area and production. However, the
next four years saw little growth in the land bank. Instead, MCB undertook a thorough
soil analysis and the training of its workforce in modern farming practices. These
efforts paid off in the form of higher yields which are now on an average 20-30%
higher than average Ukrainian yields.

Nomura 253 27 October 2008




NOAURA

Exhibit 258. Land under control and cultivation ("000 ha)
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Source: Company data, Nomura estimates

As at September 2008, the company controlled 91,088 ha of land spread across 11
regions of Ukraine, with the bulk of it in the fertile Black Earth region. In 2007, MCB
harvested almost 35,000 ha of land, mostly of wheat, rapeseed and corn. Net
revenues in 2007 were US$15.7m, EBITDA was US$6m and net profit was US$4.3m.

Exhibit 259. Financial snapshot (US$m) Exhibit 260. Operational snapshot
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The company conducted a private placement of a 24.4% equity stake for US$56m in
March 2008, giving it a valuation of US$230m. The remaining 75.6% share is held
between the founders — Anton Shyshkin, Kirill Sintsov, Eugene Leng and Mikhail
Golubitsky. MCB’s shares are listed on the Frankfurt Stock Exchange.

Strategy & operations

MCB’s business model is straightforward — lease land, grow crops, sell them. ltis a Lease land, grow crops and sell
pure-play agricultural producer with no processing capabilities. Although the company them

leases land it has a stated strategy to acquire land once it is permitted by the state.

The leasing agreement is followed by soil repair and land preparation, followed by

planting. MCB splits its planted area between winter crops and spring crops to

optimise crop rotation. The company follows modern agricultural processes and

employs advanced machinery for cultivation and harvesting. After harvesting, the

produce is either sold or stored in elevators.
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Land

The leasing of land is the first step and this involves entering into leasing agreements Two routes to leasing land
with individual land owners. Under Ukrainian law, a lessee has pre-emptive rights to

purchase the land it leases but this will only become possible when land sales are

permitted. Since negotiation with individual land owners is both time consuming and

laborious, MCB often buys companies that already have contracts with a number of

land owners. This allows MCB to gain control of large areas of land in a single

transaction. The current valuation of such companies is around US$200 — US$400/ha,

implying that MCB has to pay approximately US$300/ha as an “entry ticket”. This

US$300/ha does not give MCB ownership of the land; it only gives the pre-emptive

right to purchase the land when permitted.

Although it began operations in 2001, MCB'’s expansion plans only really took off in Massive expansion plan
2007. In 2007, the company leased almost 71,000 ha of land of which almost 35,000

ha were cultivated. The company plans to increase the area under control to

approximately 400,000 ha by 2011, although we believe this will likely prove arduous

especially in light of the global credit crisis.

Exhibit 261. Land under control and cultivation ("000 of ha)
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Source: Company data, Nomura estimates

Crops

Of the 34,731ha of land harvested in 2007, approximately 60% was for winter crops ie, = Wheat is the major crop
winter wheat, rapeseed, rye and winter barley, while, 40% was for spring crops ie,

spring wheat, corn, sunflower and spring barley. Wheat (spring and winter) accounted

for approximately 41% of the harvested area and 43% of total production.
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Exhibit 262. Harvested area breakdown (%) - 2007

Exhibit 263. Production breakdown (%) - 2007
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Of course, one of the key advantages of the companies employing capital-intensive
methods is their ability to increase yields significantly. MCB’s use of modern
technology ensures that its yields are at a 20-30% premium to overall Ukrainian yields.
Exhibit 264. Wheat yields (tons/ha)
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In terms of production costs across crops, fertiliser is the largest item, followed by fuel.
Leasing costs, in comparison, are low.
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Exhibit 265. Production cost/ha — 2008F (US$)

winter rapeseed rye winter spring corn sunflo spring

wheat barley wheat wer barley
Variable costs
Raw materials
Fuels 64 52 57 71 67 61 55 63
Seed grain 36 83 20 39 40 70 36 32
Fertilisers 120 157 80 93 90 60 78 94
Plant protection 27 38 20 20 19 8 14 19
Salary / services
Salary and associated costs 35 35 36 35 26 22 17 28
Tillage 34 59 62 23 59 13 25 27
Harvesting 8 12 11 6 10 7 5 11
Transportation 14 11 42 11 60 10 10 22
Other costs 32 23 9 46 6 21 20 23
Land lease costs 40 35 28 38 14 35 34 36
TOTAL 410 505 365 383 391 307 294 356
Insurance costs 16 20 15 15 16 12 12 14
Administrative and general 16 13 15 22 12 15 14 15
costs
TOTAL (net of VAT) 443 538 395 420 418 335 320 384
TOTAL (inc VAT) 511 627 457 484 489 386 370 444

Source: Nomura estimates
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Prospects and outlook

MCB has expanded rapidly in recent years and its plans remain ambitious. Overall, the
company expects to control approximately 400,000 ha of land by 2011. Wheat is

NOAURA

Yields will not increase
dramatically

expected to remain the major crop, followed by corn and rapeseed. According to the
company, yields will be above the Ukrainian average but will not increase dramatically.

Exhibit 266. Harvested area breakdown (%) (2011F)
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Exhibit 267. Production breakdown (%) (2011)
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Our crop price forecasts are as outlined below.

Source: Nomura estimates

Exhibit 268. Price forecast (US$/ton)

2008E 2009E 2010E
Winter wheat 220 220 220
Rapeseed 500 500 500
Rye 250 250 250
Winter barley 190 190 190
Spring wheat 220 220 220
Corn 180 180 180
Sunflowers 500 500 500
Spring barley 190 190 190

2011E
220
500
250
190
220
180
500
190

2012E 2013E 2014E 2015E
220 220 220 220
500 500 500 500
250 250 250 250
190 190 190 190
220 220 220 220
180 180 180 180
500 500 500 500
190 190 190 190

Source: Nomura estimates

Capex

The leasing of land is one of the most significant components of capex, followed by
machinery and infrastructure such as elevators. Since MCB intends to acquire a large
area of land in a short period of time, it is unlikely to be feasible to enter into contracts
with individual landowners. MCB will likely have to buy companies which hold leases
and these companies are currently valued at approximately US$300/ha. In our
forecasts, we assume 50% of new land is acquired by this method. We estimate
machinery to cost US$3 per 10,000 ha and support infrastructure to cost US$2 per

10,000 ha.

Exhibit 269. Capex forecast (US$m)

2008F 2009F 2010F
Machinery 10 28 17
Infrastructure 7 18 11
Land 12 16 19
Total capex 29 62 a7

2011F
16
1"
22
49

Source: Nomura estimates

Nomura

2012F 2013F 2014F 2015F

17 9 10 10

11 5 5 5

28 14 15 15
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Taxation

Under current Ukrainian law, the corporate income tax rate is 25%. However,
agricultural companies are classified as Fixed Agricultural Tax (FAT) payers, and do
not have to pay corporate income tax. The FAT regime is scheduled to lapse on 31
December 2009 and, unless extended, agricultural companies will have to pay tax at
25%. We have assumed that the FAT regime is not extended and hence have taxed
MCB’s income at 25% from 2010 onwards.

Valuation

We have employed the discounted free cash flow method to value the company. The
weighted average cost of capital is taken to be18%, to reflect the risks associated with
an emerging market such as Ukraine. To take into account MCB’s growth potential, the
terminal growth rate is assumed to be 3%. The DCF-derived fair value comes to
EURZ2.86 per share.
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Financial statements

Income statement (US$m)

Year-end 31 Dec FY06 FY07 FYO8F FYO9F FY10F
Revenues 10.3 15.7 42.8 110.7 151.1
Cost of goods sold (6.9) (8.3) (29.5) (72.2) (102)
Other operating expenses (0.8) (1.3) (3.8) (8.9) (12)
EBITDA 2.6 6 9.4 29.6 371
Depreciation & amortisation (0.6) (0.7) (2.1) (5.8) (9.7)
EBIT 2 5.3 7.4 23.8 274
Interest income - - 0 1.3 0.2
Interest expense (0.3) (1) (1.9) (2.5) (4.3)
Other non-operating expenses - - - - -
Pre-tax profit 1.7 4.3 5.5 22.6 23.3
Tax - - - - (5.8)
Minority interest - - - - -
Net profit 1.7 43 5.5 22.6 17.5
Shares year end - - 17.2 17.2 17.2
EPS - - 0.3 1.3 1
DPS - - - - -

Dividend payout per share (%) - - - - -

Company, Nomura estimates

Balance sheet (US$m)

Year-end 31 Dec FY06 FY07 FYO8F FYO9F FY10F
Property, plant & equipment 5.6 8.2 35.1 91.1 128.4
Intangible assets and goodwill - - - - -
Investments - - - - -
Other long-term assets 0.5 0.5 0.5 0.5 0.5
Total fixed assets 6.1 8.7 35.6 91.6 128.9
Inventories 6.3 15.6 14.6 17.8 19.6
Trade debtors 4.3 3.5 5.9 121 12.4
Short-term investments - - - - -
Cash and cash equivalents 0.1 0.3 32.7 4.9 7.7
Other current assets 2 3.9 3.9 3.9 3.9
Total current assets 13 23 57 39 44
Total assets 18.8 321 92.7 130.4 172.5
Shareholders’ equity 10.1 14.4 72.8 95.4 112.9
Minority interest - - - - -
Shareholders’ equity 10.1 14.4 72.8 95.4 112.9
Long-term debt 1.9 4.9 4.9 14.9 34.9
Other long-term liabilities - - - - -
Long-term liabilities 1.9 4.9 4.9 14.9 34.9
Short-term debt 5.8 11 11 11 11
Trade creditors 0.6 0.7 2.8 7.9 12.6
Other current liabilities 0.4 11 1.1 11 1.1
Current liabilities 6.8 12.8 14.9 20 24.7
Total liabilities 8.7 17.7 19.8 34.9 59.6
Total liabilities & shareholders’ equity 18.8 321 92.7 130.4 172.5

Company, Nomura estimates
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Cashflow (US$m)

Year-end 31 Dec FY06 FY0O7 FYO8F FYO9F FY10F
Net profit - 4.3 5.5 22.6 17.5
Depreciation & amortisation - 0.7 21 5.8 9.7

Gain from chg in fair values biological assets - - - - -
Gain on equity investments - - - - -
Income from affiliates - - - - -

Other non-cash items - 1 1.9 1.2 9.9
Increase/decrease in working capital liabilities - 0.1 21 5.1 4.7
Decrease/increase in working capital assets - (8.5) (1.3) (9.5) (2)
Other operating cashflow - (2.3) (1.9) (1.2) (9.9)
Operating cashflow - (4.7) 8.4 24 29.8

Disposal of subsidiary - - - - -
Sale of fixed assets - - - - -
Capital expenditure - (3.3) (29) (61.7) (471)
Increase in investments - - - - -
Cashflow - other investing - - - - -

Cashflow - investing activities - (3.3) (29) (61.7) (47.1)
Proceeds from issuance of common stock - - 53 - -
Increase in long-term borrowings - 8.3 - 10 20

Decrease in borrowings - - - - -
Dividends paid - - - - -
Cashflow - other financing - - - - -

Cashflow from financing - 8.3 53 10 20
Change In cash and equivalents - 0.3 323  (27.7) 2.8
Cash & equivalents b/f - 0.1 0.3 32.7 4.9
Translation adjustments - - - - -
Cash & equivalents c/f - 0.3 32.7 4.9 7.7

Company, Nomura estimates
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Our view

As the agricultural equivalent of a real estate developer, Brasilagro looks intelligent
when land prices and commodity prices are rising. But what happens when they go
into reverse? There is a possibility that Brasilagro looks even more intelligent as it
uses its surplus funds to acquire distressed assets.

Anchor themes

Brasilagro buys, develops and sells farms. This strategy has worked well as land
prices have risen. However, asset trading is all about timing and it is crucial for the
company to acquire them while they are cheap. We worry that the strategy of
trading coupled with agricultural volatility proves a high risk one.

The company’s inability to spend its IPO proceeds suggests that it might be taking
a sensible approach to its acquisition programme. Given that it has over 125,000
ha of arable land under control and has only cultivated 22,000 ha of that land, there
is plenty of scope to consolidate aains. build a business and avoid overtrading.

. Iosing price on 16 October BRL9.90

Fair value estimate BRL9.83
Upside/downside 1%
EPS difference from consensus +15%

Source: Nomura

Nomura vs consensus

We believe we are slightly higher
than consensus earnings. Our fair
value is below consensus, reflecting
the recent financial crisis.

HEdgEd? Key financials & valuations
30 Jun (BRLm) FYO8 FYO9F FY10F FY11F
@ Plenty of cash — use sparingly Revenues 45.4 44.2 67.2 85.9
Despite the ease with which Brasilagro can acquire land, it still has EBlTDA_ @1 (6.7) 6.6 16
some BRL288m (52%) of proceeds available from its IPO in May Net profit 133 12.6 14.5 19:5
2006. This slow burn rate is now looking increasingly wise as asset EPS (BRL) 02 02 02 03
. . . L . EPS growth (%) - - - 50.0%
prices slide globally. Opportunities may arise in the future to acquire PIE (x) 496 459 39.9 297
distressed assets at deep discounts. EV/EBITDA (x) ) ) 36.9 152
Price/book (x) 1 1 0.9 0.9
@ Limited experience in agriculture Dividend yield (%) _ B B 3
Brasilagro has limited experience of agriculture and, at times, it is ROE (%) 2.3% 2.1% 2.4% 3.1%
difficult not to see it as anything other than an agricultural asset Net debt/equity (%) (55.9%) (39.2%) (36.5%) (35.8%)

Company, Nomura estimates

trader. That said, their major shareholder — on whom they are
dependent for expertise — has been a listed agricultural entity for

almost 50 years in neighbouring Argentina. In addition, the Z(??L)
company repairs and cultivates land and has held back from
acquiring additional land of late. 20 1
15 4
® Is the trading strategy sustainable? 10 1™ ey M’\r
Buying, developing and selling land as a core strategy works in a 5 |
bull market fuelled by liquidity. In a market where the price of land
could quite feasibly decline, this strategy could unravel quickly. 0 — T T T T T T
Combine that with the normal volatility of the agriculture sector and ONDJFMAMUJJASDO
the risks associated with a trading strategy become apparent. ———BRASIL AGRO ON
Which is why asset traders rarely command premium ratings. Rel. to MSCI EM EX ASIA US - PRICE INDEX

@ Initiating coverage with a NEUTRAL rating

An average of DCF valuation and land valuation at a 100%
premium gives a fair value of BRL9.83 per share. We initiate
coverage with a NEUTRAL rating.
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Company background

Companhia Brasileira de Propiedades Agricolas (Brasilagro) is a Brazilian agricultural Where farming meets real estate
company involved in crop cultivation and the development of agricultural land.

Brasilagro’s assets comprise 166,043 ha of land, spread across eight farms: Séo

Pedro, Cremagq, Jatoba, Alto Taquari, Araucaria, Chaparral, Nova Buriti and the

recently acquired Preferéncia farm. The company grows sugarcane, grains and cotton,

raises cattle, and carries out forestry operations. Brasilagro’s founders are Cresud — a

leading Argentinean agribusiness and Tarpon, a Brazilian investment firm. Essentially,

Brasilagro is aiming to replicate Cresud’s Argentinean strategy in Brazil.

Exhibit 270. Planted area FY08 (ha)
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Source: Company data, Nomura estimates

In FY 2008, Brasilagro generated net revenues of BRL45.4m and a negative EBITDA
of BRL2.1m. Agriculture activities including leasing contributed approximately
BRL24.9m and asset sales generated around BRL21.6m to the top-line. The
company reported a positive net profit of BRL13.3m due to strong financial income of
BRL42.7m, driven by interest income on its financial investments.

FY08 revenues of BRL45.4m
including land sales of BRL21.6m

Exhibit 271. Financial snapshot (BRLm) Exhibit 272. FY 2008 harvest (tons)
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Source: Company data Source: Company data

Brasilagro raised BRL553m from its initial public offering in May 2006 and was listed
on BOVESPA. Cresud and Tarpon are the major shareholders of the company and
own 15.98% and 7.76%, respectively, while the free float is 76.26%. Recently the
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company’s founding members were granted warrants in two series, in proportion to
their pre-IPO ownership.

Strategy and operations

What makes Brasilagro different from many of its listed peers is that the eventual sale A development and a trading
of its assets ie, “real estate” sales, is a central plank of the company’s operations. strategy

Russian farmers will look at their upside potential in terms of farming output and see

the appreciation of land as secondary — a kicker, if you will. In Brasilagro’s case, land

value appreciation and its sale are twin-tracked with Brasilagro’s farming strategy. The

initial focus is to acquire land for grains, sugarcane, forestry and cattle farming.

Brasilagro acquires underdeveloped or distressed land in strategic locations. After the
land is acquired, the company improves soil quality using up-to-date technologies and
special seeds. The company then develops necessary related infrastructure on these
properties to support a viable agricultural business. An exit route is built into the
strategy.

In common with some of its peers in various emerging markets, Brasilagro has
adopted a diversification strategy to acquire lands across different regions to minimise
climate risks and harvesting different crops to hedge against commodity price
fluctuations and benefit from crop rotation.

Brasilagro purchases land either on its own, or occasionally in partnership with other
agriculture companies such as Maeda Group and Brenco. Maeda Group is a vertically
integrated cotton producer in Brazil with a 75-year history. Brenco is a Brazilian
renewable energy producer, which in March 2008 signed a sugarcane supply
agreement with Kernel to produce two full crop cycles over six years.

Land

At the beginning of September 2008, Brasilagro’s portfolio consisted of 166,043 ha of
land across eight farms, with a total purchase price of BRL290.6m. Approximately 75%
of this total land area is arable, and this will be used primarily for soybeans, sugar,
corn and animal farming. Brasilagro owned land is around 158,997 ha, excluding
partnership land and land awaiting legal approval. The company bought Jatoba farms
and Araucaria farms in partnership. Jatoba farm is a joint venture which is 90% owned
by Brasilagro and 10% by Maeda Group, while the Araucaria farm is a partnership with
Brenco where Brasilagro and Brenco own 75% and 25%, respectively.

Exhibit 273. Portfolio (as at September 2008)

Agreed Price Project
Properties Acquisition date Location Area (ha) price (BRLm) (BRL'000/ha)

Sao Pedro Farm Sep-06 Chapadao do Céu/GO 2,443 9.9 4,052 Sugarcane
Cremaq Farm Oct-06 Baixa Grande ibeiro/PI| 32,375 42.2 1,303 Grains
Jatoba Farm* Mar-07 Jaborandi/BA 31,602 354 1,120 Grains and Cotton
Alto Taquari Farm** Aug-07/Under analysis*™  Alto Taquari/MT 5,266 34.0 6,457 Sugarcane
Araucaria Farm*** Apr-07 Mineiros/GO 15,543 90.0 5,790 Sugarcane
Chaparral Farm Nov-07 Correntina/BA 37,799 471 1,246 Cattle/Grains
Nova Buriti Farm Dec-07 Januaria/MG 24,185 21.9 906 Forestry
Preferencia Farm Sep-08/Under analysis  Barreiras 16,830 101 600 Cattle/grains

Total 166,043 290.6

Total owned by BrasilAgro 158,997 264.5

Note: * Jatoba farm is 90% owned by BrasilAgro and 10% by Maeda group

** 3,673 hectares subject to compliance by the sellers with certain conditions precedent.

*** All the rights and obligations fall to the Company and Brenco in the proportion of 75% and 25% respectively.
Source: Company data
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Brasilagro has leased 1,500 ha land of Cremagq farm for grain cultivation. The
company has leased this land for two years until 2010 at the lease price of four and
five bags of soybeans per ha, respectively, for the first and second years. The
company is doing due diligence on another 30,000 ha land, valued at approximately
BRL40m.

In line with its strategy to exploit land price appreciation opportunities, Brasilagro sold | 414 portfolio value has
the 2,022 ha Engenho farm for BRL21.8m in June 2008, which represented a 116%  ;preciated by 141%
gain over its December 2006 acquisition price of BRL10.1m. According to the

company, the present market value of company-owned land (prior to the Preferéncia

acquisition) was around BRL612.3m, approximately 141% higher than the purchase

price of these lands.

Exhibit 274. Asset valuation report (7 Aug 2008)

Deloitte

Land bank Acquisition Area Accounting value valuation* Value growth
date (ha) (BRLm) (BRLm) (%)

Sao Pedro Farm Sep-06 2,443 9.9 31.8 222
Cremaq Farm Oct-06 32,375 42.2 111.8 165
Jatoba Farm** Mar-07 28,443 31.8 138.4 335
Alto Taquari Farm Aug-07 5,266 34.0 128.2 277
Araucaria Farm*** Apr —07 11,657 67.5 66.6 -1
Chaparral Farm Nov-07 37,799 471 115.6 145
Nova Buriti Farm Dec-07 24,185 21.9 20.0 -8
Total, net 142,168 254.3 612.3 141

Note: *As at 30 June 2008
** Valued for 90% stake of Brasilagro
*** Valued for 75% stake of Brasilagro

Source: Nomura estimates, Company release
Out of the 166,043 ha land portfolio, the arable area is 125,214 ha, and the company

is planning grains, cattle raising, sugarcane and forestry projects on 63,977 ha, 54,629
ha, 23,252 ha and 24,185 ha respectively.

Exhibit 275. Land usage ('000ha)
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Source: Company data, Nomura estimates

Agricultural activities

Brasilagro’s major crops are soybeans, sugarcane and corn. The company plans to Planted 22,060 ha land in
use over 53% of its total land for grains and sugarcane and the remainder for cattle June 2008

farming and forestry projects. Brasilagro employs methods such as mechanised land

clearing and soil cleaning to improve land productivity.
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In FY 2008, the company planted around 22,060 ha of land. At end-June 2008, the
company harvested soybeans on 13,616 ha, and rice on 115 ha. Corn, sorghum and
sugarcane were planted on 7,685 ha and this is still to be harvested. Total soybean
production was about 37,100 tons, at an average yield of 2.7 tons/ha and rice
production was 367 tons at an average yield of 3.2 tons/ha. In FY 2008, grain
revenues contributed BRL19.9m, which came almost entirely from soybean sales, plus
a little bit from rice sales. The company also sold around 82,000 tons of sugarcane on
644 ha of land. Sugarcane contributed BRL4.6m to revenues.

Brasilagro enters into derivative contracts on the Chicago Board of Trade to hedge its
soybean crop against price and foreign exchange fluctuations. In FY 2008, the
company hedged 620,017 soybean bags at the rate of US$19.12 per bag. For FY
2009, the company has hedged 340,000 bags at a price of US$27.5 per bag.

Forestry and cattle farming

In addition to farming, Brasilagro plans to use 47% of its total land for forestry and Cattle land to be gradually
cattle farming projects. Currently Brasilagro plans to use around 24,185 ha for converted for farming
forestry and 54,629 ha for cattle farming projects. The total pasture land will be

gradually lowered as the land becomes more suitable for farming activities. As at June

2008, Brasilagro had not started its forestry and cattle raising projects.
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Prospects and outlook

Brasilagro is rapidly increasing its total land under cultivation and acquiring new lands
to increase its property portfolio. We estimate that the company will have around
112,255 ha (prior to the Preferéncia acquisition) under cultivation by FY 2013. Whether
Brasilagro will continue to benefit from rising Brazilian land prices is debatable, in our
view. As we emphasised in the opening section of this report, we expect land prices to
decline in the short term, not rise. However, we should put that in perspective — land
acquired by Brasilagro has risen 141% in value compared to the price paid by the
company. As we point out in the valuation section, it would take a catastrophic
collapse in values for Brasilagro to be facing a book loss on its land portfolio.

Land
Land is the largest component of capital expenditure, followed by land development 48% of IPO proceeds used for
expenses and vehicle and equipment expenditure. Prior to September 2008, land purchases

Brasilagro had applied only BRL264.5m, or 48%, of the May 2006 IPO proceeds of
BRL552.6m. According to the company’s own estimates, average Brazilian land prices
rose 17% last year and its land bank (prior to the Preferéncia acquisition) was valued
at BRL612.3m, approximately 141% higher than the price paid. Clearly this is an area
of huge significance for Brasilagro given its stated intention of acquiring distressed
assets and enhancing their value. Going forward, we expect there to be an enormous
increase in the volume of distressed — or, at least, cheap — assets. Will Brasilagro
adopt a “wait-and-see” attitude towards its land purchases? If it does, there could be
an enormously profitable opportunity for the company in store.

Agriculture activities

Currently, the company’s plans to increase its area under cultivation are reasonably Total harvest area to grow to
aggressive. Out of the total 149,213 ha of land (ie, before the Preferéncia acquisition), 112,255 ha by 2014

the company estimated that the potential productive area is 112,255ha. We have

assumed that Brasilagro will harvest all of its arable land by 2013. We expect 82% of

arable land to be used for farming soybeans, corn, sorghum, sugarcane and cotton,

while the remainder will be reserved for forestry activities.

We have assumed that the company’s soybean harvest area will grow from 13% in FY
2008 to around 31% of the total arable area by FY 2014. If the Doha Round of the
WTO succeeds, as we expect, this is likely to be a significant catalyst for the Brazilian
agriculture sector. Brasilagro will increase area under sugarcane coverage from 3% in
FY 2008 to 15% by 2014. We have also assumed that cotton and corn and sorghum
harvest areas will grow to 14% and 9%, respectively, of total arable area by 2014.

Exhibit 276. Harvesting estimates ('000 ha)

120 -
100 | Soybean
Pasture

80 -

m Corn & sorghum
o -

- Forestry
40 I
I

m Sugarcane

B
_ - - Cotton
i mm .

FY08 FY09 FY10 FY11 FY12 FY13 FY14

Source: Company data, Nomura estimates

Nomura 269 27 October 2008




NOAURA

Exhibit 277. Estimated harvest area — (excluding Preferéncia farm) 2017 (%)
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Source: Company data, Nomura estimates
Valuation
Brasilagro generates revenues from both agricultural activities and real estate Agricultural operations and land

appreciation. In FY 2008, the company generated some BRL24.9m from agricultural  appreciation
activities and another BRL21.6m from land sales. Therefore, we have applied a
combination of valuation techniques to determine Brasilagro’s fair value.

If the company was solely involved in farming operations, a simple DCF of its

agricultural operations would suffice. Alternatively, if the company was solely a land
developer, valuing the existing land bank would be sufficient. Since Brasilagro does
both, we use an average of DCF valuation and land valuation to arrive at fair value.

We have valued Brasilagro’s agricultural business on a standalone basis using DCF
and assumed a terminal growth rate of 3% and a WACC of 18%. Using this method,
the value of Brasilagro’s agricultural operations comes to BRL6.60 per share.

There are multiple ways to value the land. Obviously, market value is preferable to
book value, but the price per hectare varies significantly within regions of Brazil. Even

if we agreed a number, there is no guarantee that Brasilagro could conclude a
transaction at that price. To get around this difficulty, we use book value, and then do a
sensitivity analysis based on a range of land price appreciations to arrive at a fair value.
On the basis of land premiums varying from 0% to 135%, we estimate Brasilagro’s
value per share to be in the range of BRL8.60 to BRL14.70.

The most important issue to note is that land price appreciation has been so
considerable to date that even a 30% decline from current levels would still leave
Brasilagro’s land valued at a considerable premium to its cost. An average of DCF
valuation and land valuation at a 100% premium gives a fair value of BRL9.83 per
share. We initiate coverage on Brasilagro with a NEUTRAL recommendation.

Exhibit 278. Land value sensitivity

Land premium over agreed price 0% 20% 40% 60% 80% 100% 120% 141%
Agreed price of land (BRLm) 264 317 370 423 476 529 582 637
Add: cash & investment (BRLm) 340
Less: debts & minorities (BRLm) 5
Land payable (BRLm) 100
Value per share based on land valuation (BRL) 86 9.5 104 113 122 131 14.0 14.9
Value per share based on agriculture activities (BRL) 6.6
Fair value per share (BRL) 76 80 85 89 94 9.8 10.3 10.8

Source: Nomura estimates
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Financial statements

Year-end 30 June FYO07 FY08 FYO09F FY10F FY11F
Revenues 0.7 45.4 44.2 67.2 85.9
Cost of goods sold (12.4) (48.3) (49.8) (60.6) (69.9)
Other operating expenses - 0.8 - - -
EBITDA (11.7) (2.1) (5.7) 6.6 16
Depreciation & amortisation (0.4) (2.8) (4.9) (5.9) (6.8)
EBIT (12.1) (4.9) (10.6) 0.7 9.2
Interest income 60.2 42.7 29.9 214 20.4
Interest expense (0.5) (1.1) (0.2) (0.2) (0.2)
Other non-operating expenses (17.7) 9) - - -
Pre-tax profit 29.9 27.7 19 21.9 29.4
Tax (8.2) (14.5) (6.5) (7.5) (10)
Minority interest (0.2) 0.1 0.1 0.1 0.1
Net profit 21.5 13.3 12.6 14.5 19.5
Shares year end 58.4 58.4 58.4 58.4 58.4
EPS 0.4 0.2 0.2 0.2 0.3
DPS - - - - -

Dividend payout per share (%) - - - - -

Company, Nomura estimates

Balance sheet (BRLm)

Year-end 30 June FY07 FY08 FYO9F FY10F FY11F
Property, plant & equipment 159.2 279.9 283.7 288.7 292.3
Intangible assets and goodwill - - - - -
Investments 4.7 6.9 6.9 6.9 6.9
Other long-term assets 16 334 40 42.9 45.2
Total fixed assets 165.6 320.2 330.6 3384 344.4
Inventories - 302 31.4 33.2 34.5
Trade debtors - 215 28.7 37.9 40.1
Short-term investments - 1.5 1.5 23 29
Cash and cash equivalents 501.7 331.8 238.2 227 229.9
Other current assets (balance sheet) 7.2 10.5 10.4 14.8 18.3
Total current assets 508.9 395.5 310.2 3151 325.7
Total assets 674.5 715.7 640.8 653.6 670.1
Shareholders’ equity 574.8 586.9 599.5 614.1 633.5
Minority interest 1 3.4 3.3 3.2 3.1
Shareholders’ equity 575.8 590.3 602.8 617.3 636.6
Long-term debt - 1.3 1.3 1.3 1.3
Other long-term liabilities 18.8 19.5 13.3 6.7 6.7
Long-term liabilities 18.8  20.9 14.7 8.1 8.1
Short-term debt 0.1 0.4 0.4 0.4 0.4
Trade creditors 0.2 21 2 2.4 2.7
Other current liabilities 79.7 102 20.8 254 22.3
Current liabilities 79.9 104.6 23.3 28.3 254
Total liabilities 98.7 1254 37.9 36.3 334
Total liabilities & shareholders’ equity 674.5 715.7 640.8 653.6 670.1

Company, Nomura estimates
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Cashflow (BRLm)

Year-end 30 June FYO7 FY08 FYO09F FY10F FY11F
Net profit 215 133 12.6 14.5 19.5
Depreciation & amortisation 0.4 2.8 4.9 5.9 6.8

Gain from chg in fair value of biological assets - - - - -
Gain on equity investments - - - - -
Income from affiliates - - - - -

Other non-cash items 5.1) (11.1) (4.4) (0.1) (0.1)
Increase/decrease in working capital liabilities 9 (47.4) (8.3) (16.2) (7.6)
Decrease/increase in working capital assets 5.9 7.2 (0.1) 4.5 3.7

Other operating cashflow - - - - -
Operating cashflow 31.7 (35.2) 4.8 8.7 22.3

Disposal of subsidiary - - - - -
Sale of fixed assets - - - - -
Capital expenditure (62.3) (135.6) (98.4) (19.9) (19.4)
Increase In investments (5.2) (3.3) - - -
Cashflow - other investing - - - - -
Cashflow - investing activities (67.5) (138.9) (98.4) (19.9) (19.4)
Proceeds from issuance of common stock - - - - -
Increase in long-term borrowings 0 1.7 - - -
Decrease in borrowings - - - - -

Dividends paid - - - - -

Cashflow - other financing - 2.4 - - -
Cashflow from financing 0 4.1 - - -
Change in cash and equivalents (35.8) (170)  (93.6) (11.2) 2.9
Cash & equivalents b/f 537.6 501.7 331.8 238.2 227
Translation adjustments - - - - -
Cash & equivalents c/f 501.7 331.8 238.2 227 2299

Company, Nomura estimates
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. Iosing price on 16 October BRL10.70

Our view BRL9.61
Fair val timats 5

Cosan’s degree of vertical integration is matched by few. The company is dynamic air valie estimate
and ambitious. However, in the current climate, Cosan might do well to consolidate Upside/downside -10%
its activities rather than expand them. A recent US$180m placement may help P ElEEn e e S Al
reduce leverage but will it be sufficient? Source: Nomura
Anchor themes

i Brazil enjoys a low-cost advantage in both labour and raw materials. Sugarcane is
cheaper than beet from the heavily protected markets in Russia and Ukraine. If the
WTQ’s Doha round is ever signed, Brazil —and Cosan — stand to gain significantly. Nomura vs consensus

Our fair value estimate is significantly
below consensus as we expect
higher losses for the full year.

& Cosan’s flexibility to switch between sugar and ethanol and its co-generation
business indicate a high degree of innovative thinking. However, the company’s
capital expenditure plans appear to be ambitious in the current economic climate.
The estimated 35% net debt/equity post placement is offset by the fact that over
55% of sales are overseas and onlv 4% of total debt is short term.

Vertical ascent

Key financials & valuations

30 Apr (BRLm) FYO8 FYO9F FY10F FY11F
O Vertical integration Revenues 27361 2,940.2 34512 4,013.6
Few companies have vertically integrated to the extent of Cosan. The EBITDA 1728 2837 6183 9579
company is involved throughout the process, from the growing of Net profit (47.8)  (213.9) (88)  16.1
sugar cane right through to the distribution of ethanol at the pumps. EPS (BRL) (0.2) (0.8) (03) 01
The company’s competitive advantage and ability to maximise its EPS growth (%) i i i X
i ) . P/E () - - - 107.0
margins alre enhanced by'lts access tq I.ow cost raw materials a.nd EV/EBITDA (x) 210 12.9 59 38
labour. It is hardly a surprise that Brazil is the one country seeking Price/book (x) 0.9 0.8 0.9 0.9
resolution of the Doha Development Agenda at the WTO. Dividend yield (%) ) } i i
ROE (%) (1.9%) (6.3%) (2.6%) 0.5%
@ Flexible and innovative operations Net debtlequity (%) 36.4%  52.7% 78.2%  87.8%
Of the company’s 17 sugar processing plants, 15 of them are capable Company, Nomura estimates
of producing sugar and ethanol indicating a high degree of flexibility. (BRL)
Co-generation, apart from providing an additional revenue stream, 0.
allows the company to qualify for carbon credits which it can sell. In 35 |
February 2008, ethanol overtook gasoline as the major fuel used in 30 | )
Brazil. 25 My V0 NV\;NV\/V/
204 T
® High gearing and ambitious plans 12 7
A recent US$180m placing will help lower the company’s net 5 |
debt/equity ratio which stood at over 45% prior to the placement. The 0 —— T T
company has ambitious capital expenditure plans and intends to O NDJFMAMUJJASO
spend almost BRL4.7bn over the next four years. In the current —_COSANON

climate this seems highly ambitious. We believe it is likely to be

Rel. to MSCIEM EX ASIA U$ - PRICE INDEX
scaled down.

@ Initiating coverage with a NEUTRAL rating

We have applied a WACC of 15% to Cosan, which gives us a fair
value of BRL9.61 per share. We initiate coverage with a NEUTRAL
rating.
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Company background

When it comes to vertical integration and a broad range of revenue streams, few Diversified and integrated
agriculture companies have evolved to the extent of Cosan. The company grows cane,

processing it into sugar or ethanol, retails branded sugar and distributes fuel ethanol.

Being located in Brazil provides Cosan with two major advantages: first, low production

costs and, second, the scale of fuel ethanol consumption. Brazil's inexpensive land

and labour make Cosan’s sugarcane among the cheapest in the world. Simultaneously,

Cosan can rely on a domestic market for ethanol which now accounts for a greater

share of the local fuel source for cars than gasoline. These are Cosan’s positive

attributes.

The problem with the company is that it has overextended itself significantly. Net Debt, debt, debt
debt/equity stood at over 45% in 1Q09 and over 98% of the company’s debt is

denominated in US$. This adds significantly to the company’s risk profile. A recent

US$180m private placement, by the holding company, will likely help to reduce that

leverage, although the extent of the company’s expansion plans suggests that the

reduction may be short lived.

Vertical integration ensures that Cosan is involved in every aspect of the sugar and
ethanol supply chain, from growing sugarcane to the distribution of ethanol. This
reduces the volatility of Cosan’s revenues and helps it to maximise its margins. Cosan
has the added flexibility that it can change the production mix from sugar to ethanol in
most of its mills, enabling it to respond to demand conditions.

The company’s revenue streams are diversified. Currently, Cosan’s revenues come
principally from sugar and ethanol — both for industrial and fuel use. In future, revenues
from power will likely grow, as Cosan increases its co-generation capacity. Since
power from bagasse is classified as “clean” ie, greenhouse gas neutral, Cosan
qualifies for carbon credits, which it can later sell.

As outlined in our Brazil section, one of the country’s key advantages is its low
production costs. This is amplified with sugar because efficiencies are derived from the
co-production of ethanol and sugar and the use of by-products such as bagasse which,
in turn, lowers processing energy costs.

In February 2008, the monthly demand for ethanol exceeded that of gasoline for the Ethanol overtook gasoline in
first time, primarily driven by the proliferation of flex-fuel cars ie, cars that run on any February 2008

combination of ethanol and gasoline. Cosan has been one of the beneficiaries of this

growth and we expect the trend to continue. Towards that end, the company is

constructing a state-of-the-art ethanol production facility with a crushing capacity of

10m tons of sugarcane — equal to nearly 25% of its current crushing capacity. In

August this year, Cosan also announced plans to build an ethanol pipeline to reduce

logistics costs.

In addition to the new ethanol facility, Cosan is expanding its existing mills with plans
to increase their crushing capacity by 25% by 2012. The company also plans to
increase mechanisation and improve the productivity of these mills.

Cosan is the world’s largest sugarcane processor, the second largest sugar exporter
and the largest ethanol exporter. It is also Brazil’s largest sugar producer, largest
ethanol producer and second largest seller of refined sugar in the Brazilian retail
market. Cosan operates 17 mills, two sugar refineries and two port terminals, all in the
Centre-South region of Brazil.

Leader in sugar and ethanol...
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Exhibit 279. Sugarcane crushed (m tons)
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In April 2008, in a sign of increasing vertical integration, Cosan acquired Esso Brazil, ...diversifying into power, carbon
which was involved in the marketing and distribution of fuels and the production and trading and fuel distribution
marketing of lubes and specialities. In August, Cosan announced plans to build an

ethanol pipeline in Brazil's Sao Paulo state, to reduce its logistics costs. The company

also has plans to generate electricity at its mills from bagasse, the residue left after

sugarcane processing. Cosan is also looking at selling carbon credits from its mills,

adding a new revenue stream.

In 2008, the company crushed 40.3m tons of sugarcane, yielding 3.15m tons of sugar
and 1.57m litres of ethanol. Net revenues in 2008 were BRL2,736m, while EBITDA
was BRL173m and net losses were BRL48m. The loss was primarily due to the decline
in EBITDA which in turn was the result of lower prices for sugar and ethanol.

Exhibit 280. Financial snapshot (BRLm) Exhibit 281. Operational snapshot - Revenues
(BRLmM)
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Cosan raised US$400m from an IPO on the S&o Paulo Stock Exchange in November PO in November 2005

2005. Cosan Ltd, the holding company, owns a 56.1% stake in Cosan. Cosan Limited
was listed on the NYSE in September 2007
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Strategy

Although in operation since 1936, Cosan was officially established only in 2000. Since  Vertical integration is the aim
then, the company has grown rapidly on the back of acquisitions and partnerships. The

company’s strategic focus over the next few years is on (1) increasing capacity through

brownfield and greenfield expansion, (2) reducing costs through operating

improvements such as mechanisation, (3) adding revenue streams such as electricity

and carbon credits and (4) strengthening vertical integration in the form of fuel

distribution.

Exhibit 282. Presence across the value chain
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Green-field and brown-field expansion

Cosan has some pretty ambitious expansion plans. A major green-field project is the Green-field crushing capacity of
construction of a dedicated ethanol facility in the State of Goias. The facility will likely 10m tons and brown-field of
have a sugarcane crushing capacity of 9.9m tons divided among three mills. The mill 10.6m tons

will likely be operating at full capacity by 2012 and cost approximately US$650m. The
estimated annual ethanol output from the mill is over 900m litres.

Cosan also plans to add a further 10.6m tons of crushing capacity across seven of its
existing facilities. Total crushing capacity is thus expected to rise from the current 40m
tons to almost 61m tons by 2012.
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Exhibit 283. Green-field facility — crushing capacity Exhibit 284. Annual brown-field capacity additions

(m tons) (m tons)
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Operating improvements

Cosan is pursuing operating improvements in all of its business areas as a means of Incremental EBITDA
reducing costs and improving productivity. Chief among these is harvest improvements
mechanisation. Cosan has increased its number of harvesters over the past few years

and intends to increase the level of mechanisation to 79% by 2012. Further operating

improvements are planned in the agricultural, industrial and logistics areas, netting

EBITDA savings of US$93m from 2009.

Exhibit 285. Increasing mechanisation Exhibit 286. EBITDA improvements from 2009
(US$m)
90% - r 250 100 -
79%
80% - 76% 90 - [ -
70% | - 200 80 -
60% - 707
r 150 60 -
50% -
50 -
40% -
L 100 40 |
30% +
30 ~
20% | 76 | 50 20
10% - 10 .
0% : : : : 0 0
FY07 FY08 FYO9F FYI10F FY1lF FY12F Agricultural Industrial Logistics Total
% mechanisation —s— Number of harvesters (RHS)
Source: Company data Source: Company data

Co-generation

In December 2005, Cosan was one of the winners of the New Energy Auction, Revenues from power to grow
enabling it to supply power to the Brazilian grid from its Costa Pinto and Rafard mills. exponentially

Since then, Cosan has been adding co-generation capabilities at most of its mills. By

2009, Cosan expects to supply 1,139GWh annually. In addition, in its new green-field

facility at Goias, the company expects to have 351GWh of surplus energy for sale of

by 2014.
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Since energy generation from bagasse is classified as clean and renewable, Cosan
has been admitted to the Clean Development Markets or carbon credits markets. Thus
co-generation, besides satisfying Cosan’s energy requirement and producing surplus
electricity for sale, also provides Cosan with tradable carbon credits.

Future revenues from electricity and carbon credits are likely to be a small part of
Cosan'’s total revenues. However, we estimate that even if only 5% of revenues are
derived from such sources this will be sufficient to afford some reduction in the volatility
of Cosan’s top line.

Exhibit 287. Planned/contracted energy generation Exhibit 288. Energy generation in Goias green-field

(GWh) facility (GWh)
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Vertical integration

In April 2008, Cosan entered into an agreement with ExxonMobil to acquire its
Brazilian downstream assets (Esso Brazil), including its fuels distribution and lubes
businesses, for US$1,024m. This acquisition enabled Cosan to be present at every
point in the ethanol value chain from sugarcane cultivation to retail fuel distribution. In
2007, Esso’s net revenues totalled BRL9.2bn, its EBITDA reached BRL275.8m and
net profit totalled BRL138.5m.
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Operations
Cosan cultivates sugarcane on approximately 300,000 ha of land — 54,000 ha owned 17 mills; 15 of those can produce
and 246,000 ha leased. Its suppliers cultivate another 200,000 ha of land with both sugar and ethanol

technical and financial support from Cosan. The sugarcane is processed at one of
Cosan’s 17 mills. Of these 17 mills, 15 have the capability to produce both sugar and
ethanol, thus giving Cosan the flexibility to change its production mix based on
demand. The company supplies to both local and export markets with sugar
dominating exports while ethanol dominates local consumption.

Sugar

Cosan produces a wide variety of sugar, including raw or Very High Polarization (VHP), Reasonably stable business
organic, crystal and refined sugars. VHP is its principal product. In the local market,

Cosan also sells its branded De Barra sugar. Since 2005, Cosan’s sugar volumes

have increased steadily, except in 2008 when the company opted to increase its

inventories and reduced sales due to depressed prices.

Exhibit 289. Sugar volume ('000s of tons) Exhibit 290. Sugar prices (BRL/ton)
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The cost of goods sold (COGS) per ton followed a similar pattern — rising since 2005
and declining in 2008. This is to be expected as the primary component of COGS ie,
the cost of sugarcane, tracks the price of sugar.

Exhibit 291. COGS(BRLm) and COGS/ton (BRL)
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Ethanol

Cosan produces both fuel and industrial ethanol for local and export markets, with Huge growth in fuel ethanol
local sales representing 74% of the total in 2008. Ethanol sales have grown

significantly over the past few years on the back of increased ethanol adoption across

the world, and in Brazil and the US in particular. In February 2008, for the first time,

Brazilian monthly demand for ethanol surpassed that of gasoline. This is largely due to

the development of flex-fuel cars that can run on any combination of gasoline and

ethanol, including 100% ethanol or 100% gasoline.

Exhibit 292. Ethanol volume (m of litres) Exhibit 293. Ethanol prices (BRL/thousand litres)
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The COGS for ethanol — again a function of sugarcane — varied in a similar way to that
of sugar.

Exhibit 294. COGS(BRLm) and COGS/ton (BRL)
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Prospects and outlook

Cosan'’s focus is to expand its ethanol production activities and generate additional Focus on ethanol
revenues from electricity and carbon credits. Our forecasts are broadly in line with the
company’s own projections.

Sugar

Given the company’s focus on ethanol, we expect sugar sales, both local and export,
to grow modestly. Given the tight supply situation, sugar prices will likely increase.
However, COGS per ton would not rise in our view, due to the efficiencies derived from
operational improvements.

Exhibit 295. Sugar volume ('000s of tons) Exhibit 296. Sugar prices (BRL/ton)
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Exhibit 297. COGS(BRLm) and COGS/ton (BRL)
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Ethanol

Ethanol will likely be a growth driver for Cosan both in terms of volume and revenue.
The proportion of Cosan’s sugarcane diverted to ethanol production is likely to
increase steadily in the next few years and reach some 50% by 2010, in our view.

Exhibit 298. Sugar volume ('000s of tons) Exhibit 299. Sugar prices (BRL/ton)
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Exhibit 300. COGS(BRLm) and COGS/ton (BRL)
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Capital expenditure

Cosan’s expansion plans are ambitious and it has a capex schedule to match. The
green-field ethanol facility in the State of Goias will be the major capex item over the
next four years, followed by co-generation and brown-field expansion.

Green-field facility — a major item
of capex
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Exhibit 301. Capex schedule (BRLm)

Capex 2008 2009F 2010F 2011F 2012F
Green-field 94 276 414 345 237
Brown-field 264 235 324 173 57
Genetic improvements 25 23 0 0 0
Operating improvements 48 29 19 0 0
Mechanized harvest 59 66 66 0 0
Co-generation 149 313 138 125 125
Sugarcane planting 257 270 284 298 313
Inter-harvest maintenance 155 155 155 155 163
Total 1,051 1,366 1,399 1,095 895

Source: Company data, Nomura estimates

Valuation

In valuing Cosan by DCF, we have employed a WACC of 15% to reflect the risks
associated with Brazil. Moreover, the company’s expansion plans are ambitious and
we see additional risks at the current time. To take into account Cosan’s long-term
growth potential, we have selected a terminal growth rate of 3%. Our DCF-derived fair
value comes to BRL9.61 per share.
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Financial statements

Year-end 30 Apr FYO07 FY08 FYO9F FY10F FY11F
Revenues 3,605.1 2,736.1  2,940.2 3,451.2 4,013.6
Cost of goods sold (2,184.1)  (2,045.8) (2,115) (2,232.9) (2,395.8)
Other operating expenses (492.9) (517.5) (541.4) (600) (659.9)
EBITDA 928.1 172.8 283.7 618.3 957.9
Depreciation & amortisation (297) (341.3) (401.7) (538.1) (634.5)
EBIT 631.1 (168.5) (118) 80.2 323.5
Interest income 46.6 76.8 13.2 95.8 91.7
Interest expense (309.9) (375.2) (288.5) (301.5) (405.5)
Other non-operating expenses 199.5 397.9 64.3 (9.9) 15.1
Pre-tax profit 567.3 (69) (329.1) (135.4) 24.8
Tax (203.9) 18.7 115.2 47.4 (8.7)
Minority interest (6.2) 2.5 - - -
Net profit 357.2 (47.8) (213.9) (88) 16.1
Shares year end 193.1 265.6 2725 272.5 272.5
EPS 1.8 0.2) (0.8) (0.3) 0.1
DPS 0.4 - - - -
Dividend payout per share (%) 21.2% - - - -

Company, Nomura estimates

Balance sheet (BRLm)

Year-end 30 Apr FY07 FYO08 FYO09F FY10F FY11F
Property, plant & equipment 2,013.1 2,771.4  3,735.5 4,583 5,016.1
Intangible assets and goodwill 1,133 1,161 975 819 688
Investments 216.5 272 272 272 272
Other long-term assets 675.9 905.8 905.8 905.8 905.8
Total fixed assets 4,038.7 5,109.9 5,888.3 6,579.8 6,881.8
Inventories 503.4 570.5 589.8 622.7 668.1
Trade debtors 112.3 86.5 85.4 100.3 116.6
Short-term investments 610.8 1159.5 215.2 215.2 215.2
Cash and cash equivalents 643.8 65.8 478.8 458.7 519.6
Other current assets 354.4 401.2 408.9 421.9 439.9
Total current assets 592 578 587 607 633
Total assets 6,263.4 7,393.5 7,666.4 8,398.6 8,841.3
Shareholders’ equity 1,610.8  3,308.1 3,472.2 3,384.2 3,400.3
Minority interest 20.2 17.7 17.7 17.7 17.7
Shareholders’ equity 1,631  3,325.8 3,489.9 3,401.9 3,418
Long-term debt 2,7704 2,136.2 2,236.2 3,036.2 3,436.2
Other long-term liabilities 1,250 1,336.1 1,336.1 1,336.1 1,336.1
Long-term liabilities 4,020.4 3,472.3 3,572.3 4,372.3 4,772.3
Short-term debt 89 83.3 83.3 83.3 83.3
Trade creditors 113.8 191 197.5 208.5 223.7
Other current liabilities 389 303.4 305.7 314.9 326.3
Current liabilities 591.8 577.7 586.5 606.7 633.3
Total liabilities 4,612.2 4,050 4,158.8 4,979 5,405.6
Total liabilities & shareholders’ equity 6,263.4 7,393.5 7,666.4 8,398.6 8,841.3

Company, Nomura estimates
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Cashflow (BRLm)

Year-end 30 Apr FYO07 FY08 FYO09F FY10F FY11F
Net profit 357.2 (47.8)  (213.9) (88) 16.1
Depreciation & amortisation 520.7 542.7 587.4 694.1 765.5
Gain from chg in fair value of biological assets - - - - -
Gain on equity investments 0.1 (6.6) - - -
Income from affiliates - - - - -
Other non-cash items 119.7 (52.7) - - -
Increase/decrease in working capital liabilities (313) 29 8.9 20.2 26.6
Decreasel/increase in working capital assets 165 (352.8) (25.8) (60.8) (79.8)
Other operating cashflow (182.2) (105) - - -
Operating cashflow 667.5 (19.3) 356.5 565.5 728.4

Disposal of subsidiary - - - - -
Sale of fixed assets - - - - -

Capital expenditure (683.5) (1,050.5) (1,365.8) (1,385.6) (1,067.5)
Increase In Investments 113.4 (531.4) 944.2 - -
Cashflow - other investing (0.6) (2.6) - - -
Cashflow - investing activities (570.7) (1,584.5) (421.6) (1,385.6) (1,067.5)
Proceeds from issuance of common stock 6.9 1,742.6 378 - -
Increase In long-term borrowings 854.7 198.3 100 800 400
Decrease in borrowings (375.6) (839.4) - - -
Dividends paid - (75.8) - - -
Cashflow - other financing - - - - -
Cashflow from financing 486 1,025.7 478 800 400
Change In cash and equivalents 582.8 (578.1) 413 (20.1) 60.9
Cash & equivalents b/f 61 643.8 65.8 478.8 458.7
Translation adjustments - - - - -
Cash & equivalents c/f 643.8 65.8 478.8 458.7 519.6

Company, Nomura estimates

Nomura 286 27 October 2008




SLC Agricola sicese:

NOMURA INTERNATIONAL LIMITED
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Richard Ferguson +44 (0) 20 7521 1623 richard.ferguson@uk.
=104
our view Iosing price on 16 October BRL9.17
) ) . ) Fair value estimate BRL12.98
It may lack the public profile of Cosan, its sugar-to-farms peer, but SLC Agricola
(SLC) is a prominent agricultural producer in Brazil. It manages to be ambitious and Upside/downside +42%
conservative simultaneously. The company is well capitalised and, through efficient SR CIETEES el CemssEs +14%
use of inputs, can maintain its position as a leading low-cost producer. Source: Nomura
Anchor themes
I sLC benefits from all the supply-side factors which are inherent to Brazil: low
labour costs, low government interference, a favourable climate and opportunities
to add to its 170,000 ha of land under cultivation. Nomura vs consensus
Our forecasts are higher than
T The company hedges its risk and has diversified its operations both geographically CONSENsUS J
and in terms of crop split. Efficiencies and research and development activities
point towards a long-term attitude to its business. Crucially, the company’s
indebtedness is low.
The cream of the Ccrop Key financials & valuations
31 Dec (BRLm) FYO7 FYO8F FYO9F FY10F
@ High crop yields Revenues 268.7 5039 6451 818.1
SLC has better crop yields than its peers in Brazil. Yields for cotton EB'TDA_ 653 1863 2391 2788
. . . Net profit 31.6 121.7 1445 170
and soybeans are also higher than average American yields. The
latter advantage is a natural one ie, the climate and the soils of the EPS (BRL) 04 L2 i~ L
, 9 O " , : EPS growth (%) - 200% 25.0% 13.3%
country,. whilst the former is input driven ie, the mechanised N PIE () 26 75 6.3 53
production processes employed to enhance output and productivity. EV/EBITDA (x) 14.2 5 39 33
) ) Price/book (x) 1.6 1.4 1.1 0.9
@ Emphasis on double cropping Dividend yield (%) . . _ .
SLC harvests corn and cotton crops twice a year thanks to favourable ROE (%) 8.8% 20.8% 20.2% 19.4%
climatic conditions and the use of modern technology. This helps to Net debt/equity (%) 3.6% 8.9% (6.1%) (18.5%)

utilise land more effectively and dilute fixed costs. The company has Company, Nomura estimates

ambitious plans to increase double-cropped land over the next few

(BRL)
years. We estimate the proportion of land under the second crop will 40 -
increase from 15% in 2007 to 30% by 2012. This would increase 35 | .
revenues from agricultural production, as well as margins. 30 - / s"’\"\*\
25 - My
® Well diversified land bank 20 e W
SLC has 10 farms spread across five Brazilian states, thus reducing 10 |
dependence on the output from one single farm. The company has 5 1
acquired more than 81,000 ha since its IPO in June, 2007 and plans 0 o T T
to increase its total cultivated land from 170,000 ha presently to O NDJFMAMIJIJIASO
270,000 ha by 2010. The company’s net debt/equity ratio is low. ———SLC AGRICOLA ON

L . : Rel. to MSCI EM EX ASIA U$ - PRICE INDEX
@ Initiating coverage with a BUY rating

We use a WACC of 15% to give us a DCF-derived fair value of
BRL12.98 per share.
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Company background

SLC Agricola (SLC) is one of the largest Brazilian agricultural companies, with more One of the largest agricultural
than 170,000 ha of land under cultivation spread across 10 production units in five companies in Brazil

different states of Brazil. The company’s primary business is the harvesting and

marketing of soybean, corn, cotton and coffee. Founded in 1977, in the state of Rio

Grande do Sul, SLC was initially involved in the cultivation of soybeans and wheat. It

was involved in a joint venture with John Deere between 1979 and 1999 to produce

harvesters and tractors. SLC also actively buys, develops and sells agricultural land.

Exhibit 302. Total land holding and cultivated land (ha)
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The company generated net revenues of BRL268.7m in 2007, (+27% y-y). Net profits
in 2007 were BRL31.6m, compared to a loss of BRL20m in 2006. Total crop
production in 2007 was 449,000 tons, up from 358,000 tons in 2006.

Exhibit 303. Financial snapshot — 2006 and Exhibit 304. Crop production (‘000 tons)
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The company listed via an IPO in June 2007 when it raised BRL490m, valuing the
company at BRL1.3bn. The company made another public offering in June 2008,
offering 13.4m shares at a price of BRL27.50 per share, raising BRL368.5m. SLC is
controlled by SLC Participagdes, which in turn is controlled by the Logemann family.
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Strategy

Higher output from double cropping

The company harvests cotton and corn twice in a single season, which is possible Second crops lead to higher
because of Brazil's climate and the company’s use of technology. This is an advantage revenues and lower costs
enjoyed by many farmers in Brazil and Argentina and presents an advantage for SLC

in the form of higher planted area on the same farm and lower production costs. The

company plans to increase its harvest of second crops which will help in generating

higher revenues and improving cost efficiency.

Exhibit 305. Land under second crops
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Source: Company data, Nomura estimates

SLC has already increased the proportion of land used for second harvests from 10%
of total cultivated land in 2006 to approximately 15% in 2007.

Expand production by leasing land

In order to increase total planted area, the company is looking to expand the amount of
land leased from third parties and that are close to its existing farms. The plan is to use
its existing infrastructure more effectively and gain economies of scale especially in fixed
costs which were close to 27.3% of total production costs for the 2006/2007 season.

Exhibit 306. Land under lease
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Source: Company data, Nomura estimates
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Acquiring land with the potential for price appreciation

When acquiring land for cultivation, SLC looks for land where there could be price Potential for land value
appreciation. The factors which will be analysed include soil, climate, topography, appreciation

region and price per hectare. The company’s target area is the Cerrado region, a vast,

tropical savannah region in Brazil (see the Brazil section of this report for more details).

The company has steadily increased its land bank and has acquired close to 81,000

ha since its IPO in June 2007, with an investment of nearly BRL243m. The table below

highlights land and production units acquired since June 2007.

Exhibit 307. Land and new production units acquired

Data Farm Location Area (ha) BRLm BRL/ha

June 2007 Panorama Correntina / BA 5,722 20.23 3,536
production unit

July 2007 Palmeira Buriti / MA 186 0.05 253

August 2007 Paiaguas Deciolandia / MT 3,380 14.38 4,254

October 2007 Pamplona Cristalina / GO 4,282 24.29 5,675

November 2007 Piratini Jaborandi / BA 25,002 31.46 1,259
production unit

December 2007 Planeste Balsas / MA 315 0.27 860

May 2008 Planorte Sapezal / MT 10,635 82.95 7,800

June 2008 Palmares Barreiras / BA 5,165 35.00 6,776
production unit

October 2008 Santa Filomena Piaui State 26,598 34.97 1,315

Source: Company data

Reduce operating costs and improve productivity through

research
SLC has emphasised investment in research in order to reduce operating costs and Maintaining high crop yields and
maintain high productivity. This effort is aimed at improving the company’s information exploring bio-fuels opportunity

systems, introducing higher quality seeds, using transgenic products and fertilisers and
implementing effective means of pest control. The company has designated 675 ha
and a team of agronomists and agricultural technicians to conduct proprietary research.
It has also been exploring the possibility of using sugar cane to make bio-fuels.

Foreign exchange and commodity price hedging

The company has hedged a large portion of its agricultural output against fluctuations SLC is substantially hedged
in commodity prices and exchange rates. Only a small share of these hedging against commodity and currency
transactions is done in the form of futures and options in international stock exchanges; fluctuations

the company prefers to use direct forward contracts with clients. The following table
shows SLC’s hedged positions as of June 30, 2008.

Exhibit 308. Hedged positions as at June 30,2008

Cotton Soybeans Corn FX Rate
2008 65% 78% 44% 88%
2009 33% 8% 26%

Source: Company data

The company intends to continue insulating itself from external fluctuations by hedging
a majority of its output.
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Operations

SLC’s operations are characterised by scale and the use of up-to-date technologies.
The company owns more than 217,000 ha land and focuses on acquiring farm
properties in regions which have recently opened up to large-scale agricultural
activities. SLC produced 449,000 tons of crops including soybeans, cotton, corn,
coffee and wheat. Soybean and cotton lint are the major revenue drivers and
contributed 49% and 11% of total production respectively in 2007. However, in terms
of revenues, their contribution was 34% and 40%, respectively, due to the higher unit
price of cotton.

NOAURA

Exhibit 309. Volume sold breakdown — 2007 Exhibit 310. Gross revenues breakdown — 2007
oth Others
Coffee ers 7%
1% 5%  Cotton lint Cif;ee
j\\\ 1% ° j\\\
Corn Corn
18%

Cotton seed 10%

Cotton lint

16% 40%
Soybean
49%
Soybean /
34% Cotton seed
5%
Source: Company data Source: Company data

Land

Of the total estimated planted area of 170,656 ha in 2008, 103,510 ha would be owned
by the company, 33,732 ha would be planted as a second crop of corn and cotton and
33,414 ha would be leased.

Exhibit 311. Area breakdown (ha)

2005/2006 2006/2007 2007/2008F
Own area 89,166 90,102 103,510
Second crop 10,219 17,121 33,732
Leased area 5,159 9,989 33,414
Total planted area 104,544 117,212 170,656

Source: Company data

The company has increased its planted area aggressively in past few years from
81,100 ha in 2003 to 117,200 ha in 2007. This involved acquiring large farms as well
as leasing farms close to their existing units. In 2007 it expanded the total planted area
by 12% over 2006 and second crops planted area by 68% during the same period.
The following table gives the breakdown of planted area by crops cultivated.

Exhibit 312. Planted area breakdown (ha)

2005/2006 2006/2007 2007/2008F
Soybeans 63,699 68,537 81,806
Cotton 27,145 29,027 47,506
Cotton second crop 1,740 3,262 9,237
Corn 2,075 977 3,244
Cotton second crop 7,599 12,902 23,075
Corn seeds 673 817 893
Wheat 880 957 1,420
Coffee 733 733 971

Source: Company data
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Crop yields

SLC’s yields are above the Brazilian average for all crops and higher still than the Yields higher than Brazilian
average American yields for cotton and soybeans. SLC’s high productivity comes from  average for all crops; higher than
a mechanised production process, crop rotation, soil correction and the favourable American average for cotton and
location of its farms. soybean

Exhibit 313. Crop yields in FY06 and FY07 (kg/ha)
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2nd crop crop seed
m 2006 = 2007

Source: Company data, Nomura estimates

The lower yield for coffee in 2007 is due to coffee’s production cycle of approximately
2 years. Average productivity of coffee for the past five-years season was 3,558 kg/ha
almost 250% higher than the Brazilian average.
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Prospects and outlook

The company plans to increase its cultivated land to 220,000 ha by 2009 and further to
270,000 ha by 2010. We believe this is achievable given the company’s focus on land
acquisition, coupled with increasing the proportion of second harvest on existing farms.
According to our forecasts, land under second harvest of cotton would increase from
3% of total cultivated land in 2007 to 13% in 2012. Similarly, land under a second corn
harvest will likely increase from 11% in 2007 to 17% in 2012.

NOAURA

Growth in cultivated land to drive
revenues

Exhibit 314. Cultivated land break up - 2007

Exhibit 315. Cultivated land break up — 2012F
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Source: Company data, Nomura estimates Source: Nomura estimates

Since crop yields are already high compared to Brazilian and American averages; we
do not forecast an aggressive rise in yields going forward. We estimate 2008E
revenues will grow by nearly 88% from 2007 revenues of BRL269m. We further expect
a healthy 5-year compound annual growth in revenues of about 25% from 2008.
Cotton and soybeans will likely continue to be the major contributors to revenue.

Exhibit 316. Net revenues 2007—- 2012E (BRLm)
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Exhibit 317. Net revenues breakdown — 2012F
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Source: Company data, Nomura estimates Source: Nomura estimates

We believe that the company will maintain healthy EBITDA margins in the future based
on its average production cost guidance. EBITDA is expected to increase by 44% from
a level of BRL186m in 2008E to BRL269m in 2012E. We expect the tax rate to
continue at the present level of 29%.
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Exhibit 318. EBITDA and Net profit — 2007— 2012F Exhibit 319. EBITDA and Net profit margin — 2007-

(BRLm) 2012F (%)
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m EBITDA 1 Net Profit —e— EBITDA margin Net proft margin
Source: Company data, Nomura estimates Source: Company data, Nomura estimates
Valuation

We have employed the discounted free cash flow method to value SLC. The weighted
average cost of capital is taken to be 15%, and the terminal growth rate is assumed to
be 3% from 2013. We arrive at a share value of BRL12.98 per share.
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Financial statements

Year-end 31 Dec FY06 FYO7 FYO8F FYO9F FY10F
Revenues 21141 268.7 503.9 645.1 818.1
Cost of goods sold (183) (165.1) (263.1) (336.1) (450.5)
Other operating expense sub-total (24) (38.3) (54.5) (70) (88.9)
EBITDA 4.2 65.3 186.3 2391 278.8
Depreciation & amortisation (26.1) (29.4) (33) (45.4) (52.9)
EBIT (21.9) 35.9 153.3 193.7 226
Interest income 5.5 14.2 1.7 10.4 19.1
Interest expense (17.4) (16) (17.6) (19.4) (20.3)
Other non-operating expenses 171 10.6 25 20 16
Pre-tax profit (16.8) 44.7 172.4 204.6 240.8
Tax 12.2 (13.1) (50.6) (60.1) (70.7)
Minority interest (15.4) - - - -
Net profit (20) 31.6 121.7 144.5 170
Shares year end - 89.5 98.9 98.9 98.9
EPS - 0.4 1.2 1.5 1.7
DPS - - - - -

Dividend payout per share (%) - - - - -

Company, Nomura estimates

Balance sheet (BRLm)

Year-end 31 Dec FY06 FYO7 FYO8F FYO09F FY10F
Property, plant & equipment 1571 309.4 463.5 521.9 556.4
Intangible assets and goodwiill 1 1 1 1 1
Investments - - - - -
Other long-term assets 77 98 98 98 98
Total fixed assets 234.6 408.2 562.3 620.7 655.2
Inventories 88.5 135 137 119.7 123.4
Trade debtors 4.2 13.2 20.8 21.3 27
Short-term investments - - - - -
Cash and cash equivalents 31.4 166.6 147.9 273.2 403.1
Other current assets 90.9 124.6 124.6 124.6 124.6
Total current assets 215 439 430 539 678
Total assets 449.6 847.6 9926 1,159.5 1,333.3
Shareholders’ equity 191.9 523.1 644.8 789.3 959.4
Minority interest 27 22.6 22.6 22.6 22.6
Shareholders’ equity 218.9 545.6 667.4 811.9 981.9
Long-term debt 69.2 58.5 65.5 72.5 72.5
Other long-term liabilities 25.7 41.2 41.2 41.2 41.2
Long-term liabilities 94.9 99.7 106.7 113.7 113.7
Short-term debt 91.8 126.7 139.7 152.7 152.7
Trade creditors 11.4 15 18.2 20.6 24.4
Other current liabilities 32.6 60.6 60.6 60.6 60.6
Current liabilities 135.8 202.3 218.5 233.9 237.7
Total liabilities 230.7 302 325.2 347.6 351.4
Total liabilities & shareholders’ equity 449.6 847.6 992.6 1,159.5 1,333.3

Company, Nomura estimates
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Cashflow (BRLm)

Year-end 31 Dec FY06 FYO7 FYO08F FYO9F FY10F
Net profit (20) 31.6 121.7 144.5 170
Depreciation & amortisation 26.1 29.4 33 45.4 52.9
Gain from chg in fair values biological assets - - - - -
Gain on equity investments (1.4) - - - -
Income from affiliates - - - - -
Other non - cash items 67.5 7.7 - - -
Increase/decrease in working capital liabilities (10.4) 471 3.2 2.4 3.8
Decreaselincrease in working capital assets 294 (87.7) (9.5) 16.8 (9.4)
Other operating cashflow 1.2 2.3 - - -
Operating cashflow 92.4 30.4 148.4 2091 217.3

Disposal of subsidiary - - - - -
Sale of fixed assets - - - - -

Capital expenditure (14.2) (171.5) (187.2) (103.8) (87.4)
Increase in investments 0 (0.1) - - -
Cashflow - other investing (7.6) (35.2) - - -
Cashflow - investing activities (21.7) (206.8) (187.2) (103.8) (87.4)
Proceeds from issuance of common stock 60 308 - - -
Increase in long-term borrowings 64.2 170.5 20 20 -
Decrease in borrowings (153.9) (158.6) - - -
Dividends paid (37.3) (8.4) - - -
Cashflow - other financing - - - - -
Cashflow from financing (66.9) 311.6 20 20 -
Change in cash and equivalents 3.7 135.2 (18.8) 125.4 129.9
Cash & equivalents b/f 27.7 314 166.6 147.9 273.2
Translation adjustments - - - - -
Cash & equivalents c/f 31.4 166.6 147.9 273.2 403.1

Company, Nomura estimates
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Cresud ckesy us
NOMNURA

NOMURA INTERNATIONAL LIMITED

AGRICULTURE | GLOBAL EMERGING MARKETS m
Richard Ferguson +44 (0) 20 7521 1623 richard.ferguson@uk.nomura.com \

. Iosing price on 16 October

Our view USlJ;és?;;
. . . . . Fair value estimate .
Cresud has made some exceptional gains from the trading of farming assets in
recent years. However, much of that growth has been driven by the artificially Upside/downside +34%
EPS difference from consensus 51%

depressed prices and subsequent recovery that defined Argentina after 2002. This

benign environment is unlikely to continue. Source: Nomura

Anchor themes

i Cresud has been a listed entity since the 1960s. The company has begun to
expand across Latin America and, like the international grain trading companies,
has a considerable corporate DNA and pedigree. Its strategy looks opportunistic on
the surface but underneath is a company with an evolutionary instinct for survival.

Nomura vs consensus

Our forecasts are above consensus.

& Latin American farming is highly fragmented. Cresud with 443,000 ha of land
across the grain, dairy and beef sectors is both well capitalised and well placed to
be at the forefront of consolidation. The company has a net cash position and is
poised to benefit from a longer-term turnaround in the sector’s fortunes.

Key financials & valuations

The easy years are over

30 Jun (ARSm) FYO8 FYO09F FY10F FY11F
Revenues 162.6 346.8 395.3 4415
@ The easy years are over EBITDA 493 963 107.3  111.1
Argentina’s financial crisis during 2001/2002 heralded a period of Net profit 23 939 995 104.2
great opportunity across the country’s agricultural sector. Rising grain EPS (ARS) 0.6 1.9 2 2.1
prices, export-driven growth and a reversal of the exchange rate EPS growth (%) - 216.7% 53% 5.0%
position from its low point all combined to make subsequent years P/E (x) 36.7 122 115 1"
easy ones in which to make money from farming and rising land EV/EBITDA (x) 1 0.5 0.5 0.5
values. Cresud’s land sales have shown an average uplift of 218% Price/book (x) 0.7 06 06 06
over book value in recent years. However, this situation may be D'V'desd yield (%) 1'O:/° 1'6?’ 1'7:/° 1'8:/°
turning.. We.canr.]ot discount tr?e- possibility of an.other (.:risis in E:tiéé’t)/equity %) 191_';%/; ( 10220 /:; (751‘:/:; (55_"12/:;
Argentina given its current political and economic worries. Company, Nomura estimates
@ Diversification of interests (US$)
Cresud has begun to expand it interests into other areas of Latin America 25 1
as well as into other sectors of the market. It has a 14.4% interest in 20 | ‘J\ x
Brasilagro, a 24% stake in Cactus SA, a feedlot and meat packing 15 | N WA \P*f e
company, 20,000 ha of land in Paraguay and a 42.2% stake in IRSA, a
property/real estate developer. Its farming activities are spread across the 10 1 V’\_\
grain, beef farming and dairy operations, which adds to its appeal. 5
® Scale of activities 0 O ND JFMAMSGUJ JASO

Cresud owns 18 farms, leases another 46 farms and owns 443,000
ha of land. Its plans include further expansion in Brazil, Paraguay,
Uruguay and possibly Bolivia. In a fragmented industry, Cresud is at
the forefront of development in the sector. A US$288m rights issue
provides the company with capital in a market where it is restricted.

—— CRESUD SACIFYA SPN.ADR 1:10
Rel. to MSCI EM EX ASIA U$ - PRICE INDEX

@ Initiating coverage with a BUY rating

Applying a WACC of 17% gives us a DCF-derived fair value of
US$9.70 per ADR. Even on the basis of a 20% WACC Cresud
looks oversold.
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Company background

Cresud is one of the leading agricultural and cattle breeding companies in Argentina.  One of the largest agri companies
It controlled 676,195 ha of land at the end of June 2008. The company activities can  in Argentina

be broken down broadly into two activities: the first is the production of crops, beef

cattle and milk. The second activity is farm development. Cresud is involved in the

purchase, development and sale of rural farms and other properties. At the end of

June 2008, the company owned 443,532 ha of land, had concession rights on 162,000

ha of land and had leased 63,000 ha of land.

Cresud also has stakes in agricultural companies across South America, notably
Argentina and Brazil. In Argentina, the company owns a 24% stake in Cactus
Argentina — one of the largest feedlot operators. In Brazil, Cresud has a 14.4% stake in
Brasilagro, which owns more than 166,000 ha across eight farms. Apart from these
agriculture-related investments, Cresud also owns a 42.13% ownership interest in
IRSA, which is one of the leading real estate operators in Argentina.

Exhibit 320. Cresud — operations and investments

Operations

l l l 42.13% l 14.4%1 l 24%

Agriculture Beef cattle Milk IRSA Brasilagro Cactus

Source: Company data

During FY 2008 Cresud’s revenues were ARS163m, a 47% increase y-y. EBITDA was
ARS49m, a 16% y-y increase compared to FY 2007. But due to a fourfold increase in
financial losses, post-tax profits were down heavily from ARS49m in FY 2007 to
ARS23m in FY 2008.

Exhibit 321. Financial snapshot (ARSm) Exhibit 322. Operational snapshot
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Source: Company data Source: Company data
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Cresud has been listed on the Buenos Aires Stock Exchange since 1960 and on
NASDAQ since 1977. In March 2008, the company raised US$288m through an offer
of 180m new shares. The free float is 66% of the 50.15m ADRs listed on NASDAQ as
at 25 September 2008.

Strategy

Acquiring land with appreciation potential

Cresud’s strategy is to acquire large farms which are underutilised and transform them Cresud will likely continue
into productive land units through the use of advanced farming techniques. Once the exploiting the opportunities
land is repaired, the company sells the farms. Gains from asset sales (ie, farms) have offered by real estate appreciation

contributed more than 40% of Cresud’s EBITDA in recent years. The company plans
to develop 240,000 ha of the “Los Pozos” farm which offers significant appreciation
potential. In FY 2008, Cresud acquired 11,766 ha of farmland at a total price of
US$2.1m in three separate deals. It also sold 9,230 ha of land at a total price of
US$7.7m gaining more than US$6.3m in the transactions.

Cresud has made sizeable gains in recent years from selling its farms. The company
made gains of ARS20m in FY 2005, ARS10m in FY 2006, ARS22m in FY 2007 and
ARS20m in FY 2008. This represents an average 218% gain on book value from the
sale of land between FY 2005 and FY2007.

Exhibit 323. Gain from sale of farms
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Source: Company data

Improvements in productive yield

Cresud uses high quality fertilisers and chemicals, improved crop rotation techniques
and better equipment to increase crop yields. In the case of beef and milk production,
Cresud looks to use better breeding and health techniques to increase production.

International expansion

Cresud is seeking to repeat its strategy in other Latin American countries. This would Focus on expansion in Brazil,
enhance its strategy of geographical diversification and reduce risks related to the Paraguay, Bolivia and Uruguay
weather and the price volatility of commodities. The company plans to use some part

of the US$288m raised from the recent rights issue to finance expansion opportunities

in Brazil, Paraguay, Bolivia and Uruguay. The company recently acquired 20,000 ha of

land in Paraguay and is planning to acquire another 50,000 ha there.
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Operations

Crops accounted for 53% of revenues in FY 2008 while beef cattle contributed 20% to
the top line. The revenue share of crops has increased from 39% in FY 2004 whereas
the share of beef cattle has halved from 40% in FY 2004.

Exhibit 324. Gross revenues breakdown — FY 2008 Exhibit 325. Gross revenues (ARSm)
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Source: Company data Source: Company data

Land

Cresud operates 18 of its own farms and 46 leased farms and utilises more than
282,000 ha of land to produce crops, milk, beef and wool. Over 43% of that land is
used for beef cattle production, while sheep occupy 32%.

Exhibit 326. Area breakdown by use — FY 2008 Exhibit 327. Area breakdown by source — FY 2008
Crops Farms
under
Sheep concession
32% 24%
] Farms
Milk under lease
2% 9
10% Ow n farms
66%
Beef cattle
43%
Source: Company data Source: Company data
The company has increased its planted area significantly over the past few years. In Aggressive land expansion in
FY 2008 it expanded its total planted area by 19.3% to 63,900 ha compared to the FY recent years — compound growth
2007 planted area of 53,579 ha. of 24% over the last 5 years
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Exhibit 328. Sown land for crop production (ha)

2005/2006 2006/2007 2007/2008
Own area 24,279 27,047 29,640
Leased area 17,004 25,307 30,449
Land under concession 0 1,225 3,811
Total planted area 41,283 53,579 63,900

Source: Company data

Agriculture

Cresud'’s crop production is concentrated on grains such as wheat and corn, and
oilseeds such as soybean and sunflowers. Crops like sorghum represent a small
portion of the total planted area. The total crop produced in FY 2008 was 198,146 tons
which was 13% higher than the FY 2007 output of 175,455 tons. Soybeans and corn
are the chief crops in terms of cultivated area as well as revenues — almost 70% of the
total cultivated land was used to produce soybeans and corn in FY 2008.

Exhibit 329. Area breakdown by crops sown (ha)

Crops 2006/2007 2007/2008 % increase / (decrease)
Wheat 7,636 6,114 (20%)
Corn 14,225 18,294 29%
Soybean 22,453 22,051 (2%)
Sunflower 5,245 6,317 20%
Others 3,320 5,931 79%

Source: Company data

Of the total crop output in FY 2008, corn contributed 47% soybeans 30% and wheat
11%. The company has increased corn production in the past few years both in
absolute terms and as a percentage of total production. Total crop production has
grown at a compound rate of 28% from FY 2004 to FY2008.

Exhibit 330. Crop production from FY 2004 to FY 2008 (tons)
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A major part of output is sold to buyers according to fixed-price agreements. Cresud
earned total revenues of ARS87m from the sale of crops in FY 2008. This was 63%
higher than last year’s crop revenue of ARS53m. Gross profits from this business have
also grown by a healthy 77% from ARS26m in FY 2007 to ARS46m in FY 2008.

Beef cattle

Beef production primarily involves the breeding and fattening of animals. When market
conditions are favourable, the company buys and fattens cattle from third parties and
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sells them to slaughterhouses and supermarkets. At June 2008, Cresud owned 80,358
heads of cattle, spread over 90,000 ha. Beef production was 8,786 tons in FY 2008
and generated total revenues of ARS32.4m, almost 20% of consolidated revenues.

Exhibit 331. Heads of beef cattle FY04 - FY08 Exhibit 332. Beef production (tons) FY04 - FY08
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The declining number of heads and beef production has been due to the disposal of
cattle farms over the past few years and the shift towards agriculture. The company
plans to concentrate cattle farming operations on “Los Pozos” farm which now has
50,000 heads of cattle.

Milk Production

Milk production in FY 2008 was 25% higher than last year due to the increase in the Revenues from milk production
number of cows and higher productivity. Cattle assigned to milk production increased increased at a compounded rate
from 6,507 heads spread across 2,376 ha in FY 2007 to 7,866 heads spread across of 48% over the past 5 years

4,092 ha in FY 2008. Revenues from this business have shown a steady growth from
ARS3m in FY 2005 to ARS17m in FY2008.

Exhibit 333. Milk production and average number of milking cows
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Source: Company data

Grain brokerage business - FyO.com

The grain brokerage business, conducted through FyO.com, is a minor part of
Cresud’s operations. However, it is growing rapidly — revenues increased by 161.5% in
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FY 2008. It was launched in November 1999 to sell products, buy inputs and obtain
loans and insurance. Cresud took a 70% stake in the company for ARS3.5m in May
2000. The website presently has an average of 15,000 visitors per day and is one of
the leading suppliers of market information to the sector. It started trading futures and
options in FY 2007 and has also become a dealer. The high growth rate was attributed
to a 59.6% rise in the brokerage business, a 308% increase in sales of inputs, a 230%
increase in commissions and a 27% increase in technology services.

Equity Investments

Apart from its operations, Cresud has minority stakes in a number of other agricultural
companies. The major ones are listed below.

Brasilagro
See separate note for details.

Cactus Argentina S.A. (Cactus)

Cresud owns a 24% stake in Cactus, which operates a feedlot on a 170 ha farm with a
capacity for approximately 25,000 heads of cattle. Companies keep an inventory of
cattle in the feedlot in order to ensure a constant supply of high quality beef. In
January 2007 Cactus acquired EAASA, a meat packing company with the capacity to
slaughter and process 9,500 heads of cattle per month. The location of EAASA’s plant
provides an advantage in terms of its proximity to beef production centres and also to
the feedlot owned by Cactus.

IRSA

Cresud owns a 42.2% stake in IRSA, which is one of the leading real estate
companies in Argentina in terms of total assets. IRSA is involved in the acquisition and
development of residential properties and undeveloped land reserves, the
development of shopping centres, credit card loans, the acquisition and development
of office buildings and other non-shopping centre rental properties and luxury hotels.
IRSA had total assets of ARS4.47bn and shareholders’ equity of ARS1.92bn at 30
June 2008. It also owns an 11.8% stake in Banco Hipotecario which is one of the
leading financial institutions in Argentina. IRSA’s revenues rose from ARS738m in FY
2007 to ARS1.08bn in FY2008. Operating income improved from ARS198m to
ARS258m over the same period. Cresud’s investment in IRSA contributed ARS31.5m
to its net profit in FY 2008. The following figure highlights the contribution of various
business segments to IRSA’s revenue.

Exhibit 334. Revenue breakdown of IRSA — FY 2008
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Nomura 306 27 October 2008




NOAURA

Prospects and outlook

The company plans to increase cultivated land from 63,900 ha in FY 2008 to 90,000 Growth in cultivated land to drive
ha by FY 2009 and also to increase the land allocated for beef cattle production. We revenues

believe this is possible given the company’s focus on land acquisition. We expect FY

2009 revenues will grow by nearly 113% from FY 2008 revenues of ARS163m. The

maijority of this increase would be attributable to the agriculture business on account of

the expected increase in cultivated land. We further expect a four-year compound

annual growth rate in revenues of about 32% from FY 2009 onwards, with crops and

beef continuing to be the major contributors.

Exhibit 335. Revenues (ARSm) - FY 2007- FY 2012F Exhibit 336. Revenue breakdown — FY 2009F
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EBITDA is expected to rise significantly from the FY 2008 level of ARS49m to
ARS113m in FY 2012 mainly on account of a high growth rate in revenues. We expect
EBITDA margins in the range of 23-28%. Also, the recent increases in Cresud’s stake
in IRSA by 4.43%, and in BrasilAgro by 3.35%, will likely contribute a larger share to
net profit, which we expect to rise to ARS109m by FY 2012.

Exhibit 337. EBITDA and net profit Exhibit 338. EBITDA and net profit margin
(FY 2007 — FY 2012F) (ARSm) (FY 2007~ FY 2012F)
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Valuation

Given the complexity of Cresud’s business interests, we have used a combination of Different valuation techniques
valuation techniques to arrive at our fair value. We have employed DCF to value
Cresud’s operating business, which includes crops, beef cattle and milk. The next
component is its land holding. Excluding that used for its farming operations, Cresud
owns nearly 420,000 ha. From FY 2005 through FY 2007, Cresud made 218% gains
on average on its land sales. However, we realise this is unlikely to be sustainable,
especially when it is considered that those gains were made during a benign period
immediately after the catastrophic financial collapse in December 2001. Consequently,
we are taking a conservative approach to land, which we value at book value. The final
component is Cresud’s equity investments. Of these, Brasilagro and IRSA are the
largest and are also listed. Therefore, we have valued Cresud’s stake in these two
companies at current market value. The other investments have been valued at book
value.

The weighted average cost of capital is taken to be 17% and the terminal growth rate
is assumed to be 3% to reflect the growth potential of the company. The fair value,
given these assumptions, comes to US$9.70 per ADR.

However, it would be a useful exercise to consider what would happen if we assign a
premium to the book value of land, or a premium/discount to the market value of
investments. As the table below depicts, in these circumstances, fair value may vary
between US$8.75 and US$11.04 per ADR.

Exhibit 339. Sensitivity analysis

% change in value of equity investments

-20% -10% 0% 10% 20%
0% 8.75 9.23 9.70 10.18 10.66
5.0% 8.83 9.30 9.78 10.26 10.74
. .

% change in 10.0% 8.90 9.38 9.86 10.34 10.81

value of land o
holdings 15.0% 8.98 9.46 9.94 10.41 10.89
20.0% 9.06 9.53 10.01 10.49 10.97
25.0% 9.13 9.61 10.09 10.57 11.04

Source: Nomura estimates
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Financial statements

Year-end 30 June FY07 FYO08 FYO09F FY10F FY11F
Revenues 110.3 162.6 346.8 395.3 441.5
Cost of goods sold (64.7) (91.2) (195.2) (223.1) (256.5)
Other operating expenses (3.2) (22) (55.3) (64.9) (74)
EBITDA 42.5 49.3 96.3 107.3 1111
Depreciation & amortisation (4.5) (5.7) (7.1) (8.3) (8.7)
EBIT 38 43.6 89.2 99 102.4
Interest income 2.9 (30.2) 27.3 20 17
Interest expense (13.3) (22.1) (26.6) (26.6) (26.6)
Other non-operating expenses 30.5 32.2 30.8 34.5 38.8
Pre-tax profit 58 23.5 120.7 126.9 131.6
Tax (8.4) (0.3) (26.8) (27.4) (27.3)
Minority interest (0.3) (0.3) - - -
Net profit 49.4 23 93.9 99.5 104.2
Shares year end 24.7 36.8 50.2 50.2 50.2
EPS 2 0.6 1.9 2 21
DPS 0.2 0.2 0.4 0.4 0.4
Dividend payout per share (%) 11.1% 35.9% 20% 20% 20%

Company, Nomura estimates

Balance sheet (ARSm)

Year-end 30 June FYO07 FY08 FYO09F FY10F FY11F
Property, plant & equipment 245.9 266.6 395 498.4 549.7
Intangible assets and goodwiill 24 23 23 23 23
Investments 541.3 926 970.1 1018.7 1072.2
Other long-term assets 44.3 117.5 1214 125.5 128.2
Total fixed assets 855.1 11,3329 1,509.3 1,665.5 1,772.9
Inventories 52.5 111.5 133.7 107 105.4
Trade debtors 37.9 35.8 85.5 97.5 108.9
Short-term investments 39.8 485.3 365 300 250
Cash and cash equivalents 46.9 47.8 25 31.7 53.9
Other current assets 39.6 56.5 57 65 72.6
Total current assets 217 737 666 601 591
Total assets 1,071.9 2,069.8 2,175.6 2,266.6 2,363.7
Shareholders’ equity 825 1,762.3 1,837.5 1,917 2,000.4
Minority interest 0.8 1.2 1.2 1.2 1.2
Shareholders’ equity 825.8 1,763.5 1,838.6 1,918.2 2,001.6
Long-term debt 24.7 - - - -
Other long-term liabilities 53.7 43.9 43.9 43.9 43.9
Long-term liabilities 78.4 43.9 43.9 43.9 43.9
Short-term debt 122.7 195.6 195.6 195.6 195.6
Trade creditors 30.9 49.5 80.2 91.7 105.4
Other current liabilities 14 17.2 17.2 17.2 17.2
Current liabilities 167.7 262.3 293 304.5 318.2
Total liabilities 246.1 306.3 336.9 348.4 362.1
Total liabilities & shareholders’ equity 1,071.9 2,069.8 2,175.6 2,266.6 2,363.7

Company, Nomura estimates
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Cashflow (ARSm)

Year-end 30 June FY07 FY08 FYO9F FY10F FY11F
Net profit 49.4 23 93.9 99.5 104.2
Depreciation & amortisation 4.5 5.7 71 8.3 8.7
Gain from chg in fair values of biological assets (1.2) 23 - - -
Gain on equity investments (40.2) (38.4) (44.2) (48.6) (53.5)
Income from affiliates - - - - -
Other non-cash items (6.9) (8.7) (21) (22.1) (23.2)
Increase/decrease in working capital liabilities 15.1 38.7 30.7 11.5 13.7
Decreasel/increase in working capital assets (76.7) (113.9) (72.5) 6.8 (17.4)
Other operating cashflow (4.3) 1.4 - - -
Operating cashflow (60.4) (79.9) (6) 55.4 32.6

Disposal of subsidiary - - - - -

Sale of fixed assets 29.2 43.9 26.3 27.6 29
Capital expenditure (29.3) (28) (144.6) (121.4) (68.5)
Increase in investments (0.7) (407.5) - - -

Cashflow - other investing - - - - -

Cashflow - investing activities (0.9) (391.6) (118.3) (93.8) (39.5)
Proceeds from issuance of common stock - 881.1 - - -
Increase in long-term borrowings 84.5 79.2 - - -
Decrease in borrowings (47.4) (49.4) - - -
Dividends paid (5.5) (8.2) (18.8) (19.9) (20.8)
Cashflow - other financing 84.2 15.1 - - -
Cashflow from financing 115.8 917.8 (18.8) (19.9) (20.8)
Change In cash and equivalents 54.6 446.3 (143.1) (58.3) (27.8)
Cash & equivalents b/f 32.2 86.8 533.1 390 331.7
Translation adjustments - - - - -
Cash & equivalents c/f 86.8 533.1 390 331.7 303.9

Company, Nomura estimates
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ANALYST CERTIFICATIONS

Each research analyst identified on page 1 hereof certifies that all of the views expressed in this report by
such analyst accurately reflect his or her personal views about the subject securities and issuers. In addition,
each research analyst identified on page 1 hereof hereby certifies that no part of his or her compensation was,
is, or will be, directly or indirectly related to the specific recommendations or views that he or she has
expressed in this research report, nor is it tied to any specific investment banking transactions performed by
Nomura Securities International, Inc., Nomura International plc or any other Nomura Group company.

ISSUER SPECIFIC REGULATORY DISCLOSURES

Issuer Ticker Price Closing Price Date Rating Disclosures
(as at last close)

Astarta AST PW 14.90 PLN 24 Oct 2008 Sell

Black Earth Farming Limited BEFSDB SS 12.30 SEK 24 Oct 2008 Neutral  3,8,47,48

Brasilagro AGRO3BZ 9.90 BRL 24 Oct 2008 Neutral

Cosan CSAN3 BZ 8.80 BRL 24 Oct 2008 Neutral

Cresud CRESY US 5.30 USD 24 Oct 2008 Buy

Kernel KER PW 12.10 PLN 24 Oct 2008 Sell

MCB Agricole 4GW1GR 3.40 EUR 24 Oct 2008 Sell

Razgulay GRAZRU  2.00USD 24 Oct 2008 Sell

SLC Agricola SLCE3BZ 8.49BRL 24 Oct 2008 Buy

Disclosures required in the U.S.

47 Manager/Co-Manager in the past 12 months
Nomura Securities International Inc. and /or its affiliates in the global Nomura
group have managed or co-managed a public offering of the subject
company's securities in the past 12 months.

48 IB related compensation in the past 12 months
Nomura Securities International Inc. and /or its affiliates in the global Nomura
group have received compensation for investment banking services from the
subject company in the past 12 months.

Disclosures required in the European Union

3 Lead manager/co-lead manager of securities/related derivatives offering
Nomura International plc or an affiliate in the global Nomura group has been
lead manager or co-lead manager over the previous 12 months of a publicly
disclosed offer of the issuer's securities or related derivatives

8 Investment banking services
Nomura International plc or an affiliate in the global Nomura group is party to
an agreement with the issuer relating to the provision of investment banking
services which has been in effect over the past 12 months or has given rise
during the same period to a payment or to the promise of payment.

Previous Ratings

Issuer Previous Rating Date of change
Astarta Initiation 20 Oct 2008
Black Earth Farming Limited Buy 20 Oct 2008
Brasilagro Initiation 20 Oct 2008
Cosan Initiation 20 Oct 2008
Cresud Initiation 20 Oct 2008
Kernel Initiation 20 Oct 2008
MCB Agricole Initiation 20 Oct 2008
Razgulay Initiation 20 Oct 2008
SLC Agricola Initiation 20 Oct 2008

Three-year stock price and rating history
Not Available for Astarta
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Not Available for Brasilagro
Not Available for Cosan

Not Available for Cresud

Not Available for Kernel

Not Available for MCB Agricole
Not Available for Razgulay

Not Available for SLC Agricola

The Disclosures website is currently being updated. If you require any additional disclosure information on the
Disclosures website, please contact your usual Nomura contact.

Online availability of research and additional conflict-of-interest disclosures:

Nomura Japanese Equity Research is available electronically for clients in the US on NOMURA.COM,
REUTERS, BLOOMBERG and THOMSON ONE ANALYTICS. For clients in Europe, Japan and elsewhere in
Asia it is available on NOMURA.COM, REUTERS and BLOOMBERG.

Important disclosures may be accessed through the left hand side of the Nomura Disclosure web page
http://www.nomura.com/research or requested from Nomura Securities International, Inc., on 1-877-865-5752.
If you have any difficulties with the website, please email researchportal@nomura.co.uk for technical
assistance.

The analysts responsible for preparing this report have received compensation based upon various factors
including the firm's total revenues, a portion of which is generated by Investment Banking activities.

Distribution of Ratings:

Nomura Global Equity Research has 977 companies under coverage.

40% have been assigned a Strong Buy or Buy rating which, for purposes of mandatory disclosures, are
classified as a Buy rating; 13% of companies with this rating are investment banking clients of the Nomura
Group*.

50% have been assigned a Neutral rating which, for purposes of mandatory disclosures, is classified as a
Hold rating; 14% of companies with this rating are investment banking clients of the Nomura Group*.

10% have been assigned a Reduce or Sell rating which, for purposes of mandatory disclosures, are classified
as a Sell rating; 3% of companies with this rating are investment banking clients of the Nomura Group*.

As at 30 September 2008.

*The Nomura Group as defined in the Disclaimer on the back page of this report.

Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and
Latin America for ratings published after 27 October 2008:

The rating system is a relative system indicating expected performance against a specific benchmark
identified for each individual stock. Analysts may also indicate absolute upside to price target defined as (fair
value - current price)/current price, subject to limited management discretion. In most cases, the fair value will
equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate valuation
methodology such as discounted cash flow or multiple analysis, etc.

Stocks:

* A rating of "1", or "Buy", indicates that the analyst expects the stock to outperform the Benchmark over the
next 12 months.

* A rating of "2", or "Neutral", indicates that the analyst expects the stock to perform in line with the
Benchmark over the next 12 months.

* Arating of "3", or "Reduce", indicates that the analyst expects the stock to underperform the Benchmark
over the next 12 months.

» A rating of "RS-Rating Suspended", ” indicates that the rating and target price have been suspended
temporarily to comply with applicable regulations and/or firm policies in certain circumstances including when
Nomura is acting in an advisory capacity in a merger or strategic transaction involving the company.

Benchmarks are as follows: United States: S&P 500, MSCI World Technology Hardware & Equipment;
Europe: Please see valuation methodologies for explanations of relevant benchmarks for stocks (accessible
through the left hand side of the Nomura Disclosure web page: http://www.nomura.com/research); Global
Emerging Markets (ex-Asia): MSCI Emerging Markets ex-Asia.

Sectors:

A "Bullish" stance, indicates that the analyst expects the sector to outperform the Benchmark during the next
12 months.
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A "Neutral" stance, indicates that the analyst expects the sector to perform in line with the Benchmark during
the next 12 months.

A "Bearish" stance, indicates that the analyst expects the sector to underperform the Benchmark during the
next 12 months.

Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX® 600; Global Emerging
Markets (ex-Asia): MSCI Emerging Markets ex-Asia.

Explanation of Nomura's equity research rating system in Japan (and ratings in Europe, Middle East
and Africa, US and Latin America published prior to 27 October 2008):

Stocks:

* A rating of "1", or "Strong buy", indicates that the analyst expects the stock to outperform the Benchmark
by 15% or more over the next six months.

* A rating of "2", or "Buy", indicates that the analyst expects the stock to outperform the Benchmark by 5% or
more but less than 15% over the next six months.

« A rating of "3", or "Neutral"”, indicates that the analyst expects the stock to either outperform or
underperform the Benchmark by less than 5% over the next six months.

* A rating of "4", or "Reduce", indicates that the analyst expects the stock to underperform the Benchmark by
5% or more but less than 15% over the next six months.

+ A rating of "5", or "Sell", indicates that the analyst expects the stock to underperform the Benchmark by
15% or more over the next six months.

* Stocks labeled "Not rated" or shown as "No rating" are not in Nomura's regular research coverage.
Nomura might not publish additional research reports concerning this company, and it undertakes no
obligation to update the analysis, estimates, projections, conclusions or other information contained herein.
Sectors:

A "Bullish” stance, indicates that the analyst expects the sector to outperform the Benchmark during the next
six months.

A "Neutral” stance, indicates that the analyst expects the sector to perform in line with the Benchmark during
the next six months.

A "Bearish" stance, indicates that the analyst expects the sector to underperform the Benchmark during the
next six months.

Benchmarks are as follows: Japan: TOPIX; United States: S&P 500, MSCI World Technology Hardware &
Equipment; Europe, by sector — Hardware/Semiconductors: FTSE W Europe IT Hardware; Telecoms: FTSE
W Europe Business Services; Business Services: FTSE W Europe; Auto & Components: FTSE W Europe
Auto & Parts; Communications equipment. FTSE W Europe IT Hardware; Ecology Focus: Bloomberg World
Energy Alternate Sources; Global Emerging Markets: MSCI Emerging Markets ex-Asia.

Explanation of Nomura rating system for Asian companies under coverage ex Japan:
Stocks:

Stock recommendations are based on absolute valuation upside (downside), which is defined as (Fair Value -
Current Price)/Current Price, subject to limited management discretion. In most cases, the Fair Value will
equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate valuation
methodology such as Discounted Cash Flow or Multiple analysis etc. However, if the analyst doesn't think the
market will revalue the stock over the specified time horizon due to a lack of events or catalysts, then the fair
value may differ from the intrinsic fair value. In most cases, therefore, our recommendation is an assessment
of the difference between current market price and our estimate of current intrinsic fair value.
Recommendations are set with a 6-12 month horizon unless specified otherwise. Accordingly, within this
horizon, price volatility may cause the actual upside or downside based on the prevailing market price to differ
from the upside or downside implied by the recommendation.

» A "Strong buy" recommendation indicates that upside is more than 20%.

* A "Buy" recommendation indicates that upside is between 10% and 20%.

* A "Neutral" recommendation indicates that upside or downside is less than 10%.

* A "Reduce" recommendation indicates that downside is between 10% and 20%.

+ A "Sell" recommendation indicates that downside is more than 20%.

Sectors:

A "Bullish" rating means most stocks in the sector have (or the weighted average recommendation of the
stocks under coverage is) a positive absolute recommendation.

A "Neutral" rating means most stocks in the sector have (or the weighted average recommendation of the
stocks under coverage is) a neutral absolute recommendation.

A "Bearish" rating means most stocks in the sector have (or the weighted average recommendation of the
stocks under coverage is) a negative absolute recommendation.
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Price targets

Price targets, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement
of any price target may be impeded by general market and macroeconomic trends, and by other risks related
to the company or the market, and may not occur if the company's earnings differ from estimates.
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