SUBMISSION by the WHEAT GROWERS ASSOCIATION Inc (WGA) on the:

WHEAT MARKETING AMMENDMENT BILL, 2002

Purpose:  To express the concerns, opinions and perceptions of the WGA, in particular, and WA growers, in general, with the ability of the WEA to:

· Monitor AWB (I)’s performance in relation to the export of wheat and report on the benefits to growers that result from that performance; 

· Assess the benefits from AWB (I)’s management of the single desk by examining issues such as pooling arrangements, pricing, the supply chain and the service and remuneration arrangements between AWB (I) and its parent, AWB Ltd. 

Background: The Wheat Growers Association (WGA) was formed in December 2002 to protect and promote the interests of the AWB 'A’ Class Shareholders' (Growers), with the belief that AWB should focus on the core business of;

· Maximising the use of the Single Desk,

· Achieving the best possible wheat price at the lowest possible cost.  

Information on the objectives and structure of the WGA is detailed at Annex A. The WGA has developed an extensive network with other grower associations across Australia and while better placed to comment on particular issues in WA, it would appear that the concerns about AWB Ltd and their relationship with AWB (I) are similar in substance as those raised by other grower organisations. 

The perception and opinion of the WGA is that the WEA is not able to perform the stated role of: “To monitor AWB (I)’s performance in relation to the export of wheat and to examine and report on the benefits to growers that result from that performance;“ to the level and detail which satisfies growers interests.

As an independent grower funded Government organisation, the WEA is in the best position to:

· examine the structure and business processes currently employed by AWB (I), (particularly in respect to contestable services and alternative business models), and 

· reassure growers that the benefits to growers are being maximised.

If the WEA is to achieve the outcomes sought by growers, it is essential the WEA be given, appropriate terms of reference, access to information, sufficient resources and regulatory powers to ensure AWB (I) compliance with the Constitution. What growers need to know from the WEA in simple, unambiguous terms is that AWB (I) is maximising growers returns as per the AWB (I)’s and AWB Ltd’s Constitution.

Clause 13.2a of the AWB (I)‘s Constitution under “Powers of Directors” states:

“In the exercise of their powers Directors must ensure that the business of the Company is managed in a manner which complies with Article 3.1b of the parents Constitution”.

Clause 3.1b of AWB Ltd the parent company’s constitution states:

“the business of the Pool Subsidiary is managed with the objective of:

Maximising the net pool return for growers who sell wheat into the pools run by the Pool subsidiary by securing, developing and maintaining markets for wheat and by minimising costs as far as practicable”. 

Issues:  Growers are of the opinion that AWB Ltd is not utilising the single desk to maximise growers’ returns but rather to the benefit of their own corporate growth and that of ‘B’ class shareholders. While it may be argued that many growers hold ‘B’ Class shares, the number of shares held by growers is rapidly diminishing as each day passes. This trend has been exacerbated by recent droughts and financial advice received by farmers for the need to diversify shareholdings to better manage risk. The major concerns leading to disquiet among growers are:

· The Kronos Report. Claims by the recently released Kronos Report state that growers are $9.33 worse off per tonne since 1999 and there are more suitable models to deliver better outcomes for growers.

· The Accenture Report. Arguments put forward in the Accenture Report detail that in an average year in Western Australia savings of about $8.70 per tonne could be made if services to AWB (I) were made contestable.

· Co-operative Bulk Handling Proposal. The release of the Co-operative Bulk Handling (CBH) proposal “A blueprint for success in the West” claims that growers would be about $4.00 better off per tonne if CBH were permitted to manage the storage, handling and shipping of pool wheat.

· AWB Proposal to Duplicate Facilities in WA. AWB Ltd has taken out options on land and has made proposals to duplicate storage facilities in Western Australia by “cherry picking” rural and port sites. These proposals if implemented would devalue grower owned and controlled storage and handling assets of CBH and may possibly trigger a rationalisation of smaller rural silos by CBH for it to remain competitive with AWB Ltd.  In addition, the AWB Ltd proposal would also lead to a loss of farm value in those areas where CBH sites were closed and add transportation costs to affected growers. Moreover, it would appear AWB Ltd has failed to consider the socio-economic loss that would follow to already struggling rural communities, as other government and private services were correspondingly reduced following site closures. Furthermore, the higher costs of road maintenance, congestion, accidents and pollution due to the increasing number of grain carrying road trains would need to be met by the community. The irony of the proposed duplication is that growers funds will be employed against growers, to reduce grower owned asset values and service levels. The WGA is of the opinion, that similar to any Government assisted, organisation, the assigned Wheat Export Monopoly License comes with an implied community service obligation responsibility, that needs to considered by AWB Ltd in any corporate venture prior to implementation.

· Service Agreement provided by AWB Ltd to AWB (I). There is a lack of transparency and contestability of services in the Service Agreement. Currently AWB (I) has no staff and four of the seven directors on the Board of AWB (I) are from AWB Ltd, (including the Chairman and the Managing Director). It would appear therefore AWB (I) has little independence and few options when agreeing to the services provided by AWB Ltd. 

Without conducting a complete business review of AWB (I), it is not possible to determine whether AWB (I) could perform (in source) or contract some of the ‘77’ required services in a more cost effective manner. It is also arguable that if AWB (I) was in a position to employ its own expertise, it may be able to utilise any surplus capacity by charging AWB Ltd or other grain handling companies for the provision of these services. Thus, through innovative management of “Nominated Company B”, costs to pool participants may be reduced rather than AWB (I) being a guaranteed source of income to AWB Ltd. Currently, the guaranteed minimum $45m paid by AWB (I) to AWB Ltd to conduct pool operations gives no incentive to AWB Ltd to reduce costs. Furthermore, in a drought-affected year, like 2002, the Service Agreement greatly disadvantages WA growers who pay most of the $45m. This situation arises because most WA grain is exported; while eastern states produced grain is mainly used for domestic consumption and is not subjected to Pool costs.

· The Out Performance Indicator (OPI) Model. The OPI methodology appears to be designed to maximise a profitable outcome to AWB Ltd. This system allows AWB Ltd profits to flow to B class shareholders rather than maximise net returns to growers. In a rising wheat market, the benchmark and hurdle (determined by AWB Ltd) when met trigger a 20% commission to AWB Ltd. In a falling wheat market however, the traders may possibly lose a sale slightly below the “hurdle” as sales are now focused on achieving the 20% commission. Consequently, all the risks seem to be with the growers, as there appears to be no penalty for stockpiling wheat by missing a non-commission sale.
Growers are concerned that the wheat market having peaked in late October 2002, the loss to growers from not achieving sales at the peak or close to it has been substantial. In comparison, the affect on AWB Ltd is small, because of the guaranteed floor payment of $45m. Moreover, there would also appear to be no consideration as to the affect on growers for not clearing most of the previous seasons harvest before the next harvest starts. Had 2002 been an average year in WA, the delay on new season deliveries (extended turnaround times leading to the inability to continue harvesting) while waiting for trains to clear storage space as well as the loss in segregation capacity would have been costly to most growers. These “hidden” but real costs to growers do not appear in the OPI equation but can detract considerably from maximising the net return to growers when the focus for traders is a 20 % commission. 

· Dividend Payments. Many growers would prefer more dollars per tonne than the high dividend payment to ‘B’ Class shareholders. (The AWB Ltd focus is perceived to be on ‘B’ Class shareholders and institutional investors rather than on growers).  The Australian Financial Review of 7/12/2002 reported AWB Ltd paid a 25cent dividend. This dividend was the highest percentage dividend yield paid by a top 200-listed company in Australia. Further as the dividend was fully franked, the grossed up yield was 10.3%. The AWB Ltd constitution states that a reasonable commercial rate of return should be paid to investors (B Class shareholders).  The 25c dividend has again been promised to shareholders for the coming year despite AWB Ltd forecasts of profits falling from about $107m to $ 30m - $40m in 2003, due to the drought. 

Growers perceive that some of the $68m paid to B class shareholders in dividends could have been better spent. Most WA growers would have preferred to see the reinvestment of some of the $107m profit into the Service Agreement charges for the 2002/03 season, to reduce the cost per ton of WA growers to that of an average year rather than burden them with additional costs they can ill afford due to the drought conditions.

·  Credit Rating. AWB was subject to a reduced Standard & Poors credit rating apparently due to its continued growth in storage and handling facilities and the purchase of Futuris shares rather than concentrating on its core business. If this loss in rating results in an increase in the cost of harvest finance, growers are again materially affected and have to pay for AWB Ltd pursuit of corporate goals rather than focusing on the core business of “maximising growers returns.”

· Loss of Grower Control. Many growers are aware that following the release of 30 million ‘B’ class shares to institutional investors in 2001(even though subscribing growers demand for shares was not met) that the loss of grower focus and grower control was eroded and accelerated. While it may appear to comfort some growers that 7 of the 12 board members are grower elected, any Board decision now has to be made with the institutional and growing number of non-grower ‘B’ class shareholders in mind. More importantly, the lack of transparency of information does not allow growers to make a considered decision as to any individual Directors performance in meeting the constitutional requirement of, “Maximising the net pool return for growers”. 
Summary:

All the above issues are of vital importance in the interest of growers. The opinion and perception of most growers is that they have limited influence on AWB Ltd. Consequently, the grower funded WEA, “their watch dog” is the appropriate body that should be independently investigating the above concerns and reporting to growers whether these issue are reducing their net returns. Consequently,

· It would appear that the WEA is currently ineffective in investigating growers concerns and reporting on AWB (I)‘s performance in the manner required by growers.

· Government and growers should jointly share the funding of the WEA. Any level of grower contribution would be more acceptable if growers had the confidence that the WEA could deliver the outcomes desired by growers.     

· The structure and relationship between AWB Ltd and AWB (I) appears to be untenable if the costs as reported by Accenture, Kronos and CBH are correct. Growers are of the opinion that there is conflict of interest between “B’ Class shareholders “investor” interests of maximising corporate growth and dividends to achieve Total Shareholder Returns with  “A” class shareholders “growers” constitutional right to maximise their pool returns.

· Growers perceive that the “Single Desk” benefits are being eroded and jeopardised by actions of AWB Ltd. Consequently, the WEA, Accenture, Kronos and CBH reports and the response by AWB Ltd to these reports have tended to create grower concern and mistrust.

· Most growers would like proof that AWB (I) is maximising growers returns by making AWB (I) more independent, transparent and competitive (by making AWB (I) services contestable where ever practicable). In addition, growers also want to retain an orderly wheat marketing system. The WEA is considered the most appropriate organisation for these tasks. 

Recommendations:

The “Single Desk” special export rights for wheat was assigned through the Wheat Marketing Act 1989 (as amended) to AWB (I), as Nominated Company “B”.  Consequently, AWB (I)’s operation should be conducted to maximise benefits to pool participants and the Australian community. 

Most growers, with the benefit of hindsight, now perceive a conflict of interest in the relationship between AWB (I) and AWB Ltd and would now prefer Nominated Company “B” to be a “not for profit” company totally owned and controlled by growers.  As this is not possible in the short run, the WGA would recommend that:

1. AWB (I) is subjected to an independent business review to identify and ascertain which services provided by AWB Ltd could be more cost effectively performed by AWB (I) as “core” business and those services that should be made contestable.

2. The WEA be given appropriate regulatory powers and resources to:

· Access all information required from AWB Ltd and AWB (I) to conduct its own independent studies and reviews.

· Ensure it can confirm to growers that AWB (I) is “Maximising the net pool return for growers who sell wheat into the pools run by the Pool subsidiary by securing, developing and maintaining markets for wheat and by minimising costs as far as practicable” in simple unambiguous terms and where additional value or savings can be derived.

· To develop and implement grower surveys to assess the level of grower satisfaction on the performance of AWB (I). 

Conclusion:  

The WGA believes that the WEA was established by Government, to ensure that Nominated Company “B”, AWB (I), is “maximising the net pool return for growers who sell wheat into the pools run by the Pool subsidiary by securing, developing and maintaining markets for wheat and by minimising costs as far as practicable”. It is therefore essential, that the WEA be given the power and resources to ensure that benefits of the Single Desk to Pool participants are maximised.

Annex A

WHEAT GROWERS ASSOCIATION INFORMATION BRIEF

Background:

The need for a “Growers” association was signalled to Mr Brendan Stewart, the Chairman of AWB Ltd, at a public meeting organised at Lake Grace on the 16th July 2002.  This proposal was independently endorsed and supported the next day at another public meeting of growers in Bruce Rock. 

Reason for Being:

The Wheat Growers Association (WGA) was formed to protect and promote the interests of the AWB 'A Class Shareholders' (Growers), with the belief that the AWB should focus on its core business of:

· Maximising the use of the Single Desk

· Achieving the best possible wheat price at the lowest possible cost. 

Objectives:

The Wheat Growers Association is committed to delivering value to its members by:

· Communicating to AWB Ltd growers concerns related to maximising returns, protecting growers interests and loss of grower focus and control;

· Ensuring transparency in financial reporting by a disaggregated breakdown of all logistic and financial costs paid by growers in $’s per tonne terms;

· Promoting fair and transparent elections of Directors to AWB Boards;

· Monitoring AWB Ltd and AWB (I) performance and corporate governance compliance;

· Analysing and disseminating information to members of the Association;

· Representing growers at AWB Ltd meetings and forums to ensure the growers voice is clearly heard.

Membership:

Any grower who delivers in excess of 33.3 tonnes of wheat to the Pools per year and who values the Association’s aim and objectives is encouraged to become a member. A family membership is $75 per calendar year.

Structure:

The Wheat Growers Association was incorporated on 3 December 2003 as a “not for profit”, grower owned and controlled organisation. The association is independent of other farming organisations to ensure it is free to pursue and focus on its principal aim of “maximising growers returns”. 

The management committee is Bob Iffla, Chairman, Newdegate; Fraser Murray, Vice-Chairman, Tincurrin; Jane Fuchsbichler, Treasurer, Bruce Rock; Steve Chamarette, Secretary, Trayning; Ian Brandenburg, Lake King; Peter Dean, Mullewa; Ian Lane, Merredin; Graham Moir, Borden; and John Young, Calingri. 

It is intended that this committee be in place for twelve months at which time our constitution requires half of the committee to retire and elections held for these vacant positions. 
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