SA CHAMBER OF BAKING

PRESIDENTIAL ADDRESS TO THE 70" ANNUAL
GENERAL MEETING HELD ON 6 &7 MARCH 2008

CERERA MEETINGHTELD O b ARG 2005

Ladies and Gentlemen!
1. INTRODUCTION

It is probably an understatement to say that than@er of Baking is facing
various significant challenges at this point ingim our industry’s history.

During the first half of the reporting year the bakindustry almost resembled
Baghdad - bombarded with bad publicity regardintjusecon and price fixing
on an hourly basis. On the back of this, 2008 tofbkvith the announcements
of bread price increases. The combination of thwsesvents at the same time
had made it very difficult for our industry.

Following on the events of the past 18 months, eednto take stock and put
some things behind us and maintain our statusratiable bread supplier to
the nation. We can’t ignore the realities of thastpwhich we have to deal
with, but most importantly we still have a job &etl our nation.

2. FOOD PRICES
2.1 International

2007 and 2008 will be recorded in the grain histowgks as the years in which
a structural adjustment has occurred in food prinesrnationally. We have
seen record prices for grain and flour that we haereer experienced before.
The reasons for these huge increases were maialyodihree occurrences:

» Poor weather conditions in the main producing coesit
 the growth of the biofuel industry
* the growth in wealth in emerging countries like i&hand India

These three factors together caused a shortageaof ghich resulted in

abnormally high prices. | am afraid that | canaonounce today that the
storm is over. We need to wait for the Northernriphere production to be
harvested and can only pray that there will be ghauoisture available in the
Southern Hemisphere for a good crop. The impath®fdevelopment of the
biofuel industry has caused governments to revise food security policies.

From a baking perspective we therefore applaucbstheh African government
for not including maize as a source for biofuel duction. Having gone
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through this bad patch in our industry, it mighttlmee for government to also
consider limiting wheat being used as a sourcéifaiuel.

We have obtained some information from the Inteomal Grains Council
regarding the prices of bread on the internati@taine. Unfortunately they
have not updated their 2006 data yet, but | asgshmerices will be relatively
similar.

Bread prices (US c per KQ)

International Grains Council 2006
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Looking at these prices it is quite obvious tha kinead price in South Africa
is still relatively cheap. The fact that the Soutfrican bread prices are
relatively cheap does not take away the difficaityhe poor having to manage
a household. We have also scanned the web and aaross quite a few
headings and articles which dealt with the evereaasing food prices all over
the world. | would like to quote a few to you:

* USA: “The retail price of food during 2007 went up 4%g thighest
rate in the past 17 yedrs

» Japan: “The retail price for Double Soft, a popular loaflotad will be
increased from ¥200 to ¥220 (#R14), the first pritke since 1983.”

* |srad: “Bakeries had demanded the government to lift adlepcontrols
on bread. As no solution could be reached, markethas stopped
making price-controlled bread, saying they wererigsnoney.”

* USA: Wheat prices rise and so will bread pricesA~+écent food price
survey by Missouri Farm Bureau found that a 20 5@7¢) loaf of
bread was up 30 cents (R2.30) to US$2.00 (R15.20)"

» CIS(Taikistan & Kyrgyzstan): “.... the price of bread in the capital,
Bishkek, has increased by 50%.”

* Boalivia: “The government has empowered the national armyuto
some industrial bakeries to produce bread at affd prices for the
most vulnerable population groups.”
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» Central Asa: “Rahmatullo Saidov, a Dushanbe resident who came t
the city market to buy flour, found the price hasg up by almost 60%
since the beginning of September 2007. | can’ebelithat during one
week the flour price goes up from $20 per 50kg tha$B32."(=R4 900/t)

» |taly: On 13 September 2007 a pasta strike was heltiliy to protest
the sharp increases in the price of pasta.

» Uzbek: “The Uzbek government has put pressure on privaamésses
not to increase bread prices. The measure has nsadee vendors
close down at the prospect of losing mohey

* UK: “Tesco has been the first to move, rising the po€eliced white
bread to £1.03 (R15.47) for an 8009 loaf.”

* Oman: “Oman’s ruler ordered on Saturday an increase oftag3% in
state workers’ wages and a wheat price subsidybaidls (#R500/t)”

The reason why we included these quotes is nougtfy the bread price

increases of late, but to put them into perspectivecording to published

prices from Statistics South Africa the price ofGDg white loaf has increased
by 16.6% between November 2006 and November 28%én after the recent
increase that was mentioned in the media last momehprice of a 700g white
loaf would have increased by +20% (Feb/Feb).

2.1  South Africa

Wheat and flour prices have doubled during the fid@stmonths. The wheat
price in South Africa was R1800 per ton early im020 The price broke
through the R3 000 per ton barrier during Augusi2@nd through R4 000 per
ton on 18 February 2008. Although this volatiligypart of the free market, it
makes it very challenging to do business in. Wi adjustment in flour prices
the baking industry was in a position where it doab longer keep price
increases away from consumers. Despite thesdi@sdhis news was not well
received. We almost had to go through the sameatidmal exercise the fuel
industry had gone through: Consumers need to utahetghat when the oll
price increases it eventually ends up in an inedasthe fuel price at the
pump. Similarly if the wheat price in the worldegoup it eventually ends up
in an increase in the bread price on the shelves.

If we look towards the future, observers cannot tbeewheat prices coming
down from these levels soon. It is far too eadyry to be a popular prophet
and predict decreases. Unfortunately the consumeseuth Africa will still
have to face further bread price pressures. Topesand timing thereof are in
the hands of the individual bakeries. For the sH#k@e poor we can only trust
that competition will ensure that the increases$ alas low as possible.

Despite all these circumstances we are still ireaopg of positive growth in
our volumes. Whilst the wheat milled for human slomption has shown an
increase of 1.4%, the bread sales by the four pbakiers increased by a
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healthy 3.4% for the 12 months ended in Decemb@7 2We have also noted
that the consumption of white maize meal had desegaver the same period.
The constant increase in interest rates in Soutic@fhas caused consumer
spending to decrease. Economic theory teachdsatusnttimes like these the

consumption of basic foodstuffs will increase. oht believe that we are there
yet, but if this theory is correct, we can expeat golumes to continue to

grow.

Before we get too optimistic about the future, Vdao highlight some of the
current concerns regarding our supplies. The dinobhs of our logistics
system in South Africa especially our railway systas well as our road
infrastructure, have already caused some disruiaur flour supplies. Late
last year we learnt of some mills that had run afuivheat following a short
supply of railway trucks. This was very bad newstfe baking industry. As
we all know, nobody buys two loaves the next dath& shelves were empty
on the previous day. An annual report like thiswe# go by without
mentioning the huge disruptions that we are expeimg with the current
energy crisis in South Africa. A bakery in thealuarea reported that as soon
as the oven was hot and ready to start bakingptiveer is cut. This trend
continues for quite a number of days. | am not tmemg this to get
sympathy from the consumers in South Africa but &takeholders to
understand that disruptions like this could resulfood shortages in South
Africa. This is not a threat, but a reality. Riptions are also having its effect
on the traffic and the delivery of fresh bread ylail

We have noted this year that the quality of whesgeeially in the Western
Cape is not what it is used to be. Notices frome®f our pre-mix suppliers
indicate huge price increases in the ingredierds tey supply us with. The
following approximate increases will all have soeffect on the cost structure
of a bakery and is compared to the fourth quarft@006:

* Palm oll +160%
* Glycerine  +300%
» Stearic acid +65%
» Packaging ingredients

o Wood +16%
o Plastic +12%
o Paper +16%
0 Metal +8%

o Corrugates +21%

This is going to be a tough year ahead of us.
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OTHERACTIVITIES

Our Technical Committee has also spent a subshkasweount of time to
comment on the proposed draft labelling regulation¥e are also looking
forward to the impact of the results of the Stam@an research report. The
industry is in desperate need of more improvementsir baking technology
to grow our productivity. In the long run thesepmovements will eventually
contribute towards a more competitive bread price.

The Chamber of Baking’s training course has seetard number of students
participating in the exam for the Certificate ire thheory of Bread making. Of
the 92 candidates who wrote the exam, 57 were ssftdea pass rate of 62%.
Ten distinctions, 19 first class passes and 28egassre recorded.

FUTURE

| am not one to try and predict the future for theking industry in South
Africa but | would like to leave you with a few pers for the year ahead:

* Firstly: We need to stay focused in order to astsd security by
providing our country with good quality fresh breaw a daily basis at
every corner.

» Secondly: We need to ensure that we manage oundsssand govern
our industry with a zero tolerance for anti-comipeti behaviour. We
owe it to our country.

» Thirdly: We have to keep on innovating and impra@vour productivity
to keep the bread prices in South Africa as lowassible.

* Lastly: We need to co-operate with government dr drain value
chain to achieve these goals within a free mankeirenment.

CONCLUSION

In conclusion, | would like to thank individuals ctu as Kallie Paxton, Chris du
Plessis and Allan Bishop and other of our predeseswho shared their expertise
with this generation of bakers. Bill NankervisrftoAnchor has been promoted to an
affiliate in the USA and Willie Bright (NCP Yeashias taken retirement from the
yeast industry. Bill and Willie represented twoafr supplier members and were
very active on our Management Committee — thanks dor your huge contributions
to this industry. We are already missing your wasancil during these difficult days.

| would also like to thank the Chairpersons of garious committees for providing
leadership. | would like to encourage you to renfacused and to get the job done.

Lastly | would also like to thank Jannie and Isofwel keeping the fort back at the
office in Centurion.
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Last year the presidential address ended off bingay do not expect the short term
period ahead to be an easy one for this industry.but baking has never been easy
anyway. So, let us keep our heads down and skiveduntry with good and healthy
fresh bread — daily! In the process, let us nogédt that life is to be lived looking
forwards and to be understood, looking backwards.

Thank you!

Eugene Beneke
Chairperson: Management Committee
SA Chamber of Baking

6 March 2008



