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Bunge beginning to budge

Getting food from the farm to our plates is complicated but agribusinesses try to simplify the process. Bunge’s
operations include agricultural commodity trading, storage, transportation, processing, packaging and
distribution. These are all capital intensive and difficult to break into. This doesn’'t mean there aren’'t market
pressures for those who are already in it to perform on behalf of shareholders. However, it does mean that
competitors are less likely to replicate assets. They generally buy market share rather than build it.

Bunge is the smallest of the big 4 “ABCD” global players (along with Archer Daniels, Cargill, and Dreyfus). Due
to the structure of the market, economies of scale, and network effects, there tends to be regional dominance
amongst large players. Relative to peers, Bunge is differentiated by its outsized exposure to Brazil and to
soybeans; whereas Archer Daniels has relatively more exposure to the United States and to corn.

Dominance doesn’t automatically mean good times. It simply provides an opportunity. On paper, Brazil is one
of the largest, and fastest growing, agricultural economies. Bunge’s unique position should enable the company
to benefit over the long term. Despite this, earnings have disappointed this year, and the share price has
significantly underperformed peers. Trucker strikes in Brazil weighed and Chinese tariffs on US Soybeans have
dampened sentiment. The truckers strike is now over and the Chinese recently resumed buying US soybeans.

Unsurprisingly, underperformance in an industry where the physical capital is still attractive leads to
increasing outside interest. Activist investors start pressuring shareholders and management, and
competitors get their wallets out. Bunge has reportedly been approached, and has rebuffed, two prospective
buyers in the last two years (Glencore and Archer Daniels). There are significant regional, product and scale
synergies available for a prospective buyer.

Despite sustained resistance and continued pressure, management has recently given some ground. After
another profit warning, several new board members have been added and an “all options” strategic review has
started. It is being chaired by Paul Fribourg from Continental Grains. The Fribourg family are one of the few
successful dynasties to have dominated the agribusiness since the 1800s. Having sold their grain unit to Cargill
in 1999, the Fribourgs have since been involved in some of the most prominent mergers in the industry.

Whilst a sale is not guaranteed, the underperformance has meant we were given the opportunity to buy a
share of the underlying assets at a cheap price. We believe the changes already made by management, and
those that will take place even if there isn’t a sale, provide downside protection. Meanwhile, if the company,
or even parts of the company, are sold that will provide us with upside. Like spinning a coin where heads you
win, and tails you don’t lose. Old school tangible assets provide a significant margin of safety.

Since we purchased the stock, Bunge has announced the departure of the CEO, Soren Schroder. This removes
another hurdle to talks with would be buyers. At roughly half the market capitalisation as it was 10 years ago,
the Company has said they are open to reengaging in discussions with Glencore and Archer Daniels.

We don’t know what will happen. We know something will happen. Having done our homework, we watch
with interest, and calm confidence.
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Important notice

This document has been created for information purposes only and has been compiled from sources
believed to be reliable. None of Credo, its directors, officers or employees accepts liability for any loss
arising from the use hereof or reliance hereon or for any act or omission by any such person, or makes
any representations as to its accuracy and completeness. This document does not constitute an offer or
solicitation to invest or divest, it is not advice or a personal recommendation nor does it take into account
the particular investment objectives, financial situation or needs of individual clients and if you are
interested in any of the information contained herein, it is recommended that you seek advice concerning
suitability from your investment advisor. Investors are warned that past performance is not necessarily a
guide to future performance, income is not guaranteed, share prices may go up or down and you may not
get back the original capital invested. The value of your investment may also rise or fall due to changes in
tax rates and rates of exchange if different to the currency in which you measure your wealth. Credo Capital
Limited is authorised and regulated by the Financial Conduct Authority, is a member of the London Stock
Exchange, and is an Authorised Financial Services Provider in South Africa.
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