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NARGA has been prompted to make this further submission to the Inquiry by comments made by Mr Roger Corbett, CEO, Woolworths Ltd at his recent appearance before the Committee. Those comments (extracts of which are included in Attachment 1 of this Submission) suggest that Woolworths `allocates’ the cost of running its shopper docket fuel discount offer between its fuel and grocery businesses. As this apportionment of cost enables Woolworths-tied fuel outlets to discount fuel below the prevailing retail market price of fuel in the general locality of that chain-tied fuel outlet, there is a clear danger that this apportionment of cost is being used by Woolworths to enable its tied fuel outlets to offer artificially lower retail fuel prices in that locality to the detriment of competition in that retail fuel market.
This artificial lowering of the retail fuel price at Woolworths-tied outlets to a price below the market price prevailing in the general locality of that outlet runs the considerable risk of effectively preventing independently operated fuel outlets from being able to compete vigorously with Woolworths-tied fuel outlets. With the artificially lower retail fuel prices that Woolworths can offer by allowing their grocery side of the business to carry some of the cost of the shopper docket fuel discount used to lower the retail fuel price at Woolworths-tied outlets, independently operated fuel outlets must either match the discount or run the risk of going out of business. While Woolworths is able to cross subsidise the cost of any fuel discount through its grocery business, independently operated fuel outlets have limited or no opportunity to apportion costs between related businesses. Those independently operated fuel outlets simply do not have the deep pockets of the chains, particularly given that their fuel business typically constitutes their main or sole business. The inability of those independently operated fuel chains to cross subsidise lower fuel prices from grocery sales or to allocate costs across related businesses means that Woolworths can continue to artificially lower the retail price of fuel at their tied-outlets to the detriment of those independently operated fuel outlets and ultimately to the detriment of competition in the retail fuel market.
In these circumstances, NARGA is concerned that the proposed joint venture between Woolworths and Caltex may impact adversely on competition in the retail fuel market. In particular, NARGA is concerned that the offer of a discount on the purchase of fuel from joint venture-operated fuel outlets following qualifying purchases from Woolworths retail outlets will have the effect of tying Woolworths customers to those joint venture-operated fuel outlets to the exclusion of other fuel outlets. 

This is particularly so in circumstances where such Woolworths customers will typically receive 4 cents per litre off the prevailing retail price of fuel at the joint-venture operated fuel outlet. Given that the prevailing retail price of fuel (i.e. before any discounts) at the joint-venture operated fuel outlet is highly likely to be at or close to retail market price of fuel in the general locality of that fuel outlet, it is readily apparent that Woolworths customers are quite likely to be paying 4 cents below what would otherwise be the retail market price of fuel in the general locality of the joint venture-operated fuel outlet.
While the level of tying between joint venture-operated fuel outlets and Woolworths retail outlets will clearly depend on the redemption rate of shopper docket fuel discounts by Woolworths retail customers, NARGA would submit that a very high rate of redemption is likely as it would appear that one of the key motivations behind the proposed joint venture is to make fuel outlets at which the shopper docket fuel discount offer is redeemable more accessible to Woolworths retail customers. The greater accessibility of the joint venture-operated fuel outlets, together with what may effectively be a 4 cent discount off the retail market price of fuel in the general locality of the joint venture-operated fuel outlet, is likely to mean that there will be a very high rate of redemption of shopper docket fuel discounts effectively tying fuel purchases of Woolworths retail customers to the joint venture-operated fuel outlets.

In NARGA’s opinion, the higher the redemption rate of shopper docket fuel discounts, the greater the number of Woolworths retail customers that will purchase fuel from joint venture-operated fuel outlets to the obvious exclusion of other fuel outlets. Under such a scenario, the volumes of joint venture-operated fuel outlets are likely to expand to the detriment of those other fuel outlets. Given that fuel retailing is a low margin/high volume business, there is a real danger that a substantial reduction in volumes of independently operated outlets will result in those outlets going out of business or not offering the level of competitive tension that they may currently provide. Unlike Woolworths, which can fall back on its profits from retail grocery sales to help cover low margins or any losses on fuel sales, independent fuel operators have limited, if any, opportunity to fall back on profits from other related businesses to support low margins or losses on fuel sales. 
In short, a Woolworths customer receiving a shopper docket fuel discount is also highly likely to become a customer of a joint venture operated fuel outlet. To this extent, the shopper docket fuel discount is, with one possible exception, likely to have the effect of shifting substantial custom from non-joint venture fuel outlets to joint venture operated fuel outlets. The one possible exception relates to those other fuel outlets linked to Coles’ equivalent shopper docket fuel discount offer. In the case of Coles customers, such customers will have been tied to those Shell fuel outlets at which the shopper docket fuel discounts are redeemable.

Overall, NARGA’s concerns relate to the tying of fuel purchases by Woolworths customers to joint venture-operated fuel outlets in circumstances where Coles, the other major supermarket chain, is also seeking to tie its customer’s fuel purchases to particular Shell outlets. In these circumstances and given the possibility of very high redemption rates of shopper docket fuel discounts at those chain-tied fuel outlets, NARGA believes that there is a high risk that the fuel purchases by customers of the chains will become concentrated in the hands of those chain-tied fuel outlets. Given that the chains control up to 76% of the national packaged grocery market, NARGA believes that there is a danger that fuel sales through chain-tied fuel outlets may come to represent a similar percentage as that in the national packaged grocery market.
Were the chains to secure such a high percentage of the retail fuel market, then that would, in NARGA’s opinion, be likely to lessen the level of competition in the retail fuel market as the ability of non-chain tied fuel outlets to secure custom would be greatly reduced in view of their limited or non-existent ability to offer equivalent discounts on fuel purchases as those offered by the chains to those customers making qualifying grocery purchases at their retail outlets. With the chain-tied fuel outlets being effectively able, through the shopper docket fuel discount offer, to give at least a 4 cent discount off the retail market price of fuel in their general locality, is it apparent that, unless non-chain tied fuel outlets are able to offer a similar 4 cent discount, customers of the chains entitled to a shopper docket fuel discount will by-pass non-chain tied fuel outlets.
Given that fuel retailing is a low margin business and that non-tied fuel outlets do not typically have other businesses to cover low margins or losses on fuel sales, there is a real danger that non-chain tied fuel outlets will not ordinarily be able to match the discounted fuel price at chain-tied fuel outlets. In the event that non-chain tied fuel outlets are not able to match the discounted fuel price of chain-tied fuel outlets, those non-chain tied fuel outlets will not be able to compete vigorously with chain-tied fuel outlets and, in time, may be driven out of business, particularly in the case of independently operated fuel outlets.
Clearly, NARGA is concerned at the possible impact on the level of competition in the retail fuel market following the tying of fuel outlets to a particular chain through qualifying purchases at those chains. Importantly, while the tying of fuel discounts at joint-venture operated fuel outlets to qualifying purchases at Woolworths retail outlets will operate to tie Woolworths customers to those joint venture-operated fuel outlets to the exclusion of other fuel outlets, any competitive impact on the retail fuel market generally by the proposed joint venture may be magnified by the similar tying of shopper docket fuel discounts by Coles to particular Shell fuel outlets on the basis that those discounts will equally operate to tie Coles customers to those Shell fuel outlets to the exclusion of other fuel outlets. 
In these circumstances, NARGA would submit that an assessment of the possible impact on competition by the proposed joint venture is to be considered in tandem with the possible impact of the Coles/Shell tie up. The two chain-sponsored shopper docket fuel discount arrangements must not be considered in isolation to one another as, despite being independently operated from one another, there is a risk that any individual impact on competition in the retail fuel market they may have otherwise had in the absence of the other chain-sponsored arrangement could now be magnified by the concurrent operation of the arrangements. 

More importantly, in the case of the proposed joint venture, however, there is the added dimension that Woolworths, a previously independent and vigorous competitor, is proposing to join with Caltex in a tied arrangement with respect to fuel retailing. While Woolworths previously sourced up to 40% of its fuel supplies from independents (See Attachment 1 – comments by Mr Corbett), that is foreshadowed to change in New South Wales and Queensland where the proposed joint venture is to operate, with Woolworths proposing to take supply from Caltex in those States (See Attachment 1 – comments by Mr Corbett).
Accordingly, where the proposed joint venture is to operate, it is envisaged that Woolworths and Caltex will effectively cease to be competitors, instead cooperating through the proposed joint venture arrangement. Rather than Woolworths being a vigorous competitor to Caltex, presently sourcing 40% of its fuel supplies from Caltex’s competitors, Woolworths, will pursuant to the proposed joint venture arrangement, cease to compete with Caltex and will now source fuel supplies from Caltex in those States in which the proposed joint venture is to operate. NARGA is concerned that this state of affairs may further lessen competition in the retail fuel market.
At the heart of NARGA’s concerns lies the issue of the funding of any chain- sponsored shopper docket fuel discount offer and, ultimately, whether or not the chains or their partner oil companies are engaging in any form of cross subsidisation. In particular, given that the shopper docket fuel discount will typically be off the retail market price of fuel in the general locality of the chain-tied fuel outlet, NARGA is concerned as to how that shopper docket fuel discount will be funded.

For example, NARGA would be concerned if the shopper docket fuel discount was funded by apportioning the cost of the discount between the fuel and the grocery side of the chain’s business. In these circumstances, NARGA would be concerned about the possibility that the retail price of fuel at the chain-tied fuel outlet was being artificially reduced (through an apportionment of costs to the grocery business) below the retail market price of fuel in the general locality of those outlets or possibly even below cost so as to make the shopper docket fuel discount offer attractive to actual or potential retail customers of the chains.
The belief that a retail customer of the chain would be able to buy fuel at a retail market price lower than that prevailing in that customer’s general locality would act as a very powerful incentive for that customer to firstly shop at the chain to qualify for the discount, and to subsequently take advantage of any shopper docket fuel discount at a chain-tied fuel outlet. To this extent, the chain’s ability to enter into arrangements to effectively offer a discount on the retail market price of fuel prevailing in the general locality of the chain-tied fuel outlet can have a dramatic psychological impact on retail customers prompting them to shop at the chain’s retail outlets and tied fuel outlets. In the case of fuel the increased fuel sales are likely to be at the expense of non-chain tied fuel outlets.
NARGA is concerned that any apportionment of costs by the chains between fuel and retail sales will operate to reduce the price of fuel at chain-tied fuel outlets in circumstances where independent non-tied fuel outlets are not able to similarly apportion costs between businesses so as to lower the retail price of fuel at their outlets. The reality is that independent non-tied fuel outlets have very limited or no opportunity to apportion costs between fuel and grocery (or other) businesses as fuel sales may typically be the largest, if not, the only business that they operate.
As suggested above, NARGA’s concerns stem from comments made by Mr Corbett at his recent appearance before the Committee. In particular, the following exchanges between Senator Conroy and Mr Corbett are noteworthy:

“Senator CONROY; I wanted to move on to your fuel offer, if I could. Could you briefly outline your fuel offer? You are in every state now, aren't you?

Mr Corbett; … But the petrol deal is a great deal. We give to a person who spends more than $30 in our store a voucher which gives them 4c a litre off the cost of a full tank of petrol. We see that as a promotional cost to our supermarket and also as a cost to our petrol business. We allocate the cost of that, if you like, benefit to the customer across both businesses.
…
Senator CONROY; You mentioned you distribute I think the benefit across both businesses. 

Mr Corbett; No, we distribute the cost.
Senator CONROY; The cost is across both businesses? 

Mr Corbett; Because there is a benefit to both businesses. It certainly is a sales driver, and it is certainly a petrol driver through the canopies.
Senator CONROY; Coles said that their petrol businesses are stand alone. From that answer I sense that your Woolies petrol business is not stand alone? 

Mr Corbett; As presently constituted it is. But, as is proposed in the Caltex deal, it will become a separate business. It will become a joint venture where we and Caltex will own a share. It will carry part of the discount as well.
Senator CONROY; Are you able to say, then, whether or not it runs at a profit?
Mr Corbett; We would not do something that does not run a profit. Over the whole equation, it runs a profit.
Senator CONROY; Would the petrol business, if you set it aside as a separate business, run at a profit?
Mr Corbett; The answer is that if you allocated the discount appropriately on the benefit, yes, it would run at a profit. But we have not had to look at it that way. We look at it totally. But we anticipate the joint venture, which will carry part of the discount, will run at a profit.
These comments confirm that Woolworths is allocating or apportioning the cost of the shopper docket fuel discount offer between its fuel and grocery related businesses. If this is correct, then NARGA would urge that the Committee ask that the ACCC carefully identify and analyse the impact that Woolworths’ apportioning of costs across its fuel and grocery related businesses has on the level of competition in the retail fuel market. As the Committee is aware, the Senate is able, following the passage of an appropriate motion, to order that the ACCC investigate and report back to the Senate on the impact that the chain-sponsored shopper docket fuel discount offer is having on the level of competition in the retail fuel market. Under s 29(3) of the Trade Practices Act, the ACCC is required to comply with any request by either House of the Parliament to furnish to that House any information concerning the performance of the functions of the ACCC under the Act. The Senate has previously asked that the ACCC investigate grocery pricing practices by suppliers and report back to the Senate. A copy of the motion passed in the Senate in this regard is found in Attachment 2 of this Submission.
As the final report from the ACCC on the retail fuel market is awaited, NARGA would urge that the ACCC be asked by the Senate to make an interim assessment of whether this apportioning of costs by Woolworths leads or is likely to lead to an artificial reduction in the retail price of fuel at the joint venture-operated fuel outlets to either (i) below the retail market price of fuel in the general locality of those outlets, or (ii) below the wholesale cost of fuel to those outlets. In the event that such an interim assessment enabled the ACCC to determine that such apportioning of costs by Woolworths does or is likely to lead to an artificial reduction in the retail price of fuel at the joint venture operated fuel outlets to the detriment of competition in the retail fuel market, then NARGA would ask that Woolworths, as a condition of the ACCC granting immunity under the Trade Practices Act to the proposed joint venture, be asked to give an enforceable undertaking that it refrain from such apportioning of costs between its fuel and grocery businesses.

Similarly, if as suggested by Mr Corbett that the proposed joint venture will be carrying part of the cost of the fuel discount, NARGA would ask that the ACCC consider whether that cost to the proposed joint venture will also be apportioned by Caltex between its joint venture-related fuel business and its non-joint venture related fuel business. In the event that the ACCC was able to determine that such apportioning of costs by Caltex is likely to lead to an artificial reduction in the retail price of fuel at the joint venture-operated fuel outlets to the detriment of competition in the retail fuel market, then NARGA would ask that Caltex, as a condition of the ACCC granting immunity under the Trade Practices Act to the proposed joint venture, also be asked to give an enforceable undertaking that it refrain from such apportioning of costs between its joint venture-related fuel business and its non-joint venture related fuel business.

A similar approach could be adopted in relation to the Coles/Shell arrangement. Such an emphasis on the prevention of cross-subsidisation detrimental to competition in the retail fuel market would be aimed at ensuring that the fuel businesses always stand alone and deliver a commercial rate of return on investment comparable to those rates of return expected of other businesses operated by the chains. Where the fuel businesses of the chains are cross-subsidised by their grocery business, the chains can fine tune that level of cross-subsidy or allocation of costs to the detriment of independently operated fuel outlets and to the ultimate detriment of competition in the retail fuel market.
Similarly, where the chains require a rate of return on investment on the fuel business that is lower than that required of their other businesses, there is the danger that the chains can achieve the same potentially anti-competitive impact on the retail fuel market as they can when they cross-subsidise or allocate the costs of their fuel business across their grocery business. A lower required or `hurdle’ rate of return on investment on the fuel business means that the cost of capital used to support the fuel business is being cross-subsidised or supported by the ability of the chains to achieve or exceed their hurdle rates or return on their other businesses (i.e. grocery and liquor retailing). In the absence of such a cross-subsidy or support from their other businesses there would be a real danger that the fuel business would not achieve the normal rates of return expected of the chains’ other businesses and in ordinary circumstances would be discontinued as not achieving a sufficient rate of return to justify its existence.
In relation to the chains’ fuel business being required to deliver a commercial or hurdle rate of return on investment lower than they would otherwise expect of other businesses they operate, NARGA is concerned at comments by Mr Alan Williams, Chief Operating Officer, Food, Liquor and Fuel, Coles Myer (Extracts included in Attachment 3 of this Submission) to the effect that the Coles fuel business has a different hurdle rate of return on investment to that required of its grocery and liquor businesses. Any differences in hurdle rates of return on investment between different businesses operated by Coles Myer, particularly as they relate to the fuel business, would also be a matter of concern.  NARGA would urge that the Committee ask the ACCC to investigate this additional matter and report back following an assessment of the potentially anti-competitive impact of such differences.
NARGA offers these recommendations with the intention of seeking to ensure that vigorous competition is promoted and maintained in the retail fuel market to the benefit of all consumers. NARGA is concerned that if the chains’ activities in the retail fuel market go unchecked or not carefully scrutinised there would be a real danger that the chains would seek to leverage the market power they have in the retail grocery industry across to the retail fuel market to the detriment of competition in that market. It is critical that the ACCC undertake such scrutiny on behalf of the Senate as a matter of urgency. 

NARGA Recommendations to deal with the potentially anti-competitive impact of shopper docket fuel discounts offered by Woolworths and Coles
(1) That the Senate ask that the ACCC investigate and report back on the impact that the shopper docket fuel discounts are having or likely to have on competition in the retail fuel market;

(2) That the ACCC, following an interim assessment of the competition issues, ask that the chains give enforceable undertakings that they:

(i) will not allocate or apportion costs across their fuel and grocery or other businesses;
(ii) will not in any way cross subsidise or support their fuel business through their grocery or other businesses; 

(iii) will always operate their fuel businesses in a stand alone manner; and
(iv) require that their fuel businesses achieve a hurdle rate of return on investment that is comparable to that required of their other businesses.
(3) That the ACCC, following an interim assessment of the competition issues, ask that the partner/joint venture oil companies give enforceable undertakings that they:

(i) will not allocate or apportion costs across their chain-tied fuel and non-chain-tied fuel businesses;

(ii) will not in any way cross subsidise or support their chain-tied fuel businesses through their non-chain-tied fuel businesses;

(iii) will always operate their chain-tied fuel businesses in a stand alone manner; and
(iv) require that their chain tied fuel businesses achieve a hurdle rate of return on investment that is comparable to that required of their other businesses;

Attachment 1:
Extracts of evidence given by Woolworths representatives at the Senate Economics References Committee Inquiry into the Effectiveness of the Trade Practices Act 1974 in protecting small business on 30 October 2003.
“Senator CONROY; I wanted to move on to your fuel offer, if I could. Could you briefly outline your fuel offer? You are in every state now, aren't you?

Mr Corbett; We are indeed. Just as well, isn't it? This is something that has been offered overseas and customers love it. I suppose underlying all these discussions we have is the principle of what is in the best interests of the customers of Australia. I think this is what is so interesting about the pharmacy debate. The pharmacy debate is, in my view, all about protecting the pharmacists, whereas the amount of money paid by the Australian public and indeed by the federal government in pharmaceutical subsidies could be significantly reduced and I think the customers of Australia would be much                     better off. So underlying all of this is the customers of Australia. 

But the petrol deal is a great deal. We give to a person who spends more                     than $30 in our store a voucher which gives them 4c a litre off the cost of a full tank of petrol. We see that as a promotional cost to our supermarket and also as a cost to our petrol business. We allocate the cost of that, if you like, benefit to the customer across both businesses. We have found that we now have a significant petrol business in Australia about 10 per cent of the market. We pump about 49 million litres. I think we brought a competitive element to the petrol market that has been welcomed by people right across Australia.
(Emphasis added)
Senator CONROY; How long have you been in operation?

Mr Corbett; About six years, something like that.

Mr Jeffs; Yes, since 1997.

Senator CONROY; Who supplies you your petrol?

Mr Corbett; We have a variety of suppliers. The major oil companies supply us about 60 per cent of it, and about 40 per cent we acquire from other sources.
Senator CONROY; Would that be Liberty?

Mr Corbett; Liberty is certainly one of them, yes. Liberty has an arrangement with Caltex, as you would know.

Senator CONROY; It certainly does.

Mr Corbett; And that is good. Our new arrangement, which is just about to be consummated with Caltex, has been necessitated in part by the foreshadowed requirements which would make it difficult for us to sustain regular and reliable supply moving forward. That arrangement relates to buying from Caltex in Queensland and New South Wales. We will work together in the other states, but there will be imported programs as well.

Senator CONROY; So will that 60 per cent increase from the majors be part of that deal or are you factoring that deal into the 60 per cent?
Mr Corbett; No, the 60 per cent as it exists at present.
Senator CONROY; So will it go up to 70 per cent? They are large states, so a substantial amount of fuel is involved.
Mr Corbett; There will be movement, but I am not aware of the exact number. I think one of the interesting things that have occurred has been the petrol situation in Australia. As I have said, it has brought about a wonderful benefit for customers across Australia.

(Emphasis added)
Senator CONROY; You mentioned you distribute I think the benefit across both businesses. 

Mr Corbett; No, we distribute the cost.
Senator CONROY; The cost is across both businesses? 

Mr Corbett; Because there is a benefit to both businesses. It certainly is a sales driver, and it is certainly a petrol driver through the canopies.

Senator CONROY; Coles said that their petrol businesses are stand alone. From that answer I sense that your Woolies petrol business is not stand alone? 

Mr Corbett; As presently constituted it is. But, as is proposed in the Caltex deal, it will become a separate business. It will become a joint venture where we and Caltex will own a share. It will carry part of the discount as well.
Senator CONROY; Are you able to say, then, whether or not it runs at a profit?
Mr Corbett; We would not do something that does not run a profit. Over the whole equation, it runs a profit.
Senator CONROY; Would the petrol business, if you set it aside as a separate business, run at a profit?
Mr Corbett; The answer is that if you allocated the discount appropriately on the benefit, yes, it would run at a profit. But we have not had to look at it that way. We look at it totally. But we anticipate the joint venture, which will carry part of the discount, will run at a profit.
Senator CONROY; So you would reject any suggestion that there is a cross-subsidy between your other stores and the petrol operation; your other businesses?
Mr Corbett; It is all Woolworths.
Senator CONROY; It is all one operation? 

Mr Corbett; It is all part of Woolworths. It is no different from our offering a special on meat. We might be selling rump at a really good price, and people may buy some Campbell's baked beans on the way out. The only difference is the petrol bowser is in the car park and not behind the register. Some would wish to argue that that was not the case, but it clearly is.”
(Emphasis added)
Attachment 2:

A copy of the motion passed by the Senate on 8 February 2001 asking the ACCC to investigate grocery pricing practices by suppliers and report back to the Senate.
Motion (by Senator Murray) agreed to:

    (1)That there be laid on the table, as soon as practicable after 30 June 2001, a report by the Australian Competition and Consumer Commission on the prices paid to suppliers by Australian grocery retailers for the goods that they re-sell, and whether retailers and wholesalers of a similar scale, as customers of suppliers, are offered goods on like terms and conditions, and including:

      (a)an assessment, based on a sampling of key suppliers and major retailers of:

       (i)the extent of any price differences,

       (ii)the impact of any such price differences on competition in the relevant markets, and

       (iii)whether there is public benefit in the existence of price differences;

      (b)subject to paragraph (2)(b), identification of any conduct found by the commission in the course of preparing the report that is likely to be in breach of the Trade Practices Act 1974, together with an account of action taken or proposed to be taken by the commission in respect of such conduct; and

      (c)an outline of the circumstances in which, in the commission's view, differences in prices paid to suppliers by the various industry participants would amount to a breach of the anti-competitive conduct provisions of the Act.

    (2)That, in carrying out the requirements of paragraph (1), the commission:

      (a)is to take `prices' to include all aspects of the terms and conditions of dealings between retailers or wholesalers and their suppliers, including the total funding support given by suppliers to the major retailers and wholesalers; and

      (b)may withhold genuinely commercially sensitive information from the report provided that the withholding of such information does not prevent the commission from giving the Senate a clear account of the matters mentioned in paragraph (1).
Attachment 3:

Extracts of evidence given by the Coles/Myer representative at the Senate Economics References Committee Inquiry into the Effectiveness of the Trade Practices Act 1974 in protecting small business on 10 October 2003.

Senator CONROY; I want to move on to fuel retailing. Could you outline to us your fuel offer at the moment?

Mr Williams; We have an alliance, a partnership with Shell, where in Victoria we have the first stage of a roll-out. We control 154 of Shell's sites. It is managed as a separate business. We have a fuel business which will report to the market its profit and loss. It reports directly to me. We have a link-up with our supermarkets and liquor stores where we offer a discount. That has been competitive and, as far as the consumer is concerned, it would be very similar to what our major competitor is doing.

Senator CONROY; Is 4c the discount?

Mr Williams; That is the discount at the moment.

Senator CONROY; On the advertised pump price.

Mr Williams; That is correct. Yes, the board price.

Senator CONROY; Has there been an increase in your sales as a result of the fuel deal of the supermarket and liquor business?

Mr Williams; Yes.

Senator CONROY; Obviously you are selling more fuel than you used to sell.

Mr Williams;Yes. Publicly we have disclosed that we have picked up between 1&half; and two per cent in our supermarket sales. That is what we had always anticipated we would do. That is what we signalled to the market would happen.

Senator CONROY;Were you first into the market with this strategy?

Mr Williams; No, we were second in the market. Woolworths have been building a fuel offer for several years now. Back in 1999 we told the Baird inquiry that we had no intention of moving into fuel. We wanted to use our money and our resources to refurbish our stores. We felt that was the best way to utilise our funds. In hindsight that was a mistake. We have paid quite dearly with loss of market share because of that fuel offer. That is a lesson that if something is evolving and your competitors are doing something;which was certainly supported by what was happening internationally; it is happening in Britain, it is happening right throughout Europe and it is rolling out in the United States;you need to be competitive and you need to make sure it happens.
Senator CONROY; So Woolies going into this market would be solely the reason for you getting into it, given you had rejected it previously?

Mr Williams; In hindsight, if Woolworths were not in fuel now and we were not in fuel, we would consider it, along with any other opportunities that we think would add value to our offer.

Senator CONROY;You mentioned that there the fuel is a stand-alone business.

Mr Williams; The fuel will report as a stand-alone business. That is consistent with what happens here and in Europe.

Senator CONROY; It may be a little too early for you tell, but do you think that stand-alone business will operate at a profit?

Mr Williams;Yes. We have indicated that to the market right from the announcement and any updates we have given to the market are that we expect it will.

Senator CONROY; Obviously I am not asking you to give any information that is not available;

Mr Williams;I was not going to. We have indicated it will be marginally profitable in its first year of operation. It will add to shareholder value.

Senator CONROY; Will it meet your internal hurdle on rates of return?
Mr Williams; No new business generally meets the hurdle rates in the first year. As a general comment we have around three years before a new store or an acquisition gets up to those internal hurdle rates. We have a whole series of processes in place that happen with any new store that we build, any major refurbishment, any acquisition we have. It goes through a series of processes. I will sign it off and then there is a final pressure test with a board committee to make sure we have taken all factors into consideration. As a general comment, in the third year we would look to all of our sites to be meeting internal averages.

Senator CONROY; So you move from marginally profitable to meeting the internal rates.
Mr Williams; That is correct; the rates we have set for it.
Senator CONROY; Yes, whatever they are.
Mr Williams; They do differ from business to business.
Senator CONROY; The fuel business would have a different rate of return from the grocery business and the liquor business. Is that what you meant?

Mr Williams; Yes.






