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Dear Senators

SUBMISSION TO THE INQUIRY BY THE SENATE RURAL AND REGIONAL AFFAIRS AND TRANSPORT LEGISLATION COMMITTEE ON THE WHEAT MARKETING AMENDMENT BILL 2002

The Victorian Farmers Federation (VFF) Grains Group is the peak industry body representing the interests of in excess of 5,000 Victorian grain growers. The following points represent the issues we consider ought to be addressed collectively by Government in relation to the wheat Marketing Amendment Bill 2002.

The VFF is concerned at the lack of detailed information emanating from the WEA being passed to growers.

As the Senators are aware, the Wheat Export Authority (WEA) is an independent statutory authority established on 1 July 1999 as part of the restructure of the Australian Wheat Board. 

It was set up to control the export of wheat, after the transfer of the Government’s wheat marketing and selling role to a private company controlled by wheat growing shareholders (AWB Limited). The WEA operates independently from AWB Limited and its subsidiaries, which include AWB (International) Limited.
The WEA operates under the Wheat Marketing Act 1989 and has three main functions:
· to control the export of wheat from Australia; 
· to monitor nominated company B’s (AWB (International) Limited) performance in relation to the export of wheat and examine and report on the benefits to growers that result from that performance; and 

· to conduct a review and report to the Minister for Agriculture, Fisheries and Forestry on AWB (International) Ltd’s use of its wheat export rights under the legislation before the end of 2004. 

We would firstly like to draw to the attention of the Committee key issues for Victorian growers in respect to the WEA and the Wheat Marketing Act 1989.
· WEA report on the performance of AWB in arrears. It may take up to 18 to 24 months before the WEA reports on such performance, be it good, bad, or indifferent. This time frame does not provide timely information to Government or growers.

· Nominated company B is a wholly owned subsidiary of a publicly listed company with overriding Corporations Law obligations to financial shareholders (B class shareholders).

· There are no operational guidelines outlined in the Wheat Marketing Act 1989 as amended or in any WEA document which determine how nominated company B should conduct the activities of exporting wheat nor what the parent company AWB Limited may do or not do.

· The question must be asked: should the WEA set the parameters in which the Single Desk should operate, and then monitor that performance? Presently, it is the user of the Single Desk who sets the parameters. Is this acceptable?

· WEA do not have any capacity to ‘unwind’ any actions of the operator of the Single Desk (AWB (International) Limited). The WEA simply report their findings. Should the WEA consider an action (financial, operational, etc) to be inappropriate or unfairly penalise the ‘pool’ (growers), it has no power to enforce any compensation by AWB back to the ‘pool’ (growers).

· There is currently no transparency in the operations and activities of either the WEA or AWB (International) Limited.

The VFF see the above issues as fundamental in protecting the interests of the real owners of the Single Desk, Australia’s wheat growers. More specific and detailed issues of concern to the VFF are provided below for the Senators information:

· The WEA have previously indicated that AWB calculate the Wheat Industry Benchmark (WIB), not the WEA. This is a concern to growers.

· The WEA indicated that there is no independent audit of the WIB by any party. VFF consider this to be a major governance issue, which needs to be addressed.

· WEA indicated that AWB do not volunteer performance information to WEA. The only information that is provided to the WEA is the WIB outcome, and responses to direct questions asked by WEA. If WEA do not ask the ‘right’ questions then they will not be in a position to determine the performance of AWB’s management of the Single Desk, for example:

For Foreign Exchange and Commodity hedging performance measurement, has AWB adopted a Spot basis or an Option based model, who carries the costs and if option costs are included in the WIB why should AWB Limited be entitled to 20% of any outperformance?
Have grower-financing charges been adjusted in the determination of the actual performance? Financing costs equate to approx $1.40/tonne per month. If AWB delay sales to capture higher grain prices, growers incur added financing costs. Are these costs included in the determination of AWB pool performance?

Similar to the above example, any delaying of the sales programme to capture higher grain prices will incur higher storage charges for the pool. Again, are these included in the determination of AWB pool performance?

When deferring sales from season to season (as occurred this year), do WEA monitor any conflict of interest AWB have in regard to which storage facilities are used to ‘carry’ tonnage? Are AWB able to extract a financial benefit by carrying tonnage in AWB owned facilities? 

Is AWB using pool information to enhance the commercial trading arm profitability (to the detriment of growers)? Do AWB Limited traders have knowledge of the conservative component in the Estimated Pool Price? Have the WEA examined the relationship and information flows?

AWB have indicated that the pool pay a standard per tonne fee to AWB Limited’s Chartering group to ship grain. VFF do not know the proportion of FOB/C&F tonnage. On AWB Chartering pre tax estimated profits of $19 million and a total 2001/2002 sales programme of 15.9 mmt, the returns on this activity appear excellent. Have the WEA explored the possibility of suggesting that the Pool operate it’s own Chartering operation? Doing so could possibly generate an additional $1.20 per tonne for growers.

Further, has the WEA examined why AWB (International) Limited has no employees? Have they undertaken any analysis to determine if the pool would be better served to undertake some or all of the service functions currently performed by AWB Limited?

How does the WEA adjust the performance measurement of the ‘Pool’ to take into account variations in tonnage received into the pool from season to season e.g. is the benchmark adjusted to reflect lower tonnage and therefore the potential to more easily beat the benchmark?

AWB Limited has indicated that they cannot identify the costs associated with the 77 services as set out in the Service Level Agreement by service. Has the WEA identified the costs by service? Is the WEA confident that the pool is getting the most cost efficient service for each of those 77 services? If so, on what basis?

Given that a WEA role is to monitor the management of the Single Desk by AWB with a view to maximise grower returns, which is also explicit in the constitution of AWB, what view does the WEA have regarding AWB Limited’s refusal to provide exposure information to AWB Limited Harvest Financing and Underwriting competitors. Given harvest finance and underwriting services are contestable, why do AWB Limited have exclusive access to AWBI exposure, sales, and hedging positions? What is the WEA view on this exclusive arrangement?  In the opinion of the WEA, should this information be available to all providers of these grower-financing services? If this information were available to all providers, would, in WEA’s opinion, Australian grain growers benefit from reduced charges due to increased competition? Has the WEA raised this issue with AWB?   

WEA Funding

Given the significant financial benefits that the Single Desk bestows directly to the Australian economy, VFF hold the view that it is not only wheat growers who share in those benefits but indeed, it is the wider urban and rural communities who also benefit. For this reason, we hold the view that the costs of monitoring the Single Desk should be borne by all Australian’s.  In addition, the WEA reports directly to Government, not growers. The Federal Government is the only body that has the power to direct or change the operations and activities of the WEA, on this basis; it is logical that the Government should fund the WEA. 

In respect to the WEA’s operating costs, VFF are concerned that they are disproportionately weighed toward administering the export applications for small tonnages in containers etc. VFF consider the primary role of the WEA to monitor the performance of the holder of the Single Desk and that this is where the greater effort (and therefore expense) should be allocated.

VFF hold the view that a fixed fee should be attached to small tonnage export applications. VFF believe consideration should also be given to reducing the administrative costs of undertaking this task.  The differential between earnings from applications and the administration costs associated with this task must be minimised.  To charge on the basis of full cost recovery for what it costs to undertake this activity could push fees so high as to deter all small tonnage exports.

Whilst VFF would oppose any direct grower levy to fund the WEA, if Government determined that there was to be a funding change, which imposed some form of direct levy on wheat growers, then we strongly believe that the WEA should be directly accountable to those paying for the service, i.e. growers. 

In respect to the quantum of WEA funding, rather than basing it on history, the VFF believe funding should reflect the cost of undertaking the tasks required.  VFF consider that the WEA are not currently undertaking the task of monitoring the Single Desk adequately. We would like greater scrutiny, greater access to information and independent auditing of AWB information.   

There also needs to be more industry consultation to ensure the right questions are being asked and the most appropriate benchmarks for monitoring Single Desk performance are used. This may come at a greater cost, thus, VFF hold the view that only when an enhanced and detailed Single Desk monitoring strategy is costed can a commensurate level of funding be determined.

VFF are deeply concerned that the Single Desk will be at risk unless greater transparency and rigor is applied to the WEA’s activities. The pressure is building and we need to act.

If you have any interest in this opportunity please contact Ian Hunter on 03 9207 5534 or e-mail direct to ihunter@vff.org.au

Yours sincerely

Ian Hastings

President

VFF Grains Group






