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The French foreign trade advisors

Businessmen and women, selected for their expemideexperience in international trade and
French Foreign Trade Advisors (CCE) are appoimédtu personae (on a personal basis) for
3 years by decree of the Prime Minister upon praposthe Minister of Foreign Affairs and
Trade.

For over 110 years, CCforeign Trade Advisorshave voluntarily provided government

officials and also SMEs with their experience, givithem advice and recommendations,
sponsoring SMEs to promote their development abraadl raising young people’s

awareness of international trades.

They now form an active network of more than 4,86@8mbers in over 140 countries under
the coordination of the Comité National des Coiesmsildu Commerce Extérieur en Fraoce
National Committee of French Foreign Trade Advid@BICCEF), an officially
recognised non-profit organisation. The Wines &riBpiCommittee gathers more than 130
CCE practicindgheir professional activity in these fields.
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Synthesis

Due to the very nature of vine, the changes apglyinwine and everything related to wine
marketing must be considered over a long periods T why a willingness to launch
themselves in the middle of the 21st century becaitmgous to the French foreign trade
advisers.

This is not to say that the developments wine isuabo experience are to be found in the
forecasts formulated below, but we are trying tawdbroad trends, possible fields of analysis
in which its future lies.

kkkkkkkkkkhkkkk

World wine consumption is in a sustained upward trad (if, at any rate, the healthy image
of wine is not affected by the scientific work established on at least saxalcohol,
pesticides and heavy metals....). Indeed, the mkedin wine consumption in traditional
countries is more than offset by its increase in-traditional countries, except in case of
major economic crisis, which is currently the cafke future of French wine is at stake
mostly for export, but also requires a new apprdacthe internal market, aimed at halting
the downward trend due to the emergence of newrnpatbf consumption.

Assuming that wine consumption rises with the eaoimolevel and that Western food
consumption patterns extend to other countties,centre of global demand is expected to
move and expandto three main areas of consumption: China andalndiinging along
South-East Asia (excluding Muslim countries) / MoAmerica, Latin America with Brazil,
Argentina and Mexico as leaders / Mediterranearofairwhich will have halted its decline,
Northern Europe (Germany, the Nordic countries UK@ and Russia.

A new consumeris not only new in the sense that he is an aduitialient. Whatever his
geographical origins, what makes him a new consusnessentially his approach to wine, his
mode of consumption at odds with the history of stonption that has dominated for
centuries. Either wine is not part of his referena#ture and he discovers it or, although he
does have a certain wine culture, the developmiehisasocio-economic environment has led
him to change his consumer behaviour. Essentia@basional and not very faithful, he will
have a different profile according to his geographiand cultural origins (notion of local
consumption) and will be able to move from ordinamine to more prestigious wine
depending on the circumstances. In 2050, the demdhfiave become global, but will not
be uniform for that matter. It may even be more plax and sophisticated than it is today.

Meanwhile,the constraints of public health should converge aong traditional and non-
traditional countries. They will stabilize (or even loosen up) in the fiend gradually
intensified in the latter. Moreover, health and iemvmental concerns at an individual level
will prevail as a prerogative and a major incenfwmeconsumers worldwide.
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Concerning the development of wine supply, at I8gstrameters should lead to reshuffle the
cards in wine production areaSlimate change will lead to a shift of these areaand a
modification of grape varieties to change the plaig and production methods.

In order to adapt to global warming, a number ofintdes will undoubtedly usaew
agricultural techniques and technologiesthat will allow them to better control quality
facing the climatic and environmental challengasgation is considered (where water is still
available), the possible use of GMOs or the impletaigon of precision viticulture on a larger
scale. This would also contribute to expand the memof countries able to produce wine.

Finally, following the example of other economictees such as bedhe wine industry will
enter a concentration process and large internatical brands will develop. They will be
capable of manufacturing “market” wine (close twaficonsumers) to match their tastes with
an adapted packaging from grapes, grape must oe wirchased in bulk from other
producers in other countries. Then, competitionl wd longer exist solely among wine
producers/exporters, but among them the one hadaarthe other wide-reaching operators
capable of manufacturing “market” wine, i.e. clag® place of consumption from raw
material produced elsewhere and by others (grapest or even bulk wine), a wine product,
a perfect and instant match to consumers’ expecisti

These three major changes will contribute in aliocathe production to 3 main typological
areas:Europe (traditional Latin and Northern Europe), thidew World” (South Africa,
Argentina, Australia, Chile, the United States) #mel‘New New World” (Brazil, China and
India on the one hand, North Africa, Bulgaria, Ggay Hungary, Ukraine on the other).

Will the new “Common Market Organization” (CMO), adopted by the Member States of
the European Union, which is fully effective sindaigust 2009, be affected by the
consequences of climate change and the new tramsfions in the global distribution
channel? Will it uphold a difference until 2014 Wween AOP(Appellation d'Origine Protégée
or Protected Origin Appellationand territory (IGP)Indication Géographique Protégée or
Protected Geographical Indication)?

The New World which has, for the past 20 years, lmjimned the success of a new wine
concept with fewer constraints and more innovatisis need tomove towards a model
that is closer to that of traditional producing couwntries while preserving what currently
makes it successful. It will be based on produiedintiation and up-market products, highly
focused on fine and regional wines, with the olyecof improving its position.

A vital convergence for this area because of thergence of the “New New World”, which
stands today aa new El Dorado for the world of wine. Brazil, China and India are
gradually developing their wine production with thenbition and prospective to occupy
leading positions worldwide.
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Introduction

The wine sector is specific and essential to Frah@generates many positive externalities in
inducing jobs upstream and downstream (roughly B8, valuing the (social, cultural &
historical) heritage, maintaining people in rurabas where it is often the main economic
activity and promotes biodiversity. It representsith spirits - the second contribution (after
aeronautics) to the balance of French foreign frashee in 2008 the trade balance of wines
and spirits displayed a record surplus of overl@llion Euros. The wine sector is strategic
and the increase in world consumption should endbte further strengthen its positive
contribution to our foreign trade. Sadly, we cobld note that the volume of our exports has
generally declined for the past10 years in thigexinof a growing global market. As a result,
we are still losing market shares.

Every one came to the same conclusions from tHg 2800s. We have appreciated Jacques
Berthomeau’s work and report on the challenges @inéh wine in 2001 and Michel
Roumegoux’s report published in 2008 (whose analgsid recommendations we totally
share). His strategic value improvement plan fer Enench wine industry within the horizon
of 2020 and the perspective of a new Common Matkganization (CMO) that will enter
into full force at the European level off August 2009 have led the public authorities tetak
significant steps towards improving companies’ cetitiyeness in this sector (implementing
a 5-year plan to modernize French viticultureThese measures are heading in the right
direction. Subsequently, Georges-Pierre Malpelpéator General of Agriculture in France,
was entrusted with a mission related to the aftieets of the action plan designed to
modernize the sector, aiming, in particular, at noyng wine promotion in international
markets. May our own work assist him in this tagkpbacing the currently implemented
reforms in a longer-term perspective.

Indeed, as French Foreign Trade Advisors (CCH)ow seems vital to us to initiate serious
thinking over the long term so as to identify andi@pate the underlying trends that will
govern the development of the global industry b§®Gince we have reasons to expect real
change. We felt a detailed analysis of the issuas mecessary in order to anticipate the
orientation we were to apply in the long term. Treport will not attempt to describe the
situation in 2050 beforehand; our goal is to coasidhrough forecasting techniques, the
“field of possibilities.” More advanced work reldt¢o different sectors has already been
scheduled.

Before we share our thoughts with you, | wish tanththe International Organization of Vine
and Wine (OIV) for having hosted some of our megdirand for having made available
several of their international experts to us. Thigort would not have been as rich without the
tools developed by the Institut National de la Reche Agronomiquer French National
Institute for Agricultural ResearciNRA) and without Patrick Aigrain’s availability.would
also like to thank all the members of the Frenchelgm Trade Advisers’ Wines & Spirits
Committee, first and foremost Patrik Goasdoué, thair contributions and the time they
accepted to devote to this work.

James de Roany
Chairman of the French Foreign Trade Advisors’ Wi&eSpirits Committee
September 2009
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|. Evolution of global demand and position of winan society

A. The strong trends that will mark the demand

From the early 80s until the middle of the 90s, ldiavine consumption has experienced a
significant decline, falling from an average 28@®,0D0 hl per year between 1980 and 1985 to
224,253,000 hl between 1990 and 1995. This treed gnadually and significantly reversed.
Global wine consumption thus rose back from 224il8am hl in 2000 to 242.9 million hl in
2008. (Source: OIV) Unless a cyclical economic mishap occurs, glat@isumption is
expected to keep growing sustainably.

This dual development can be explained by the cmtijon of major phenomena:

» The fall in domestic demand in European countwéhl strong wine consuming
traditions, i.e. traditional wine producing and saming countries (mainly Spain, France and
Italy). It is related to deep changes in wine comgtion:

- adrop in the level of wine consumption per perger year,
- a change in people’s consumption frequency

> An increase in the number of consumers worldwide

Wine consumption has emerged from its “cradle” ifLdEurope) to conquer the world,
whether climatic zones are conducive to the vireevgrg (the New World then Asia), or not
(North Eurasia, Equatorial tropical zones).

One may possibly think that this is directly corteelcto an increasing world population, i.e.,
to an increase in the theoretical number of newemal consumers. This is not quite the case
since the introduction and development of wine ocomion in a new geographic area of
consumption depends both on the cultural contexticouraging wine consumption or not -
and on the degree of economic development.

At the same time, wine consumption patterns hawemghd from a traditional model as was
the case in Latin Europe - where wine consumptaok tplace at mealtimes - to a more
“modern”, more informal model related to the emaigeof a new consumer profile longing
for a more accessible offer to the uninitiated.

1/ Changes in the domestic demand in countrids avidtrong wine tradition

Spain, France and ltaly together constitute thgelstr consumer population in the world.
Nevertheless, radical changes in their consumeisatiour have already been at work for a
number of years, they are gradually calling intesiion the dominance of these traditional
markets facing the emerging markets.

It is well known that wine consumption per year papita in these three countries has
dramatically fallen. According to data provided te International Wine Organization, in
Italy it has dropped from 60.4 litres in 1996 ta=lGtres in 2005. Over the same period, the
French and Spaniards’ annual consumption has falfen litres, respectively from 59.5 to 55
litres and from 36.1 to 31.8 litres. As a comparisthe French consumed 155 litres on
average in 1955 litre per capita per year.
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It seems however, that this consumption decreasebban experiencing a slowdown in
France since 2005 and has stabilized in Italy.

But, whatever their level may be, what is most intgat is that these figures reflect a
structural change in domestic demand for wine itinL&uropean countries. The French
example seems to illustrate this reality, even ¢fio@ach country has its own particularities.

The various studies conducted by the French Ndtibrstitute for Agricultural Research
since 1980 on the issue emphasize the fact thah@rone hand the lower consumption
frequencies are for the most part responsibleHerdecline in consumption - the number of
consumers is said to have remained broadly staldetbe same period — on the other hand,
consumer’s sex and age have a predominant influenterms of consumption frequency
beyond all cyclicalactors.

The age factor is the combination of two effectanely:

» The life cycle effect: consumers’ tastes changbes grow older.
»>The generation effect: individuals born during teme period tend to have tastes
and consumption patterns that match a historicaltest

This results, on the one hand in consumers’ latdrlater access to wine and in their longer
learning period — consumers grow older — and ondter in decreasing consumption
frequencies — the number of occasional and nonteness has become paramount.

In other words, these studies demonstrate thaicesi980 - each generation includes a lesser
number of regular consumers than the previous aadhare of regular consumers within a
same generation does not increase with aging, \abdte number of occasional and non-
consumers does.

In figures this means:
- that there are virtually no more regular consusnarder the age of 25;

- that in a market of 30 million wine consumersli®80, France counted 61% of regular
consumers among which 36% were women and 39% aredsionsumers among which one
third were women;

- that with a market of 31 million wine consumens 4005, France only counted 33% of
regular consumers among which one third were woareh 66% of occasional consumers
with a gender balance;

- that the proportion of non-wine consumers overdge of 14 in the general population had
increased from 19% in 1980 to 39% in 2005.

According to the same INRA studies, it is estal@ddlthat an occasional consumer consumes
on average 5 to 6 times less wine than a regulaswuoer. But beyond consumption doses,
consumption patterns also differ. People have @game a regular consumption mainly during
daily meals - where drinking wine was consideredoasl consumption - to more festive and
convivial drinking, which is therefore more ofteccasional.
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The projections for 2015 proposed by Viniflhor dhtRA confirm - if there still was a need
to do so - these underlying trends. Out of a pdpuriaconsidered old enough to consume that
is estimated at 51 million people, the share oltil@gconsumers is projected to reach 13%,
occasional consumers should remain at 43%, so woofdconsumers who also virtually
include half of the population.

Fréquence de consommation de vin.

projection démographique a 2015
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Demographic projection for 2015

Source: VINUFLHOR — INRA—- UM2 Studies on wine comgtion in France

These trends will not reverse in the medium ternd ao scenario assuming a recovery in
consumption is considered. One should, howeverrexuce a progressive form of “landing”
and stabilization in terms of volume of consumptitmoth overall and individual) and in
terms of consumption frequency segmentation.

Conclusions:

1 / In the short, medium and long term, French afoes, but also Italian and Spanish
operators, will still need to seek their sourcegrafvth in export.

2 | A new demand remains to be conquered in styotrglditional wine producing and
consuming countries. For producers from these c@sntnew consumers and new sources of
growth in the long term are not only overseas, tAey also more and more often in their
domestic markets.

The proportion of occasional and non-consumer beingt it is now (over 80% of the French
population now being old enough to consume), these categories will emerge as new
targets to be conquered and retained by all meapeesenting them an appropriate offer and
developing innovative approach strategies. Indeedhe one hand the French operators - but
this also applies to the ltalians and Spaniarddl fa@ unable to achieve international
sustainable development without being able to oaly reinvigorated domestic market where
they will have to be the main beneficiaries, andr@nother hand, increasingly strong foreign
competitors - also seeking new opportunities - maolt fail to target these markets.

In the long run a very different scenario - at oddth the trends observed to date - will
presumably occur in Latin European countries whbtexe is a strong wine tradition: a
gradual rise in consumption based both an increasendividual consumption among
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occasional and new consumers arising among noniowers, given that the number of
regular consumers and their standard consumpti@islevill have stabilized.

2/ What will the new areas of (mass) consumbtich be

Population distribution and world wine consumptiar2005:

Continents Population Percentage Wine consumption (hl) Percentage
Africa 964,294,291 14.40% 6 100 000 3%
Americas 914,401,390 13.65% 49 200 000 21%
Antarctic 1,500 0% 0 0%

Asia 4,044,270,947 60.39% 17 200 000 7%
Europe 739,546,615 11.04% 159 600 000 67%
Oceania 34,941,108 0.52% 5 400 000 2%

In theory, changing demographics should directlyedeine changes in the number of
potential consumers. But other factors come in&ty @nd will influence the distribution of
world consumption: economic development in différ@reas, religious censorship, moral and
social prohibitions, the potential affinity of eaatea with wine and hygienist policies.

In terms of demography, the world population wielp both growing and aging. According
to a UN report published in 2007, there will beiBidn people in 2050 or 2.5 billion more
than there are today. The less developed regiohssevpopulation will settle around 7.9
billion people in 2050 against 5.4 billion todayiJlwnainly absorb this increase. In contrast,
the population in the more developed regions withain the same with 1.2 billion people.

In 2050, the 18 most populous countries will inéud

Rang Pays Population en Population en
2050 2000
6
N
9 Ethiopie 170,98 65,6
17 Ouganda 103,25 23,49

* In millions of inhabitants. Sourcemnited Nations Fund for Population Activitids NFPA), 2004
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One can observe that Asia, which is at presenadyr@rominent as to its population (60% of
the world population) will be one of the major ptgiion (and consumption?) poles in 2050,
and so will be Africa, that is, markets still proponally undersupplied in “wine products”.

However, one can already consider that Pakistadgniesia, Bangladesh, Egypt and Iran -
although among the most populated countries - daoastitute potential targets for obvious
religious censorship reasons.

To these first two criteria - religious censorsbipt also moral and social prohibitions, one
must add an economic development factor. Since v@neot a staple; its consumption is
directly connected to the economic developmentllavedifferent areas. According to a
PricewaterhouseCoope(BWC) study taking the U.S. as base 100, the ricbasitries in
2050 will be:

Country GDP at market exchange rates GDP in PPP terms
(indices in US $ terms
with US =
100) 2007 2050 2007 2050
us 100 100 100 100
Japan 32 19 258 19
China 23 129 51 129
Germany 22 14 20 14
UK 18 14 15 14
France 17 14 15 14
Italy 14 10 13 10
Canada 10 9 10 9
Spain 9 9 10 9
Brazil 8 26 15 26
Russia = 17 17 17
India 7 88 22 88
Korea rd 8 9 =3
Mexico 7 17 10 17
Australia 5] 5] 5 [=]
Turkey 3 10 5 10
Indonesia 3 17 7 17

Source: PricewaterhouseCoopers estimates (usintedMation sources),
PricewaterhouseCoopers LLP — March 2008

According to this study, living standards in West&uropean countries should remain stable
whereas that of emerging countries should expegienttemendous boom. Among the most
rapidly developing countries, taking the U.S. aseba00 taking into account the parity of
these countries’ purchasing power, one can reagpbabeve that China's GDP should grow
from 51 to 129, Brazil's from 15 to 26, Mexico’sofn 10 to 17 and India’s from 22 to 88.
Russia, the USA and Canada should remain at theiemt level of wealth, just like Spain,
France, Italy and the United Kingdom, whereas Jagah Germany should see their wealth
decrease.

The major prospects of future global wine marketeligpment are thus beginning to take
shape. Especially since the each of these couraffesties with wine cannot be doubted.

According to projections made by the Internationéhe and Spirit Record (IWSR) on behalf
of Vinexpo over the period 2008-2012, world constiompis expected to grow by 6% in
volume. Still according to figures provided by tMW¢SR, world consumption in 2012 will
therefore have increased by 14.07% (347.33 milbeliter boxes) as compared to 2003,
which is the equivalent of one year of U.S. proituct the States being thé"4argest
producer.

In terms of value, this increase is even more alw/ia9% in 5 years and +24% in 10 years,
representing a global market of 166.117 billionakslin 2012.
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The study confirms that this growth is no longevein by traditional wine producing and

consuming countries, but by the emergence and dgwent of new consumption poles.
France and Spain - present in the top 10 largesswuoers - have suffered consumption
decreased by respectively -8.69% and -9.06% ower20003-2007 period. This decline is
expected to continue over 2008-2012, representth§1% for France and -5.91% for Spain.
Bear in mind, however that the French’s decreasmmnmsumption should tend to slow down.
Italy appears to still hold its own game with alfastable consumption, which allowed it to

rise to the first world rank in 2007. But by 201l2ings will obviously have changed.

Over the period 2003-2007, among the 10 most wamseming countries, those supporting
the dynamism of the global market were undoubtéutyUSA (14.8% of consumption) and
the United Kingdom (12.4% of consumption). From @6 2012 the U.S. should continue
along the same lines (+11.90%) and become the isoldtigest wine consuming country
before Italy and France. The United Kingdom shdwiever experience a slowdown in the
development of its wine consumption (+5.95%), jast Germany (2% instead of 4%).
However, a 1% growth in these markets represensigaificant volume. This is why
Germany and the United Kingdom in 2012 should kdegr ranks as "$and 4" most
important wine consuming countries.

However, during the same two periods, the highestase rates have been and will still be
recorded by China (+62.78% from 2003 to 2007; +8&&rom 2008 to 2012) and Russia
(+59.24% from 2003 to 2007; +24.48% from 2008 t@2Qwhich means that by 2012 China
and Russia will both have surpassed Spain in tesmsonsumption volume and will
respectively reach the"@and 7' rank among the world’s most important wine conswgni
countries behind Germany, the United Kingdom angeftina.

It should also be noted that other countries sscBrazil and Canada - that are still “in the
middle of the chart’- experience very promisingfpenance levels. Still according to the
IWSR, Brazil has become the second most importante veonsuming country in Latin
America behind Argentina with 326 million litres 2006 and a 369 million litre-prospect for
2011 (source: Wine Business International.com).ofding to a study carried out by the
Institut du Vin Ibravin (Brazilian Wine Institutelhe annual consumption per capita is
currently 2 litres and could reach 9 litres in 208@ich would place the country among the 5
most important wine consuming countries of the glaAs far as Canada is concerned, 580
million bottles will be uncorked in 2012, againgt%4today, or a 3 times greater growth than
that of the global demand.

At the moment, these new markets are still farwattature markets’ consumption per capita
such as France’s for instance. Therefore, thewtirgpotential is enormous.

The main uncertainty, however, rests on India H s&taining many obstacles to the
importation of foreign wines - but which, in pagdjlis probably the country with the greatest
potential since it is designed to become the mogulous country in the world and has a
substantial middle class.

As we approach 2050, one can easily assume thahdireareas of wine consumption in the
world will be:

- China and India that could lead other countiemf Southeast Asia;
- The United States coupled with Canada;
- Brazil coupled with Argentina and Mexico;
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- Europe: countries from Latin Europe whose condionpwill have stabilized, or even
strengthened, along with Germany, the United Kimy@dmd Northern Europe;
- Russia.

Finally, it is important to stress the fact thagybnd figures, other parameters have an
influence on the speed and penetration rate ofwhee product in markets and must
imperatively be taken into account in order to waw aficionados:

- What is the role assigned to food? Is it peregias beneficial or, as is increasingly the case,
as a source of health problems?

- What is the organoleptic profile of an Asian oRassian consumer for instance? (what
tannin, what bitterness? what degree of sweetndd4)& consumption opportunities and
circumstances do they have (at home or outside®d®et or during meals?) ?

- What are their consumption habits? Hot drinkd coinks, drinks at room temperature?

3/ Conclusion: the “New Consumer” profile

The new consumer is not new only in the sensehbas an additional client. Whatever his
geographical origin, what makes him a new consumbis approach to the wine product, his
consumption pattern - at odds with the history efisumption that has dominated in Latin
Europe for quite a few centuries.

Either wine is not part of his reference cultutéat is to say he is discovering the wine - or,
although he does have some wine culture, the dewedot of his socio-economic
environment has prompted him to change his consampethaviour.

This new consumer is therefore to be found botbountries that have already been open to
wine for a number of years such as the United Stdtee United Kingdom and Northern
European countries, in markets that are beginrhieg twine apprenticeship such as China, in
countries that are rediscovering wine such as Ruasd in countries with a strong wine
tradition (Spain, France, ltaly...).

There is no need here to dwell on detail on the c@wsumer profile since many have already
done so, literature on this subject is abundant.

It nevertheless seems important to stress thetfatt

- the new consumer is defined primarily by the thet he is occasional and not very faithful.

- The new consumer is not only to be found beyamdreench or Latin borders.

He is all over the world, including in France.

- The new consumer is, for that matter, not builtacsingle model, he does not have the same
expectations vis-a-vis the wine product everywteard in all circumstances. It is wrong to
think that the new Chinese consumer is in all retsp@entical to the new American or
German consumer. One can speak of local consumg@iamilarly it is wrong to believe that
the new American consumer unavoidably always likegonsume the same type of wine
regardless of his opportunities to consume. Allrlskenkers do not appreciate the same beer
and each individual beer consumer does not nedgsalavays drink the same beer.
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- For the new consumer, or rather the new consymang is no longer just a food product he
considers necessary, unlike the regular user to yalojust more or less need to provide a
wine supply. The new consumer, having to be attthtd this consumer product, must be
studied accurately and segmented, so that the gpradiering and the approach strategy are
as tailored to target markets as can be.

And that's new!

In 2050, the demand for wine will be worldwide.wtll not be uniform for that matter. It
should even be more complex and sophisticatedithsutoday.

B. What place for wine in societ®

The new consumer has to be conquered. As we haarme agove, one has to offer him
products whose features and image are in line Wwith expectations but also with his
aspirations and concerns, both individual and ctlle.

It is clear that the agricultural food productiomawhole is increasingly constrained by two
types of societal issues: public health issueshenone hand, food safety, sustainability and
eco-responsibility on the other.

Wine being an agricultural production, it can nsetape the following considerations.

1/ Wine and public health

Wine being considered as alcohol, this is a masue because it determines - in each market
- the ease with which consumers will have accesgine or not, and symmetrically the ease
with which producers will be able to access congsme

A State’s health policy and its development dinedgépend on four factors:

- its citizens requirements or tolerances with rdda health but also to safety;
- its level of economic development;

- its budgetary constraints;

- the recommendations issued by multilateral autiber

In all traditional Latin European countries thabguce and consume wine, a policy limiting

alcohol - and therefore wine consumption- with lowad lower tolerance levels has already
been implemented for numerous years. This poliepe with specific measures aiming at

significantly reducing or even prohibiting adveirig for alcoholic products. New measures

have even been recently adopted in France to lmit even prevent access to alcoholic
products in a number of circumstances in puble ih workplaces, in the context of student

parties, in petrol stations beyond a certain heta,, Objectives: to reduce the number of road
accidents due to alcohol and to avoid diseasegtkta excessive alcohol consumption so as
to meet a population’s expectations on the one hamdl to reduce the impact of such

accidents and diseases on the development of putdith expenses on the other.

Although public health policies are difficult to gulict accurately, one of the scenarios
proposed by the INRA in its forecasting study “\Bnand Wines”, which we believe is the
most likely is that in countries with strong wineadition that are among the most
economically developed countries, public healthst@ints are bound to stabilize (or loosen

up):
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- we believe that, for fear of the authorities, @ssive reduction of the maximum blood
alcohol content allowed may become counterprodectindeed, if tolerable consuming
thresholds were too low, they would by no meankecethe reality of culturally accepted (or
even encouraged) consumer behaviours in theserasint

- because an effective long term public healthgyoiust be based on consumer education
and not just on the simple idea that a frameworkcollective behaviours (restricting
advertisement, enforcing anti-alcoholic regulatiapsis enough to induce behavioural
changes in private spheres.

Concomitantly, an overall concept of food hygiendl \gradually prevail in developed
countries. It will be the result of the synergy alg@® factors:

- Consumers are increasingly concerned about dthaireating practices.

- Scientific progress will allow better knowledgdé the functionality of nutrients and
individuals’ genetic ability to make the most oéth.

- Private health insurance is bound to develop.

By 2050, all this will contribute to stabilizing plic health policy constraints in developed
countries. Yet, over the next 40 years, public theabnstraints in emerging new wine-
consuming countries are bound to develop and cgevewards the level of those prevailing
in developed countries. They will obviously notthe same since each country has its own
specificities on the subject, but they will be jastpregnant.

On an international level, the WHO should contintse fight against obesity which has
become, after tobacco and alcohol, the new majakrigderms of public health.

All drinks will be within the scope of these glolyalhygienist policies and all wine-
consuming countries will be constrained by possigle regulations.

It would be counterproductive for players in thisc®r to fight head-on against these
constraints, to stand in their way; otherwise theyuld be liable to compared to tobacco
manufacturers. To try to overcome these constramnt$o circumscribe their hampering

effects and make sure wine is no longer perceiviy as an alcoholic beverage, the actors in
the sector will need to apply means and develogtesires highlighting the actual positive

aspects of wine in terms of health in a contexhoflerate consumption.

As an example, developing the use of wine extraatsh as polyphenols in cosmetics or
developing the concept of FOSHBood for Special Health Uses) likely to enhance the
image of wine.
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Here again, the level of economic development isrgrortant element, so are the changes in
the global regulatory framework.

2 /| Food safety, sustainability and eco-respontjbil

The higher the economic development of a counlrg,rhore a consumer is aware that his
food consumption has an influence on his healtd,tae more he is sensitive to changes in
his environment and concerned about the impacisdbéhaviour on this environment.

Furthermore, it is clear that for the past few gemform of world public opinion has emerged
and expresses itself on major issues affectindutuee of the planet and weighing heavily on
political decisions and on the evolution of constiorppatterns.

Pressure from consumers and authorities on thesegswill naturally increase, stronger and
stronger obligations will progressively be implerregh As an example, given the impact of
pesticides on human health and on the environntlesit, use will be increasingly regulated
and may even - under the influence of extreme pressbe banned from a number of
countries by 2050. Yet, viticulture is a major comer of these products.

Another example is that - as we approach 2050ecahomic sectors will need to adapt to the
regulations that are to be implemented so as tib their environmental impact, particularly
as regards CO2 emissions, and to meet consumectakpas on this issue.

As a consequence, wine producers will probably havarint the amount of CO2 needed to
produce one litre of wine on the back of each botBesides, a number of wine-growing
regions such as Bordeaux and Champagne have alstadgd to address the problem. A
study conducted at the request of the Conseil pmdéessionnel du Vin de Bordeaux or
Bordeaux Wine Trade Council (CIVB) in 2008 showatttihe annual production of some 760
million bottles of Bordeaux generates 200,000 toihsarbon equivalent (CE).The CIVB has
therefore committed itself to reduce 75% of thessmins by 2050. This process shows that
this problem needs to be anticipated since thegdwmwill not be instantaneous but will take
several decades.
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I1. Major changes will upset the global supply

The wine trade has always been developed towah#s obuntries. Greeks and Romans used
to carry wine from one end of their empire to théheo (export-import). This
internationalization resulted, over the centuriesdapting the wine industry:

- barrels were invented for easier wine transpioria

- vineyards were planted near waterways to circurhvground transportation (more
expensive): in the region of Bordeaux, in the Rhdgabey, in Burgundy...

The share taken by export volumes in global winegsamption has grown significantly over
the last decade: by over 33% in 2005 against 18%eafs ago. All wines are concerned. This
acceleration is related to the emergence of a gipwhenomenon, which is to mark the
sector throughout the Ztentury: the globalization of consumption, as higjited above, but
also the globalization of wine production. Threganahanges can indeed disrupt the current
landscape:

- global warming will lead to amendments in vinarging or even to a shift in production
areas;

- technological revolutions, including the emergent GMOs, should allow wine growing in
many countries;

- a revolution in the sector’s international ecomomsystem itself. Following development
model experienced by the beer industry, the futampetition - by 2050 - could exist not
only among wine producers/exporters who, for thestmgart, sell a number of domestic-
oriented products abroad (a stock-exhausting glydtecing an oversupply situation), it could
also exist among being able to produce “while miamgé i.e. close to the place of
consumption and from a feedstock produced elsewdnedeby others (grapes, grape must or
even wine purchased in bulk) a wine product thategdy and instantly matches consumers’
expectations.

These three major changes will contribute to astetution of the cards in all major
producing areas, with different issues dependintheir levels of development. Accordingly,
one can already distinguish traditional produciogndries (France, Italy, Spain, Portugal),
New World countries (Argentina, Australia, Southriéd, Chile), and discern the emergence
of a “New New World" with major and tier part acto(Brazil, China, India, Georgia,
Bulgaria, Hungary, Ukraine...).

Wine in the world as we approach 2050 - CCEF Foresight Page 16



c €

A. The factors of change in the productive landscap

1 / The climate change: an amendment to vine plgntir a production area
expansion?

The consequences of climate change affect wineugtmuh through 3 channels:

- Higher temperatures accelerate vine’'s developrogele and enables, at the same time, a
number of countries to have a favourable climategfowing grapes (in this regard, France
has experienced a temperature increase of 0.9°Ctlowgast century, and of 0.4°C to 0.6°C
degrees over the last decade).

- A change in rainfall ratios threatens certainiong/countries’ water resources. As a
consequence, a wine competition can arise withrathaps, and possibly questions on the
soundness of irrigation regulations.

- The increased frequency of extreme events suckt@ass with hail or rain weakens
growers’ positions by inducing a significant andagirreversible loss of small elements in
their vineyards’ soil.

Unlike other types of cultivation, vine growing difaonally requires letting the climate do its
work (at least as long as the AOP rules (Appelfati®Origine Protégéer Protected Origin
Appellation)do not change).

Moreover, it is often said that the notion of “t@rf (local land) - essential to the world of
wine - depends by 50% on the climate. That is vdeaermines the differences in taste of a
wine from one year to another and from one regmunitry to another.

So far, global warming has had rather positiveat$f@®n wine. This results in sweeter, more
alcoholic and therefore less acidic wines. Regigits a climate that is imperfectly suited to
viticulture have sometimes managed to achieve goudges in the past 20 years.

But France, with the scorching summer it experidnice 2003, foreshadows what might

happen to traditional wine producing countries. kéar by a stronger summer drought since
June, the heat wave gave birth to a peculiar wha¢ ¢an certainly not be stored very long
even though it is not the announced disaster.

And the phenomenon is not completely new, sinceaforost 20 years, vine and phenology
professionals agree to note the influence of higherperatures on wine quality and vine
development. Such was the theme of the symposidchiheDijon in 2007 by the Climate
Research Centre and the UNESCO “Wine and Cultuhelir®f the University of Burgundy.

Between 1950 and 2000, the growth cycle has shdtedl shortened, especially the grape
maturation period (between floraison and harvdstyas found that - on average - budburst
was 6 days in advance, floraison 11, veraison 18 karvest 17 (G. Jones, Oregon
University).

In the Rhone Valley, the banns on harvesting (baamesa prefectural decree fixing the
official date of the first day of harvest) in Chab@euf du Pape have been advanced by 3
weeks over the last 60 years.
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In the Cotes du Rhone region, they were advancedelayly a month in fifty years. More
generally, all French wine regions are experiendinig phenomenon, since the Bordeaux,
Alsace, Champagne and Burgundy regions are cortterne

For their part, southern vineyards (California, thoAfrica and Australia) bear the brunt of

water stress caused by lesser rainfalls. Austigleaprime example of what could happen to
these countries and to the counties bordering thditérranean Sea including South-Eastern
France. In 2007, extreme heat, coupled with a sedayught and a lack of irrigation caused
the disappearance of thousands of Australian wikersa

The threat on water resources is a reality in Eerrapthe scenarios tending to decrease
summer rainfalls (by approximately 20 to 30%) weomnfirmed in the coming years all
around the Mediterranean Basin, this could leath&o abandonment of vineyards in non-
irrigated areas on this zone.

Another consequence of global warming is that namie more grapes are roasted by the heat,
leading to lower yields and - in some cases - @r tfover-ripening”, which forces certain
countries to de-alcoholise their production (e.gp&l Valley where 75% of the wines has to
be de-alcoholised). As a consequence, changesiéngrowing had to be made: less pruning
and trimming to protect the grapes from “roastinggilier harvests to avoid excessive sugar
and therefore unwanted alcohol ratios.

While compliance with typicality could be maintatheiith a moderate temperature increase
of 2 to 3°C, things would be different beyond it@4to 5°C). Still, climate models and an
assumed development in CO2 emissions anticipalebalgvarming of 1.4°C to 5.8°C during
the current century. This could lead to two phenaane

- a shift in production areas;

- an obligation to adapt vines to new temperatued therefore to experience a greater
change in typicality.

Since 1950, the geographical zone that is favoarabl vine culture (mean temperature
between 10°C and 20°C) has moved by 80 to 240 kmartts the poles (according to G.
Jones). According to the Intergovernmental PaneClimate Change (IPCC), an increase of
one degree in temperature equals a displacemeneaty 160 km to the north. With the
higher temperatures that are forecasted (1.4°C8ttC5over 100 years), one can imagine that,
considering the current state of things, the mustatened vineyards worldwide will be those
in regions that have a Mediterranean climate: FeaBpain, Italy, Australia, South Africa and
California. The consequences will be excessive, lieatight and soil erosion.

Conversely, Southern England - where vines hadpdeared between 1550 and 1850 due to
of the “small ice age” - could benefit from thisnchte change and be able to grow the
precious grapes again, as was the case in tharXi X1i" centuries.

Other European countries could also benefit froim tlew climate distribution at some point
in this century, such as Belgium, whose curreneyamds do not exceed 60 hectares, the
Netherlands or even the south of Sweden (where tlezady are a few vineyards) in the case
the weather gets 4°C to 5°C warmer. In the resthefworld, global warming would be
welcome in Oregon, and in several regions of Can@tiana and its Penglai region - known
as the Chinese Bordeaux, since it is located asdhge latitude - could then afford to initiate
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cultivation on a larger scale by growing vine refj@ss of the altitude. The map below gives a
rough idea of the outreach of this phenomenon. Bdre that is conducive to vine growing
tends to move toward the poles.

Northern Hemispheis 1998 Giowing Season Average Temperatures ("C. Apr-Oet) Noithein Hemisphere 2048 Giowing Season Average Temperatires [C, Apr-Det)

‘i:‘ "Z'?’“S

- .

Source: Climate Change: Observations, Projecti@m& General Implications for
Viticulture and Wine Productionl
Gregory V. Jones

G. Jones’s study - from which this map was borwanalyses the case of Bordeaux wines.
Temperature rises in this region should reach aqpmattely 2.3°C, which would consistently
alter the average temperature of 16.5°C observedtbe last 50 years.

However, an average temperature of 18.3°C duriaggtbwing season would place Bordeaux
at the farmost limit of optimum temperature for mamarieties of red wines.

According to Jean-Pierre Chabin from the Universify Burgundy, certain regions will
therefore experience an extension of their vineyart for others it will decrease. But during
this shift in production areas, we will also witaes change in the typicality of wines and an
adjustment of the oenological practices, which wifluse them an obvious problem in
retaining their AOC status.

Traditional varieties will no longer offer the sartypicality. For instance, in Beaune in the
Burgundy region, pinot noir would offer the typiitplof a Cote du Rhone from the Vienne
area, which perfectly illustrates the latitude-heansfer between two regions.

Then, because of vine’s shorter growing cycle,gbeod where the quality of a vine is most
susceptible to heat (floraison-maturity) would b&lsammer, when the expected warming
would be the greatest since it will have shifteghirlate August to mid-July. The temperature
rise would therefore be twofold. Agronomic expextvgill have to evolve and be able to solve
these problems in order to preserve wine charatitesiand cultivation within each region.
By merely observing major trends, one can assaitt ¥imes will be higher and wider to
reduce the effects of sunlight and that producelisneed to adjust fertilization and irrigation.
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They will need vines that are more resistant teasges, heat and cold, humidity and drought;
They will have to work with yeasts whose yieldsad¢ohol are lower in areas with high
temperatures, and with yeasts whose yields of alcate higher in temperate zones; they will
have to pluck leaves on the vines to reduce threidyxction or reduce the planting density to
diminish water stress and production.

The vines will also be adapted to each countryls meather patterns. Already, Mourvedre
grapes are now planted all through the Languedbeyeas they used to be found only in the
Bandol area. In the same way, Merlot - anotheretart may possibly spread northward
towards Germany. Syrah cultivation could sprea@wogundy and Champagne and replace
Pinot noir, Burgundian Pinot could move to the kraf Lorraine, and one can imagine
growing Chardonnay Champagne in Kent chalk.

Knowing that a vineyard is planted for several diesa it is important to anticipate these
issues so as to determine whether the respons&di®automatic or gradual over time.

2/ The technological revolution of grapevine

Never has viticulture seemed poised to be conttdhat well. The use of modern technology
illustrates perfectly well a willingness to appliyet same recipes to vineyard as to other
cultures. Thus, two major revolutions are underwihg: development of precision viticulture
and the prospect of introducing GMOs.

Precision viticulture results from a wish to disperio each point of a plot - or even to each
vine - the most appropriate technical maintenaticeelies partly on mapping each plot
according to its soil characteristics, disease equidality or performance and partly on the
digitization of this data and on the developmengpplications offering vine growers a real
automatic and targeted autopilot (via a coupled YA@B6their vineyards, according to the
characteristics of each plot and the variabilitygtthnay exist their various plots. Thus, if the
vines of a plot proved to be more susceptible tolem attacks, they will be able to target the
application of a treatment and to administer aipeedosage from a sprayer equipped with a
duly informed GPS device. Sensors will be able étect infections vine by vine and apply
the appropriate treatment immediately and autoraliti¢chlorosis, downy mildew, powdery
mildew, and even parasites, acarids, grapevine woim

Precision viticulture therefore allows reducinghot
- product and energy waste in the interests of mgaging and environmental friendliness;

- performance gaps between different parts of émeesvineyard.

In the “prestige” wine category, a grower canndoraf to have several dozens of vines with
different yields. As to producers who rely heawly the typicality of their wines, precision
viticulture would enable them highlight their sfexties.

It also appears that the future of viticulturalheiues relies on the use of GMOs. Fourth
plant whose genome has been sequenced - so fastiamted 14,000 genes have been
identified out of the 30,000 included by grapeviaepong which genes for resistance to
powdery mildew or genes controlling vine growthiugtape berry development. Others are
being authenticated which will allow controllingettsize of the berries. It is also estimated
that the grape genome will have been entirely sscpebwithin 15 years.
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One can imagine at once the consequences a peréstery of wine genetics could have.
This would allow creating and growing vines thag amore resistant to diseases, to cold, to
drought and to humidity. In addition, working wigleasts whose vyields of alcohol are higher
in areas with low temperatures, lower in areas wi#ltmer temperatures or higher in more
temperate climate zones would make wine produgtiossible in much larger a space than
what can be done for the moment. These two phenamauld therefore allow adapting
viticulture to all sorts of climates and vineyaamdtls and therefore to all sorts of regions in the
world. One could therefore find “typical” wines eywhere; the geographic factor would no
longer have an influence. In this scenario, vinesild be — in the same way as “creepers”
grown under a wide range of climates.

The impact on production levels and global competitess is therefore obvious in terms of
increased resources in grapes, less direct butllgqoaportant in terms of organising the
global channel (see next section).

Moreover, this would certainly distort competitiamong countries that are more open to this
issue than others. Similar to the recent developsnexperienced in the agri-food sector, the
wine world could progress at two different rhythoms this issue. For instance, Australians
will undoubtedly refuse to helplessly watch thetdegion of their vineyards by drought.
Americans will certainly not deprive themselvesnirgenetic resources allowing them to
improve their grapes (namely to lower their sugamalsohol ratios) and strive for optimal
quality. Neither will the Chinese have too manyugdes in using GMO vines.

France, which conducts trials behind closed daoiGalmar - testing a transgene against the
“Fanleaf” disease - would refuse to be left behamdthis issue. But this research work has
been and must still remain confidential - at leadtEurope. Indeed, GMOs having the image
they have, their use in viticulture or any commatimn on research done in that area could
have dreadful consequences on wine marketing -e sihis product is perceived as the
symbol of a timeless art de vivre. Moreover, Eusspeonsumers, and therefore the European
authorities have - until now - adopted an unquestite anti-GMO attitude.

3 / A more globalized food type offer following te&ample of beer/brewery

There are striking similarities between the evolutexperienced by the global beer market
economic system - in which Germany has lost itd fitace - and the transformations that are
currently affecting the world of wine within whidirance is poised to lose its leadership,
which will undoubtedly be a revolution as we apgio2050.

In our collective imagination, Germany is the lavfdbeer as France is the land of wine. It
counts nearly 1,300 breweries producing over 5/@@Mhds. In the same way as the French
appellations system, the “purity law” dictates tbely ingredients allowed in bottom-
fermenting beer (water, barley malt and hops) aawllargely ensured the prestige of German
beers. Its market is thé'Bargest major world market behind China, the WhfBates, Russia
and Brazil due to its level of consumption per tapivhich is the highest of all major markets
(95L/inhab/year) and German beer export has inecehg 118% in volume in 15 years.

Unfortunately, German export growth - largely agbig through low-cost products so as to
use the surplus production capacity — has provdmetaveak as compared to the global trade
growth over the same period (+163%), Germany’s etaskare declined by almost 3% and
its domestic demand is dropping (- 16% between 1881 2001). None of the major world
leading brewers is German. None of the large iatéwnal brands is German.
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Beyond the supply-demand mismatch (products thatt@o typical for traditional German
consumers), explaining the loss of the German Isage is simple: the international
economic model upon which the beer market reliesdie@nged, and Germany has failed to
adapt as to it much as other countries, sufferimgniy from the lack of major international
groups.

Since the late 90s, the phenomenon that consistembncentrating and internationalizing
brands and brand operators has accelerated. Ied®,yand by purchasing many breweries
around the world, the top four brewers have impdotheir global market share from 18% to
51%! Such is the case for AB-Inbev (Stella Artoi8rahma + Anheuser-Bush), SABMiller,
Heineken and Carlsberg, which are Belgian, Englsitch and Danish and who weigh more
than the German market whereas the German induatking cohesion because it is overly
regulated and protected, is still trying to generational players.

This gradual and inevitable concentration processecwith a radical transformation of the
international development method. The “while mariggt production logic has replaced the
export logic.

German brewers are still exporting their producisainly to Europe - part of which at low
prices to exploit their surplus production capaeityl they are often limited as concerns their
growth in emerging countries because of their hpgice positioning (related to transport
costs, taxes...) and to their distribution methodugh specialized importers who are growing
increasingly weak as opposed to mass-market retaildajor international operators - after
having been large exporters - have gone past thge sand now focus, mainly in emerging
markets, on their “while marketing” production. Buzing locally in the target market
enables them to offer products that are bettertadap their customers’ needs, better quality
than local beers at more competitive prices thgmomed beers. For instance, in 2004, Beck's
- a brand from the Belgian group Ab-InBev - switdh® local manufacture in Bulgaria.
Within one year its sales volumes grew from 5,00Q10,000 hl. And this is the way major
world leading brewing groups managed to build giromternational brands, enjoying high
consumer visibility. They were able to rely on maf#stribution, which was especially
concerned by mass consumption products.

Could wine experience the same changes? The preeesss to be underway.

Between 1980 and 2005, 1265 restructuring opematiorthe world of wine were achieved
(According to an INRA Study entitled "Globalizatimi the world wine market and
restructuring of the supply-side) published by th&RA Social Sciences, Agriculture and
Food, Space and EnvironmenEven if the trend is downward since 2003, the
internationalization phenomenon through IDEs shautdease. This serves several purposes:

- Seeking the critical size (approximately $ 300liom) in order to benefit from scale
economies.

- Increased awareness among consumers througbng sind visible brand.
- Securing supplies, which is a priority when ggéabrand aims at having a constant raw

material supply while responding to precise speations. All inter-tropical vineyards seem
to have a great potential to fulfil this task, @rheir climate allows several harvests a year.
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- Controlling distribution networks that can meatge retailers’ requirements or be closer to
consumers.

Regarding the “while marketing” production, the @eses seems to already have started also
by the achievement of the first stage, namely “e/milarketing” wine bottling. For instance,
the Castel Group owns a plant in Russia that inspand bottles bulk wine. These wines can
therefore be well positioned at more competitiviegs, which allows this French operator to
keep growing despite the current crisis.

Another example is Waverley in the United Kingdorhis Scottish & Newcastle subsidiary
(now Heineken) has imported bulk wine from Frartay, Australia, South Africa and Chile
for years... Waverley’s marketing approach is dedifrom its belonging to a brewery group.
Its brands, products, packaging and marketing nastiaere developed after extensive studies
to target various consumer groups and respond ppately to their expectations. Their
trademark “Oliver & Greg's,” for instance, targetsieophyte public that only identifies with
grape varieties and with brief taste descriptidite origins of a wine are discreetly relegated
to the mandatory notice, and can - of course - ghatcording to their supply conditions.
This brand is sold in small bottles on clever raitle allow their promotion on the counter in
pubs.

Thus, by 2050, in the vein of what happened inltber sector and similar to what exists in
other agro-food sectors such as bottled water, daivactors may possibly appear and grab
an important part of the global market or, morectliya operators with an international
dimension, capable of manufacturing “while markgtiproducts i.e. close to their final
consumers, offering wine that perfectly matche# ttastes and adapting their packaging and
prices by transforming, collecting or bottling gesp must or wine purchased in bulk from
other producers in other countries. According ise thodel, those who create the value are no
longer those who produce raw materials, but thdse nansform it.

In such a scenario, competition no longer takesepmong wine producers and exporters
alone as is the case now, but among them on thehand and international groups
transforming raw grapes or wine material (produelsgwhere and by others) on the other,
with — as main referees — the consumers and distrig.

B. Production areas: towards redistributing the cads?

3 production areas seem to be emerging as we appr2@50, each one having to face
different challenges.

France, Spain and ltaly, and more generally thedf® on the threshold of a significant
change since the new Common Market Organization@rMadopted in 2008 - will be fully
effective on 1 August 2009. Developed with - amotiger objectives — their determination
to clarify the European offer, the new COM shouldessence provide a certain consistency
among the various wine producing countries, whidhpessibly increase competition among
them. Furthermore, climatic changes may disrug twnstruction and the new regulatory
framework resulting from lengthy negotiations betwé/lember States could rapidly become
ill-adapted to the revolutions the world of winealsout to experience.

For its own part, the “New World” (the U.S., Audiaa South Africa...) symbolizing in the
past 20 year the success of a new notion of wiwéh less stress and more innovation - is
forced to streamline its production and move towaad model that is closer to that of

Wine in the world as we approach 2050 - CCEF Foresight Page 23



c €

traditional wine producing countries. This converge of models seems vital to them,
particularly because of the emergence of a “New Méne World”.

This “New New World” is to become the world of nevine producing countries or formerly
wine producing countries having resumed productishether they are globally oriented
frontrunners with a high potential such as Chindjd, Brazil or second-tier actors, locally or
regionally-oriented as some countries in Eastermofel (Bulgaria, Georgia, Hungary,
Ukraine...) or Mediterranean (Algeria, Lebanon, btmo, Tunisia or Turkey).

1/ The “New New World”: A new El Dorado?

As mentioned above, global warming will lead to expansion of the production areas,
allowing a number of countries that did not have tapacity to produce grapes and wine to
do so. Technological developments in viticulturell valso offer a possibility to adapt
cultivation to climate and soil specificities anal ¢ontrol most hazards. Finally, this new
economic model, which should lead to greater giababn and to the possible emergence of
wine “multinationals” might develop via this oppanity to establish grape or wine factories
in a number of countries.

Two categories of countries, however, deserve tdistenguished. The first one includes the
future wine giants China, Brazil and possibly Indra bound to become. The second includes
countries having different and smaller potentialdjich will be able to target regional
markets, fill niches and even serve as relay suppags.

1.1/ Future wine giants

Countries with similar characteristics fall intasttategory. Gradually developing their wine
production with the ambition and potential to ocglgading positions worldwide in the next
few years, they should be the primary and main fi@ages of the combination of 3 factors
that will upset the global production system (seeve).

In 10 years, China has seen its vineyard surfaoce by 176.3% and reach 500,000 hectares
(6% of the total vineyard surface in the world)dats production increase by 94.7% making
it the 8" vineyard in the world in 2007 and th® &ine producer in 2008. At the same time,
its exports have dramatically increased: + 500%adtue and + 232% in volume between
2005 and 2007. One can easily imagine the prognase by China, knowing that the average
annual production has increased from 2.734 milhentolitres over the1986-90 period to 12
million hectolitres in 2005. Currently, China ha3 major wine producing regions, each one
of them having a different geographic and climabafiguration. In 2050, owing to scientific
advances and climate changes, China will be abpeaduce extremely consistent volumes of
grapes and/or wine. By calling on foreign expeessistance when necessary, it will also
produce much better quality wines than its curggntuction, with which it satisfies 90% of
its local demand. As a proof, the example of Chatesite, which has recently announced its
intention to produce a Grand Cru (vintage winelimna in the (East) Shandong Peninsula.
The Shihezi and Xinjiang regions enjoy indisputatdéural conditions with a mild climate,
moderate rainfalls and a fertile soil without ptdiots; they are equally propitious for the
production of excellent wines. The country curngrtisposes of 4 major players: Changyu,
that holds 20% of the market share, Great Wall3%J, Tonghua (14%) and Dynasty (10%),
although for the time being Chinese operators amstly limited to their region, including
Japan (75% of the exports).
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Brazil also disposes of vast arable land resources, wirmide it with a great potential. In
2007, the Brazilian vineyard spread over 88,00Qdres, representing a 20.6% increase over
2007. Brazilian production, on its side amounte@1@ million litres, driving the country to
the 1%" rank among world producers. Its exports are &illy weak and reach - for the
moment - no more than 3.5 million litres. But Biazultivating only 6% of its lands, is seen
as a serious competitor, particularly the statRiofGrande do Sul where 90% of the national
volume is produced. The country also enjoys quitetéd regulatory constraints. Thus, an
improved irrigation system in the desert regiorsab Francisco River Valley can increase the
local production each year despite very difficdnditions for vines. Just like Australia that
benefits from the “Winemakers Federation of Ausdfal- capable of designing plans
involving the trade - Brazil has equipped itselRd04 with its first wine consortium (“Wines
from Brazil”). Accordingly, whereas Brazilian experkept dropping for years, the trend is
currently rising (+ 30% in value between 2005 af@7).

In India, the production is still in its early dayadeed, its vineyards, with an overall size of
60,000 hectares in 2007 have increased by 65% yeaf¥. There are currently 50 vineyards,
half of which were planted during the last few yedrhey are spread across 3 regions of the
West Coast. But new areas are now being planteiia is, with China the country that has
the greatest capacity to develop high quality wirsesl will possibly reach the “Premium”
category (20% of its production). Its wines areoaleecoming better and better known
worldwide. This is evidenced by the fact that Imdigine exports are growing increasingly
fast in terms of value than in volume. Its majorrke# players are Chateau Indage, which
provides 40% of the Indian production (3.6 milliines), Sula Vineyards (25%, 2.4 million
litres) and Grover Vineyards (15%, 1.2 million di).

Accordingly, in the future, India will be able toamket quality wines competing with the high
standards to be found in other more “experiencedid$. Moreover, the hot and humid
climate prevailing in the country enables vine geosvto harvest twice a year, which makes
them very competitive in terms of volume

1.2 / Second-tier actors

Next to China, Brazil and India that have an expbiaé potential, other countries are to be
found that, far from being able to compete withsthgiants, will certainly defend their assets.
Among them, some will specialize in growing grapesarge quantities and selling them to
other countries or to large multinationals thatl wial in turn with transforming them into
wine or other wine products.

With 3.5 to 4.1 million tonnes of grapes a yearnKey is the 8 largest grape producer. Even
if this production is, at the moment, mainly usedrkisins, one can imagine that within a few
years Turkish grapes will become a vital raw mateior a number of countries wishing to
make wine. The same could go for Iran having predudo less than 2.9 million tonnes of
grapes in 2005. Therefore, in the future, countrigl a similar profile will be able to provide
raw material to countries that have none, or totimafionals wanting to ensure their supply.

The North African countries and Lebanon have a lamgemaking tradition that may date
back to the Roman times. Their wine productiontiis marginal and will not compete with
the traditional or the “New World” production binly freeing themselves from the constraints
of traditional production areas and relying on teabgical innovation to cope with global
warming, they could become stronger, due to thetlfet:

- there are niche markets in Europe for their \tgpycal wines;
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- tourism is developing;

- foreign operators need to diversify their sourcesupply and production areas, the closest
being naturally the French, the Italians and thentrds.

Benefitting from a tremendous historical opportyrtiecause of their geographical proximity
with Russia, they enjoy relatively large vineyarsisecific grape varieties and an ancestral or
even millennium wine tradition. Bulgaria, Georgiadahe Ukraine have assets allowing them
to develop an ambitious wine sector, they are “arfdr international operators, although
major investments will be needed to modernize theiworks.

Bulgaria produced 1.54 million hectolitres in 2006¢ third of which was exported mainly to
Russia and Poland. As for Ukraine, its productior2008 was the highest since 1991 with
2.09 million hectolitres, which represented thehlegt production since 1991 with a 170,000
hectolitre-increase as compared to 2007. As to xp@&rainian wine sales have improved in
volume and value, rising from 170,000 hectolit@2%0,000 hectolitres. Georgia’s case is, in
fact; quite special since the Russian embargo ptesece 2006 threatens the entire Georgian
wine sector although nearly 12 million bottles afdBgian wine were sold each year on the
Russian market before the decision was made. Nefpatential is there and the embargo will
eventually be lifted one day.

The large groups did not miss the point. Accordmgfhe Campari Group has just acquired -
in early 2009 - its first share in the CIS courdrlgy purchasing “Champanskoe” - a wine
factory near Odessa that is at the head of 16 rades and whose production capacity is of
15 million bottles a year. Pernod-Ricard, for thgart, have owned Georgian Wine & Spirits
for several years already.

But these three countries -and more precisely iR@s® all the CIS countries - will remain

anchored to their traditional trading area, nantleé/former USSR. Western Europe is not yet
ready to welcome these wines. There, the competitietween French, Italian, Spanish,
Chilean and Californian wines is already too strém@llow them to accept wines of lesser
reputation.

For its part, Hungary - that also has a fairly lamge tradition - is recovering slowly from a
40-year period of “wine dormancy”. Today, the grdsinvhere vine is cultivated stretch over
93,000 hectares and produce - on average - bet3vBeaand 4.5 million hectolitres a year. The
Hungarians are resuming their relatively large wadoesumption, since it reaches 30to 32 L a
year on average. Hungarian wines can prove to dpe duiality; evidence is provided by the
many medals that some of these wines have gleanedgdcompetitions in London,
Bordeaux, New York. Therefore, Hungary will probalmhostly work on strengthening its
wine sector, enhancing the specificity of its off@nd consolidating its commercial presence
in its niche markets in Europe and outside Europe.

2/ The “New World”: a convergence towards the “@drld” model?

Similar to their new plan the Australians have jdssigned for their wine sector, the “New
World” countries will be compelled, after havingncuered the world, to favour a quality and
value strategy. Australia is indeed a rather spepkkample of what will probably happen in
other New World countries (South Africa, Argentihile, the U.S....).
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Late April 2009, the Australian Wine and Brandy ganation published a report stating that
Australian wines’ exports value had dropped by 14%6s decline is due to increased cheaper
wine exports at the expense of higher segments;hahave declined by 75 million litres.
Anticipating this phenomenon, the AWBC and the WRKWinemakers Federation of
Australia) took the initiative - in May 2007 after year of work - to present a gradual
transformation plan for the sector: “Directions2025”. This plan comes after the previous
“Strategy 2025” plan, which Australia has followsidce 1996 and has allowed the country to
prod - on a number of markets - the largest wiroglpcing countries - even though its targets
were eventually achieved too quickly, which ledbt@rproduction and unbalanced markets.

The new plan - “Directions 2025” - should improwe tvalue and image of Australian wines.
The key words are not only volume and conquerimgifm market but also profitability, sales
growth in terms of value and segmentation. Firsbiious short-term objective: to have
increased sales abroad and in the domestic mayk&b% in value by 2010-2011 and reach
30 billion Australian dollars against 26 billionrézasted to date. This strategy is no longer
only quantitative but also qualitative. This isawoid overproduction at all costs, since it has
depressed prices and harmed the profitability afiynaine companies throughout the country
for the past few years.

Especially since, as has highlighted above, the N&wrld is no longer alone, and is
preparing to gradually cope with new competitorowhll not hesitate to use the recipes that
have made its success. Therefore, Australian wineketing is now strongly focused on
regional and fine wines, with the aim of improvitlgeir positioning. Up-selling and
differentiation will be the new leitmotivs. Commuation on these products will be adapted
by emphasizing the different varietals and vinegaxrdailable to Australia.

But this new plan does not only have a marketirigrest. Australia is bearing the brunt of
climate changes. Faced with these changes andtrtiieg scompetition that exists now for
access to water resources, Australian producerfoared to rationalize their production and
improve their environmental performance.

Australia, often a leader and a pioneer among “NA&\rld” countries, illustrates this
convergence of models and the incipient rapprocherbetween “New World” and Old
Europe producers.

More generally, these countries will have to adamifferentiation strategy through strong
marketing, emphasizing the geographical indica{i@h) orientation and combining it with
characteristics that are attributable to the Id&atl. The Americans seem to have begun this
process by establishing AVAs (American Viticultudeea), which are areas with specific
geographical characteristics and whose boundaries defined by the United States
Government Alcohol and Tobacco Tax and Trade Bui@®B). On 23 May 2007, there
were 187 AVAs in 30 states, including more tharuadred in California.

Furthermore, the use of appellation systems sueltlasowledged in the European Union and
within the OIV framework (towards the standardiaatiof geographical indications?) will
allow increasing the heritage valuation of investassets who own a significant part of the
“New World” vineyards.
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Another advantage is that referring to local prdunclands or areas seems to be a way to
limit the risk of seeing brands move to areas wlyeosving induces less stress and proves to
be cheaper (vineyards and even industrial tootetion).

Production with constraints will generate an addalde, as is the case in France for instance.
This will allow the producers to improve their wgiénage and sell them at a higher price. In
the mid 2% century, the “New World” wines - placed in the &rium” category and calling
for the same differentiation criteria - should com#® direct competition with the traditional
French offering. In the opposite case, they willstl head on with the “New New World>»
competition.

But this change of production models in the “Newnfocountries will certainly not be the
only one. The intensity of the climate change majl wermanently penalize them (see the
Australian example). The odds are that they witl atow the fruit of many years of labour to
be destroyed and they will do all they can to adapghe best possible way and save their
products and brands. Moreover, it is certainly faotnothing that the new Australian plan
advocates a commitment to research in developnmmehtraovation. The use of GM vines
could of course be considered. The first step wineldo adapt vines to a new configuration,
but once the first barrier to the use of GMOs hasnbcrossed, these will certainly also be
used to improve wines’ taste and quality. This dardnstitute a decisive advantage for these
countries, enabling them to produce wine that beséts consumers’ expectations. No one
knows yet what the OIV’s reaction facing such clemgill be, and even less how consumers
will respond.Will wines produced from genetically modified vinesport the fact on their
labels? Will GM vine production ratios be limited?

3/ France and Europe: towards which CMO?

Within the European Union, the common organizatdbra market or sector (CMO) is the
regulatory framework establishing the organizatdra market or sector and settling on the
aids and support provided to producers.

The CMO Wine reform results from of several yearsvork at the European Commission
and negotiations between the Member States at t®pEan Parliament (unlike the
Australian plans, for instance, which were drafted professionals). The new regulation,
officially in force since 1 August 2008, is full§fective since I August 2009 and will bring
deep changes, the magnitude and impact of whiclstdrelifficult to comprehend from the
point of view of producers and consumers.

Adopted to overcome the shortcomings of the for@BtO, the new CMO was developed
with the aim to increase the adaptability of thedpean network to new global competition.
Its preparation took placed in a context of cresisl criticism as to the complexity of French
and European systems preventing our operators Btanding up to the “New World”
countries’ competition whose bid was seen as beingh more readable.

The measures are numerous in terms of plantingipraibting, of help in promoting domestic
and external markets, and in terms of oenologicattres. But what appears — for producers
and consumers - as being the key measure is thpifstation of wine segmentation levels on
a 3 level-basis:
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- Protected Designation of Origin (PDO) will repta8OC (Appellation d’Origine Controlée,
(literally Controlled Name of Origin)which more than PDO symbolizes the relationship w
the local land;

- Protected Geographical Indication (PGI) replates former Vin de pays ofliterally
Country Wine)being less restrictive than PDO;

- table wines(VDT or Vins de Tableithout geographical indications with or without
varietal names.

This new European wine regulatory segmentation eiNe each producer to make a new
positioning choice. Michel Roumegoux, former Depltgtyor of Cahors, Special Adviser to
the Minister of Agriculture and Fisheries, sketcheshis “Plan de la filiére vitivinicole
francaise a I’horizon 202QPlan for the French wine industry in 202esented in late 2008
a first trend describing what the evolution of thev configuration of the European market
could be:

- areduced local wine offer, wines with geographand varietal indications
(PGI);

- an increased offer in wines without geographiedications but with varietal grape names
(VDT);

- the PDO segment should remain stable or evenriexpe a sales increase following the
AOC change to PDO, which is expected to update A@@s do not deserve their title,
restoring in this way PDOs’ meaning in terms ofthggality image.

According to Michel Roumegoux, this should hardlgka any difference as to the European -
and especially to the French - supply whose lagjamres will remain focused on opening
and standard ranges. In other words, improvingctimpetitiveness of the European offer as
allowed by the new CMO should not be accompaniedrbypmarket move, better recovery
or greater profitability in this sector, whereas ouain competitors in the New World have
already started to engage into an opposite strategy

But will the climate changes affecting Europe ofiadje the CMO? Will there still be a
difference between local lands (PDO) and terri®(l&P) by 20147

The consequences of global warming are detailedveabGhanges in their climate could

contribute in altering the current configurationtbé various local lands (50% of the local

lands are characterized by their climate). Thus,véry strict criteria established to supervise
PDOs will be difficult to reconcile with the maimt@nce of existing local characteristics. For
instance, if the temperature increase actuallyhea@.3°C in the Bordeaux region, will a

Medoc still bear the same characteristics? Or af thmperature increase is so high that it
forces growers to change the way they plant thietspwill PDOs be preserved under good
conditions? Through the numerous questions trighgbyethe climate change, the whole new
CMO model itself could be questioned. And paradaikyc it is precisely when the Europe of

wine - after having negotiated and legislated -alfin disposes of a new unifying and

consistent framework, that global warming is likébycontribute in redistributing the cards

inside this zone.
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But within the CMO itself, the question of maintiaig differences on the long-term between
local lands (PDO) and territories (PGI) ariseseledl, although at the regulatory level and the
differences between PDO and PGI are real - in goessi minds confusion may well be
created over time. Furthermore, if climate changgspen to change local lands, where will
the boundary be between local lands and territeries
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