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COMMISSIONER KING: Good afternoon, my name is StepKig, I'm a
commissioner of the Australian Competition and Consu@mmmission and one of
the presiding members of this public inquiry into the coittipehess of retail prices
for standard groceries. | welcome you all and declasering open. This
hearing is convened under part 7A of the Trade Practicesl®¢#t and is held
pursuant to a request from the assistant treasurer anstenifor

Competition, Policy and Consumer Affairs received byAREC on 22 January
2008. Matters to be taken into a consideration by the yghall include but not be
restricted to the current structure of the grocery ingladtthe supply, wholesale,
retail levels including mergers and acquisitions by naticetallers; the nature of
competition at the supply, wholesale and retail levete@grocery industry; the
competitive condition of small independent retailetg jpricing practices of the
financial grocery retailers and the representation @feyy prices to consumers;
factors influencing the pricing of inputs along the supplyrcifai standard grocery
items; any impediments to efficient pricing of inputswglahe supply chain and the
effectiveness of the Horticultural Code of Conductd aether the inclusion of
other major buyers, such as retailers, would improvetieetiveness of the code.
Now, | note that the ACCC has so far received over 180qgsibmissions to the
inquiry as well as confidential submissions.

The ACCC will endeavour to take into account all the imfation that has been
provided to it and thanks industry participants for the riouiions that have been
made. We understand the competitiveness of the getaiery prices is of
significant concern to all Australians. The purposthefe hearings is to give the
ACCC an opportunity to investigate in detail the issuesdaisepart of the inquiry
with industry participants. The ACCC is organising megs throughout Australia
during April with several hearings occurring in Melbourndviay. Now, | wish to
emphasise that many witnesses at these hearingstatamuling voluntarily and
have been summonsed to appear under section 95S of thePTeatiees Act, 1974.

In particular, | note that in general the ACCC has sonsed all supplier companies.
Therefore, no conclusion can be drawn regarding a comparlyihgness or
otherwise to participate in the inquiry from the factttthe company is appearing at
the inquiry. Some of the material covered in heasigsions will be confidential
and commercially sensitive and therefore parts of dagihgs will not be open to the
public. Questioning will start in public but sessions willvaanto confidential

phase when the questioning moves into confidential matetaing to the witness.
The ACCC has to be able to investigate issues that ermercially sensitive to
witnesses without damaging the witness’s competitivetiposand commercial
relationships.

The ACCC will be questioning organisations about their ceroral relationships
and about confidential documents the ACCC has obtaimeddh its information
gathering powers. This cannot occur in public. In particwaere a witness has
not made any submissions to the inquiry and has been susethby the ACCC to
attend these hearings, the ACCC must be able to heamcevidence in confidence.
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Transcripts of the public parts of the hearings are plangtle@ACCC website. The
ACCC may disclose some aspects of the confideraiaponents of the transcript a
while after the hearing if it considers that soméhef material should be in the

public domain but the ACCC will consult with the relevaitness before doing this.

Where there are industry associations or representaaisations who are
attending voluntarily, it is much more likely that mo$the hearing session will be
in public. Now, in terms of procedural issues, all weses have received a
document that outlines how we intend to approach thesegsa So we will not go
through the procedural points in detail. | just wish tplasise that although we are
not taking evidence under oath at this hearing, it isiauseoffence to give false or
misleading evidence to the ACCC. A transcript of the @edings, as | have noted
above, except for any proceedings held in private wilhl€ee available on the
ACCC website.

The ACCC recognises that some witnesses will be askgive evidence that, if
disclosed, would damage their competitive positions or wimaip, for other reasons,
be confidential. If a withess believes that a paléicquestion or series of questions
are likely to require him or her to disclose such inforamgtthen if the witness could
kindly indicate an objection to answering the questinihe basis of confidentiality.
| will then consider whether the inquiry should take eéki@lence in private from that
witness. Now, | note that although the ACCC is notsiriy external counsel at this
hearing, withesses will be questioned by ACCCs intermaldas. We have Damien
O’Donovan and Catherine Freeman assisting us today.

That concludes my preliminary remarks. | wish to thdhthase withesses who will
be attending the hearings today and particularly thogewfvho have been
summonsed to attend. We realise that you are busyeanglthat attending these
hearings can be a significant imposition on you and youmaagion. The first
witness is the Western Australian Farmers Federatiowtice again that it is an
offence under the Criminal Code to give evidence at igiiy that a witness
knows is false or misleading or omits any matter or tinigout which the evidence
is misleading. Now, gentlemen, do you understand thathKiyou. Now,

Mr O’Donovan, perhaps if | turn over to you to ask thesses to identify
themselves and give the opening remarks.

MR O'DONOVAN: Thank you. All right, can you justate for the record, each of
you, your name, the organisation you represent and théopogitu hold in relation
to that organisation.

MR M. NORTON: My name is Michael Norton, | am remesng Western
Australian Farmers Federation and | am the currentdaesof the Western
Australian Farmers Federation.

MR T. PRACTICO: Tony Practico, I'm with the Farredfederation, I’'m a western
zone board member and a lower south-west zone presideémnmediate past
president of dairy section.
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MR B. BIDDULPH: Bob Biddulph, dairy farmer from Mangd River. I'm also
the junior vice-president of the dairy section.

MR O'DONOVAN: Okay. All my initial questions are agoing to be about the
structure of the dairy industry. So | will direct théorthe dairy farmers. Firstly, if
you could just start by telling us how many milk processueset are operating in
Western Australia?

MR BIDDULPH: There’s four major processors and a,fsart of, minor cheese
factories operating as well. Do you want me to namsetho

MR O'DONOVAN: Yes, please.

MR BIDDULPH: Fontera, National Foods, Harvey Fresid Challenge Dairy
Cooperative. They are the main four.

MR O'DONOVAN: Okay, and from a dairy farmers perspestican each one of
those be sold milk to or are there geographic restrictlzatsprevent you from
selling other to a single processor?

MR BIDDULPH: No, it is quite possible, theoreticaltp, supply each of those
main companies. Harvey Fresh was originally set up drtheantown of Harvey
which is in the northern, sort of, area of the dairyducing areas and traditionally
their farmers just came from a local area but thexehm the last 12 months or so,
gone further a field. So they don't go all the way doautls to Albany as yet but
there is nothing to stop them if the suppliers theréwissupply them. There are -
once you sign up with the bigger two, which are Nationaldscand Fontera,
National Foods have a contract system in place saigm up for that for 12 months
—well, it's actually two years in total. So you sign & months and then you
pledge it for the 12 months after that.

At the end of the 12 months you agree prices again fohantwo years. So if you
wish to exit from National Foods, you have to see caiténms of that contract.
With Fontera, also, they have a three-month coningeiace before you can leave
stipulation, yes.

MR O'DONOVAN: Right, okay. So are they obliged to tadaticular volumes or
do they just offer a particular price? On what termsaloagree to supply? We'll
start with National Foods. What do they require?

MR BIDDULPH: Well, National Foods do have a contrac volume in place and
that is agreed to when you sign up on the contracts aptlisumilk from there is
directed to Challenge Dairy Co-operative for manuwfang purposes. The other
companies will take all the milk and use all of that milk.

MR O'DONOVAN: So if you produce it, they will buy itls that effectively the
arrangement?
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MR BIDDULPH: Yes, although, as | say, with Natiof&@ods they are basically
just targeting — they have got x amount they want to piclkaphey contract that
amount of milk throughout their suppliers. Anything in esscef that goes through
to Challenge for manufacturing. So you now have farnwis are actually
supplying both of those companies. A National Foods trultkc@me and pick them
up and they might have, say, a contract for threeomilitres throughout the course
of the year and they might produce three point five omillitres, so 500,000 litres of
milk will be directed to Challenge from there. Wittetother companies they will
pick up all the milk and use all that milk, yes.

MR O'DONOVAN: Okay. So then if we start then wkbntera, you enter into a
three month contract with them for the supply of nalkhem?

MR BIDDULPH: You had better answer that one, Tony.

MR PRACTICO: Fontera also has an 18-month contracthere with farmers and
the three months exit was in the old supply agreemBEm. contracts for some
farmers is 18 months and you can't exit for the 18 monttglaere’s a variable in —
those contracts are available to bigger producers andraitdlze to the majority of
smaller producers.

MR O'DONOVAN: Right.

MR PRACTICO: Inthe past, all producers had a supplyesgeat, not a contract
and their supply agreement was what has been referredattheee months exit from
Fontera.

MR O'DONOVAN: So you would agree to supply but give théme¢ months
notice if you were going to cease supply?

MR PRACTICO: That’s right.

MR O'DONOVAN: Right. Okay. Then in relation tben the question of price,
how is that negotiated by the individual farmer with thecpssor?

MR BIDDULPH: On atake it or leave it basis.

MR PRACTICO: Yeah. At present it's really diffitwo say that there is
negotiation.

MR O'DONOVAN: Right. So if we take a circumstanchewe you're getting to
the end of an 18-month agreement with National Foods, preaents a dairy farmer
from saying, “I'm not happy with those terms. I’'m ggito switch my supplier to
Fontera.” Is that a possibility?

MR PRACTICO: Yes, providing there’s another proce$soking for supply,
which is the situation that we are in immediately vehinere is a shortage to supply
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but in the past it was okay to say, we’re not goingufipsy you but if no one else
wanted your milk, there was the opportunity — there waspportunities. Whilst
there was the opportunity to supply the Challenge Co-tipeipast, Challenge has
improved their price significantly in recent times buthe past the price difference
was a disincentive.

MR O'DONOVAN: Right. Now if you could just give uskat of background on
the Challenge operation. How did it emerge?

MR BIDDULPH: You know, Challenge was formed at deregoifain 1999 and it
arose from the — George Weston Foods had a factory at, Géaeh they took over
the operation of and also there was a factory belorgBitional Foods at Boyanup
which was also incorporated into — under Challenge Daifgrsoers purchased
membership of the co-op. Now all those producers that isdpjle Capel factory
prior to that date became members, plus National Foodwers, National Foods
introduced a contact at that point so any surplus milk dieyt require, they sent to
Challenge. So National Foods suppliers also became mewiodie co-op in that
way. The goal of the co-op is to move farmers up tipply chain a little bit more to
give them a little bit more control over their destiny

We were always being told to value-add milk so that waspaortunity for farmers
to get involved and move up the supply chain and that's hewdame into being.
They certainly struggled initially because the productsgogiade there were low
value commodities and they’ve sort of turned that arowawd and they're adding
value to different products, retail brands and into expdkt nYes, all of a sudden
now you've got a — there’s been a large exit of farmaersss the board, across alll
four processers in the last seven or eight yearstangached a point where supply
is — you know, demand is far outstripping supply and thgieigy of very good
markets, lucrative markets emerging in South East Asleogher parts of the world
that are creating a great demand for milk so all of a suGthallenge has also
changed its manufacturing base so it's producing producthvaive got more
intrinsic value so prices are generally starting to go ugsven that way.

Being a cooperative, they probably have been at therhaif the pay scale for
farmers and those larger corporations, in order to essymgy, can always just add
one or two cents on top of the price to ensure thél snpply, yes.

MR O'DONOVAN: Okay. So when you say Challenge is proagidow value
products, what sort of products would it - - -

MR BIDDULPH: Powders, butter, yes.
MR O'DONOVAN: Any drinking - - -
MR BIDDULPH: Bulk cheese. No they didn't, they've eeyproduced milk for

consumption but they have in the last 12 months gdodhie retail market with
milk as well.
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MR O'DONOVAN: Right. Okay. So going back say tworoore years, do |
understand you correctly that you're saying the ChallengeyRaiuld offer a lower
price for fresh milk then?

MR BIDDULPH: It wasn't significantly lower. We’vbeen Challenge suppliers.
We actually swapped from National Foods to Challengeusecae believed in the
cooperative principles and the fact that we were gettisigake in the market, moving
up the supply chain and we realised it was going to be ahlumgo get parity with
other companies but you know, we certainly believed in tieetibn that the
company is pursuing. People, you know, people would just Ibpkces and sort of
say, well you get, you know, one or two cents more r@eticents more, whatever,
from Nationals or Fontera but then you're also locked & certain supply pattern
with that. They like to streamline their supply sa tiwy can fill up their drinking
milk cartons for 12 months of the year. So you've ggirtmduce a certain amount
over the summer months when it's, you know, it costs g lot more as a producer
to do that.

So for us, moving across to Challenge, we could produceitkeviren it suited us,
when it was cheapest for us to produce. Okay, our oyered at the end of the year
wasn't as high but our margin was greater so — and wealicfound it'’s to our
benefit. We certainly haven't felt disadvantaged byféloe that overall the price is
one or two cents lower. It hasn’t been a bar to pamaing our operation but you
know, that’s again that’s our personal situation frommar. Yes.

MR O'DONOVAN: Right. So in terms of when you wdeeing that oversupply
period when it seemed there was milk, an oversupplyil&f mould that be fair to
say? You were still able to choose to switch betweecgsses? Like Challenge
remained an option?

MR BIDDULPH: Well no. Challenge is always an optioecause being a
corporate, they will take everybody’s, everybody ttfaioses to supply them but
certainly the bigger two companies are putting milk into $jgeciarkets. You
know, if they’'ve got their allocation, they're really ratasing milk. Only when
they start to lose a few suppliers and supply startsojo, @l of a sudden they’ll
come round and sort of say, well, you know, would you likgpsies? So you know,
| guess your initial question, are you able to swap betweppliers, processors, the
answer is yes but you know, depending on the economicteliatdhe time, they
may or may not want you, the bigger ones. Right neery®ne wants to know you
but you know, a couple of years ago that certainly wabka'tase.

MR O'DONOVAN: Right. Okay.

MR PRACTICO: Excuse me? Can | make the point tiathree of us, our general
president is a dairy farmer too. He supplies HarveylErém a dairy farmer and
supply Fontera and Bob supplies the Challenge Co-op an@ WMational Food
supplier.
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MR O'DONOVAN: Sure. Okay. So at least in the cutremvironment, so as we
sit here today, would it be fair to say that if a daagnier wished to swap between
processes, the dairy farmer has that opportunity and agropé processor off
against the other?

MR PRACTICO: There’s still areas in the dairy indysthich are only serviced by
one company so whilst there is demand, it isn’t totalybatcan just pick and
choose who you supply but the demand has improved the @itdgatiall dairy
farmers. But to name the company you want to suppdyethas to be a service
there because in the dairy industry, the nature of theeps is that the milk must
leave the farm on a daily or bi-daily basis. Consetijyenthere isn't a service in
your area by the particular company, the company wilcoate and pick up your
milk if it's out of the way. There has been somarsiy between National Foods and
Challenge as Bob mentioned, that you could supply botlpanis but if you're a
Fontera or a Harvey Fresh supplier or if you wishesujaply those two companies
and they didn’t have a service in your area, you couldndraatically presume that
they were going to come pick your milk up.

MR O'DONOVAN: Now | understand from your submissiontttie farm gate
price of milk has risen substantially in the lastryaad it is expected to go higher
and it will probably end up up to 20 cents higher than it Weeetor four years ago?
Am | correct in that understanding?

MR BIDDULPH: Maybe not quite that high but that woutel tice. Actually
you’re probably not too far off. | have got some figurese from the last eight
years on our place. Average price of milk received orfayan and this will vary
between farms according to processers supplied plus contpariehe milk but the
average price we received back in 1999 was 30.6 centsl t& #3.5 cents in 2003.
In 2006/2007 it averaged 27.2 cents and we’re expecting for ‘06&ktage about
39 cents, yes. And again, that will vary depending ertithe of year you produce
the milk as well. 1 mean, | could probably get a highezgpaver 12 months but |
will be producing a lot of that in the summer whererid as economic for me to do
so. |think that will be higher, above 40 cents, celyaor some other suppliers as
well supplying other companies, so.

COMMISSIONER KING: [ think you mentioned ‘06/07 twicetimat run-through.
So it was 27.2 cents. Is that the ‘06/07 year?

MR BIDDULPH: That's right, yes.
MR O'DONOVAN: 39 cents '07, '08, is that - - -
MR BIDDULPH: I'm sorry, that’s right.

MR O'DONOVAN: All right. Presumably the prices haullie renegotiated at
various points in the last 12 months with that to obthose increases.
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MR BIDDULPH: Yes, it's been a moving target over thst several months
actually, just because there’s been, you know, quit®agje over the summer, and

MR NORTON: If I might, Mr O’Donovan. | startedfads a George Weston
supplier which Challenge Dairy took over, and | had theodppity to go to Fontera
at deregulation and didn’t, | stopped with the co-op, aett the co-op last April
and went to Fontera, and this April we’ve gone to Haiwesh. Now, the
differentials between the companies is a little bit brgihan what Bob’s alluded to,
and certainly we were in the same category as Boleitedd up with Challenge to
moving to Fontera, and last year, Bob, you got 29 centayeraged about 33 cents,
so it's a bit more than just a couple of cents, thegaite a differential, and similarly
where they've got 39 cents this year, there’s a two-piecehing with Fontera, that
I've outlined with Mr King, we want to talk in camera mlation to that issue,
there’s some differentials being floated around by sointieeocompanies and some
of those companies will get — Tony, this year, on a morracted basis, around 44
cents, and the contracted blokes will be higher than anatHarvey Fresh is the
same, we will get substantially more than what Chg#els getting, and it could be
somewhere between the difference between eight andri a litre.

MR O'DONOVAN: Right.
MR NORTON: So it's quite a differential unfortunately

MR O'DONOVAN: | mean, these kinds of price movemesuggest that there is
now substantial shortage of supply, but the processensoav chasing supply
competitively between themselves, is that fair to say?

MR NORTON: Yes, that's one area, and | would havelgéaved to have stopped
with Challenge, but we’ve — under deregulation, we hava fmeed in a position
where we’re going to have to trade our milk to the highekler, and farmers don't
like doing that as we discussed yesterday with meatkeeditry and build up a
relationship with one company. But in the current envirartpitbe only way that

we are going to extract some more money out of theepsirng sector is to trade our
milk from one to the other, it’s not a — it’s not thatcome we want, but that's what
we’ve been forced to do.

MR PRACTICO: Can | comment on the demand, the — sufitiee demand has
come from growth, and the mining boom in Western Aliatheas attracted more
people to Western Australia. 12 months ago, the milk siadesd milk sales in
Western Australia were approximately 230 million, at the ef this financial year,
figures look like will be — at the moment, in a 12 momiesod, rolling 12 months
period, we're at about 236. We should hit 240 million litkétd a production of
between 300 to 330. Two years ago — so we're getting agaseiof about three per
cent a year on milk sales, and we’ve had between sswknine per cent decrease in
production because of farmer’s exiting. So that's whatetheeme of the increase.
The other that’s caused the increase is a big advertiamgaign for Harvey Fresh,
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Harvey Fresh have been out there selling milk and theg baen looking for a
significant amount of milk, and consequently have beé¢rmatbtacting new suppliers.
So that’s the reaction, and Fontera had to make soonetehm decisions to secure
their supply because Harvey Fresh was out there tchpsmame big suppliers or
small suppliers and generated some competition.

MR O'DONOVAN: Are farmers currently locking thesaqas in with long term
contracts with most of the processors?

MR PRACTICO: The processors are very keen to loakitin these prices because
they believe that the movement in demand will contiionesome time until the
production tries to correct itself for — to increase pradadn Western Australia.

MR O'DONOVAN: All right.

MR BIDDULPH: Just with regard to that, National Fomafsa nation wide basis do
have contracts with their farmers, and | believey koow, people sign up to that
contract because then it makes their business morageable. But | believe over in
the eastern states, some of those farmers thatsigived contracts in the last 12
months or so have suddenly found that their neighbours wdmd dign any

contracts are now receiving more fruits, | mean, shestusing some ruptures there,
so | mean that’s — you know, it’s an unusual environmeaattwie’re in, not a typical
one at the moment.

MR O'DONOVAN: Sure. Now, is milk also being shippedrom other states to
meet the shortage, and can all of the local demandeb&yWA dairy farmers?

MR BIDDULPH: There has been over this summer,ghlveas some last summer as
well, and I think, yes, a bit more of a shortage this wsavell, so, yes.

MR PRACTICO: There’s two processors been bringinllg mj I’'m not sure of the
figures, they were hoping that this year they wouldehavoring in less milk than

last year, but | believe that as the seasons prog&sd the reason they were hoping
to have to bring in less milk is because there’s laesignificant increase in the

price, but on a month by month basis we are continuadigiyming eight to nine per
cent reduction in — on last years, so they will neeshiash milk as they had

imported last year. Challenge is importing milk becabeg’'ve got commitments
into the liquid milk market into Asia, and the buyers prepared to pay the extra
price to truck milk across the Nullarbor to fill thosentracts.

MR O'DONOVAN: Right, and presumably it's more expeesto get milk in from
the eastern states than it is to grow it here? igttr

MR PRACTICO: On a per litre basis, the — and it’shataly only rumour, that the
milk costs 40 cents to bring on a single load, on & kraxed basis it could be half
of that.
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MR O'DONOVAN: 40 cents per litre?

MR PRACTICO: Per litre.

MR O'DONOVAN: So they're effectively doubling the castthe milk?
MR PRACTICO: That'’s transport alone, 40 cents, yes.

MR O'DONOVAN: Right, okay. Now, of the processayserating in Western
Australia, do you know, or are you aware, which havereotg with the major
supermarkets and which do not?

MR PRACTICO: Only two processors, National Foods haeenational contract
with the home brand in supermarkets, and Fontera beirguimier for the Coles,
and | believe National has got the contract — I’'m nog¢,sBob, can you help me,
with the - - -

MR BIDDULPH: IGA.

MR PRACTICO: IGA.

MR O'DONOVAN: Yes, okay. Sorry, Harvey Fresh, golu say?
MR PRACTICO: No, Fontera, sorry, National Foods.

MR O'DONOVAN: Okay. So Challenge Dairy and Harveydfrelon’'t have a
contract with any supermarket providing house brand milkaisdorrect?

MR PRACTICO: No, that’s right.

MR O'DONOVAN: Okay, all right. Now, | understand froyour submission that
you believe that the cause of depressed milk prices in gidgyayears was because
of generic milk, the same of generic milk in supermarkets,thought that was
pushing prices down, right down the supply chain, is that - -

MR BIDDULPH: 1 think at deregulation, one of the bigtiars in transferring a lot
of wealth from the dairy farm sector to the supermasketor was the national
tendering process that Woolworths undertook to get a matmuse brand milk. It
was such a big contract that a lot of processors, yow kwent to great lengths to
make sure they got it, National Foods got it, you knowtagdy that drove down the
price of liquid — the farm gate price at deregulation. Bean it's — you know, to
our way of thinking, having such massive big contracts, st part of processors
business means that it places us in an invidious positicaube, you know, they
can't afford to lose that contract, and therefore thgy to great lengths to get it,
obtain it, and, you know, that’s sort of our livelihatbet’'s being bargained away, if
you like, to some extent.
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MR O'DONOVAN: Sure, but just to look at that theory ®ominute, in that market
where a processor had committed to the — where tw@gsocs had committed to
supply the supermarkets, there were two other processotsmathaot made those
commitments and yet they were unable to give dairy famdretter price. Now,
that would suggest, would it not, that it had more to db thie supply of milk than
with what was occurring at the retail level.

MR PRACTICO: During the period of those tenders, theas only three
processors in Western Australia. Challenge at iim&t tvasn’t processing for the
liquid milk market and they are now.

MR O'DONOVAN: Sure, but Harvey Fresh presumably awned to sell branded
milk at branded milk prices during that period.

MR PRACTICO: Inthe last 18 months, Harvey Fresbreg period was excluded
from the supermarket shelf and only due to consumer presasre 12 months ago,
Harvey Fresh was invited to put product back on the supertrer&l because there
was a period there were Harvey Fresh wasn’t representdte supermarket shelf
through the policy of the supermarkets.

MR O'DONOVAN: Sure.

MR PRACTICO: But whilst they are invited back in to gwpermarket shelf, the
shelf space allocated to Harvey Fresh is very minimdlthe shelf space dedicated
to the home brands is significantly more than alldf@ded products.

MR O'DONOVAN: Sure, but in that time when Harvey §inevasn’t supplying a
generic product and therefore wasn't subject to that dowhpr@ssure on its retalil
price, it didn't offer anything other than the market prizerhilk, did it, to dairy
farmers?

MR PRACTICO: Harvey Fresh paid better than the ropnecessors during that
period and still continues to.

MR NORTON: Mr O’Donovan, during the collective bargamiprocess of which
I’m a chairman of the WA Collective Bargaining Groupd drony and myself, we
went to all the processors asking that very question. Kow, why couldn’t you
pay more? Why is there just such a difference? WHhharvey Fresh still
maintaining, say, two cents a litre above Fonteranwjwai're being locked out and
D'sorgiovanni’'s answer is that we’re a family run compavg don’t have the
overheads that these other companies have. If a blasa'tiourn up for work, you
know, we jump in and drive the truck to Perth ourse®&g.their overall cost
structure is a lot, lot lower that the other corporateessors.

MR O'DONOVAN: Sure, but | suppose that suggests that agarmreason for any
differential in milk pricing was not the presence of aay& contract with a
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supermarket, but was related to the costs of the procasddhe efficiency of the
processor. Would you agree with that?

MR NORTON: But also, Harvey Fresh has paid the higpese since

deregulation. They've come out and told their farnagrd expanded their farmer
base and continually paid two cents a litre more timgrogher processor and hence —
and they've actually expanded their business. So it stériaaked some of these

dry, economic theories that some of the supermarketsthan you can grow your
business if you get consumer loyalty, produce a good WeAtestralian product,
totally Western Australian milk and have got the loyadind even the big
supermarkets and brand names have had to capitulate to$karpref the

consumer. So that'’s the value of brand name markatid loyalty from consumers,
and Harvey Fresh run a very clever campaign througteteeision.

MR BIDDULPH: Just further to that question, Dave, phiee that is actually paid
by processors and the price that consumers are payingngey don’t seem to be
linked in any particular way. You know, | think if you lookNational Foods, you
know, it appears they do very little exporting of any sowd the growth in value of
milk products has come from, you know, the commoditiessanforth which are
traded, the export prices. National Foods, you knowe\paying just the market
rate for milk back then when milk was plentiful and novkis a little bit scarcer.
Their product mix doesn’t, you know, hasn’t changed at atlybu know, they're
still prepared to match other prices paid to processortojesisure supply. So |
mean, you know, | don't think you can draw a direct liseAeen where the product
goes and the price paid at the farm gate. You know, | gats probably what
farmers do find a little bit grating is that, you know,ddla sudden they can find the
money now when milk’s short, but where was it, younthree or four years ago
when everyone was struggling and people were exitingsic&8ly, you know, it was
a sort of indifference in a way that they didn’t,tsaft weren'’t prepared to pay a
good price then to keep people in the industry.

MR O'DONOVAN: Now, just moving on from that, in tliramatic price increase
that we've seen at the farm gate, has that beegcted in the price of milk on the
shelves or are the processors now, because they hgveefamcontracts with the
supermarkets, having to absorb the increased cost of olgtain@ milk, but
delivering it at relatively cheap price to consumers?

MR PRACTICO: There has been three increases: Aulostember and March to
the retailers. | don’t have and | don’'t know, it's meilable to us, of any increases
to the home brands. That would be something that onlyaegsor would know. So
the route trade has had three increases and | belielwmnbythere’ll be a fourth one
in this period. So the price increase to the farmersiisfiected by the price
increase at the retailers because there isn’'t anm&ashwhere milk has been put up
to the consumer and that whole amount go back to tituper. So the value that
the consumers pay has increased significantly over tiedpend whilst there has
been — and | really can’t accept the fact that the pritke has increased significantly
because the milk price has increased, but the main réaasnor where all that
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money’s gone at the producer level has been in increastst dertiliser, fuel and
feed. So | believe that the increase that farmave heceived in the short term now
will be exceeded by the increase in costs that fararergoing to have to endure
over this next 12 months.

MR O'DONOVAN: Sure, but just in terms of how the mig from the farm gate
has worked, when presumably some of the generic, tlao @reecing of generics was
as a result of the major supermarkets being able teseceover ..... milk market to
deliver much cheaper milk from the processors, would yoeeagith that
proposition?

MR NORTON: No, look, there’s absolutely no cortigla between what the
consumer pays and what the farmer gets. The procdaspisas cheap as they
possibly can in the environment that they're marketingltis. got nothing to do with
drought, price or grain, anything. They get it as cheapegscdn by whatever
means they can.

MR O’'DONOVAN: Sure.

MR NORTON: Inthe corporate sense.
MR O’'DONOVAN: Sure.

MR NORTON: It's pretty elementary.

MR O'DONOVAN: But in the current environment whekeetprice has now gone
up dramatically, presumably against the wishes of the gsoce.

MR NORTON: The boot’s on our foot at the moment, bete’s still no

correlation between the cost of production and what ¢aeybuy it for. They try and
source milk wherever they can by whatever means they & want to talk about
some of those issues in Canberra - - -

MR O'DONOVAN: Sure.

MR NORTON: - - - afterwards as to how they try anahipulate one farmer
against another, big against small, and how they're tryiqpsition themselves for
the long haul through this difficult period.

MR O'DONOVAN: Sure, but it would appear that market dtads are such now
that they’re forced to pay more for their milk and thesgjio@ is have they been able
to pass through all of that cost increase to consun®wghe first question is have
you been aware of retail price increases in generic?milk

MR PRACTICO: | did mention that there has been iases to the consumer, but
we don’t know whether there is the ability to changegieeric contracts. They
probably will be tendered again in July, August. Thergisr@od whether it’s their
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second year or their first year because some of #rertwo and three year contracts
now. So we don't have, and | don’'t know whetherawsilable to you, to ask the
guestion of the supermarkets whether they have incred$este has been some
small step-ups and in some cases, the supermarkets fadeocedrought relief, so
that if the situation improved, they could remove thiosecases.

MR O'DONOVAN: All right, but are those increasessj in the brand milk that
they sell or just in the generic milk that they seltlosided between both, or is that
something you don’t know?

MR PRACTICO: We don't know. The increases have lz@®ass the board. The
generic milk and the branded milk has increased to the owrsowut we don’t know
whether there is any correlation between what thewoer pays and what the home
brands source their milk at within their contract.

MR BIDDULPH: All right. Now, am | reading your subssion correctly in that
you in essence you claim that generics are the sotitbe previously depressed
price of milk, is that your view?

MR PRACTICO: They're probably a contributing factor.
MR BIDDULPH: Yes, right.
MR PRACTICO: | don't know if you could say that wasdlly the case.

MR BIDDULPH: Right. But is it possible to explaindt in the presence of generic
milk you've seen in the last year a 25 per cent jumpir yeturns, despite the
continuing presence of generic milk?

MR PRACTICO: The returns have increased and I'll goklto my statement that
Harvey Fresh had some increase, Western Australid’ sdwe increase in sales and
there’s been a 10 per cent decrease in supply, soniaket place that has delivered
that. | accept the fact that there is home bramdsat period but we don’'t have the
ability or the information to say how much, what aingt has been carried out
between the two prices at the processor level.

MR BIDDULPH: Sure.
MR PRACTICO: That would be a question for the processes

MR BIDDULPH: Sure, but putting aside things at the promelevel, there does
seem to be a market, an efficient market operating suiggply and demand forces at
work where there’s an excess of supply, the pricews IWhere there is insufficient
supply the price goes up quite dramatically and there dossrh to be a lack of
competition at the processor level that preventsdpatating for the benefit of
farmers.
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MR NORTON: Can we answer that question in camerraKixg?
COMMISSIONER KING: Well, is there some confidentdément to that?
MR NORTON: We think there is.

COMMISSIONER KING: All right.

MR NORTON: |think it’s probably best if we have tthiscussion about the actual
processes - - -

COMMISSIONER KING: Sure.

MR PRACTICO: Right. Well, | think that was — | suppdbere were just a couple
of other matters | wanted to confirm. It's suggestedhénsubmission that milk is
used as a loss leader. Do you have specific evidence ihabld at a loss by any
retailer?

MR BIDDULPH: 1 believe that the reason it's bgmortrayed as a loss leader isn't
to the processor, it's at the supermarket level.

MR PRACTICO: Sure, so do you think supermarkets armgatilk at a loss to
them and if you think that, what'’s the evidence of that support that proposition.

MR NORTON: In talking with the supermarkets as we dat they tend to blame
one another and for example, John Cummings from I@Asdmtinuously criticises
the two majors as being the source of all evil insofahimigh their tendering
processes in their ..... (1.48.18) can buy cheaper thtbegthome brands and their
tendering process from the processes cheaper than &bantand quite a bit
cheaper which means they can have the $0.99 specialslantké a margin of a
profit where his argument is he can’t even buy it f@att So obviously if you can
believe what they tell you, there’s a quite differsakes cost to each of the retailers
which puts the smaller retailers at a disadvantage tbightellows and hence there’s
always a loss leader. But he may not be a losgitehd may still have a margin
because he’s got a lower buy-in price. So this iswtretransparency of the whole
processes and this is what we’re saying, that one wiirag that is there’s some
changes to the Trade Practices Act that gives you tremsparency where people
like yourselves can look inside the tent and just idemtfigre all these costs and all
these so called accusations are coming from. IF dreréoss leaders, who is it and
what does he buy in for and what does he sell owtcuse at the moment nobody
knows, its confidential information.

MR O'DONOVAN: Sure, and if we were to find that itbeing sold at a loss by
Coles or Woolworths, would you — what action would youas®llowing from that

.ACCCGRO 23.4.08 P-16
©Commonwealth of Australia



10

15

20

25

30

35

40

45

MR NORTON: Consumers are funny people, they're \&ysgl to certain brand
names. They've been extremely loyal to Harvey Feaghl think if they thought a
very large company like one or two of the majors iglsititg them up or getting an
unfair marketing advantage against some of the smaller btesk they may well
go out and buy the other product just to spite the other pemlehat’'s a marketing
thing but I think the smaller retailers need to have andbstwme of your previous
work on pricing and price watching on petrol, you know, thezee some changes
there that made the whole process more transparémnk lthis needs to happen
further down the change and with some of the other catities as well.

MR PRACTICO: Allright.

MR BIDDULPH: Can I just add to that, | think from ar@er’s point of view and |
did hear it spoken some years ago, that milk is the repseésented item in the
supermarket sopping trolleys, its represented in nine dil@ baskets and the second
most represented in five out of 10 is Coca Cola. Sohehehose figures still hold
true | don’'t have — whether they’re probably still dds the mark but obviously

milk is a very important part of a supermarket’s busiressfrom a dairy farmer’s
perspective, we sort of — we would like to be rewardedhair factor that we are in a
supermarket business and yes, the transparency perhajpbkasa’on where the
margin goes on a litre of milk.

MR PRACTICO: Right. Okay. All right well | think #t's probably all | can ask.

COMMISSIONER KING: Just one question before we miote a confidential
session and apologies for the people who have just dvalkeve’re about to go into
a confidential session so I'll get you to walk outiaga a few minutes, if we look
over say the 03 to ‘08 period on the prices that you pusidMr Biddulph, you're
looking at about a 60 per cent increase in the Farra @ate of milk, now | realise
that’s different but with the challenged co op and tisedéferences with the other
processes but just if perhaps Mr Practico or Mr Nocmurd confirm that over that
five year period there’s a 60 per cent increase in tha kzate price of milk, has that
been a fairly general sort of increase that dairy fesrhave seen?

MR BIDDULPH: Yes, its fairly general I think, you kng the prices they go up in
their directly ..... [1.52.19] each processor. Yowknihere’s only a little
difference each time they all move up together or dimgether. | mean, and
obviously that’s going from you know, a very low base - -

MR PRACTICO: Very low base, yes.

COMMISSIONER KING: Have you got - and | know you’re metailers but |
know you keep an eye on the retail price of milk, havegatuany feel for what’s
happened to the retail price of milk in percentage termstbaé period of time?
Have we — has it gone up by about 50 per cent you knowhéamsice of say a two
litre carton of milk gone up by 50 percent, has it gone ugerti@an that, has it gone
up by about 60 or is ti double? Can you give me any fetbld?
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MR BIDDULPH: 1 think 50 per cent would be close to thark.

COMMISSIONER KING: Yes, what's a — two litre cartofimilk is about $3 now,
| don’t tend to buy milk very often so - - -

MR PRACTICO: Closer to $4.

COMMISSIONER KING: Right.

MR PRACTICO: - - - for the branded. I'm a retaiées well - - -
COMMISSIONER KING: Okay

MR PRACTICO: - - - personally and our buying prices éase significantly at our
level and yes, a two litre of milk, you know one litegails for $2 now and so its
closer to $4 for two litres. That’s where what happenesliw&3 was there was
surplus milk around and National Foods and Harvey Frestoasmime extent
Fontera dumped milk or took milk from Challenge which becadiske process,
Challenge was unable to, because they didn’t have seobithgt milk, to capitalise
on that milk which watered down the price that challecm@d pay and the
processes had a ready source of milk to pick up whenevewtmed.

Now, Challenge has improved their product mix and is rexty¢o trade milk at the
drop of a hat at a cheap price or at a next best @andeconsequently that’s what has
changed some of the farm gate price. At the retal Jdecause of the sales, |
believe that the $1.99 milk hung around for probably twdaee years too long. |
believe that the amount of milk sold at $1.99 continuatiuced.

COMMISSIONER KING: | mean, | guess what | am wondgrabout here though
is that, you know, five years is a reasonably — you krsorgasonable period of time.
| am not going to say it is a long period of timeisla reasonable period of time.
You know, | can see the point that you have been makatgyou know, if the price
of milk goes up by 10 cents a litre at the farm gate gitrseto go up by a lot more
than 10 cents a litre at the retail level. 1 am womdgif in percentage terms, you
know, over, say, that five year period, if there hasitzebig deviation there.

So whilst the farm gate price has gone up by about 50 perhaenthe retail price
also gone up by 50 per cent? So are what we are seetg hieat the same sort of
cost pressures that you had with fertiliser, labour anahs if we go down to the
processor level, do we then see, well, they say, wellhave got labour, interest
rates have gone up. We have got our cost pressureswaoaaering if it is, in a
sense, everybody has got their cost pressures. Ewvbryias seen their costs push
up. So in a sense, you know, it is not a cent for ttexttyou are seeing with a litre
of milk going through the retail price but it may be opetcat the farm gate may
mean five cents to the customer because the pricegeag up all along that chain
until it gets into the customer’s trolley. So | am wering if you have got any
thoughts on that or any comments you would like to give mbatn
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MR NORTON: Mr King, you have coloured the situatiolittée bit. You have to
bear in mind that in 2000 $25 million was shifted from produdiioretail. That was
the price drop. So we probably went — we went backwards.

COMMISSIONER KING: That is from deregulation throughabout 03 or - - -

MR NORTON: No, it happened virtually overnight. In 200the price come back
to producers virtually overnight. It depended how much quota gdurhrelation to
— how little bit of quota you had. So there was no @nmgpercentage across all
farmers. You know? We only had about 30 per cent quataveSidn't think we
would very much damaged. Our price pre-deregulation waseaage/between 27
and 28 cents and we went — we didn't — we were told it wotuggb down much
below 26 cents. Well, it went — as Bob said, it weywid to 23 cents a litre. So we
went backwards overnight.

It took about three or four years to get back to thabgexrhere you are talking
about where it started to leap frog ahead at a faapydrrate. The reason it leap
frogged ahead was because the attrition of farmer dttarteccelerate. In some of
the survey work that we did from the collective bargaimgraup, it clearly said that
if we weren’t paid any more money, then we are out of.h&ve are going. We will
take our package and walk. That is what happened. Nowaveegone from 410
farmers down to under 200. That is — it is — the pipeline fporduction to retail is a
long pipeline. Sometimes it takes three or four yeara fdecision made on the farm
to run out the other end of the pipe. That is whatm@esaeing now. These are
decisions that were made on farm back in 03/04, are arsingtto run out the other
end now. Itis a long, convoluted process that happeresymncplay around with
pricing through deregulation or regulation for that matter.

MR BIDDULPH: You are talking about a 50 per cent i@ over — sorry.

MR GUIMELLI: Sorry. Look, I'm sorry to talk from #nback of the room but |
think - - -

COMMISSIONER KING: If you want to talk, could you pesastate your name
and also are you a dairy farmer or - - -

MR GUIMELLI: Yes, | am a third generation dairy farmeavly name is John
Guimelli.

COMMISSIONER KING: In that case — also, if you couldgse come back
because otherwise our transcript person will get hediifiSo just come up and take
a seat.

MR GUIMELLI: Look, it was only a short comment buthought - - -

COMMISSIONER KING: Sorry, just your name and — agdiis ts - - -
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MR GUIMELLLI: All right, okay.

COMMISSIONER KING: Remember, it is all on public traript so — otherwise
someone will look at this and - - -

MR GUIMELLI: John Guimelli, a struggling dairy farmeom Dardanup.
COMMISSIONER KING: Thank you very much.

MR GUIMELLLI: Ithought the figure that perhaps you wéreking for may have
been the percentage of the consumer dollar that tlkipeo has received. Prior to
deregulation that was in the vicinity of 35 to 40 centsto3%0 per cent. It is now
less than 20 per cent or 20 cents in the dollar.

COMMISSIONER KING: Has that changed? | know deregutais, like, you
know - - -

MR GUIMELLI: Like an axe.

COMMISSIONER KING: lItis a big price drop. Yes, areag a good way of
putting it. Has that 20 cents in the dollar though changbstantially since that?
Has it gone up? Has it stayed about 20 cents in thar@doll

MR GUIMELLLI: It certainly hasn’t gone up. The thingathdoes infuriate me,
which you touched on, was when the five cent a litreepiige to the farmers was
announced, the — Cummings, it was. In response to a j@irgaéstion, would the
price of milk go up in the shops? He said, yes, it wouldgby 30 cents a litre.
My question, my furious question, was why does five centever farm costs
suddenly translate to 30 cents? | believe the retaitans tised every excuse in the
book to jack their price up and drought has been a big onanks.

COMMISSIONER KING: Thanks for that, John. Sonvr, Biddulph.

MR BIDDULPH: 1 was just going to make the point, soa talking about a 50 per
cent increase over the last five years or would yo98gyer cent of that has
occurred in the last 12 months really and for the f@ary prior to that everything
else was going up? Costs of production and so forth buglaarice received at the
farm gate remained the same and that has caused a bigratéie.

COMMISSIONER KING: Mr O’Donovan, did you have anyipielse before we
go into confidential session?

MR O'DONOVAN: No.

COMMISSIONER KING: Allright. In that case we Minove into confidential
session now. If | could just ask anyone who is not eoted with either the ACCC
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or with the Western Australian Farmers Federatiotiha$ could please leave for
about 10 or 15 minutes, Mr O’Donovan?

MR O'DONOVAN: Yes.
COMMISSIONER KING: Probably about 15 minutes. Just watil the door is
shut. There are three ACCC staff members out th@re of them will remember to

shut the door in a minute. It did sort of just seem tthbeobvious thing to do was to
shut door. Okay, Mr O’Donovan.

CONTINUED IN TRANSCRIPT-IN-CONFIDENCE
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CONTINUED FROM TRANSCRIPT-IN-CONFIDENCE

RESUMED [2.25 pm]

EQUIPMENT MALFUNCTION

MR O'DONOVAN: .......... just, Mr Spencer, can you just indeavho the
membership of the Retail Traders Association is?

MR SPENCER: It's a diversified number of retailexs small retailers through to
large retailers.

MR O'DONOVAN: Okay. Could you just — are there any pnoamt members of it
that we should know whose interests you're represehting

MR SPENCER: We represent most probably about thriede and a half
thousand shop fronts through Western Australia. Ifglooking for large retailers,
yes, Coles and Woolworths are members, but they haeveate just like everybody
else.

MR O'DONOVAN: Okay, thank you. All right, now, | seyou’ve got some sheets
there, did either of you have a presentation to the desimner that you wish to
give?

MR LOVELLE: Yes, we do, look, | would like to justake a few introductory
comments, if | may.

MR O'DONOVAN: Yes.

MR LOVELLE: Perhaps just by way of explanation, Clgamber of Commerce
and Industry is the leading business organisation in WeAtestralia.

MR O'DONOVAN: I'm sorry, I'll stop you there, thei®one more formality which
| need to do. I just need to remind you that it is anncffeunder the Criminal Code
to give evidence at this inquiry that the witness kn®afalse or misleading or omits
any matter or thing about which the evidence is misleadingodanderstand that?

MR LOVELLE: Yes, | do.
MR O'DONOVAN: Thank you. Now, proceed.
MR LOVELLE: It's okay, thank you. Yes, the Chambé&Commerce and

Industry of WA is the leading business organisation intéfasAustralia, we
represent nearly five and a half thousand members agli@extors of business.
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About 80 per cent of our membership is in fact small busjreasd we welcome this
opportunity to really draw the commission’s attentiomht® anti competitive effects
of the Retail Trading Act 1987 which we maintain has caiteffect on the retail
grocery pricing situation in Western Australia. The,Ad we see it, is
discriminatory, in that it doesn’'t apply equally to d&bgs or regions across Western
Australia, and chairman, if | may, there is a predentd would like to walk

through, just to demonstrate the effects of this paeidebislation on retail pricing.

MR O'DONOVAN: Thank you.

MR LOVELLE: IfI could just draw your attention to tliest page headed WA's
retail trading hours, laws. The Retail Trading Act 198&snot apply north of the
26" parallel in Western Australia. It applies to a seleirt fact, also does not apply
to the likes of restaurants, cafes, take away food skefesjnary clinics, passenger
terminals, etcetera. There are different rules, depgrah the shop, category and
location. Just over the page is the categories tlatisted there, there are four shop
categories within the Act or covered by the Act.

They are small retail shops, special retail shogmdiktations, those three
categories require certificates, issued by DOCEP jshihe Department of
Consumer Employment Protection, and then there atleasé that don’t require a
certification, they are known as general retail saneshops. Then there are
locations including the metropolitan tourist precinctkijoh is the Perth CBD and
Fremantle, and there are also non metropolitan poarnment areas as well. The
criteria for small retail shops, as I've listed these the page of that heading,
currently it's — there’s a maximum three shops per owsierr less owners per
shop, they're operated for the benefit of those owrtkesowners must be personally
and actively engaged in the shop, and employ 13 or les®geasl at any one time,
including the owners.

| might add that this has in fact increased since 1987 wtigmally it was two
owners per shop and | think two staff per shop as wdler&was an increase during
the ‘90s where that was taken up to 10 employees per storé,sacurrently now at
13. So while there’s been an increase in the numbampfoyees and owners per
store, there’s been no other entrance into that pétinarket. It includes the
smallest retail stores up to the largest independentmapiests, with sales of up to
$10 million per year, and there’s around 6100 of these stdifeere is another
category called special retail shops, and I've justdishe categories there,
gentlemen, | won'’t go through those in detail, | thinkythe pretty well there for you
to see.

They can only sell, however, products that are listatlerregulations, and you have
a copy of those regulations as well, at the back ofttethere is the Retail Trading
Act as well as the regulations. It sets out thei@dar products that can be sold
within these stores. There’s approximately 2200 of those&plart shops in WA.
Filling stations are also noted there, and in the réiguls, regulation 11 sets out
what products can and can’t be sold through filling statidnterestingly, they can
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sell food but not canned fruit and vegetables or cannetlandaseafood, and they
can sell candles, pantyhose etcetera. There arefglimgestations that can sell
other products, and there’s approximately 160 of those atressate.

Then all those that aren’t in those three categdhiat I've just spoken about are
known as general stores, and they are limited to traditwgele eight and six,
Monday, Tuesday, Wednesday and Friday, 8am to 9pm on Thuesdhgjght till
5pm on a Saturday, and they are closed on Sunday. TheMaqurecincts within

WA, | mentioned Perth and Fremantle, their trading hatesSundays, 11am to
5pm, weekdays until seven, Fridays until 9pm, Fremahde Sunday trading 12
noon to six, weekdays until seven, Fridays until namel there are no public holiday
openings. There is a list there of local — non metitgpolocal government areas
where deregulated shopping hours in fact are in existandeagain, | won't list
those, chair, they are there for you to see.

Then the next section is those that have partiahgglulated shopping hours, and
that’s quite extensive as well. There was a referendu2005, and that was
couched in the public interest, and I've set out the questhere, there is also the
responses. The referendum found that those in favalerefjulated trading hours,
or at least extended trading hours, | beg your pardon, wese 40 per cent
response in favour and 57 per cent response negative. velQuee National
Competition Council found that, in its review in 2005ddiat the referendum did
not absolve the government from its obligations to deitex the public interest, and
that WA had not met its national competition policy eoitments in regard to
regulation of retail trading hours.

| mean, this actually costs the state around $20 millicaugh not complying with
the NCC requirements. Now, the net effect, as watsef these restrictive
legislative arrangements are that the Perth and raeteochain stores such as
Woolworths and Coles can only open during standard hautkesefore there’s
limited competition to force grocery prices down, howetlee independent stores,
such as small retail shops, can trade seven days, asdwbelld include the IGA
stores that we’re all familiar with.

The interesting part about that is that ABS data araloglsurveys show that, in

fact, those stores and some of the smaller indepestiaess, in fact, have the highest
prices, highest retail prices, and there was a surveytlgdy the ABS which sets
that out clearly, that Perth has, in fact, the higinetail grocery prices in any
mainland state, and in particular, | refer you to owhich was part of our
submission, our retail trading paper. There was a suny&hoice in March 2007
that shows clearly that two of the most expensive rstaiks in Perth were in fact
those that had protected trading hours, on page 28.

MR SPENCER: | guess, in a nutshell, what you haveetal market in
Western Australia which is highly regulated and, theeefeffectively very
uncompetitive. That is the main point that needs torokerstood when you are
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considering WA as totally different to the rest of Aasa which is, in principle,
deregulated. The lack of competition can affect pricingeqdriamatically.

COMMISSIONER KING: Mr O’'Donovan.

MR O'DONOVAN: Now, you have given us absolute figuresgoocery prices in
Perth relative to other cities. Would you accept thetd are some unique features
of Perth in terms of its geographical location whichhhigpntribute to that?

MR SPENCER: Well, you do have a transport factor énstnse that a lot of the
goods come from the Eastern states and thereforeishei@st anomaly in that.
That is one element that has to be looked at but, Hygam®m, we do have a market
here ourselves for natural produce and also a direct irspoation via Fremantle
that comes in from, especially, Asia.

MR O'DONOVAN: Interms of the — do you think there s iaflationary effect
caused by the regulation of trading hours? So thatmigtaoe prices higher but they
increase faster here than they do elsewhere orris shficient competition to
maintain it?

MR SPENCER: I think you have got to look at it aoaerall factor. If you are
running a business over five to six days as opposed to seygrtlgen you can'’t
spread your fixed costs across those seven days. Yohae the anomaly of
competition in the fact that some of your oppositiothie grocery lines can trade on
the Sunday and, therefore, they have proven, with sétime evork that we have
done, to be higher priced because of that advantageefdtes there is an uneven
playing field. It really has resulted in a mishmashitofasions and that depends on
from which aspect you want to look at it but if you lodkt &rom the grocery aspect,
you really have an unfair advantage with, for instancetclsh dealing through its
independents trading on Sunday.

MR O'DONOVAN: Nos, it has been put to this inquirgtione of the benefits of
regulated trading hours is that it has allowed the indepersgetor of

Western Australia to flourish and, as a consequencendlie supermarkets don’t
have the market dominance that they have in thereastes and, as a
consequence, inflation is in fact lower in WesterntAal& or in Perth than it is in
the eastern cities and this is a consequence of the angerse competitive
environment which Perth has as a consequence of thistiegul®o you have view
about that or a comment about that proposition?

MR SPENCER: | don't believe that to be true.

MR O'DONOVAN: Sorry, are you saying as a factual mayiou don't believe it's
true that Perth does have lower food inflation thamemotities?
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MR LOVELLE: The statistics certainly show that theiin fact, doesn’t enjoy
lower prices. The ABS data clearly points out thattRén fact, has the highest
mainland capital city prices in the country.

MR O'DONOVAN: Yes, | understand that but in relati@njast the basic fact of
inflation. Do you accept that Perth does have lowed foflation than the other
cities like Melbourne and Brisbane and Sydney?

MR LOVELLE: It's not a line of investigation that wellow. We are more
concerned about the competitive forces that might &xidtive prices down. We
don’t have specific information on that. That maythe case but we don't really
look at that sort of — this submission that we are ntakd not concerned about that
particular issue. It is more about the restrictivairebf the legislation that limits
competition, therefore, limits the ability for compi forces to drive grocery
prices down.

MR O'DONOVAN: Sure, well, then just moving on beyoe tasic factual issue.
What is your response to the proposition that the mimexse — | suppose, the larger
independent sector in Perth exists as a consequencerefthation and that has
been a good thing for competition in retail in Perth?

MR LOVELLE: It's difficult to understand how it couloe more competition when
there is a regulated market that denies the entry of othgket players. So I'm not
quite sure how that proposition could really be sustained.

MR O'DONOVAN: Just looking at basic numbers. There more independent
stores so | guess I'm just asking: do you think thatatgeod thing that there are
more independent stores competing against - - -

MR LOVELLE: We favour competition and if there aremagtores competing,
then that's good for the market but the point that veenaeiking is that that
competition is limited by the regulation that exist¢his state. In fact, the

Prime Minister overnight announced moves to introducesrnompetition into the
grocery sector by allowing other market entrants andgtos the east coast. We
would support that move, however the legislation asitdsat the moment in
Western Australia would probably not encourage thesepkat organisations to
move to this jurisdiction.

MR O'DONOVAN: Sure, now, if the effect of the regtian — and | accept that we
are speculating. If one of the effects of the rerhoaegulation was to increase the
market share of Coles and Woolworths, do you see trabad thing or a good
thing?

MR LOVELLE: One point that | guess those that openmata regulated market and
therefore a privileged position perhaps don’t recognssehat it is about the

consumer benefit as well. The consumer must befneiit lower prices. | think that
is a fact that everyone would appreciate. Those thainaare most strident in their

.ACCCGRO 23.4.08 P-33
©Commonwealth of Australia



10

15

20

25

30

35

40

45

defence of regulated hours are the ones, in fact, detemefit but it really doesn’t
confer through to the community lower prices. Thatsdly demonstrated on the
east coast where we see lower prices as a restdingdetition. We see a flourishing
of small businesses as a result of competition, mpperunities for those
businesses to exist. We don't see that in this particodaket.

MR SPENCER: You see more investment in the eastamtail than what you do
in this state.

MR O'DONOVAN: So, | suppose, in endorsing the markaicstire in the east.
Would it be fair to say that you don’'t see a problethhe sizeable market shares
that the major supermarkets have been able to acquire @eregulated
environment?

MR SPENCER: Well, I think if you watch what’s happenindhe eastern states
and you look at the growth of small food operators as aguptusthe majors, that
there is actually increased significant — at a signifigdmgher rate than what Coles
and Woolworths has. 1 think in Western Australia etlext trend is happening but
it's more shown in employment figures. The latestlegipent figures show a
significant growth in the number of people employed in igltydfood as opposed to
the supermarkets and grocery area. So | think that cdropetigns but the
competition here is restricted and that growth thaskald have had has not been
achieved.

You know, if you look at even total retail figures, West@ustralia has always been
summarised as the 10 per cent state. Yet, despite tiwthgropopulation that we
have had here and the economic growth that this shatexperienced and, in fact,
leading Australia, perhaps with Queensland behind it, tiéyés that we are still
battling to be a 10 per cent state. So retail as Bhtasanot grown significantly in
comparison to what has happened in the eastern states.

MR O'DONOVAN: That's all | had.

COMMISSIONER KING: It's always dangerous to give anremmist a pile of
statistics and then to ask about them. First off, gillemreferendum numbers that
you’ve given me, it certainly seems like the Westsustralian community doesn’t
agree that there’'d be a benefit from the repeal oAtteand an increase in trading
hours. | think the numbers here, well, the yes votdegstthan the Liberal Party in
the last federal election which is saying something.

MR SPENCER: That's true and that was 2005. | belieatthe mix of the
population and one population growth and the mix of the pdpnljahere’s been a
large influx of people into this state. | also belielvattthe questions asked were
slightly off the mark and not really relating to thé atderegulation. Since then we
have supported polls that have been done over the a&ldng exactly the same
guestion and that has reflected an increasing growtleiget vote to as high as, |
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think it's about 60, 62 per cent. The fact is that thegagap under 35 is as high as
seven per cent and | think that’s a relevant factor.

| think also that the question of deregulation has, ter&in degree, been grossly
misunderstood. It's really a case of freedom of choldet everyone is going to be
forced to open. It’'s up to them, it's up to them to meeir ttustomers’ needs. Also
the poll that was done with the referendum was fomthele of the state saying their
thoughts on deregulation when deregulation will be brougtitet@erth metropolitan
area, whereas the regional areas will be free tosshatat they wish to do as well.
So it’s a different aspect of what you’ve got to look athe

COMMISSIONER KING: Do you know if these figures would likely to be
different though, in the Perth metro area? Is thdngher support for deregulation
of shopping hours among citizens who live in Perth ansuitounds?

MR SPENCER: Yes, there are.

MR LOVELLE: We believe there is, certainly, and rgalhderpinning that is Perth
or Western Australia, at least, has enjoyed aroundartavo per cent population
growth in the last couple of years. It's well docuneenive’re in the midst of a fairly
buoyant economic cycle right now and most of those petbk come into Perth
would enjoy, from other jurisdiction from where they e, deregulated shopping
hours. They would be used to those sorts of opportuniteeshan really is why

we’re saying that things have changed since 2005 and we firfigydo¢hat there is

a stronger case now for deregulated shopping in Westetrehas

COMMISSIONER KING: Why — | mean, if your numbers amgrect and it's
supported by over 60 per cent of the population, | would havwetitdhe State
Government would have been saying, “Well, this is a nayera We’'ll go to the
election”.

MR LOVELLE: They are.
COMMISSIONER KING: *“This is one of our policies” dn - -

MR SPENCER: The State Government, Labour Governimesimade that promise
and they will be going to the next election with tresome of their policies.

MR LOVELLE: They have undertaken to respect the 20Geatium, but only
until the next election and in fact, both sides of prdiare heading down that line as
well.

COMMISSIONER KING: So both sides of politics have bally made
commitments to deregulate the - - -

MR LOVELLE: They're both still formulating their pigies, but the premier has
certainly come out in firm support of deregulated shoppmgsas has the treasurer.
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The leader of the opposition is also, as | understasdpporter of deregulated
shopping hours as well.

COMMISSIONER KING: Okay. If we look at the numbetise ABS numbers that
you’ve given us, | mean, | really do wonder exacthatidcaptured here. | mean,
obviously you’re drawing the inference that the higher piocehe basket in Perth
which is, just to give a feel for people who don’t hawentimbers in front of them,
I'll do the comparison to Melbourne simply because’shahere | live. So this is
the first column I looked at. We're looking at perhapsree or so, perhaps a two or
three cent price difference there between Perth aglddvrne. Now, your claim is
that that two per cent difference is driven by the shopipings?

MR LOVELLE: Well, it's certainly a contributing facto | think that it would be
hard to escape the conclusion that without the sampetitive forces in this market
that we shouldn’t have prices similar to others inrts of the country.

COMMISSIONER KING: I'm just wondering because, | mete prices are, of
course, all over the shop. If we look at toilet tissuiich | have no idea if it's
produced here or transported across the Nullarbors ifriihsported, it would be a
fairly expensive thing. I’'m looking at the eight 190 shedls. It's cheaper in Perth
than in Melbourne. Facial tissues are cheaper ithPean in Melbourne. Laundry
detergent, one kilo, is cheaper in Perth than in MelmuiWhat have we got?
Instant coffee, a 150 gram jar is cheaper in Perthithtdelbourne as are teabags.
Strawberry jam’s the same. Chocolate milk’'s cheap®erth than in Melbourne.

MR LOVELLE: Yeah, and - - -

COMMISSIONER KING: [ just wonder - - -

MR LOVELLE: - - -locally produced - - -
COMMISSIONER KING: - - -you're trying to draw a Igrbow here by
saying - - -

MR LOVELLE: Well, we're trying to demonstrate thaintpacts on groceries, our
pricing. Just to use some more of your examples, lopatigtuced lamb is more
expensive here than the east coast, so I'm not quitetatreéhere’s an argument that
you can mount there. What we’re saying is that grocecgin Perth are higher
than the east coast and one of the reasons fomiadielieve, is that there is not the
competitive forces or influences in this market to dthase prices down.

COMMISSIONER KING: Have you got, | guess, more — have yodertaken a
more detailed study? | guess the thing that worries mat dltus is that it's very
similar to the debate I've just been involved in relgtio Fuel Watch at the national
level where people seem to believe that you can maketacomparison between
petrol price in Perth and petrol price on the east @absay, “My gosh, that tells

.ACCCGRO 23.4.08 P-36
©Commonwealth of Australia



10

15

20

25

30

35

40

45

you something”, and | think the commission has been fagtal in the media of
saying, “Well, that doesn't tell you absolutely anything wbhater”.

MR LOVELLE: Sure.

COMMISSIONER KING: I'm just wondering if in some wayou're trying to take
some raw numbers here and draw a conclusion from itehily what we would
need is a more definitive study to try and take into aettransport costs and other
factors that are likely to affect these prices. $owondering, have you done a
more detailed study or are you aware of anyone who hasttat study?

MR LOVELLE: No, I'm not, but again, we draw on — | kegqing back to the
same point. We draw on the experiences in the eastiEes markets where there
are deregulated shopping hours, trading hours, and they sdmmable to provide
cheaper grocery prices than in the west coast. Tieexéo be reasons for that. I'm
sure the ones you've mentioned are certainly part ofhas the limited opportunity
for competition in this market, as well. Again, | thitlat’s a fairly clear case there.

MR SPENCER: | think you also need to - - -

COMMISSIONER KING: | get worried about running inferenéesn prices.
According to these numbers, prices are cheaper in Malbeahan in Perth.
Melbourne had more successful over time AFL teams Breaith, so am | meant to
draw that that’s got an effect on price. Sorry for Whegst Coast supporters in the
room.

MR LOVELLE: That’s okay.

COMMISSIONER KING: | just —you're drawing a causalihgere and | guess my
point is quite simple. There could be numerous reasenisd this. Unless there’s
actually been a study done to say, well, here are thieirfs that could be causing
this, we can actually show that the one that is ingrdris the shopping hours or they
all have a little effect and here’s the shopping hotiece I'm just not sure | can
draw anything from this other than to say, well, on a dmatpyes, the ABS has said
prices are higher in Perth than in Melbourne and therenumerous differences
between Perth than in Melbourne. | live in one,thetother. | mean, I'm sure
you’re not saying that if | moved to Perth, that shogpthat grocery prices in Perth
would drop, but, you know, | just can’t see how you can drawference without
actually, you know, in a sense knocking out all the roplessible things that could
cause this difference.

MR LOVELLE: Perhaps an example closer to home theuladvbe the Choice
survey, March 2007, as you have that in your submissiols Aérat does, in fact,
compare local grocery stores with local grocery stondsnehat it shows there, |
think we have to agree, is that those that do or caratgpseven days, in fact, for
some reason have higher prices. So, you know, whéresompetition aspect
there? If Coles and Woolies, and in fact Coles awbi&s aside, if there was a
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deregulated market with competition, you would expectttiee would be lower
prices from those stores that open on weekends orahpreileged position of
opening on Sundays when no one else can. There’s n@etition in that particular
market.

COMMISSIONER KING: All right. Mr O’'Donovan, did yohave any follow-up
guestions on that?

MR O'DONOVAN: No, nothing else.

COMMISSIONER KING: Okay. Inthat case, thank youywmuch, Mr Spencer
and Mr Lovelle, for coming in.

MR SPENCER: Thank you.
MR LOVELLE: Thank you.

COMMISSIONER KING: Allright. Let’s get starteabain and our next withesses
are from the Red Meat Action Group.

MR HEWSON: Correct.

COMMISSIONER KING: And Mr O’Donovan, | will pass ewto you to ask the
representatives to introduce themselves and also if yaldvgive them the warning.

MR O'DONOVAN: Okay. So could you just state brieflyur name, the
organisation you represent and your position within therosgdon?

MR HEWSON: My name is John Hewson. | am a memb#ieoRed Meat Action
Group Committee and I'm a beef producer from Kojonup irstéfa Australia.

MR INTROVIGNE: Mike Introvigne, beef producer, Westekustralia,
Bridgetown. Stud and commercial breeder and a committeeoer of the Red
Meat Action Group.

MS DUNNET: My name is Barbara Dunnet and we are pesfucers from Scott
River and | am a member of the Red Meat Action Group.

MR O'DONOVAN: Now, have you been advised that @&'sriminal offence to
give misleading evidence to this inquiry?

MR INTROVIGNE: Yes.
MR O'DONOVAN: Yes. Allright. Thank you. Could ydust briefly describe

firstly what the Red Meat Action Group is, who its nimrs are and how it came to
be formed?
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MS DUNNET: The beef industry got to such a low poinerehproducers were
receiving such poor returns that in November last yeanefes, WAFF, PGA and a
range of other people had a public meeting and that wasnhBichbury. 400
producers turned up. There were nine resolutions that canwd that meeting. The
Red Meat Action Group have been trying to work througbfathe actions and
trying to get a better return to producers in Western Alistand try and halt them
leaving the industry because of poor returns.

MR O'DONOVAN: Right. So you're a representative pax beef producers in
this state?

MS DUNNET: Probably south-west beef producers but wgbtePGA and WAFF.
PGA represent the northern portion of the state.

MR O'DONOVAN: Okay. But it’s distinct from the Wegustralian Farmers
Federation?

MS DUNNET: Yes. It's a non-political organisatio8ort of it’s just farmers.
MR O'DONOVAN: Right.

MR INTROVIGNE: And if | could add, yes, WAFF are mendef the Red Meat
Action Group.

MR O'DONOVAN: Right. Okay. Now, | mean, what llite to do is just follow, |
guess, beef through the supply chain to the retail stakraggou’re producers, |
hope you'll be able to help us with that.

MR HEWSON: Sure.

MR O'DONOVAN: Allright. What I'd like to do is tryand understand, | suppose,
three meat products. One is premium Scotch fillet,ismeince and one is budget
rump steak and if we could just follow the chain frdma tive cow all the way
through. Okay. So starting with the beef producers, at pdiat do you start to
engage with a buyer?

MR INTROVIGNE: Okay. Generally, look, some supplidossupply milk-fed
vealers which are generally eight to 10-month-old calselsl to slaughter direct off
the mother. You may negotiate six months beforeax ktoking at where you're
going to supply those calves. A lot of people, look, gsnes like Landmark and
Elders to sell their product and that’s generally véoge to the time of slaughter.
So there’s a lot of different aspects to it. Produbakse been in alliances with
processors for many years basically have their produpgogilled in in the
processor’s sheets, ready for the coming season amdci#éise of two months out,
phoning up the processor’s desk, the buyer’s desk and confirnhieg you plan to
deliver the cattle.
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When it comes to grain-fed cattle, which they — feedis source weaner calves, put
them on feedlots, turn them off anywhere from 60 to 100gdys depending on the
market. That’s for domestic. Those are generallyedpncontract nowadays with
processors or in the case of Woolworths, they do twir sourcing and that’s
generally done before you purchase cattle to put on feed.c&ald be anywhere
from three, four, five, six months ahead of when you fdasupply that finished
product.

MR O'DONOVAN: Right. So starting with - so a cowas little as two months,
you will make a decision about whether or not you're gtingnake a sale for it?

MR INTROVIGNE: You'll generally - you'll have an idea¥ou might not sign a
contract. Well, there’s no contracts for young eadtl that age but you’ll start
thinking about it and possibly even before the calf impgou’ve got an idea of
where you're marketing that product, which it’ll be nine nhsrafter its birth
generally. So it gives you an idea of the type of anyoalre producing. There is a
difference between a milk-fed vealer direct to slaugitteéx weaner. You've got
carcass specifications that you need to direct that abinsal it's the way you
manage that animal through its life to get to that slaugidiett, whereas with a
weaner calf, there are different specifications. Yawvem't got the tight carcass
specifications because it's going to a feedlot for thaetdone.

MR O'DONOVAN: Okay. Now at the point that it godfsit’s going down the
feedlot route, is that where most of the premium thasyou would see in the
supermarket would have gone through a feedlot? Is thaPrig

MR INTROVIGNE: Not always. There is premium grasd-tattle, there’s
premium milk-fed vealers and, look, increasingly therprimal cuts, which are the
top cuts, from older cattle that have been eitpecHically fed on grass or grain that
will suit certain markets. So in Western Australia feedlot sector is not as strong
as in east coast. It is growing, although this yeaitdken a big hit because of the
fact that grain prices were so high and they couldnttfyus/ith the low contracts
that were being offered.

MR O'DONOVAN: Right. Okay. So it's possible thaitypu went into a
supermarket in Perth to buy a Scotch fillet, that thet fhat you're eating there is
from a cow that’s only been grass-fed? It's nevenide a feedlot?

MR INTROVIGNE: That's true. Could possibly, yes.

MR O'DONOVAN: Okay. Will there be some price reft®n on the fact that it
hasn’t been to a feedlot?

MR INTROVIGNE: No.

MR O'DONOVAN: Or is the quality the same? Or cantbe same?
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MR INTROVIGNE: It can be the same, yes, but, lothlere’s no differentiation.
You can’'t go to a shop and ask, like, “I want a grass-tadch fillet, | want a
grain-fed Scotch fillet.” Yes, it's just marketed the&me and particularly with MSA
grading, that’s used to identify what grade it meets artiat®s how it's marketed.

MR O'DONOVAN: Right. Okay. So from your point ofexv, when do you
decide whether you’re going to sell to a meat processar,\@esume owns the
abattoir, would own the abattoir as well?

MR INTROVIGNE: Generally but not always.

MR O'DONOVAN: Okay. So a meat processor or dealadiveth the major
supermarket or choose to pay the abattoir to slaughter tharmbthen sell the
carcass. Are they roughly the three options that yweh

MR INTROVIGNE: No. No. Generally it's a decisignu probably made before
of the type of production system you run, whether youdsedttly to an abattoir
when it’s taken from its mother or whether you selatfeedlotter or a grass fattener
at that point. | know of very few cases where preaeswill take ownership of the
carcass through the processing sector.

MR O'DONOVAN: Right. Okay. So when you make a decis| guess, to sell
either to a grass finisher or a lot finisher or | suppos@itbeessor is the other option
direct?

MR INTROVIGNE: Yes, the processor. Yes.
MR O'DONOVAN: How do you go about negotiating a price tlee animal?

MR INTROVIGNE: Well, there basically is no negottiunless you choose to
sell through the saleyard system, through a weanewsale then competition from
several potential purchasers will bid on those cafile far as going to a processor,
it's more or less ring the stock desk and they’ll tell yehat they're going to pay for
them and if you're not happy with that, you mightanother one. Generally the
majority of farmers will have pre-organised a delivergtertain processor, as
they’'ve had previous arrangements with them. Some dexjdsttsort of take a
chance and try and market them via Elders or Landmatheanselves and try and
find the best price. Also you've got the situation is wlyibu may be able to get a
better price somewhere, they might not be able to slaugitse cattle for some
weeks or months so that’s another problem. So wayd we're at the mercy of
whatever’s happening at the time. There’s no real negotia

MR O'DONOVAN: Right.

MS DUNNET: Unless you've signed a contract, which galheonly happens in
the lot feeding industry, you're governed by the pricéhefday. So if you decide to
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sell tomorrow, that’s the price you have to take. ¥ano't sort of negotiate and sort
of lock in a price next month.

MR O'DONOVAN: Right. Now, we spoke to a farmer y@slay who said that part
of his herd was contracted, and I'm pretty sure he goefirthat part of it was
contracted to a supermarket. Is that option availabjetcearlier in the season to
opt to contract — make a long term contract with amsjipermarket or a lot feeder?

MR INTROVIGNE: |don’t know of any situation whereags fed or possibly —
sorry, possibly grass fed, maybe, definitely not milk fedlers, that’s just on the
price governing on the day. There has been instances ydhére under the
impression that you were to receive, for instance, $2Aadlivery next
Wednesday, Tuesday they will phone you and say, scg$3t20. So that does
happen. There is instances of people contracting fdri@agrass-fed cattle.
Generally not in the spring, though it could be from thigation in autumn. But
grain-fed cattle, definitely, the majority are conteat

MR O'DONOVAN: Okay. Contracted to the major supermssla@ contracted to
some other —to a processor?

MR INTROVIGNE: Well, Western Australia has onlyetbne active retailer,
Woolworths, that are in — actively source their eafitbm producers direct. They do
all that themselves, and the rest of them we would biindeaith processors.

MR O'DONOVAN: Okay, and in terms of proportion of rkat share, if you had to
estimate, how much does Woolworths occupy as compatée tither meat
processors?

MR INTROVIGNE: Well, I'm led to believe probably aradithe 30, 35 per cent
mark of the retail in WA.

MR O'DONOVAN: Okay, but in terms of — because | underdtprocessors also
export.

MR INTROVIGNE: Yes.

MR O'DONOVAN: Do they represent a much smaller shairthe total acquisition
of cattle?

MR INTROVIGNE: No, they would represent a greatempomion of the domestic
cattle, because they also supply small retaileranttependents, and Coles, of late.

MR O'DONOVAN: Sorry, the rest of the processors?

MR INTROVIGNE: Yes.
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MR O'DONOVAN: Yes, but, no, if you were to include tegport market as a
possible ultimate destination for your cattle, whatrsheould Woolworths occupy
of the market for cattle or small good — yes, | thiaktle direct from beef producers,
are they a big proportion or are they less than 10 p&? cen

MR INTROVIGNE: A significant proportion, yes. Lookdbn’t have the figures
with me, and | don’t want to speculate, but it is a igant proportion, yes.

MR O'DONOVAN: Right, okay. So at the point at whighbu make a decision to
sell, you can ring a meat processor and the meat porcesisgive you the price on
the day, is that how it works?

MS DUNNET: Generally producers that are trying to predioc supply for

12 months of the year, if you know that that’s going tgdngr market, you need to
phone up in December and make bookings through to June oothdyvise you
can't get your cattle in to be killed.

MR O'DONOVAN: Right. Do you have any understandiridgnow they set the
price, how it is that the price is what the pricengloe day?

MR INTROVIGNE: That’s the bewildering question. Wavie some views, |
spoke to the — to Harvey Beef yesterday, and they gaveforenation as to what’s
happening at the moment. For instance, $3.80 a kilogram tssvidegng paid for
carcass weight, for grain-fed cattle.

MR O'DONOVAN: Now, when you say carcass weighgtth the animal after it's
been - - -

MR INTROVIGNE: After slaughter, it's been gutted and Hidken off.
MR O'DONOVAN: Is that different to dressed weight?

MR INTROVIGNE: No, that is dressed weight.

MR O'DONOVAN: That's dressed weight.

MR INTROVIGNE: It's called hot standard carcass vigvhich is dressed
weight, yes.

MR O'DONOVAN: Yes. So sorry, what was that numbe

MR INTROVIGNE: $3.80. The retail carcass yield, whisimeat off the bone,
that would be a 250 kilogram carcass we’re looking at, 74emdris the figure they
work on, which would produce 80 kilogram — 185 kilograms ofveoped saleable
meat, except for bone, hide and offal, which equateghe $3.80 then becomes
$5.13 per kilo for that saleable meat. The processorsraeyiBeef are currently
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selling that, grain-fed product for an average, overall, @asked in a carton, at $6 a
kilogram.

MR O'DONOVAN: So that sounds like quite a small mark-apthe processor?

MR INTROVIGNE: Well, when you consider — yes, beaatle hide, offal and
bone is classed as the fifth quarter, so that’s — thadifferent marketing situation,
you don'’t just send offal cuts to the — to the retaierd they sell it, they specialise
in marketing, and of course those prices are dictatedjtote a bit, by the export.
So they focus — there’s not a huge margin on that acamedss that they buy, and
they’ve got, you know, a lot of cost. Now, | don’'t begrudggbody making a
decent profit from anything, it's when it impedes on mijtdm line and | have no
way of addressing it that it starts to be a concern.

MR O'DONOVAN: Sure. Is the hide and offal owned bg ffrocessor and
whatever they get for it, they get — it goes to them?

MR INTROVIGNE: Yes, that’s correct.
MR O’'DONOVAN: Right. So in terms of the — so itlset $3.80 per kilo is - - -

MR INTROVIGNE: Well, the 250 kilos average that youeige as a producer of
grain-fed cattle, correct.

MR O'DONOVAN: Right, okay. Now, have there beepresumably there have
been periods when the price has been significantly hifpaerit is at present?

MR INTROVIGNE: Look, it was —in 2001, it reached high lsvier milk fed
vealers, some grain-fed cattle | think was that yeant weer $4 a kilo. Since then,
you know, $3.80 is probably at the higher end of what ittesbe the last couple of
years. That was simply due to the fact that theyeltdgnise there was some
additional cost to feeding, or considerable additional wofeeding, so feed lotters
extracted probably only 15 cents a kilogram at the nidsisatime of year.

MS DUNNET: Yes, and the $4 a kilo was only for a + pismall window, eight
weeks at the most.

MR INTROVIGNE: Also, this $3.80 doesn't reflect the ggefed cattle, which
currently Barbara, you've probably got - - -

MS DUNNET: Yes, currently, sort of they're retaij at $3.40 a kilo, and it goes in
the same carton at the grain-fed stuff.

MR O'DONOVAN: Right. No differentiation at the &t level?

MR INTROVIGNE: No.
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MR O'DONOVAN: Right.

MR HEWSON: On the box of meat, because of the M&#ling, you — it doesn’t
say whether it's grass fed, age or whatever, you jusrg®SA grading. So the
consumer is not aware exactly of, you know, the agehatt the animal has done,
and that is a problem with meat brought in from the eastates, and it can be bos
indicus cattle which is as not as good eating, but itheve MSA grading. If the
consumer eats that and doesn't enjoy it, well, th&gép away from the meat
market, so the grading system is — has a problem.

MR INTROVIGNE: It potentially is the best grading syt in the world, but there
are anomalies in it that are allowing for inferior pragluader the MSA grade, to
come in to compete with Western Australian premiuntlyepproduction system.

MR O'DONOVAN: Right, so the MSA grading is — what ddbe MSA stand for?
MR INTROVIGNE: Meat Standards Australia.

MR O'DONOVAN: Okay, so this applies Australiawide?

MR INTROVIGNE: Yes.

MS DUNNET: Yes.

MR INTROVIGNE: For domestic production.

MR O'DONOVAN: Right. So how is it that meat is alib come to Western
Australia that hasn’'t been graded in that way?

MR INTROVIGNE: Yes, it has been graded, but under ntgrity of
supermarket, meat is MSA grade 3. There is quite a widgeraf points which —
you look at meat colour, meat fat colour and the likest go into forming that score.
That was lowered some time ago by MLA to be able to geerbos indicus cattle
into the MSA grade 3. So as a consequence, the Wesistraflan production
system, particularly in the south-west, and I'll stiokhe south-west, that’s what |
know, is geared around yearling type production, whethemillsfed vealers, grain
fed or grass fed. This meat coming in is competing witk atia cheaper rate,
because it's a different production system, and thepite to get it under this MSA
three-star grade, and be offered at the same — bubitth@ same product.

When people eat it, it's not the same product. Therdtisvould be — potentially if
the labelling was adhered to, that this meat not to bsucoed by this date, which is
the aging process that will allow it to reach thatdgr, unfortunately that’s ignored,
and so it's MSA, just put on the shelf and that’s fir8o at the moment, Harvey Beef
has rump from its grain-fed product at $8.80 a kilo, theyffering it to retail and
traders. They're competing with Queensland rump comowy fTeys Brothers at
$6.60 a kilo. That's as of yesterday.
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MR O'DONOVAN: Right. Now, does that suggest thastecoast graziers are
getting even lower amounts for their cattle?

MR HEWSON: No. In fact, they are getting more.
MR O'DONOVAN: Right.

MR HEWSON: This is a concern, because they aringettis large volume of
meat off a bigger, older animal. So they have that veJymu see, whereas with a
smaller grain-fed animal, with less meat on but than-ya big yield off an aged
animal.

MR O'DONOVAN: Right. Is that option not availabie you as graziers?

MR HEWSON: Well, it has been — yes, | think theralgo — there is a different
focus on export in the east. So some of the primal®+of the Asian markets
prefer the forequarter cuts. So a lot of - - -

MR O'DONOVAN: When you say primals, are these the -

MR HEWSON: Primals — no, the primals, are the higHityueuts; your Scotch

fillet and rumps and whatever. So they are ableltéhgsm cheaper because they are
getting more for their forequarter product to export. tfisa different animal. It

does grade NSA. It is competing against a different produstistem of a superior
quality product. It is recognised in many sectors that Westralian south-west

beef is some of the best in the world. We have tkwabtrying to market that

better. When the grading system doesn’t identify thairlglethen we have got a —
we haven’t got any potential to do that.

MR O'DONOVAN: Sure. Allright. Well, then just mong away from the grading
system. If you were unhappy with the price on the gay,could then attempt to
sell through a saleyard. Is that right?

MR INTROVIGNE: Correct.

MR O'DONOVAN: Why would you accept a poor price and ot to sell through
a saleyard? Is there a problem with the saleyardrayste

MR INTROVIGNE: You would probably get less.

MR O'DONOVAN: Right. Why is that? Who operateshiit the saleyard? Who
are the buyers in the saleyards?

MR INTROVIGNE: Similar to what is available, ali¢ processors. There are
cases where graziers or grass fatteners and feed laftecompete on certain types
of cattle. If your cattle — look, you may get a readdmarice which is competitive

to going to the processor but there are associated ddstause a saleyard who have
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to sell an agent. So you are looking at 5 per cent casionisind all the fees that go
with selling in a saleyard. So there is additionats€associated. A lot of the times
the cattle that are prime cattle, that were ideasfaughter, may not attract the
premium they would have done if they went to a progesso

MR O'DONOVAN: Okay. How do either of those routesmpare to selling direct
to Woolworths? Do they have any additional power inntlagket or do they just pay
the market price that the other processors are - - -

MR INTROVIGNE: They pay similar to others, in ourpexience.
MR O'DONOVAN: Yes.

MR INTROVIGNE: They do have strategic suppliers, Veetit be milk fed
vealers or grass fed yearlings or grain fed. So thevetia huge option. There is
occasionally some chance of getting cattle into Wodsbut because they plan
ahead for their requirements — look, it is a great mmdedork on. | mean, all the
other processors wish they could do it. They do influ¢neeverall domestic
market in Western Australia to a great extent.

MR O'DONOVAN: Right. Inthe sense that do they gailg pay more than a
processor?

MR INTROVIGNE: No, they pay similar. Their spect#itions are, you know,
sometimes tighter than others but — or generallylaimBecause they own the
product from the time it is slaughtered, right throughsame cases with grain-fed
cattle they can pay, you know, a 10 cent, 15 cent premium

MR O'DONOVAN: Right. So would it be fair say that Wamrths at least is not
responsible for depressing the price in Western Aua@ali

MR INTROVIGNE: No, I wouldn’t agree with that. Ihe Spring in November the
market for cattle was at $3.50 generally for milk fed eesal The wiener market was
reflecting that price while there were concerns thathigh grain price was going to
mean that feed lotters weren'’t able to pay the previoaissyprices for wieners
because the processors and Woolworths weren't prepanectéase what they were
offering for grain-fed cattle on the previous year to ptftee increase in feeding,
which was between 100 and $150 per head.

So it is — | would probably rather do this in camera, ifoeald.

MR O'DONOVAN: Sure.

MR INTROVIGNE: The rest of that comment becausiarik it is pretty delicate
and we — while we have no concrete evidence, we have pbapleave come to us

and said this is what has happened. It is — put two and twihésge does make
four but | would rather, yes, go public.
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MR O'DONOVAN: No, that is fine. Allright. So theuts that are leaving the
processors in Western Australia, if we take the $8.8@&di rump, is there
additional processing that then has to happen to it battix¢ point and the point at
which it enters the supermarket shelf?

MR INTROVIGNE: Basically it is the just the — ifteader gets it or a wholesaler
wants to on-sell it, obviously he wants to make hisgmarthey go straight to a
retailer. Then it has got to be, you know, cut up irgeetevant portions as they
want to sell it and packaged and re-packaged in the smalkn@mw, portions that
they sell it. You know, when you consider that to gé&t that point we have had a
calf that has taken nine months to produce under its mantig;here from three to
nine months to go through the feed lotting process; andgihémrough the
expensive process of processing; and it comes out gidhmtin a carton at $6 a
kilo. Then on average, it is retailing at 16. | dahibk it is fair that very time that
is taken to produce it and to process it receives onlydmst 30 and 37 per cent of
the retail dollar.

MR O'DONOVAN: All right. Now, those figures thaby are using for the retalil
price, where do you get them from?

MR INTROVIGNE: In a way | have — you probably haverthgresented. There is
MLA figures that we have had from last year. We - $1bfigure that was given to
us by MLA.

MS DUNNET: The retail prices presented on that siveee yesterday’s prices in
the butcher shops here in Bunbury and Busselton.

MR O'DONOVAN: Right, okay. So all of the feed lot tetail represent prices that

MR INTROVIGNE: Yes, this sheet here. This sheptesents retail prices that we
researched in the last few days. Yesterday, sorys dther one is just the
indication of what goes from the feedlot to the tdtaithe same product.

MR O'DONOVAN: Okay.

MR INTROVIGNE: Obviously if it is grass feed, you orilgve to change that
$3.80 at the top to 3.40 which was probably the top end of #lerumarket in the
Spring and that is currently the grass fed price.

MR O'DONOVAN: Okay.

MS DUNNET: Yes, that was right down to $3.

MR INTROVIGNE: Well, it was, yes.
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MR O'DONOVAN: All right. Interms of understandirgproduct like mince, does
that have a completely different supply chain in teofihe kind of beef that starts
the process?

MS DUNNET: If you look at that figure where ti idkimg about the 185 kilos in
the carton, which is on the feedlot to retail, thatudes the whole beef. Sort of,
whether it be the mince or the fillet steak. So thain average price of the meat in
the carton.

MR O'DONOVAN: Right, okay. Do we know in yield teemvhat the rough
break-up between the — | suppose this. | mean, of the &5 kidw much would be
something like rump and how much would be mince?

MS DUNNET: Primal.

MR INTROVIGNE: No. Look, sorry — look, | don’t thinke would get into that.
It is a process of — it is not our field.

MR O'DONOVAN: Sure.

MR INTROVIGNE: So | wouldn’t want to comment on that.

MR O'DONOVAN: All right.

MR INTROVIGNE: It is very difficult to say — we quoteir price we receive to the
price of Scotch fillet because the product we produce andderd to the processor
contain mince, sausages, rump, blade, Scotch fillet. tl8ok a processor would be

best — he would be the best one to talk to about tleat on

MR O'DONOVAN: Sure, okay. Now, in terms of theagtimarket itself, our
understanding is that at least half of the retail maskk is independent butchers?

MR INTROVIGNE: Correct.

MR O'DONOVAN: That the supermarkets — like, the supekets, Woolworths
and Coles, are, you know, 22 or 3 per cent market shaties gtail level?

MR INTROVIGNE: |thought it was a little higher thémat in WA.
MR O'DONOVAN: All right.

COMMISSIONER KING: Sorry, Mr O’'Donovan, when youeasaying 22 or 23,
you mean - - -

MR O'DONOVAN: 22 per cent.

MS DUNNET: Each.
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MR INTROVIGNE: Each. Yes. That would probably beaahinimum, | would
say, too.

MR DONALDSON: Sure, okay. Now, do you have a vievany understanding of
to what degree the independent butchers place a cohstndine prices that the
major supermarkets charge?

MR INTROVIGNE: I think it's probably underestimatingwaonuch power the
supermarkets have when it comes to pricing. You talklsetailers and they're
doing — look, I looked at our local butcher in Bridgetcawd he told me of several
other butchers that he talks to, small country butchieey;re doing very well,
because they market their products, they use all thetbatsmarket it differently to
extract the maximum amount from each cut. With Woathsand Coles | consider
them to be lazy marketers. They would rather justthayproduct, put it on the shelf
and sell it for as much as they can.

When they controlled, as you say, 50 per cent of thé&ehdractually thought it was
more than that, they have this ability to — everyase follows what they do,
because as long as you come in close to what Woolwanth€oles sell it for, your
service and what you do with your customers gives yoletige to keep selling
more and we had actually seen the small butchers arsinhiéretailers increasing
market share over the last year or two, because pampleecoming aware of the
service. You know, you go to a Coles and Woolworths isest the back wall of
the shop, it's there to draw people in past everythingteétés sold.

So if it was important to them — now, if it’s importaat far as making profits — if it
was important from a marketing perspective it would beljakind the counter as
you walk in. But, no, they want to sell everything like yoake and cereals and
everything on the way through and it’s right at the baukthese are perceptions —
and it’s very difficult to ascertain exactly what's hapipgg and we’re hoping that
you gentlemen and ladies will be able to help us do thatybs, perception is nine
tenths of the law and that’s what produces the partisglzne and they just can’t
understand — and if you look at the graphs that show theaise in retail and there’s
another chart, an NOA chart, which shows how — thestmre which shows the
increase from 1998 to 2007 of beef and that’s Australiail neéat prices.

When you go to look at the West Australian — over the pghgé/Nest Australian
trade steer, which is probably a reasonable indicatpricds, you can see there’s
been no real increase if we go to this year and the 290& fof $1.63 I'd probably
dispute as well, I'm not sure how they came up with oimet, because it would be
lower.

MR O'DONOVAN: Sorry, which figure’s that?

MR INTROVIGNE: The trade steer, if you look at livewight, trade steer light,
third from the right on the second page, yes, I've hiditdid it for you there, if you
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look at the increase that has made in comparison foréwous page with the retall
price, you'll see that we just have not kept up withitteeease in retail dollars.

MR O'DONOVAN: Now, just looking at the processor niegf my understanding
is that Coles, at least in Western Australia, a@agudirect from a processor?

MR INTROVIGNE: Correct.

MR O'DONOVAN: It's only Woolworths that has thairiger - - -
MR INTROVIGNE: Woolworths have their own integragehcess.
MR O'DONOVAN: Supply chain.

MR INTROVIGNE: From supplier, which is the producerfezdlotter through to
their retail, yes.

MR O'DONOVAN: Okay, now this may be a question you waranswer in
private session, but it would appear from the outsideittbatt this processor level at
which there are a number of players other than therreapermarkets.

MR INTROVIGNE: Yes.

MR O’'DONOVAN: In fact only one supermarket participag¢sghat processor
level, that’s the level that sets the price that&gerfor the producer?

MR INTROVIGNE: No Woolworths have a role and Woolthr play a strong role
and Woolworths, in the spring, when it comes to milkvedl, they probably dictate
as to how — if Woolworths drop their price by 10 centthéoproducer, everyone else
follows. Some will drop it lower and to be fair teeth, but they tend — that’s sort of
the benchmark, when it comes to grain-fed prices, we@teure of the true extent of
their — they had some preferred suppliers, and you’ll nevew — or we’ll never
know what they actually get, but generally there are ahepliers who supply
grain-fed product.

Everyone just looks at — okay, Woolworths is paying $3.90, tevdde able to
compete through the chain because you've got to understeypdaon’t need to make
the margins on the way through that chain like whatrttizidual or the processors
do, to sell it to retailers, because they can pick atugtail. So they're spreading
their margin over different areas. So the restecont and say, well, look, to be able
to compete we'll pay $3.80. When you're a feedlotteryandve got millions of
dollars tied up in a feedlot infrastructure that needs tergge a return, many of
them are — look, saying, we’ll forego making any profilathis year to maintain

our preferred supplier status.

Now, one feedlotter who — turning off 465 head per week cilyrenWestern
Meatpackers, Harvey and Woolworths is making nil profit amen asked why does
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supplier status, he said, yes, that’s one of the reaséo long he could sustain

that is, | would say, not very long. This is why wed&look at ensuring that each
sector of the production chain, from producer through tal,ratbmakes an effort or

share of a consumer — or gets an equitable share obtiseamer dollar.

MR O'DONOVAN: Now, looking at the broad — the beef inolydroadly, the
export side of the business is very substantial, idsenthan 50 per cent of beef
produced in this country would end up in export, is that right?

MR INTROVIGNE: Australia wide, yes, probably moreisdVestern Australia.

MR O'DONOVAN: Sure, so then that suggests that thexmarket remains a
realistic alternative to selling into the domestic kedyis that true?

MS DUNNET: Well, most of the export cattle arethern cattle and not European

breeds which is generally in the southern portion whireooler.
MR O’'DONOVAN: Okay.

MR INTROVIGNE: During the ..... it gets colder.

MR O'DONOVAN: And they're live export, right.

MS DUNNET: So not many from this area are live exgabrt

MR O'DONOVAN: Okay, so what proportion of the south@roduction is sold
into the domestic market?

MR INTROVIGNE: Well, I wouldn't have those figures Witne.
MS DUNNET: Most of it.
MR INTROVIGNE: Yes, a considerable amount. You've igolbok at the fact

that there are options. If the processors can dant-Harvey Beef is one of the
ones that are working at that and West Meatpackersihake past - is to divert

some of this south-west production, that generally jushig available to domestic
because of a lack of export, developing these export tsaakeompete. Now, that
may in the long term help us improve our returns, buetber certain point where
the processors won't go and pay more because, you kxpastés pretty
competitive, so it’'s while there is an impact from extpthe domestic market also
has a — probably an equal impact on the domestic priceleddeorice.

MR O'DONOVAN: Well, we heard from a beef producertgeday, that the high
Australian dollar is obviously making it more difficult $ell beef into the export
market - - -
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MR INTROVIGNE: That's correct.
MS DUNNET: Yes.

MR O'DONOVAN: - - - which is perhaps pushing up the suppty the domestic
market. Do you see that as an effect that’s occuanmuif so isn’t that — would not
that explain the depressed pricing that we're seeing amhtmeent?

MR INTROVIGNE: No, it wouldn’t, because the produchere hasn’'t been that
amount of product going — the most export is culled cowlsbafis and heavier types
of steers, stuff that doesn’'t — product that doesnittii the domestic market and
that’s always been going to export, predominantly the Ulsere are other markets
now taking other product, but the east coast is probablpitgest focus on an
export into the likes of Japan and Korea. We probablgiiiatad the critical mass
in some areas to be able to tackle some of those aelitmvas done by Elders
International some years ago, the rising dollar and ddlegors meant that they
stopped doing that.

MR O'DONOVAN: By stopping doing that, has that medrattthere is now too
much beef produced in WA?

MR INTROVIGNE: It has had a small impact, yes. feheasn’t a huge number
going to this market, but obviously when there is producetiesouldn’t say that’s
probably the main factor. The main factor is the irgb product from the east
coast that’s coming in under the scenario | painted befohere we’ve got, you
know, from these Asia export markets who prefer mogh@tuts from the
forequarters, then the primals, which are the high gricegs are just dumped on our
market over here, competing with us and of course whelvg@ot Coles and
Woolworths and other retailers looking at that and sayidj, gee | can buy rump
for $6.60 instead of $8.80, that’s where they go, if theygeraway with it then
they’ll do it. So they’re driving — rather than saying —Kimg to maintain an
industry.

They are prepared to just forego what’s happening.

MS DUNNET: That’s probably our biggest concern in Wiestaustralia at the
moment, sort of, because the producers are not receiviqgateéeeturns, they’re
just making other choices and moving away from the industiyrestead of that
land being there to sort of build up the beef industry oifiteere was ever a change
in the price, it's being planted to blue gums and, soit’sfpeing taken out of
production altogether. So it's a serious concern, nottonbeef but to other
industries here.

MR O'DONOVAN: Right, so just so | can understand eotly what’s coming,
what do you think is happening in terms of why the east coeat is so price
competitive is that expensive expansive cuts are being taketport with the large
returns that they earn off those cuts - - -
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MR INTROVIGNE: They off-set it.

MR O'DONOVAN: They then cross-subsidise the cheays into the Australian
domestic market.

MR INTROVIGNE: That product that’s bought, on rump $2la Wiholesale less,
is not reflected in the price on the supermarket she.still being sold side by side
with the West Australian product and no-one’s the wiseil they happen to get the
wrong piece to eat or they pay the same for it. 8Bsthhhe problem. Someone in
the meantime is choosing to buy the cheaper producttait it at the same price.

MR O'DONOVAN: Right. So in terms of the supply price® retailers, has there
actually been any increase in the last five years?

MR INTROVIGNE: Very negligible. When you considéetescalation in fertilizer
prices, fuel prices, government compliance, industry campé as far as - - -

MS DUNNET: Industry.
MR INTROVIGNE: - - - quality assurance and the likes.
MS DUNNET: Interest rates.

MR INTROVIGNE: Interest rates, labour. As farmems’re competing with the
mining industry for labour. Our costs have just gone thrahghmoof and yet we are
receiving less for our product and it's come to a point wtedlieg producers to
become more efficient, as someone said, you know, ygunoaike small gains for
every dollar invested in increasing productivity. You're anigking a very small
percentage of that back as an increased return becawsegoeto such a tight
situation where, you know, we’ve got the best genetitisarworld, we’ve got the
best production systems, where else do you go?

MS DUNNET: At a time when West Australians are payhmghighest price in
history for beef, so where’s the - - -

MR INTROVIGNE: There’s no equity there.
MS DUNNET: This is — yes.

MR O'DONOVAN: All right. Now, you're aware thahe ACCC did a report on
red meat last year?

MR INTROVIGNE: Yes.

MR O'DONOVAN: At least some of the broad analysand this is Australia-
wide, this is not specific to WA, but it suggested thatysatd prices were increasing
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faster than retail prices so that, in fact, the gapyéen saleyard prices and retalil
prices was closing.

MS DUNNET: In the east.

MR INTROVIGNE: Not in the east coast, no. Lookuysay prices aren’t dear in
the east coast compared to WA. WA — | think if we hagbasive water body
between WA and the rest of Australia, rather thardgsert, | think then it would be
seen as a separate issue but we come under the urolbrlistralia — according to
MLA, for instance. I've had discussions with thefihey’re not interested in

coming over here. They don't see it as a problem. Hhewy can see it as not a
problem, | don’t know, but, you know, they’re our company the pay levies to and
they don’t seem to be taking an interest. That's oblyduscause the cattle numbers
here compared to the rest of Australia are obviouslydasthey still like our

money.

MR HEWSON: If I can just add a bit regarding the MLIAmean, cattle producers
are business people, there’s nothing short of — nothing haorest than they are
actually business people. We tend to be — and perhapsangagup but we’re no
different to the dairy guys that you listened to earliehe reason we’re leaving the
industry is not because we don't like it; it's becauseritt profitable. | mean, you
can look through what you're getting here and what Celesl at or whatever. The
fact is it’s not profitable enough to make us stay there.

Now, one of the issues that we have, and you have Mia#s and sheets there, |
mean, they're well aware of the price — what it wa20060 and what it is now and
they’ll print this data out to you ad lib but they don’t appedse doing very much
for Western Australia. Every time | sell a beagay $5 levy. It was $3.50. Outside
of an annual general meeting, they managed to push the l¢ay$3p Since then,
what have our beef prices done, they've gone down.

Now, I'm not having a go at the individuals in MLA but tsteucture that MLA is
able to operate under means that it isn’t a competitive agigom and we're talking
about competition here today. Every year, at theiM&Gthree or four candidates
come up for —retire or they leave the board. Thel@/ays just the right number of
candidates to fill those vacancies and those peopleaaue:picked by a selection
committee controlled by MLA. So if we’re not happyWh, forget about trying to
get a candidate on to get something done, it just will appén. They have an
absolute monopoly on policy.

So with MSA grading, the West Australian member on therd has said it's a
problem and he’s battling very hard to change it butamé ©ecause no-one is under
threat of being thrown off the board. It's is a sdraavatertight old boys club, in

my view, you know. They have a thing called livestock pradacssurance. Now,
it's probably a good thing on the face of it but they cdrtre rules completely and

if | don’t abide by those rules, my cattle will be botted in the saleyards. | can't
use, for example, an abattoir's own production assureertiicate, | have to use
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theirs. There is no competition. | have to pay&beer beast to them and if I'm not
getting value for my money — | sell a couple of thousarideca year, there’s 10,000
bucks — I've got no say or go to another person to promofgroauct. They take
that money no matter what.

So if you want competition and people to be out there&iwgrfor you, they need to
feel there’s a bit of heat on them and those guys, ibgg no need to feel that way.
I’m not saying it's the individual’s fault but it is tiveay it is and, you know, short of
the government looking at it, it's very hard to alter.

COMMISSIONER KING: All right.

MS DUNNET: Well, there’s a suggestion that, sortloé government should
investigate a system of parity pricing, whereas thereggian of profit sharing, sort
of, across the whole chain. Something like that neetlaggpen because minimum
wage doesn’t apply to farmers, Trade Practices Act gbuhrough the loop there,
so something needs to happen. So parity pricing, we sgat thirough a system of
world oil parity pricing; maybe it's something that ne¢al®e investigated by the
government as a parity pricing across the food industries.

MR O'DONOVAN: Well, on that question, when the redanesport was compiled
by the ACCC it was put to it, and that — like, the majgresmarkets, that their
margins on meat were small and, in fact, that tretimmargin was around about three
and a half per cent. Do you have any reason to thinkhbglre not telling us the
truth in giving us those figures - - -

MR INTROVIGNE: Well, I think the figures - - -
MR O'DONOVAN: - - - .... that’s their margin?

MR INTROVIGNE: | think the figures, if you look at ftyhen it leaves the
processor, it's $6 a kilo and it retails for an averafyg6. They're making ten — or
someone, post the processor’s chiller, picks up thercarid makes $10 a kilo and
the rest of us have to fight over six. | think thdista story. | mean, if that doesn’'t —
and I'm not saying — look, whether it's supermarkets, sma#dilers, independents,
the like, there is something wrong. | mean, if you loothe US, US producers
receive 25 per cent higher returns while the US consunygupiless than half for
the meat product at the end of it. A 340 kilogram live wieigdaner in the US, in
Australian dollars, 745; in Australia, 560 — or in Westerntfalis, 560. This was in
the spring.

So, | mean, that’s got to tell — there’s obviously somethaggpening here post — and
| don’t want to, I’'m not here to say that the proocessre all wonderful, | mean,
there’s problems there as well, but that’s the figuiés.very hard to relate to the
$1.50 a kilogram live weight price for a 300 to 360 kilo weahat's purchased by a
feedlot. It takes a lot of data to work through towhat effect that has on the $6,
what portion of it. When you consider that the feddlotvho is not making a huge
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margin, his $3.80 equates to, you know, probably 85 per ceratddéhwhich
includes what he paid to the cow/calf producer as well aamttie processor picks
up $1 to do all that work of processing it and then aloegébt of the chain
someone makes $10, it's just — they might say — and | ddive never seen their
books to see what they do. They can tell us all tikeydut reality is that there’s —
someone’s stealing $10 along the way for very littlereffo

MR HEWSON: Did that previous report relate back to #ienfgate price or the
profitability from the producer’s point of view when theiraal leaves the farm? Is
there any reference to that?

MR O'DONOVAN: Well, it looked from — it was comparirggle yard prices to

MR HEWSON: Did it look at whether those cattle wisdeed profitable for those
producers to sell?

MR O'DONOVAN: It certainly didn’t look at the questiaf input costs. It just
looked at whether or not there was a function like. that

MR HEWSON: Well, you know, | mean, that is the ppthat's why we’re here
and that’s why the dairy guys are here too. It is —etheports are basically
superfluous from the producer’s point of view and livestodkigtry’s point of view
if you don’t look at whether we’re going broke producing ladige cattle for
supermarkets to make a buck out of. I've got no probleim supermarkets making
a buck, but I'm tired of not being paid for my hard work.

MR O'DONOVAN: Sure.

MR INTROVIGNE: And passion only takes you so far anchething that you're
passionate about, it comes to a point where, you ktieipassion doesn'’t relate to
dollars so you need to look at other alternatives, ant tvlaait's happening.

MR HEWSON: If I just go briefly back to MLA, and | di& want to be bashing
MLA but, | mean, they spent a large amount of moneyesearch and development
but the majority of that money is on — it’s like mogdtte - pastures for profit. You
know, it's - - -

MR INTROVIGNE: Productivity.

MR HEWSON: - - - productivity gains. Now, and basigaliose productivity
gains are — they're there so that when the price déadtbps, we’'ll produce twice as
many cattle of the same amount of land and we’ll stdyusiness but what does that
do? It just puts twice as much meat out there and kbepgwice of meat cheap, you
know, it's not sustainable.
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COMMISSIONER KING: Now, on that question | think issibmitted in the Red
Meat Action Group’s submission that there are procuremeatices and that
there’s manipulation and predatory procured happening. Is-temeyou confident
that its procurement practices and not fundamental oygrlysin the market that’s
causing the depressed prices?

MR HEWSON: Could we discuss that in camera? Please,
MR O'DONOVAN: All right. Well, that’s all I've gotdr the public session.

COMMISSIONER KING: Just before we go into confidahtession, | wanted to
make sure that on the record we have something clariSedyou said that Teys
were selling Queensland beef in Western Australia andik the price was $4.60
versus $8.80, was that?

MR HEWSON: Teys Brothers rump from Queensland, $6.60; ruomp fr
Queensland $6.60; Harvey Beef rump, grain-fed rump, $8.80.

COMMISSIONER KING: Okay and just to make it cleartt$§6.60 is delivered
price in Western Australia.

MR HEWSON: Yes.

COMMISSIONER KING: Okay, | just wanted to make surattivas clear for the
record.

MR HEWSON: Yes, that's a comparative price to anyohe wants to buy it in
WA.

COMMISSIONER KING: Yes, | just wanted to make sureds clear, yes.
MR O'DONOVAN: Can | just ask a question on that?
COMMISSIONER KING: Please.

MR O'DONOVAN: How would you go about buying that productioewholesale
market? Is there an operating market for packed meapwiilished prices and - - -

MR INTROVIGNE: No, and that’s probably one of the peshs. There used to be
and I'm not fully versed on it, but there used to bestesy where whatever product
was imported to WA or exported from WA was recorded aatigimot anymore, and
that is, | think that would be important so that thergansparency in what is
happening. | don’'t expect there to be no imports fronets coast because we
export beef to the east coast so there’s got to be, bgfot'to be fair and it's got to
be comparing apples with apples. Now, currently thet ted’'s coming in, while
there’s graded MSA, if you look at it properly it's notapple and an apple, it's an
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apple and a pear, for instance. So | think that’s wieaptoblem is at the moment
with MSA grading.

MR HEWSON: It's very hard to get MLA to sort of, pepsaobviously our MLA
you know, members find it very hard that they could havaet dpattter, they don't,
they’re under no threat so they can say well you wit jive with this system, but
clearly its a system that could work better. So preblyriaings have moved on
with the grading, it's just the other area | wanted #&wifyl, if the MSA grading is
finer, there’s three, four, five stars you can grade footo 10 or something like
that. Would that help solve part of the problem soybatd then be able to say,
“Look you know, you're not taking orders,” and maybe yeuiot just putting it all
on three star you're able to say that, you know, tetgle has become you know,
four, five and six grade so that you'll be able to

MR INTROVIGNE: Yes.
MR O'DONOVAN: Yes.

MR INTROVIGNE: I think that's we've put to our local MLAirector and he said
that's something he’s working, he’s having to even naming ffereint grades, you
know, choice, prime, whatever it is and there’s a bigthanthree-star MSA grading,
there is a fair range within there. Now, at the bottdithe range, if it's aged
according to the date stamped on the Cryovac pack - imamndikely we're
supposed to eat equal to the top end, but unfortunately thas detiag ignored and
they’re buying the product, opening the pack, slicing it, pyition a tray, taking it
to a restaurant and cooking it the next day without any expmr and say and that’s
not coming through.

MS DUNNET: | think you're sort of removing the choice tmnsumers that do
want to buy Western Australian products as well, if treegot sort of given that
advice when they’re sort of purchasing meat from the sugréets.

COMMISSIONER KING: Yes, that was the other thingtthaas actually coming
to — because you mentioned that Western Australia, adimgr choiced MSA
grading won't necessarily distinguish Western Austratiaef from Queensland
beef, for example. Has the industry over here lo@tedays —and, you know,
perhaps ..... in milk for example, Harvey Fresh can push

MR INTROVIGNE: Yes.

COMMISSIONER KING: - - - that it's WA but then #’got a brand and it's not
just a pack of beef put in the - you know, it’s not justirap of steak put on the
supermarket shelves. Is there any possibility of doingetd Harvey Fresh in beef
where you're able to actually get a brand, a WA braatlttien the consumer can
recognise or is that just impossible because esseritialbt all ends up on the
supermarket shelf.

.ACCCGRO 23.4.08 P-59
©Commonwealth of Australia



10

15

20

25

30

35

40

45

MS DUNNET: Well, Woolworths actually use — the gaveent have released to
industry is a “Buy West Eat Best” logo. It can only be @utLOO per cent produced
Western Australian products. Now, that was supposedvilieen launched to the
public in February, it's now the next date of releadday so that’s being held up in
the system but Woolworths have taken that on boardraydare using it in their
catalogues to identify some West Australian beef. Senwlou look at the
catalogues, it’s certainly not all West Australian beef

COMMISSIONER KING: Okay, but - - -

MS DUNNET: But the other’s are, so until that becoped of the system from
food marketing, consumers are only able to discern tferelifce between the two.

COMMISSIONER KING: What the Buy West Eat Best caigpanay in a sense
partly solve it.

MS DUNNET: Yes.

MR INTROVIGNE: Yes, and because it's been delayed, RRealt Action Group
has been discussing this with the processors, partigidarivey Beef and they came
to us with the idea that they were going to launch them beef watch, like a
Harvey Beef Watch so that - and they would identifyuith gage adverts, identify
retailers using all their product. We have convinced them a're still in final
discussions about how it could happen, to bring in otheepsas as well in Western
Australia, to make it a West Australian issue, sarlastry is trying to help itself
but there is underlying problems that need to be addressetaisdwvhy we’re here.

MR HEWSON: Sorry, can | just - - -
COMMISSIONER KING: Please, sorry.

MR HEWSON: | mean, | guess it's easy for people jika and perhaps you
haven't been involved in farming and can look at it fropueely economic point of
view and you sort of look at us all and say you’re atitaof whingers but | mean, the
reality is that we're not. We're running business and yawkn- -

MS DUNNET: We’re going broke.

MR HEWSON: - - - | think its not, and despite our befdrts, we’re not getting
enough of the dollar as the public, the consumer paysufoproducts. We're just
not and we won’'t merely allow - that may be irreletvim the school of economics
but, | mean, if you want to have an industry and youtw@ahave a rural community
and you want to keep those skills for our foods security,tla@ mining boom won'’t
last forever, it may well look back at us and need usMeutnight be gone.

COMMISSIONER KING: Mr O’Donovan, did you have anyra questions just to
put in open session, or?
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MR ODONOVAN: No.
COMMISSIONER KING: Okay, in that case we’ll moved confidential session,

so if everyone who is not connected with eitheratiial ..... or Red Meat Action
Group, could you please leave. Please step outside. hgedlbout 15 minutes.

CONTINUED IN TRANSCRIPT-IN-CONFIDENCE
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CONTINUED FROM TRANSCRIPT-IN-CONFIDENCE

COMMISSIONER KING: All right. We'll get startedgain. The next witness
today is from V&V Walsh Proprietary Limited, so Mr O’Bovan, I'll pass over to
you to welcome Mr Walsh and just to remind him of the meguoeénts of
representing evidence here.

MR O'DONOVAN: Okay. Could you just state for the retgour name, the
company you work for and your position within the company?

MR G. WALSH: Yeah, Greg Walsh and I'm a directoM&V Walsh.
MR O'DONOVAN: Okay. Have you been summonsed to atted today?
MR WALSH: Yes.

MR O'DONOVAN: Do you understand that it's a crimindlence under the
Commonwealth Criminal Code to give misleading evidence?

MR WALSH: Yes.
MR O'DONOVAN: Okay. All right. Now just - - -

COMMISSIONER KING: Just also before we start, Malh, and you do
understand that if in response to any question you believe -

MR WALSH: Confidential?

COMMISSIONER KING: - - - it's confidential - - -

MR WALSH: Yeah, | understand that.

COMMISSIONER KING: - - - can you please just patrut.

MR O'DONOVAN: All right. Now, can you just descrili@iefly the company,
V&V Walsh?

MR WALSH: Family business, been in the business abOyears, all in the

family. We’ve got an abattoirs here in Bunbury and wegss both sheep and beef,

and we have Woolworths on-site who lease a boning reuhda their own
operation for beef only at the abattoirs.

MR O'DONOVAN: Right. So it's strictly the premiséisat they lease?

MR WALSH: Yeah.
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MR O'DONOVAN: You don't have any service relationskijth them?
MR WALSH: No, no contracts. We’ve just got a leasih them.

MR O'DONOVAN: Right, okay. So in terms of what yaaquire direct from beef
producers, can you tell us?

MR WALSH: Very little in beef. We only started preséng a small number of
beef ourselves about 12 months ago. We do mainly whaalva contract kill or a
service Kill for Woolworths and some other suppliers.

MR O'DONOVAN: Right, okay. So you don't actually operas an acquirer of
yearlings or - - -

MR WALSH: Very small portion, through a different cpamy, through a
subsidiary company. For V & V Walsh, no.

MR O'DONOVAN: Right. Okay. So in terms of the destic market and supply
to the domestic retail market, what elements of tlanctio you operate in?

MR WALSH: The lamb market mainly.

MR O'DONOVAN: Right. Okay but just before we leaveef. So you provide
abattoir services on a fee for service arrangement?

MR WALSH: Yes. They will acquire both Woolworthathe other wholesaler. |
will just acquire the animals direct from the farmansl lob them at the abattoirs and
we will slaughter them for them and deliver them.

MR O'DONOVAN: Right and you do that just on an agree fee
MR WALSH: Yes, just a set fee, yes.

MR O'DONOVAN: Okay. This might be confidential arichlhappy to ask it to
you later but can you tell us what that fee - - -

MR WALSH: No, it's confidential.

MR O'DONOVAN: Sure. Okay. Do you do any work for Cola the beef
market?

MR WALSH: No. No.
MR O'DONOVAN: No. Okay. And for independent butchers -

MR WALSH: Yes.
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MR O'DONOVAN: Tell us about how you interact withdependent butchers.
MR WALSH: Not on the beef side of things, only on teb.
MR O'DONOVAN: Yes.

MR WALSH: Same thing. No small butchers would — wibkre’s a handful
would process stock at abattoirs around the state but oat premises.

MR O'DONOVAN: Okay. Now | understand you do exporinal.
MR WALSH: Yes.

MR O'DONOVAN: Do you do export in the beef area?

MR WALSH: No. Apart from offals. Yes, just beef aiff.

MR O'DONOVAN: Right and is that as a result of gervices you provide to
Woolworths?

MR WALSH: Yes, yes.

MR O'DONOVAN: Right. Okay and we might go into thatthe confidential
session as well. So in relation to lamb. So yduadly acquire lamb yourself?

MR WALSH: Yes. Yes.
MR O'DONOVAN: Okay. Now how do you go about acquiritigy

MR WALSH: It varies from the different seasonsotiighout the year but generally
we have forward contracts for suppliers to supply it aedjprice at a certain time
but we still have — we always will have a mix of buyinghe market on a day to day
basis and also giving out the forward contracts to farmers

MR O'DONOVAN: Okay and at what point in, | suppose thmb’s life, do you
agree a forward contract?

MR WALSH: We would be putting contracts out now fore&uduly, August this
year, trying to fill those. We’ve already filled, y&now, probably all May for the
contracts.

MR O'DONOVAN: Allright. What are the advantagesyou in having forward
contracts?

MR WALSH: We've found it just guarantees your quality aelsort of stick with
people who can supply good quality and we try to base oundssson supplying a
guality market rather than be in the supply and demand maHexe the price is up
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and down and the quality goes everywhere. | would sayrthiaé probably five or
six years we were doing it, we've always been abovendn&et with our contract
price.

MR O'DONOVAN: Right. Isthat why farmers are aitted to entering into the
forward contract?

MR WALSH: It gives them some security too if they +hié price isn’'t good
enough for them or they think it should be higher, tiery don’t have to sign the
contracts. When we say contracts, a lot of thadrigrain-fed lamb so as you heard
from the beef producers, they had to know well aheadyf¢ha, what they're going
to — the end return is, what they’re going to get. They tan determine whether or
not it’s viable for them to feed the stock.

MR O’DONOVAN: Right. So the price will incorporaterse assessment of how
much it's going to cost to - - -

MR WALSH: Oh, it’s just negotiation with the farmand currently at the moment
with the high grain prices, we’ve had to increase oueprand we understand that
and obviously so does the producer.

MR O'DONOVAN: Allright. So what proportion of youhrough-put would you
acquire, of your lamb through-put, would you acquire on forwardracts?

MR WALSH: Inthe harder times of the year would Wwe,d probably go for about
80 per cent of our supply on contract and that, as ltkaiycould drop down to zero
in the summer season. We don’t have supply contriaetsame as the beef with the
yearlings. You won't get contracts for yearlings, | dahink.

MR O'DONOVAN: Right. Interms of how the priceset, when you're
negotiating a price, are both you and the farmer lookinghat's happening in the
saleyards?

MR WALSH: Yes. Definitely

MR O'DONOVAN: All right and that will influence wherthe price goes?

MR WALSH: Yes.

MR O'DONOVAN: Okay. Interms of the remainder @iy stock, the 20 per cent
that you get through the saleyards - - -

MR WALSH: Saleyards are all privately with, you knadirect with the farmers.
MR O'DONOVAN: Right but a price agreed on the day?

MR WALSH: Yes. Oh yes, yes.
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MR O'DONOVAN: Okay and is the saleyard price effeetywthe price that you'll
be able to agree direct?

MR WALSH: To a degree, yes. | think generally we payatthat too because we
buy on a grid, what we call a grid system, you know. Thaexe to come under
specifications and all put out our grid of what price wekilaind that if the farmer
can get them into the best parts of the grid for uy,Ithobably get a premium on
the market.

MR O'DONOVAN: Right. Okay. If you've decided to acqutteough the
saleyards and you go down there, is there a particudalt $aleyard that you go
through?

MR WALSH: Oh, they're throughout the state. Diéat days.

MR O’DONOVAN: Allright. In terms of the numbef buyers within the
saleyard, how many buyers - - -

MR WALSH: We generally keep out of the saleyards. Wagers, we’'ve only got
two buyers that generally go direct to the farmers muth the agents of
Wesfarmers or Elders.

MR O'DONOVAN: Right. Okay. Is there enough volug®ing through the
saleyards to give you an indication that it's a fairkeaprice?

MR WALSH: Yes.

MR O'DONOVAN: Right. So the saleyards are stifj@od indicator of how much
supply is around in the market?

MR WALSH: Yes.

MR O'DONOVAN: And are the prices published?

MR WALSH: Who, our prices?

MR O'DONOVAN: No, the saleyard prices.

MR WALSH: Yes. Generally, yes.

MR O'DONOVAN: Allright. So it's publicly availablénformation?
MR WALSH: Mm.

MR O'DONOVAN: Would it be fair to say that that infos all the other decisions
of people dealing direct?
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MR WALSH: | think so, yes.

MR O'DONOVAN: Is that because the farmer can alsvagy, “I think I'll do
better in the saleyard” if they’re negotiating direct?

MR WALSH: They've got the choice but unfortunately taemer is a price taker,
like we are in a lot of our products and | think that’'srbbeought out before in the
previous discussions that you know, a big problem is wétahmers and | think
they need a lot of help too because we’re in a supplyandnd market and how we
regulate that, | don’t know.

MR O'DONOVAN: Allright. So looking at it from thé&armer’s perspective in
terms of selling a lamb, they can obviously deal direttt ®meone like you.

MR WALSH: Yes.

MR O'DONOVAN: Are there a lot of people operating lretmarket like you who
are acquiring sheep for processing?

MR WALSH: Yes. Well, there’s Fletchers and therd/ AMCO, which is, you
know, and quite a lot of others. Western Meat Packdliside Meats, yes, so
there’s probably going to be ten or a dozen. | think Miketdh, he’s here, he could
answer that better than me.

MR O'DONOVAN: Okay and do the supermarkets operate guiaing lambs
direct from - - -

MR WALSH: Woolworths, no. No.
MR O'DONOVAN: Does Coles?

MR WALSH: They were. I'm not sure. |think they ynlaave pulled out of that
now or are about it.

MR O'DONOVAN: Right.

MR WALSH: And there’s Wesfarmers taking over Col@$ere’s a few changes
happening there.

MR O'DONOVAN: Right. Okay. So in terms of thawvel of the supply chain,
Woolworths and Coles don’t have a presence in lamb?

MR WALSH: No. No.
MR O'DONOVAN: Okay and in terms of the volume oétlamb that’'s produced

and then processed by the dozen or so who are operatiagprelportion is done for
export and what proportion ends up in the domestic market?
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MR WALSH: | couldn't tell you exactly. I'd only be gusgng.
MR O'DONOVAN: Right. In relationto - - -

MR WALSH: We've also got live shipping where a lot afibs go out live. | think
that would probably be a bigger portion than what we Kill.

MR O'DONOVAN: Right. Okay. But you would know whatgmortion
yourselves, your own company - - -

MR WALSH: We do very little export at the momenthase of the Australian
dollar and you know, the prices are just too high.

MR O'DONOVAN: Okay. So say five years ago, what Wasexport situation?
MR WALSH: We’d be doing probably 20 per cent export. Neswirtually zero.

MR O'DONOVAN: Right. Okay. So basically 100 per tefthe lambs that you
process through your plan are sold into the domestic irrarke

MR WALSH: Yes.

MR O'DONOVAN: Allright. How is that processedoW is it then moved out of
the processor’s hands into the retailers and the ether

MR WALSH: We have two boning rooms on site and soamee the animal is
killed and you got the carcass, we cut it up further. Swinitegoes out as carcass
forms to a lot of small butchers and smaller supermatkedsighout the state.

MR O'DONOVAN: So when you say — did you say carcass®
MR WALSH: Yes. Once we've got the carcase, you kriben we might cut up
that carcass into, you know, further pieces and spl iand sell it individual, as

individual cuts but still, you know, quite a few go out axaas form.

MR O'DONOVAN: Right and for the butcher then to cytt as the customer
requires?

MR WALSH: Yes.

MR O'DONOVAN: Okay and how does that market opera@?you have long
term contracts with particular retailers or particuidoolesalers?

MR WALSH: No. No. No. It's just purely if we canatth the price or if they're
happy with our service and our quality, then we canselptoduct.
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MR O'DONOVAN: Okay and is that a very diverse mankeiere there’s lots of
customers?

MR WALSH: Yes, yes and | think out of what we whalkesthat probably a third
would go into Woolworths and the rest goes on diverse magmiller supermarket
chains, food service industries, you know, throughout Auateald small butchers.
MR O'DONOVAN: Right and it is price agreed on the day?

MR WALSH: Yes.

MR O'DONOVAN: That'’s the arrangement with all otin?

MR WALSH: Yes.

MR O'DONOVAN: Okay.

MR WALSH: You put your price out for next week and thatbout it.

MR O'DONOVAN: Yes. Allright. Isthere any trgaparency in how that price is
set? Like are you able to get a feel for the markatvimy other than the

customers - - -

MR WALSH: | think the butchers let you know when yoe &o dear, you know,
so you won't sell anything.

MR O'DONOVAN: So that’s effectively how it operates
MR WALSH: Yes.
MR O'DONOVAN: You put in quotes and they come back and -

MR WALSH: We are all buying in the same market, youvknsome might pay a
bit more, some might pay a bit less but it gets back tbtgaad service.

MR O'DONOVAN: Okay, all right, and in terms of howoolworths buy. Do they
buy carcasses or do they buy - - -

MR WALSH: No, they will buy a certain amount of laroff us that we break up
for them and then for what they call their oversupplyhe extra, their surplus of
what they want to buy, they can buy it anywhere thagt. They don’'t even have to
buy those carcasses off us.

MR O'DONOVAN: Do they then further process the meate it gets to their
shop?

MR WALSH: Yes.
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MR O'DONOVAN: So, the putting it into trays and thearious cuts. That's all
done - - -

MR WALSH: Yes, all be done by them.

MR O'DONOVAN: So, in terms of the form in whichlsaves you. Is it boxed up
at all?

MR WALSH: Yes, boxed and it might be just in baswhat they call, it might be
just a leg of lamb that might have to be further procesgrdknow, a loin, a
forequarter. So it’s only a basic cut.

MR O'DONOVAN: Okay, and again, they don’t operate ia tharket in any way
different to any other butcher?

MR WALSH: No.
MR O'DONOVAN: Or supermarket?
MR WALSH: Yes.

MR O'DONOVAN: Interms of their influence on the rkat. Do you feel that
they have an ability to influence the price that you geybur product?

MR WALSH: On the lamb, no.

MR O'DONOVAN: Now, in terms of beef, have we — dauylmave any interaction
at the retail level on beef?

MR WALSH: No.
MR O'DONOVAN: You don't sell into there at all?
MR WALSH: No.

MR O'DONOVAN: All right, well, 1 think all my othemqquestions are about margins
and specific contractual terms. So | might leave fhrad confidential session.

COMMISSIONER KING: If we move into confidentialsgon now. Sorry, again

if we can just clear the room of anyone who is noheated with either the ACCC
or V&V Walsh.

CONTINUED IN TRANSCRIPT-IN-CONFIDENCE
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CONTINUED FROM TRANSCRIPT-IN-CONFIDENCE

COMMISSIONER KING: Now, the last witness for todayfrom CA & CC Scott.
We’'ll keep chatting until Mr O’Donovan and start therfal questioning. Damien,
you'll be glad to know, I didn’'t actually look up beforstharted, and | looked up, and
said, Mr O’Donovan. Let me start again. Our next @sgis from CA & CC Scott,
so Mr O’'Donovan, I'll pass over to you to ask the witasintroduce himself.

MR O'DONOVAN: Allright. Can you please state yauame, the company you
work for and the position within that company?

MR SCOTT: Mark Scott from CA & CC Scott, owner manager
MR O'DONOVAN: Okay. Now, were you summonsed to appesie today?
MR SCOTT: No.

MR O'DONOVAN: No? Allright. But you understandathit’s an offence under
the Criminal Code to give evidence at this inquiry that kaw is false or
misleading or omits any matter or thing without whicheki&ence is misleading?

MR SCOTT: Yes.

MR O'DONOVAN: Okay, all right. Now, | understand yoe’'— you run a mixed
agricultural business?

MR SCOTT: Yes.
MR O'DONOVAN: Could you describe the business for us?

MR SCOTT: The business, in terms of land area,s&chHly a large beef farm. In
terms of turnover value, we are a horticulture busittessproduces mixed fruit, that
is the main piece of our business, most probably about 7&epeof our turnover,
80 per cent of our turnover. From that horticulturermess, we produce pome stone,
citrus fruits, and other specialty fruits. With that market in three ways, we have
a retail delivery round where we deliver boxes of mixed frupeople’s households
once a fortnight direct to the door, and we have roughly 3&&xly 400 customers in
peak season, peak stone fruit season in those delivanshat goes for roughly
nine months of the year. We have a wholesale roundewterdeliver to 10
independent retailers for also nine to 10 months of the ged provide them with
most of their fruit needs for those 10 months ofytbar. We then — any excess,
because we have to guarantee supply, so you always haadl @ scess we then put
into the domestic or export market as the case maphédest prices suitable.

MR O'DONOVAN: Okay. Well, starting with the cattibat you produce, firstly,
how many head of cattle have you got?
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MR SCOTT: Around 440 head of — 200 breeders, which with calves runs
about 400 plus some ancillary dry cattle, so about 440 #itege

MR O'DONOVAN: Right, okay. Each year you would satlout 200, is that right?
MR SCOTT: 200, yes.

MR O'DONOVAN: Okay. You — can you just tell us hgwu sell them onto the
market?

MR SCOTT: Yes. Very badly, most probably. We-arge are one of the vealer
producers that the other members today have talked aboug wheroduce — we
have just finished calving now, so in 10 months time, @uad October, November,
those animals will be ready for slaughter.

MR O'DONOVAN: So that’s prior to them being weaned?

MR SCOTT: Prior to them being weaned, so they will catmaight off their
mother from out in the paddock as a milk fed calf and gogmcessor.

MR O'DONOVAN: Is that to become veal on the supeailtaashelf or is there
more than that from a vealer?

MR SCOTT: No, it's more than that, that’s all yolzbones and your sirloins. That
is the animal, that is the prime cut of animal for @eto November, December,
January within the - Western Australia, that is whbose cuts come from, it’s those
animals, yes.

MR O'DONOVAN: Okay. Sorry, | interrupted.

MR SCOTT: Yes, so we’ll turn them off. In the pagb until this year, we've had
a situation where we tried to have a linkage with a feedrlgb that we would sell
the calves that were large enough to go to the procedisecs to processors, and
then have a linkage where each year we would sell thaineng calves which didn’t
meet the processor’s specifications direct to a feerlavho would then finish them
off and send them on to the processor themselves, butwmdtely, this year, the
processing — the feed lotting sector has thrown any pagiaikces, you could say,
out the window, with the increase in costs, and tieye gone — chosen to protect
themselves rather than keep going with linkages that theepieviously developed.

MR O'DONOVAN: So the feed lotting, the driver for tfeed lotters decision is
just that the price of grain has gone up?

MR SCOTT: Yes, basically, the price of grain is toghhin comparison to the
return that they were going to be offered from the psaeat the other end.
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MR O'DONOVAN: Right. Is the reason that there’ighis responsiveness to the
grain price for feed lotters that there are grass lfedratives which can fill that
market demand?

MR SCOTT: Grass fed alternatives, the importatiothefmeat from Queensland
and a basic oversupply.

MR O'DONOVAN: Yes, okay. So from a feed lottersmadf view, they're
choosing just not to finish?

MR SCOTT: Yes.

MR O'DONOVAN: Any cows at all now?

MR SCOTT: Yes.

MR O'DONOVAN: Because there is this problem of oversypp

MR SCOTT: Yes, there’s simply not a profit margirit for them, so they simply
choose not to carry on the business.

MR O'DONOVAN: Okay. All right, so then in termd ohoosing a processor, how
do you — how have you chosen a processor in the past?

MR SCOTT: We deal through an agent - - -
MR O'DONOVAN: Which agent, by the way?
MR SCOTT: Landmark.

MR O'DONOVAN: Yes.

MR SCOTT: We go and — so we choose to deal directlgrakian through the
saleyards, because when we deal directly with an agepty four per cent
commission, when we go through the saleyard, you payanonn of five per cent
commission, then yard fees. So going through the aalsyyou actually end up
closer to around 10 per cent cost going through the sategardompared to direct
through a processor. This season, in particular, theepsing price was far higher
than what you're able to achieve in the saleyard, tharea big disparity between
the two.

Then choosing it is just basic — we tend to try andguexrity deal with smaller
processors who we can — who we feel that we get anablsodeal with in terms of
— when you have an animal processed, and you get — you sghbiget killed,

they grade it to meet standards Australia specificatidrere would seem to be
anomaly sometimes, depending on which processor you usethesnumber of dark
cutters, which is a term that is used in the industrayonhen the meat is very dark
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in the animal. It's not — it may not be bad to eatmything, it's just particularly
dark and it doesn’t look good when it goes onto the sbelfjou then get penalties
on those animals coming through.

Now, that could simply be, depending on which auditor #wyally have doing
those measurements at the time. It depends on howadasaingutters. So, if you
find a processor that may not pay as much but you don’tgndth as many
penalties on your animals going through the system, yarage price might be
better. So, that you have got to find a processor wsudb your method of
production and the animals you supply.

MR O'DONOVAN: Right, okay. Is it the agent’s respsdbility to negotiate the
price?

MR SCOTT: Yes.

MR O'DONOVAN: Okay. So, will they come back to you aay, well, look, this
processor is offering this amount. This processor isinffehis amount.

MR SCOTT: Yes, that is right. The agent will coare say these are your options.
Quite — sometimes they will offer two or three opsiorBometimes it is just one
option. Depending on supply, sometimes when the suppltigbtdere in Western
Australia, because we tend to have a very over-suipbti®n in
October/November/December, it is simply a case offfosessor can actually take
your animals in the next four weeks. This is the pries tire offering. If you don't
want that price, then the next gap, next window, v or six weeks time.

MR O'DONOVAN: Right. If you make the decision notsend your animal to a
processor that year, is it immediately just wortls le®ney the following year?

MR SCOTT: Yes. The — apart from a feeding cost. Sat-fob instance | have
stopped running — five years ago we have switched from running 1Z)ac@i\80
steers. So, the — we are keeping the young. The ste¢ididn’t make the
specifications, we were keeping ourselves and feeding dinegnass for 12 months.
We have made the decision to switch away from thakeb&o the — to solely calves
and sell all of them off because we were selling theesat the calves were worth,
say, $500 a head, for example, at a time when you woultheel to the processor.

We were only getting $250 more. So, we were only getting 73780 for that
animal 12 months later. Our cost of — my cost of prodadto that animal was
actually $350 for that 12 month period. So, holding the drimas much — from
that point of view wasn’'t worth it. It is also — iby have got your farm stocked up
to a point that is comfortable so that you can takeceount bad seasons and good
seasons and all those sorts of thing, trying to keeps-hibti physically possible to
actually feed an extra 200 head of calves for the nextdi2hs. You simply don’t
have the land area or the dry matter available to agto@lable to do that safely.
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MR O'DONOVAN: Right, okay. So, is — in the peak segss there under-supply
of processing capacity in WA?

MR SCOTT: Definitely. In June, July and August. Egample, the cow price in
December or January, we sold cows to a processor anavéne processed through
V & V Walsh. We received $1.60 a kilo dressed weight foséhanimals. Whereas
in the July beforehand we received $2.20 a kilo for thdse eulled cows. The
same specification cows, the previous July. That maskefluctuating market that
does that cycle every 12 months. You will find again iy this year the cow price
will go up. Because the cow - like, it is hard to feecmimal for this dry period in
April/May. 1t is a high cost to feed it. So, peopledéa offload them so they don’t
have to carry them through the high cost feeding time.

MR O'DONOVAN: Right, okay. So, is — does this — timeisere there is over-
supply, does that mean that effectively the processtatds to you what price it is
prepared to give you?

MR SCOTT: Yes.

MR O'DONOVAN: Right. Isthere —why is there nobre investment, | suppose,
at the processor level, to improve capacity at thee of year?

MR SCOTT: | would be completely speculating if | —gmerally from that point of
view. | can say that we actually have — we had thneeads custom killed for our
own consumption this year and we dealt with two difieabattoirs to have those
three done. Both of them charged us $80 a head to slatighgeranimals and
deliver them to our choice of butcher to actually have thaokaged up for
ourselves. The thing about — that amazed me about tkawkhen we employ up to
12 casuals, up to 12 staff, in our horticultural businesan actually see they are
making a reasonable profit at $80 a head.

| actually asked my stock agent at the time, because lewidéaseveral different
people. Like, the cows that we sold in January weatdausage company that
specialises in sausages. So, they were actually clkdtechby Walsh’s for this
sausage company. | asked him, listen, is that the jraceHose people pay to have
the animals cut up too? Thinking that as a producer you mé&jtd special deal or
something. He said, no, that is what they are beinggetda Everyone gets that
same — is being charged $80 a head. | wouldn't like to treemmloy staff as an
employer in Western Australia at the present momeditkédl and animal and run a
killing line for $80 a head. | would think the margins frora thutside looking in,
not being an expert, would be fairly tight in that thett rate.

MR O'DONOVAN: Right, okay, but that's — obviously iby can access that sort
of pricing it's not the product of some market — huge mar&etep and further up
the chain.

MR SCOTT: No, that’s right.
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MR O'DONOVAN: Okay, so it’s just very — margins gusst tight in that?
MR SCOTT: Yes.

MR O'DONOVAN: Yes. Allright, and are there othi#gmes of the year where
supply is short, where prices improve?

MR SCOTT: Well, as | said in July the prices inyJWugust, September, the prices
are definitely better, but you've got to have had to heap the animals through the
tight period to feed them, so you’ve got to work your marthiese and there are
people and there are producers which target those marketajde they have the
right country, the right land or whatever to be abledrry on that business and do it
in that way.

MR O'DONOVAN: Right, so in terms of the margin theu can get on cattle, at
the moment is it enough to make it worthwhile?

MR SCOTT: No, personally working off last years figazivee made over $125,000
turnover on those 200 and something head that we sold. Weainade$7000

profit at the end of the day and that doesn't includdwanmeon land or any of those
things and actually while it included a cost for employeks may have done work
for us, it didn’t actually include the owner’s wages outhait amount at the end of
the day.

MR O'DONOVAN: Right, now, looking further up the chaknowing what you
sell to a processor for and the prices that you sedaih, 1o you have a view about
whether the — do the margins seem high to you or do you wetdmugh visibility
through the chain to - - -

MR SCOTT: Using my experience through the fruit induas well as the meat
industry, | actually see the current model that Woolwosththe big supermarket
chains, | won't particularly name one, but the big supékeiachains use, | actually
see as rather inefficient, because for instance goamy & beef farmer, it will go
through — | have an agent, it goes through a processoe, thrm likely to a
consolidator, then to a store and then out on the shelp  You've gone through so
many hands through the system that there’s got to be andtmargins involved all
the way along through that process. So that — and &tlobse, like the
consolidators are hidden.

If they use a central warehouse, which at least dtieedbig supermarket chains
does, well that in itself has a cost and | know likeheshopping centre is charged a
warehousing cost for the goods before it goes througletsupermarket shelf, so
you’ve got all these costs along the way. | dontikhthe margin is unreasonable,
like when they add all their margins on | don't beli¢hat they are actually making
a lot of money, | just believe the system they amegu do it has that many steps in
the process it is inefficient. Whereas if you loolsa@y a small retail butcher that can
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go and buy his — buy the carcass direct from an abattgaes farmer — abattoir —
retailer, nice and simple, direct and all those smirthings.

As beef farmers and | do it on the fruit game, but | ida’it as a beef farmer, we
are very bad at marketing our product. We don't take abotithat animal through
the chain. We produce it, we say to someone else,yloergo and do it, you pay me
to do it. Whereas it's about, yes, being able to markebperly and get that supply
chain right is — | don't believe the margins at the raotnl think it's an inefficient
system that we have.

MR O'DONOVAN: Sure, and have you ever attempted tbtsalVoolies, or been
approached to buy your stock — have Woolies ever approgohetd buy your
stock?

MR SCOTT: No.
MR O'DONOVAN: No, do you believe they have an effecthe market?
MR SCOTT: Definitely.

MR O'DONOVAN: All right. How — tell me what thatffect is and why you think,
as just one player in the market, they have that €ffect

MR SCOTT: Because that processing sector | belegeite tight. They are
always after an opportunity to impress their margia.ttat as soon as Woolies can
put pressure on supply and drop their price, well there isalaeason for anyone
else to keep their price up, because they can all drappttiee at the same time and
make a slightly larger margin as they go through theesysind whether it's them or
whether they then — whether Woolies — the price is dgtoat on by the retail
butchers back the other way saying, well, if I go and bawd put it through such
and such, we’ll get it, but as soon as one person drogsitteewithin the market it's
a competitive market and so everyone drops the price watat and it’s — but, yes,
one player because — | mean, there’s only — you guysprasably have better
figures than | do, but I think there’s like seven or ejgiaicessors in Western
Australia, because that market is so small everybodwg&mwhat everyone’s doing.

The agents work across the board with all of them ab-tfand an abattoir is going
to know immediately that someone drops their price, bechysu’ve got your
animals booked in at 3.40 here and they ring you up andlgaysdrry, you're only
getting 3.30 for those animals”, well, you’re going to junmptiee phone to the next
abattoir and say, “What are you offering?” and as smothey get three phone calls
from growers saying, “What are you offering?” they kritw price has dropped and
SO it just cascades down the system. So one playee imarket dropping the price,
be it Woolies or anybody else can have a big effect.

MR O'DONOVAN: Right, so it’s not peculiar — it’s not teuse Woolies is
vertically integrated, it's just because it's a smadirket?
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MR SCOTT: Just because it's a small market.

MR O'DONOVAN: Okay and it's not collusion, but theiges are transparent
enough that they - - -

MR SCOTT: Yes, | believe so. That one is alway®, | can’'t — there is nothing to
prove that it would be collusion, no.

MR O'DONOVAN: Right.
MR SCOTT: In my opinion.
MR O'DONOVAN: Right, but you might have a suspicion?

MR SCOTT: There is always — when you have — whernwauld say you go to the
— if you went to a saleyards and you saw the four bwlehgving a cup of coffee
together at the café beforehand, you can presume ldisigé, whether any of them
are true is something else.

MR O'DONOVAN: Right, but there is literally thatraller number of buyers
working in saleyards.

MR SCOTT: Yes.
MR O'DONOVAN: Right.

MR SCOTT: Like, yes, they get published in the rural pafat this is a photo of
such and such buying for Western Meatpackers at the sdley&t4 June or
whatever. So everybody knows who they are.

MR O'DONOVAN: So in your view are the saleyards aiicefnt operating market
or is there plenty of scope for tacit collusion aret suggesting that it necessarily
occurs, the question is are there enough buyers to makearket work?

MR SCOTT: Because of the small number of processors,
MR O'DONOVAN: Right.

MR SCOTT: And quite often there’s not enough competitor graziers and things
to actually push that market along and | mean there’s@denange of things that
lead to that, but yes.

MR O'DONOVAN: Yes. Okay. All right. Well, theturning to fruit, because
you’ve got a few different routes to market — firstlygs there anything else you
wanted to tell us about the cattle market?

MR SCOTT: No, that's about it.
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MR O'DONOVAN: Anything else you guys wanted covered in tAeblo. Okay,
good, all right, well, moving on to fruit, now, firstlfwe can just deal with your
retail operation.

MR SCOTT: Yes.

MR O'DONOVAN: Okay, where effectively you produce —rgpwhat proportion
of the fruit that you produce is sold by you as a diretziler?

MR SCOTT: 35 per cent.

MR O'DONOVAN: Right, okay and in terms of how thdger is set, how do you
set the price?

MR SCOTT: We take into effect our cost of productiouar, delivery cost and then
try and set a fair margin. How we run our busines4, the retail sector or
whatever, we look at consistency and an average @vieethe whole range of fruit,
over the year, to make a profit, rather than trying &xenany one big lot in one lot.
So we take cost of supply or cost of delivery, cost ofipction, what we think are
going to be our increased costs for the year. So likeeatnoment my wage pressure
is pretty high, so that — and I'm looking that I've iresed my workers wages by — it
doesn’t sound a lot — a dollar an hour, but it's happeaet year over the past six
years, well, at $16 an hour that’s 6 per cent a yearbean increasing — I've
increased their wages by, so we've been so — if you takdrthm $12 seven or eight
years ago to now $18.50.

That’s been a fair whack that I've had to take eveey yafter year, after year and
once again because of the mining industry at the mgrengoing to be looking
down the barrel of at least $1, maybe $1.50 an hour, jksteio — make sure that |
don’t lose those permanent workers and that skill base iy — so I'll take that
into account. The other thing we do take into accountristb not be above the
specials price that Coles and Woolies come out wishtlag time.

MR O'DONOVAN: Right, okay, so do you look at the pr@ays year’s specials
when you - - -

MR SCOTT: Yes, the previous year’s specials and wkee Ihappening in the
industry as to whether I think there’s going to be a dsere@asupply or an increase
in supply happening over time and, yes, work with that te gie an idea of where
that is. So, like, at the moment the apples sayetadling — we most probably — we
missed the boat last year, retail price of apples Mtils year has jumped
dramatically and so — but we set our prices in August gaar. We tell our
customers and we let them know what they will be pafongheir boxes of fruit for
that next season, in the August before and so thaewaeeraging about $2.50 a
kilogram at the moment for our apples at the retadllewhich is significantly
cheaper than the special price of $3.50 a kilo at the sugestva the present
moment.
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MR O'DONOVAN: Right and when you set that price dayaso have regard to
what you could get in the wholesale market?

MR SCOTT: Yes, definitely.

MR O'DONOVAN: Right, so if the returns — if you thoughdu could get a better
return in the wholesale market?

MR SCOTT: Yes, that’s also part of it. We alsketanto account our base cost of
production so by that | mean | try to use the retail deégeas a way of ensuring that
| can cover my costs for the year, because I've lreerthis is — we’ve just been
through 10 years within the stone fruit industry, here est&rn Australia, where for
the first seven the prices fell every year on thelesgale level, or stayed static or fell
for those seven years. So we've gone from 270 grow&k&estern Australia down

to about 70 or 80 presently and so covering your bas@tpsetduction and making
sure you've got those costs covered, so that you actudliyt ainake a loss, are
really important, because that way you can still ruurymusiness and come out the
other end, if you cover all your costs on a year to paais.

So that’s why we set up the retail business, was to makense could guarantee —
control that piece of the market, control our returognfthat and end up out the
other end and it's only now that we’ve now got a shortdgemply, then we can
start to then — now that the market has worked and vggiwe through the cycle —
now we can start to make a little bit of margin ort tirad start to make some
reasonable profits over and on top of trying to useripsi as a risk protection
measure within our business.

MR O'DONOVAN: How are you able to acquire the custorfers

MR SCOTT: Simply through word of mouth and in fact wese run a list, a
waiting list this year. We simply cannot supply enough prodaodtphysically
deliver the product to people and so we have had to haveaiagnat of up to 50
people during this year.

MR O’DONOVAN: Right, okay and so they're just faresi you're supplying with
fruit on a fortnightly - - -

MR SCOTT: Yes, families and it goes — yes.

MR O’'DONOVAN: - - - basis.

MR SCOTT: Yes.

MR O'DONOVAN: Okay and in terms of the margin ovees a contributor, the

retail side of the business does that contribute moyeup profitability than the
other two thirds of your fruit business?

.ACCCGRO 23.4.08 P-101
©Commonwealth of Australia



10

15

20

25

30

35

40

45

MR SCOTT: No, they're about the same, yes, thatllyswa try and — because
we’ve — maybe a little more, maybe, say, 40 per cent flremetail business, and 30
per cent for each of the other two sectors. We ttyame because we’ve got the
protection of the retail business, and the wholesalméss, where we directly sell to
the retailers, and once again, we don'’t try and pusthrttiie $o like, when the season
starts for stone fruit, instead of chasing the $45 a-I#i45 for a 10 kilo carton that
we may be able to get on the Perth domestic market, wea@those retailers and
supply them at $30, but then we set that price for $3héonhole season, so that
they have a guaranteed supply at a guaranteed price threugystem through the
year, and it lets them make a margin and lets thepatieularly competitive at the
start of the season and get people into the shop and kerkvay through. So it's
not about — yes, so it’s not all about chasing — yekat makes sense.

MR O'DONOVAN: Yes, yes. So in terms of choosingdial direct with retailers,
again, does that — is it mostly because it flattensouwr risk a bit?

MR SCOTT: Yes, definitely. It flattens out thekrsnd it provides us with a
guaranteed income. | must say that that market has-bieethe past five years in
Western Australia, has really taken off. The snmalependent grocers here in WA,
and we supply in the area of Busselton, Dunsborough, Margarer and Augusta,
which is south of here, and they actually — it’s quiteresting listening to the
Chamber of Commerce and Industry earlier, about the detedutading hours,
they actually all — that area is completely deregulafguky have a deregulated
trading hour system, and my two biggest shops there cimob$e trade on Saturday
and Sunday, but they are all prospering, and the deregutai® those shops choose
not to trade on Saturday and Sunday because they findltitadoes is shift the
spend over seven days, but it increases your cost éyteenday per week.

MR O'DONOVAN: Okay, and are they - - -

COMMISSIONER KING: Sorry, just on those shops, thesy fruit and veggie
specialists, or are they grocery - - -

MR SCOTT: They — we have three specialised fruit\aagtjie shops, and the
others are like, members of the IGA chain who are whotlependently owned.

MR O'DONOVAN: Interms of the retall pricing, do théhen tend to price to the
market?

MR SCOTT: Yes, yes.

MR O'DONOVAN: Okay. Notwithstanding that their inputsts are probably
quite different to others who are buying through the wiaddesarket?

MR SCOTT: That's right, they — mind you, | can — theyuld usually trading,
because | just look at shops every week, they would uduadlg in a range from
somewhere between 80 to 150 per cent mark up, those parshalas. The — yes,
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so they may be making a little bit — but they are — bae@uyain, it’s that efficiency
within the supply chain, because when you go — when tes@erth, to a market
agent in Perth, | sell to the market agent who takes 1&gmérwho will then sell to
a consolidator, who will send it to the warehouse, wiibsend it to the store. So
between that system, you’ve got so many people takingrgimout, that the Coles
and Woolies margin, their cost has to be high to gbeite, even though these
people may have a higher staffing cost and all those sotftings.

MR O'DONOVAN: Right, okay. So and in terms of tretail price of fruit, is that
primarily set by Woolworths and the independents follom - -

MR SCOTT: Rather than Woolworths, I'd say it's bgtthe large chains as a
whole, but that’s very dependent on supply, and partigilaWA, in reality, is a
very small market. | found, in my experience in the ast even by myself
sending, say, four tonne of peaches to Perth in oneagm, &ctually effect the
wholesale market in Perth in one transaction. Sovény careful not to send one
lump like that in one go. So if — say, you get througthéoend of the apple season
in February, and there’s a couple of people still hand oms set, controlled
atmosphere cool stores full of apples, and they decidd, vige're going to quit
these and make whatever we can out of them to try@rgbme costs of holding
these for all this time, well, that will depress theg@dramatically, simply because
you’ve had — that effect happens, so it's partly the sup&etgaand partly supply.

MR O'DONOVAN: Okay. So with these retailers you sypgirect, do you price —
is there a relationship with the existing wholesalegpoicdo you look back at the
last season and think, well, we’ll agree an averageh@®owhole season?

MR SCOTT: Both, and the existing wholesale price. &oiften, because it's a
working relationship, they will actually say, this is wiian being offered in the

price lists that come from my market agents in Pettbrey | buy my vegetables

from, where it's worked from that, and we work — and wthlunderstand that we
both need to make a profit along the way. | mean, hlae to lower costs so that
they don’t have to transport it all the way down frBerth back to them again, and
so they — a lot of the time they are quite happy toadigt match that price or even be
a little bit higher because they don't have some ottss involved to themselves as
well.

MR O'DONOVAN: Okay. Then moving on to your relationskijth Coles, you
indirectly supply to Coles?

MR SCOTT: Yes, yes.

MR O'DONOVAN: So tell us how that supply chain worksatth Pink Lady
apples?
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MR SCOTT: That was Pink Lady apples. So we would flickweek, they would
go into a controlled atmosphere storage, which | indepelydamitract out to a third
party who provides me the storage.

MR O'DONOVAN: Then there’s just a fee for service?

MR SCOTT: Fee for service arrangement, $50 per biny Wilethen go a custom
pack house, and that particular pack house is also ownée lgydawer packer that
supplies Coles, and before | send them to them, befmed that fruit to him, |
actually get a bare fruit price from him, so | actualbk for a price given to me of
what each size he will pack out of that — what eamd Buit, box of fruit packed out
of that bin will return to me net from the packing tcolkask for that, and then he
sends that off - - -

MR O'DONOVAN: So you have a guaranteed price at thattpo

MR SCOTT: Yes.

MR O'DONOVAN: Okay. Has property in the apples pa8sed

MR SCOTT: No.

MR O'DONOVAN: Okay. So then what does he do with i

MR SCOTT: He will pack it, hold it, and send it to Sggirwhen the time comes,
which can be anywhere up to four weeks after packing tite dnd then we will get
paid some 60 days later for it.

MR O'DONOVAN: Right. At what point will he havegeeed a price with Coles?
MR SCOTT: | would assume before he gives me the sligmper that he sends to
me, but | do not physically know whether he has a contvéh him to supply or

how he does that.

MR O'DONOVAN: Right, okay. Do you ever get your appbesk saying that
they are out of spec?

MR SCOTT: No, because we choose a pack house whpaek to the spec to
make sure that it doesn’t happen.

MR O'DONOVAN: Yes.

MR SCOTT: That being said, | have visited pack houstsdyeand walked into
the pack house, and the pack house was using — like, this pasé Wwas in
Tasmania, and the pack house was using boxes from Vjdikeiathe brand of
boxes was from an orchard in Victoria, and | said, “Vilhy you doing that?” They
said, “Well, if we send in our own boxes, we get retamd if we send it in the
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boxes from Victoria, we don’'t.” So the best laidups, yes. But as yet, no, we have
not had any returns.

MR O'DONOVAN: Right. Okay. Do you know why they ship $ydney, why
they’re not sold locally?

MR SCOTT: Because the price is better.

MR O'DONOVAN: Right, okay. Was it reviewing wholdearices in other cities
that got you onto that idea?

MR SCOTT: Yes, well, just the wholesale prices heré/estern Australia. We
have a relationship with a market agent, and we simptheldwo phone calls. What
are you willing to pay me, or what price do you think you gahme on
consignment here in Western Australia, what pricel ¢tenguaranteed from the
eastern states, and when you get a net fixed price baldestnot necessarily mean
that it has to be higher than the consignment price ineWA to choose a fixed
price, but you know at least what you're going to get dtiv@ bin at the other end.

MR O'DONOVAN: Right. Why isn’t the market in equitiom in the sense that
it - - -

MR SCOTT: Well, it does. That brings it into ddurium, that export of fruit out
of Western Australia, but, for example, my best gigetisat we actually supply
about 20 per cent of the fruit to the area that we supphe
Busselton/Dunsborough area to a population of most prplbdblut 40,000 people.
So given that, and I'm only a small grower of 20 hectgms,can see that if there’s
250 growers in Western Australia that have — what’s #%Q,— have an average of
40 hectares, and a lot of apple growers have 40 hectatbshen the oversupply is
enormous. So you're always going to have off-spec dnudt things here in the local
market, which pulled the local market down, comparetiéceastern states.

The other thing, as I've said in my briefing paper to yothas we have a bit of a
market failure within the processing sector within thet findustry here in Western
Australian inasmuch as we only have one processor @i ¥Western Australia for
juice fruit and that's Harvey Fresh and Harvey Fresh@tadays after the end of the
month. So their price is fair, it covers the cddransport to their depot basically,
but because you’ve got to wait three months basicallgusecif you just deliver on
the first of the month you've got to wait three monffrsyour pay cheque, a lot of
that fruit that should most probably come out of ty&esm and go through the
processing sector doesn’t because people want thejueitomorrow and they’re
willing to take less for it to get the money tomorrow.

MR O'DONOVAN: So do you sell anything through the Pertinkets?
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MR SCOTT: Yes. About — most probably about 25 per cEive per cent direct
through the Coles, like through the third party packer, amdtiher 25 per cent
through the Perth domestic markets, yes.

MR O'DONOVAN: Right. Okay. Do you have a particulanolesaler that you
always deal with?

MR SCOTT: Yes, we try to. We have a licensedetsr+ or a number of licensed
varieties that come under the Zee Sweet brand and uratdicence agreement, we
must deal with one of their licensed agents. Unfortupdieat isn’t the agent that
we chose to deal with for everything else so we dealtwith We try to actually
only deal with one agent.

MR O'DONOVAN: Okay. Interms of the agent that yioave a preference for,
what is the terms of the arrangement that you hatlethem?

MR SCOTT: Fifteen per cent commission.

MR O'DONOVAN: s that standard?

MR SCOTT: Perfectly standard.

MR O'DONOVAN: So any other wholesaler in the mankét charge 15 per cent?

MR SCOTT: It varies a little bit. The other ondwihe Zee Sweet licence, | think,
charges thirteen and a half per cent, but if we do hajgpsend the two lines of fruit
to two processors, the net amount ends up to be the sdineeestd of the day. So
it's — one works a little bit harder for the costs. S&s,yt's roughly the same
amount. It doesn’t vary very much.

MR O'DONOVAN: Okay. So 15 per cent. The fruits cgm&d?

MR SCOTT: The fruits on consignment and, yes, th&g part of everything else.
The Perth markets has been a little slow in workimgubh the process of
introducing the mandatory code of conduct that has corse we are only recently
been given contracts to negotiate with over the — hewvant the market agents to
work.

MR O'DONOVAN: Right. Okay. Interms of knowing tipeice that you get for
your fruit and how is the price that’s achieved commugat#@o you and how
much - - -

MR SCOTT: A fax every second day.

MR O'DONOVAN: Right.
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MR SCOTT: So very timely and | have the agents mahilmbers that we
communicate, like any business people do, during the pealknseasoly daily, to
tell them — to tell them at least what | have comipg Like, have ready to come up
so that they can tell me. They may say, “Listeny geed to hold that two days
before you send it because we’ve got something we needaid ahd all those sort
of things.

MR O'DONOVAN: Right. Okay. Interms of the trgraency of the process,
you're satisfied that what's remitted back to you isastwour produce was sold for
minus 15 per cent?

MR SCOTT: Definitely. That also comes throughm&ing the three different
arms of my business inasmuch as the shops | deallve#in, regularly check what
the Perth market prices are by having that wholesale dgbystem to the shops
because the shops then tell me what they'’re beingedffeait for from the Perth
markets so | can double check through the system thew#yer Guaranteeing what
you’ve been told you're getting for the fruit and whatiye getting for the fruit is a
matter of choosing the right market agent. Yes, thezaalways stories of people
who have problems with the market system.

MR O'DONOVAN: Right. You personally have - - -

MR SCOTT: Not recently. Inthe mid to late 80s, yes,did have problems but
we have certainly changed agents and changed the wdy tidngs so that we no
longer have those problems.

MR O'DONOVAN: Right. So do you have a view on theticulture code? Do
you think that in its current form is a good thing, or d tiang or a good thing that
needs modification?

MR SCOTT: Ithink it's a good thing. It most probably daesome modification as
we go along, like any process will. 1think, much like tH&TGI think the mandatory
code of conduct is simply bringing the horticultural indysip to spec to what most
business — normal business people had in the commungympty, as farmers, back
on the beef side of things — most farmers if they déal avprocessor won't have a
written contract. We, through our agent, actually aslafaritten contract every
time we go to sell. So when the agent tells me tisa$&.40, we actually ask for
them to write out me a lamb out contract, we sigand he sends me back the signed
copy from the abattoir so that we have that piece pépan front of us.

It's the same. The horticulture industry is just catghip to what is good business
practice and there’s a few people along the way wlresg@drs it's trimming but it's
just good business practice that needs to, yes, happen.

MR O'DONOVAN: Okay. Well, now you operate really astrict producer for
part of your business, as a wholesaler for part of yosiness and a retailer for part
of your business.
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MR SCOTT: Yes.

MR O'DONOVAN: Do you, from your observation, areetk any levels in the
market generally that are more efficient or deliver en@turns to you?

MR SCOTT: Well, the retail level, of course. Thatertainly where | see the
future. | mean, working out how to do it in terms ofpdoying people and all those
sorts of things is where we’re at at the moment. Whelesale level gives you a
good guaranteed income with a reasonable return of suppljirati to the
domestic market - so to other people doing the product foroyay,is good in the
good years; in fact, in the really good years it'ddyehan you'll far ever achieve on
anything else, but in the bad years it's terrible. Soifre going to do that you've
got to have — be made of steel so that you can ride dkiesywhereas the other
systems are far more efficient in actually returning being able to do a business
plan and all those sorts of things too.

MR O'DONOVAN: Is the preference you have for retalj is that reflective — do
you think that that suggests that the retail marketstauitds for fresh fruit and veg is
not competitive?

MR SCOTT: No. | believe that the retail markeitas now is what is fostering
competition because it allows people, the other smatailers, the independents
and people like myself, to come in and actually offeripgitelow what is available
from the big supermarkets. If you were to regulate thasegor regulate margins,
you take people out of that because they can't seebtlity 0 be able to get in there
and say, “Okay, | can take two or three per cent fronT'teeré can take two or
three per cent from there”. So I think the market &sat the moment actually
works quite well and it’s just that we're taking 10 yeargeb— we're taking 10
years to go through the supermarket cycle where we’reat@\point where they
have this huge market share and whatever. | think I'ntirggatio see from my
business perspective that we’re actually starting to t@ricohner where we’ve got
small independents both within the meat industry and witkarirthit and veg
industry that are starting to prosper and take off agairteydwill, over the next
five years, peg back the supermarkets as they go along.

MR O'DONOVAN: Okay. That’s all | have.

COMMISSIONER KING: Just on that last point thoughl gour view on that is
just that it relates to the fact that the supermarkaincto get the fruit to the
customer is just a pretty inefficient chain?

MR SCOTT: It's pretty inefficient. Even, | noticme of the questions was
packaging, | think, earlier on in the thing. The supermarkate gone through this
efficiency drive of one-touch packaging where you'’ve got twideoit in a box that
they can put up on the shelf. In effect, from my peasopinion and I'm no expert,
once again, and | don’t work in the supermarkets, butuladlg see that it’s actually
driving their costs up because the boxes are getting droppde shelf, they're
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employing less people in the fruit and veg section to Hdgtivak after the fruit and
veg section to manage it, so that the rotation of &ud everything isn’'t happening
as often. The fruit that gets left in the box isafs a poorer quality. That gets
tipped out on top of the other stuff when they take thedut and so they're actually
ending up with higher and higher loss rates and it’s agtoatl — it's actually

making the system even worse as they go along, not.better

| made a comment in our briefing paper that what we ea $&that price — like,
particularly with your stone fruit season here in WMg've seen prices for nectarines
at a wholesale level of five and six dollars a kilokexthe grower which relate —
and | must admit, at those sorts of prices, Coles, Watths and the independents
are actually down around the 80 per cent mark-up becausarthggtting to the

point where at $8/$8.50 for those sort of products, peopledsimand but it actually
takes all the way from $3 all the way up to $8 or $8.5@émple to stop buying as
long as they're getting a good product at the other ernd ¢ifs more about people
getting a good product than price. People don't seem taabevorried about the
price as long as they’re getting the product to go witlptiee at the other end of it.

COMMISSIONER KING: Thank you very much for that. Thas very useful.

MR SCOTT: Thank you very much for your time.

COMMISSIONER KING: Thank you for coming in.

MR SCOTT: Thank you.

EOdMlél/IISSIONER KING: Let me formally declare todayisaring finished.
nded.

MATTER ADJOURNED at 5.48 pm INDEFINITELY
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