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Submission

in response to the review of the

Wheat Marketing Act Amendment Bill 2002

by the

Senate Rural & Regional Affairs & Transport Legislation Committee

1.0
Introduction

1.1 This document is submitted in response to the Senate Rural and Regional Affairs and Transport Legislation Committee Inquiry into the Wheat Marketing Act Amendment Bill 2002 on behalf of the Australian Bulk Handlers Association (ABHA).

1.2 The ABHA represents the bulk handling companies of Australia including:

· Grainco Australia Ltd

· GrainCorp Operations

· Ausbulk Ltd

· CBH WA

· Grain Elevators Board Tasmania

These companies between them are responsible for handling and storage of in excess of 80% of Australia’s grain crop and virtually all of the grain that is exported in bulk from Australia.

1.3 The ABHA therefore has a vital interest in ensuring that the industry has an efficient and cost effective means of moving Australia’s grain from farm to port to enable the industry to be competitive with its global competitors.  

1.4 The ABHA believes that a strong and properly resourced WEA with the appropriate mandate is essential to the industry functioning efficiently given the regulatory environment in which it operates.  If industry is to be responsible for funding the WEA, then there should be a clear reporting process back to industry and an opportunity for industry to have its issues reviewed.

1.5 While recognising that the Wheat Marketing Amendment Bill is concerned with the introduction of a levy for the ongoing funding of the Wheat Export Authority, the ABHA believes that it is inappropriate to consider a change to the manner in which the WEA is funded without having regard to the role of the Authority and the manner in which the Authority is discharging its functions. It is therefore timely to consider whether or not the current operations of the WEA are delivering the outputs the industry needs to ensure efficient and cost effective movement of grain.  

The Amendment Bill does not do anything to strengthen the powers of the WEA to look after growers’ interests through ensuring there is a competitive and efficient supply chain, nor does it change the reporting structure to make the WEA more accountable to those who are paying the bill.

1.6 Over the past few months, a number of groups including the ABHA have raised issues with the WEA and political representatives regarding the implementation of the industry’s marketing arrangements.  These issues concern the way that regulation is being implemented, not the objectives and nature of the regulation itself.  These issues go to the core of the role of the WEA and the measurement of benefits/costs to growers of the marketing system.  However, the WEA’s interpretation of its brief, lack of resources and its definition of the performance benchmarking 
process has led to the WEA declaring these issues to be outside the scope of its activities.

1.7 The ABHA firmly believes that it should be within the scope of the WEA to examine whether the current operating arrangements are imposing costs on growers that offset the benefits generated.  That is, there may be a better net outcome to be achieved without impacting the intent of the regulation.  The current WEA benchmarking process does not allow this to occur.

1.8 The issues that ABHA believes the review should be concerned with are:

· The role, funding and mandate of the WEA 

· The ability of WEA to effectively carry this out

· The reporting mechanisms

In particular, the mandate of the WEA needs to be broadened to consider limitations and cost impacts of the current system.  Addressing these issues above will ensure that the WEA can effectively address the issues being raised by the industry through reports such as Kronos and Accenture in the 2004 review.

2.0
A Competitive Supply Chain

2.1 The ABHA supports the industry having a strong and properly resourced WEA as this will ensure that the marketing arrangements put in place by the industry operate effectively.

2.2 The WEA is critical in providing third party oversight of the industry’s marketing arrangements.  This is critical to provide the required governance to ensure independence and a competitive and efficient supply chain.

2.3 In our view, the WEA is not providing the oversight required to deliver the effective operation of the industry marketing arrangements.  

2.4 There are three key issues that need to be addressed to achieve the objective of an efficient and competitive industry.  These include: 

· Delivering contestability in service provision from upcountry to ship i.e. this would deliver a fully competitive supply chain from farm to ship and enable the benefits of competition to flow through in lower costs, innovation and flexibility

· Strengthening of powers of the WEA and broadening the mandate

· Creating an independent AWB International (AWBI) 

2.5
We believe that addressing these issues will see:

· Increased investment in new facilities (or upgrading of old facilities) to deliver improved services and lower costs to growers as currently supply chain participants other than AWBL cannot capture returns on this investment

· Improved information as a result of improved transparency in costs (e.g. port cost differentials), charging practices and operational activities 
· Lower costs due to the removal of restrictive business practices such as ticket-by-ticket and limits on deferred deliveries to pools

· Increased contestability across supply chain services and consequently lower costs for growers 

· Capital investments made on commercial grounds and thus, more effective use of grower capital
· Avoid the creation of a domestic monopoly where AWBL is the only operator who can deliver an integrated logistics solution to AWBI
· Improved 
efficiency as effective interfaces between components of the supply chain, ability to  negotiate with freight suppliers and ability to manage volumes and grain flows to least cost pathways will be available to all supply chain operators

These and other examples have been well documented in the Accenture and Kronos reports.

2.6
The ABHA believes that the reforms outlined above will deliver significant benefit to the industry.  The competition between supply chain participants up country will ensure that the efficiency gains and cost savings are passed back to growers.  The benefits will include:

· Lower costs, greater choice and improved service to growers through increased competition at country receival points

· Increased investment by supply chain operators to improve efficiency in the system

· Improved understanding of the needs of the market and everyone in the supply chain

· Innovation in logistics, risk management, grower marketing options, finance and other services

· Improved transparency in costs
2.7
While some growers have benefited from the competition created through the broadening of AWBL’s supply chain role, this has also seen;

· Benefits being captured by only a few growers i.e. those in AWBL catchment areas 

· Supply chain costs higher than necessary

· Capital investments to improve service levels and efficiency not occurring i.e. grain handlers are substantially excluded from investing in improved transport/storage interfaces because AWB prevents others from offering integrated logistics services to the pool.

· Grain not always moving via the least cost path

· National Pool growers not maximising returns as costs higher than necessary and value creation opportunities (e.g. blending) are to the benefit of AWBL

2.8
The ABHA has put forward an alternative - Country to Port Best Practice.  This is competitive supply chain model, along with increased transparency through the separation of AWBI and AWBL and a more effective WEA to protect growers’ interests will deliver benefits to everyone in the supply chain, while maintaining our export market strengths via the single desk

The Country to Port Best Practice model would not impact on single desk marketing activities such as pricing, risk management, inventory management or quality selection and branding.

It would provide greater competition, cost savings and greater choice for growers. 

3.0 Conflict of Interest Issues

3.1
The WEA’s role needs to be broadened and strengthened to give it oversight rights similar to those of other competition regulators, such as the ACCC, and ensure that Industry grievances can be addressed and acted upon.  These oversight rights must extend to quality standards, classification of new varieties, port cost differentials and any other matter where AWB Ltd may have a conflict of interest because of its supply chain investments, including wheat breeding programmes, which are in competition with other service providers.

4.0 Summary

4.1 The WEA, as the industry regulator, cannot be separated from wheat export arrangements. The WEA is central to the wheat export industry.

4.2 With the Wheat Amendment Bill considering changes to the WEA and the Wheat Marketing Act, it is timely to give due consideration to the context in which the WEA operates.  This will ensure that it is effectively structured to conduct the 2004 review and protect the growers’ interests into the future.

4.3 The review should consider the role, funding and mandate of the WEA ; the ability of WEA to effectively carry this out; and the reporting mechanisms to ensure that the WEA is able to carry out its very important role as the industry regulator
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