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THE CHAIRPERSON: We will recommence. My name is Graeme Samuel. 1I'm the
Chairman of the Australian Competition and Consumer Commission and Chair of
this public inquiry into the price of unleaded petrol. 1 am joined by Commissioner
John Martin, on my right, and Commissioner Stephen King, on my left. As Chair, |
welcome you al and declare this hearing open.

This hearing is convened under Part VIIA of the Trade Practices Act pursuant to the
Federal Treasurer's approval for the ACCC to hold an inquiry into the price of
unleaded petrol. Results of the ACCC'sinquiry will be reported to the Treasurer by
15 October 2007. Unless directed otherwise, the ACCC must make its report public
after 28 days. The terms of reference for thisinquiry have been published on the
ACCC'swebsite, together with an issues paper and all public submissions that have
been received.

The ACCC has aso published notes for witnesses of thisinquiry which outline the
procedures followed by the ACCC at public hearings. The names of the witnesses
appearing today have also been published on the ACCC's website.

If time permits following the questioning of scheduled witnesses, | may invite others
here today to give evidence. But as with scheduled witnesses, anyone planning on
giving evidence to thisinquiry will need to be sworn in and subject to questioning
under oath.

We do understand that the price of petrol is of immense concern to all Australian
motorists but it will greatly assist usin the efficient and effective conduct of hearings
if participants confine their remarksto the critical issues and not simply provide
commentary on the price of petrol. Witnesses appearing today will be questioned by
counsel assisting the ACCC. Counsel appearing today are Neil Young and Simon
Marks, both of Senior Counsel, and Fiona Forsyth. Some witnesses will also be
represented by their own lawyers.

| would also note that the conduct of thisinquiry iswithin the discretion of the
inquiry Chair. Anyone using insulting language or otherwise disrupting the hearing
may be excluded.

The ACCC may wish to questions witnesses about information that has been
provided on a confidentia basis. The ACCC can take evidencein private if a
witness objects to giving evidence of a confidential nature in public and the ACCC
considersit appropriate to do so. If thisoccurs, it maybe necessary for al other
persons to leave the room for parts of the hearing. The ACCC intendsto hold
hearingsin public as far as possible. We do want to be able to ask witnesses about
matters that are commercialy sensitive. This means we may need to close the
hearings at certain points. A transcript of this hearing will be taken and made
available on the ACCC's website as soon as possible after the hearing. Evidence
givenin private will be recorded and transcribed but will not be made available on
the website.
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With those matters dealt with, | propose to begin by asking the witnesses from Caltex
to, please, for the record, state your name and position.

MR DESKING: DesKing, CEO and MD of Caltex.
MR STRANG: Alex Strang, general manager, supply and distribution.

THE CHAIRPERSON: If you have legal representatives with you here today, could
they please announce their appearance?

MR HUGHES: Paul Hughes of Freehills.
MS CONWAY': Helen Conway, general counsel, Caltex.
MR OCHS: Greg Ochs, senior corporate counsel, Caltex.

THE CHAIRPERSON: Thank you very much. | would like to inform you about
some of the rules regarding giving of evidence at thisinquiry. Firstly, it isan offence
to refuse to answer a question that you are required to answer by the inquiry Chair.
Secondly, it is an offence to give evidence that you know is false or misleading or
omits any matter or thing without which it ismisleading. Y ou may give your
evidence under oath or under affirmation. If you believe an oath would not be
binding or for religious reasons you are prevented from swearing on oath on the
Bible then you may give your evidence under affirmation.

<DESKING, SWORN [9.04am]

<ALEX STRANG, SWORN

MR YOUNG: Mr King, do you wish to make a preliminary statement on behalf of
the company?

MR DESKING: | would be very happy to do that, if | may.
MR YOUNG: Only if you wish.

MR DESKING: May | take the opportunity? | would appreciate it, thank you very
much. | appreciate the opportunity of coming to the inquiry today and to give
evidence, and we look forward to hearing the results of the inquiry. 1 think it'savery
good step forward to look at petrol prices and to get to the facts because alot of
people come out with assertions rather than facts.

Australiawill remain dependent on imports of petroleum products for the foreseeable
future. Petrol importsto Australian quality standards are readily available to
Australian refiners and independent importers. About 100,000 barrels per day of
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Australian grade petrol are accessible to Caltex and any importer, well in excess of
current import requirements, and that isin addition to structural supply to Shell and
Mobil from their parents refineriesin Asia. Thereality of import competition places
astrong constraint on wholesale prices in Australia and reinforces import parity
pricing as the essential basis of petrol pricing in this country.

The Singapore refined petrol priceisthe pricing benchmark, as Singaporeisthe
closest mgjor refining centre to Australiaand is the major source of imported petrol.
Wholesale prices follow movements in Singapore refined petrol prices rather than
Singapore crude oil prices because local refineries have to compete with the refiners
in the region supplying fuel suitable for import into Australia. Australian pump
prices in response to Singapore petrol prices are symmetrical and follow the
wholesale price with some delay. Historical data shows retail prices do not respond
exactly to Singapore petrol prices. In particular there is no precise arithmetic
relationship between retail prices and the Singapore prices or Mops 95.

Turning to market structure, assertions have been made that structural changes have
reduced competition. In fact, the retail petroleum industry is not highly concentrated.
The structure of independent retailers and resellers has changed in the past 10 years,
but competition has, if anything, increased.

The change in marketing structure has not resulted in an increase in Caltex margins
at thewholesale level. This supports Caltex's view that the wholesale petrol market
remains highly competitive. On theissue of price cycles, they are a product of
Australia having one of the most transparent and competitive retail marketsin the
world. Our information about competitor pricesis prominently displayed on
roadside price boards and otherwise available in just about realtime to persons who
subscribe to fuel price monitoring services.

| understand the angst that price cycles cause consumers, but overall the cycles
operate to their benefit. Our information indicates that 60 per cent or more of
motorists take price into account when buying petrol, and most can benefit directly
by timing their purchases to match price cycles. About 55 per cent of Caltex petrol is
sold on low price days of the week. According to the latest available government
statistics, for the December quarter 2006, the retail price of petrol in Australia at 63.3
cents per litre before tax ranked it as the third lowest petrol price of the devel oped
countries beforetax. Lower, for example, than the UK and the USA. We certainly
don't have the economies of scale that places like the United States do have, yet we
are still cheaper before tax.

High volumes and high efficiency are required to be profitable in the downstream
petroleum fuel business. In thefirst half of 2007, Caltex profit on a replacement cost
of sales basiswas only 2.6 cents per litre on average for all petroleum products sold.
This number isthe sum total of profit over Caltex's entire value chain, including both
refining and marketing. More detail on these pointsis set out in the balance of my
witness statement and in Caltex's submissions.
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| would also like to comment, too, on statements by the NRMA. We did not
comment in the media yesterday because we believe that this petrol priceinquiry is
the appropriate place to bring up comments on petrol prices, not to use the mediaasa
proxy for this petrol priceinquiry. So we saved our remarks on that issue about
Tapis crude and petrol prices until thisinquiry today, but we would like to comment
on those NRMA statements.

Australian petrol prices are based on the price of petrol from Singapore refineries,
the source of most of Australia's petrol imports. In the 65-day period recently
referred to by the NRMA after the ACCC inquiry was announced, pump prices for
petrol in Sydney were an average 4 cents per litre lower than the same period prior to
the announcement of the inquiry. Over the same periods, the Singapore refinery
price of petrol was also, on average, 4 cents per litre lower. Thefall in pump prices
was the same as the fall in Singapore refinery prices. Over the same periods, the
change in Tapis crude oil prices was about zero. The fall in pump prices was not
related to crude oil prices.

MR YOUNG: Thank you, Mr King. The NRMA's evidence given in the hearing
yesterday, | think, if you examine, you will find the issues you raise are already
issues that have been taken up by the ACCC. Mr King, can | start with the question
of imports to which you referred briefly. Your view, as| understand it, is that
imports are readily available to anyone wishing to import petrol into Australia?

MR DESKING: Yes, we scan the market on aregular basis, because we also import
petrol, and our analysis indicates that in addition to petrol being imported by Shell
and Mobil into their facilities, thereis 100,000 barrels aday of Australian grade
petrol on the market for import, far in excess of Australia's needs, and that dataisin
our submission.

MR YOUNG: Are there any constraints on the ability of independents to import
petrol into Australia?

MR DESKING: There are anumber of independent terminals. If independents
wish to import, then they need to access those terminals. There amajor onein
Sydney, for example, Vopac, which is an independent terminal.

MR YOUNG: Yes, which isfully contracted to the major oil companies at the
moment, isit not?

MR DESKING: | am not aware of those details, but there is certainly another
import terminal in Darwin and there are other import terminals around Australia.

MR YOUNG: You would agree, would you not, that the lack of terminal and storage
facilitiesin Australiais posing an increasing restraint on the ability of people to
import? Do you agree with that?

MR DESKING: We can't comment on third parties because we can only comment
on what we do as an importer. We have, in the details of our submission, all the
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details of our terminals and the fact that our own terminals are running very much at
capacity. Australiaimports amost 20 per cent of all its petrol needs. So those
terminals are very important to bring that petrol into the market. Our own terminals
are running at full capacity for our own use.

MR YOUNG: Mr King, Catex'sterminalsarefully utilised by Caltex; correct?
MR DESKING: That is correct.

MR YOUNG: So you have no surplus storage capacity available to importers?

MR DESKING: No, we are running at very high turn ratio, in terms - in some
terminalsit's up to 50 or 60 times that tank volume has moved through every year,
because we not only import petrol. A third of all diesel that comesinto Australiais
imported, too, so those importer terminals are required to import a number of
petroleum products.

MR YOUNG: The other mgjor oil companies are in asimilar position, are they not?
No surplus terminal capacity?

MR DESKING: We can't really comment on their exact capacity because we don't
know that in detail, but we can certainly comment that our own capacity isfully
utilised.

MR YOUNG: If we take Brisbane, the only available terminal for importersisthe
small terminal operated by Neumanns; is that right?

MR DESKING: | will refer to Mr Strang, who is a supply expert, but | believe that
IS correct.

MR YOUNG: Correct, Mr Strang?
MR STRANG: | believethat is correct.
MR YOUNG: That isalso limited by wharfage restrictions?

MR STRANG: Yes, there are limitations in the size of cargo that can be taken to the
terminal.

MR YOUNG: Yes, there are draught restrictions on the wharf so only relatively
small vessels can access that terminal ?

MR STRANG: At the present time, correct.
MR YOUNG: Thereis no independent terminal facility in Adelaide; is that right?

MR STRANG: At the present time, although there was a recent announcement of an
intention to build aterminal at Port Bonython.
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MR YOUNG: By who?

MR STRANG: It wasajoint venture. Scottswas one of the parties. I'm just
struggling to remember who the other one was.

MR YOUNG: Hasit gone anywhere, the proposal?

MR STRANG: All I know iswhat I've read in the press of an intention. Asto
whether that will transpire, of course it takes some time between an announcement
and the intention to having aterminal in place.

MR YOUNG: Yes. TherewasaMohil facility at Port Stanvac in or closeto
Adelaide, but that's been mothballed, hasit not?

MR STRANG: That's correct.
MR YOUNG: You see- no signsthat it's going to reopen, do you?
MR STRANG: No, there are no definite intentions to reopen that.

MR YOUNG: Theway in which refining is heading in the region would suggest that
it's not going to be reopened; isthat your view?

MR STRANG: That would be my personal view.

MR YOUNG: There are no independent import facilitiesin Hobart or elsewherein
Tasmania?

MR STRANG: No, that's not correct. Mastelle hasasmall terminal at Bell Bay.

MR YOUNG: Therewasafacility at Hastings in Victoria owned by Trafagura.
That'sup for sale, isit not?

MR STRANG: Thereisafacility at Hastings owned by Trafagura. It isstill being
used by Trafagura. There was an expression of interest process conducted late last
year. We understand that there was not a sale forthcoming. | do not know
Trafagura's present intentions.

MR YOUNG: Isit correct, to your knowledge, Mr Strang, that all of the available
terminal capacity in Sydney, including Vopac's termina at Botany Bay, isfully
contracted to the majors?

MR STRANG: | believe that's the case, athough | cannot say definitively what the
arrangements are at the Vopac terminal. If | can add, there are proposal s/plans to
extend the capacity of the Vopac terminal, and I'm not aware of any limitation on
who may enter into arrangements in utilising that additional capacity.
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MR YOUNG: Your submission - and either Mr King or Mr Strang can answer this -
suggests that in 2006, 18 per cent of Australia's requirements for petrol were
imported; correct?

MR DESKING: That is correct.

MR YOUNG: Do you know how that was broken down, who did the importing?

MR DESKING: We certainly know how much importing we did, and that'sin our
submission.

MR YOUNG: In 20067
MR DESKING: That's correct.
MR YOUNG: How much did you do?

MR DESKING: We imported of the order of 4 per cent of our needs. That'sin our
submission.

MR YOUNG: And of the 18 per cent?

MR DESKING: If we can refer to the chart that's in the document, that will give the
exact details. | would refer you to that chart.

MR YOUNG: Do you have the page?

MR DESKING: That will be at page 26 of the confidential submission. If we look
at that, you can see that that's where we state that Caltex imported as a per cent of
sales 4.3 per cent in 2006 - per cent of our own sales. It talks that the industry
imported as a per cent of sales 18.1 per cent. We show the break down of the types
of petrol that we imported. Y ou can see that of the total - there were a total number
of imports of 3,429,800. That was the total, and of that total amount of imports, ours
was of the order of 10 per cent.

MR YOUNG: Yes.
MR DESKING: So, roughly 3 million litres imported and we were 10 per cent.
MR YOUNG: So you roughly represent 2 per cent of the 18 per cent - 10 per cent.

MR DESKING: Correct. That's 2 per cent of the total imported into Australia,
that's correct.

MR YOUNG: You say in your submission that you estimate that the level of imports
in 2007 had gone up to 25 per cent, or isthat all petroleum products?

MR DESKING: That 25 per cent is of all petroleum product.
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MR YOUNG: Do you know what the figure then isin 2005 for unleaded petrol - in
20077

MR DESKING: Oh, 2007, | do not have the up-to-date data for 2007. However the
market for petrol for the first half of 2007 expanded by about 2 per cent in Australia.
So one can imagine that the imports, if there are 18 per cent of our total needsin
2006, would be of asimilar order for the first half 2007, somewhere in the

18 per cent to 20 per cent range.

MR YOUNG: Areyou able to estimate the extent to which the other major oil
companies import petrol in 2006 and 20077

MR DESKING: We don't have exact details on what they do because obviously that
iIscommercially sensitive to them. We just see the total numbers from government
statistics.

MR YOUNG: Of the 18 per cent, how much is represented by the majorsin 2006?
MR DESKING: | do not have that information. Do you have that, Alex?

MR STRANG: | don't have aprecisefigure. It would be the greater majority. 1I'm
sorry, the great majority.

MR YOUNG: And the samein 2007, you would expect?
MR STRANG: That's my understanding.

MR YOUNG: Y our submission says at page 35 that, in general, industry terminal
capacity has become increasingly constrained as aresult of factors that you mention.
That's areference, isit not, to the fact that terminal capacity isvery largely fully
utilised.

MR DESKING: That iscorrect. Australia, because of the shut down of the refinery
by Mobil at Port Stanvac and the fact that the Australian market has expanded so
much, particularly for diesel, means that Australiais such a net importer now the
existing infrastructure is very much constrained.

MR YOUNG: That islikely to have an adverse impact on the ability of independent
oil companies to import; would you agree with that?

MR DESKING: We are not party to negotiations that independent companies may
have with their terminals, but from a Caltex standpoint, because our terminals are
running so much at capacity, we wouldn't have the capability of taking additional
import.

MR YOUNG: The fuel you import, that's basically used to meet your needs for the
supply of petrol in those states where you don't have arefinery? Isthat afair
conclusion?
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MR STRANG: Not exactly.
MR YOUNG: Could you explain it to me?

MR STRANG: In the states where we don't arefinery, it isnormal for usto enter
into a supply contract - a purchase contract - to meet our needs. It'sfairly rarefor us
to import into those locations. Our imports are, for gasoline, petrol, would be into
Queendand/New South Wales.

MR YOUNG: Yes. Soyou are able to get supplies of petrol in other states where
you don't have refineries by virtue of the buy/sell arrangements which you have with
the magjor oil companies; correct?

MR STRANG: Correct.

MR YOUNG: And those buy/sell arrangements are essentially standing six-month
contractual arrangements?

MR STRANG: I'm not sure about standing, but they are six-month contractual
arrangements.

MR YOUNG: Rolling six-month contractual arrangements?

MR STRANG: Generaly, the standard terms and conditions have remained pretty
much the same since 2002-03. What happens each six monthsis that thereisa
negotiation around quantities and price for the ensuring six months.

MR YOUNG: The nature of the buy/sell arrangement is that - let's take one between
- hypothesising between Caltex and Mobil. The nature of the arrangement is that you
agree to sell Mobil - to Mobil - its stipulated requirements for petrol within certain
maximum and minimum limits at a particular price you have negotiated and, under
the same contract, the converse happens, Mobil agreesto sell to you petrol that you
may require at that same price and within specified quantity limits; is that the basic
nature of the agreement?

MR STRANG: One correction. There are two separate contracts.

MR YOUNG: Two separate contracts but do the same terms apply to the purchase
or sale transaction?

MR STRANG: The contracts, for example, the purchase contract, will apply to a set
of locations, and that's a different set of locations to the contract for the buy
arrangement. There are specific negotiated pricing outcomes in relation to each
location. They are not identical in every location.

MR YOUNG: But isthe same pricing formula used for the purchase and sal€?

MR STRANG: The same structure for the pricing formulais used.
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MR YOUNG: And the same basic financial elements of the pricing formula?

MR STRANG: Y es, the same structure, the same elements are used.

MR YOUNG: The basic notion isthat you agree to buy and the other party agreesto
sell at apricethat is essentialy the same, with the same structure and the same
elements, although there may be minor |ocation adjustments, depending on where the
fuel is picked up and used?

MR STRANG: Inrespect of agiven party, that's basically correct.

MR YOUNG: And it'sacontractual arrangement under which an average price
appliesto all purchases in a given month?

MR STRANG: Yes, it'sthe arithmetic average in that month of the various
indicators.

MR YOUNG: And the purchaser pays in the following month for the previous
month's usage?

MR STRANG: Correct.

MR DESKING: | should add that all of the details of the buy/sell agreements, all
those detailed contracts have been submitted to the ACCC.

MR YOUNG: I'm aware of the detail, Mr King. I'm just trying to get the structure
as much as we could in open session. Just in terms of the volumes you have
imported, say, since 2006, why isit that imported - imports are particularly necessary
for Caltex to meet requirements in Queensland and New South Wales?

MR STRANG: Our salesrequirements are in excess of what we can produce.

MR YOUNG: Does that take account of what you have to supply to other oil
companies in those two states under buy/sell arrangements?

MR STRANG: Yes, it does.
MR YOUNG: So your refining facilities aren't sufficient in those two states to
produce al of the petrol you need for your own requirements and to meet your

buy/sell commitments to other oil companies?

MR STRANG: That's correct. They are reasonably close. If | can perhaps offer one
technical detail ?

MR YOUNG: Yes.
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MR STRANG: The producibility of petrol is not ratable across the year. So we do
not make the same amount of petrol every day through the year. Most of our
importing isin fact to cover scheduled shutdown periods.

MR YOUNG: Scheduled periods for maintenance and upkeep of the terminal
facilities?

MR STRANG: That's correct, and part of arefinery shutdown.

MR YOUNG: Aside from these periods of scheduled shutdown or perhaps the
occasional unscheduled breakdown, are your refining capacities sufficient to meet
your needs?

MR STRANG: They are reasonably close and they are sufficient in winter, probably
alittle bit on the short sidein summer. Again, getting alittle technical - the
producibility is alittle different between seasons.

MR YOUNG: Would you agree with the proposition that terminal infrastructure in
Australia at the moment is scarce?

MR DESKING: We could certainly talk about our terminal infrastructure. Itis
constrained. The market has grown so rapidly and because refining capacity has
actually shrunk in Australia rather than grown, because of the economics of running
small refineries, more and more imports are coming in, which is constraining the
terminal infrastructure.

MR YOUNG: Would it also be correct to say that 90 per cent of terminal
infrastructure in Australiais controlled by the four major oil companies?

MR DESKING: We have detailsin our submission about our terminal capacity. In
terms of the rest of the industry, Alex, maybe you can make a comment.

MR STRANG: | haven't done the maths, but that number wouldn't surprise me.
MR YOUNG: Do you have any idea of what it would cost to develop terminal
infrastructure capable of handling large shipments of petrol, afull ship load, for

instance?

MR DESKING: We have datafrom the latest industry terminal which was built up
in Darwin and that, | believe, cost $60 million.

MR STRANG: That'sa 100 megalitre terminal, so it'salarge terminal.
MR DESKING: Asanindependent terminal, the most recent one built.
MR YOUNG: That'sVopac, isit not?

MR DESKING: That iscorrect.
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MR YOUNG: Hasthe availability of importsinto Australiain the last few years
been difficult to obtain because relatively few Asian refiners make petrol that
complies with Australian fuel standards?

MR DESKING: The Australian fuel standards have been changing steadily over the
last few years. There was amajor change in 2006 where we went to 1 per cent
benzene or less. But despite that, we still estimate today that 100,000 barrels a day
of petrol isavailable on a market base of our analysis that could be imported into
Australia, far more than our import needs.

MR YOUNG: From what countriesisthat obtainable?
MR DESKING: We have achart that's included on page 27, if we look at that.
MR STRANG: Pages 27 and 28.

MR DESKING: Thisgivesabreak down of the cargoes that we believe are
available. For example, 2007. So one to two cargoes from Taiwan, one cargo from
China, one cargo from GS Caltex in Korea, one cargo from Japan, six from
Singapore, atotal of 11 cargoes we believe are readily available per month, which
equates to 100,000 barrelsaday. Thisisin addition to the imports that are coming
we believe directly from Mobil's Singapore refinery into Mobil and Shell's regional
refineriesinto Shell.

MR YOUNG: Mr King, just looking down that list, a number of those cargoes have
quality limitations that make them noncompliant with Australian Standards.

MR STRANG: | think that's a misunderstanding. The limitations are a brief
explanation as to why they can't make more, or in cases like Formosa, where they are
saying none. But the reason they can't make Australian grade is they have difficulty
in meeting the Oliphant - but where we have said in the column Australian grade
cargoes available per month, there are no limitations in general around that column.
The other columns are an explanation of why not more.

MR YOUNG: Yes, but if welook at Taiwan, where Mr King referred to one to two
cargoes, the limitation stated is user's MTBE.

MR DESKING: And that isalimitation for more than the one to two cargoes being
available. Refineries can dipstream and make small amounts of a given quality. But
the impediment in this refinery to making more than those one to two cargoes per
month isthat MTB limitation. The one to two are available; the additional are not.

MR YOUNG: The other constraint on these cargoes would be to ensure that, from
an importer's perspective, they could be obtained at a price which would make the
fuel competitive when it getsto Australia; correct?

MR DESKING: That iscorrect. But our refineriesin Australia compete against
import parity pricing. So one would imagine that an import of these larger cargoes
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would be directly competitive with the import parity of other cargoes, because that's
what our refineries have to compete against and that in fact sets the wholesale price.

MR YOUNG: It al depends on what refineriesin Taiwan and China and Korea
would charge and what freight prices might apply to transport in those countries,
correct?

MR DESKING: That's correct. But it'savery transparent market. With Singapore
being the hub of refining in Asia, alot of the prices may well be set to assuming
Singapore as a benchmark hub.

MR YOUNG: If we have evidence from mgjor independents to the effect that
importation is not a credible proposition in the near term, would you disagree with it?

MR DESKING: We can't speak to what their potential commercial arrangements
are, but with some of these refineries that could supply them, certainly we could
speak to our arrangements are when we import cargoes, and we certainly can import
those cargoes and access them on a price based on import parity pricing.

MR STRANG: If I may, could | just elaborate?

MR YOUNG: Yes, go ahead.

MR STRANG: In my view, it turns on what we mean by "near term". If the near
term means the next six months, the answer is the only opportunity is via tradersinto
the existing independent terminals.

MR YOUNG: Yes, which are capacity constrained at the moment; correct?

MR STRANG: Correct. If onetook alonger term view, though, one can come a
different answer.

MR YOUNG: Sointhelonger term, imports may become a more viable
proposition; is that your position?

MR STRANG: Yes.

MR YOUNG: You will haveto speak for it to be recorded rather than nod.

MR STRANG: Yes.

MR YOUNG: Let metakethose 12 Caltex cargoes that you have referred to, three
from Korea, five from Singapore and four from Taiwan, in the 18 months since

January 2006 - looking at that page you took me to. What in fact was the fuel
imported? What grade was it? Wasit Mops 95, was it Mops 91, 92?
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MR STRANG: | don't have the details of those cargoes with me but they would
normally be mixed cargoes, so there would be unleaded petrol and premium
unleaded petrol.

MR DESKING: They would be Australian grade petrol, they would not be
Singapore grade Mops 95 and Mops 92. That is the Singapore grade, which does not
meet Australian quality standards.

MR YOUNG: If we speak of 91RON or 95 or 98RON, what would be the mix of
those cargoes?

MR STRANG: Primarily 91 and 95 research octane.

MR YOUNG: To what extent would it be 95RON that goes into premium unleaded
petrol, compared to the 91RON which goes into the unleaded petrol ?

MR STRANG: | believe these were finished cargoes, finished product, so - the
exact ratios | don't remember. | think if | were - we can get you the data. For the
purposes of the discussion now, | would say about 75:25.

MR YOUNG: 75 per cent for 91RON.
MR STRANG: That would be arough indication.

MR YOUNG: If that isin fact what isimported, isit correct that for those imports,
the pricing is based on the Singapore standard Mops 95, which presumably relates to
95RON?

MR STRANG: The unleaded petrol, with a research octane specification of 91
would have been priced off Singapore Platts 95; and the premium unleaded, with a
RON specification of 95, would have been priced off Singapore Platts 97.

MR YOUNG: Why isit that when what in fact isimported is unleaded petrol at
91RON, it's priced off a benchmark Mops 95, which is for a higher grade of petrol?

MR DESKING: If weturn to page 31 in our submission, we talk to what the
Singapore quality is versus Australian requirements, and octane is only one
requirement. Unfortunately, there is no benchmark Australian grade petrol so we
have to take an industry benchmark of one of the Singapore Mops, Mops 95 is what
we use, and then adjust it. If one looks at page 31, for example, one can see that
there are a number of qualitiesin the Singapore gasoline which are different
gualities, worse qualities, to what Australiarequires. Running down the list here, for
example, more lead is allowed in Singapore grade. 1t's de minimus nothing here.
Higher vapour pressure potentially, avery different boiling range, which is very
different from Australian grade. Has avery different benzene content; is allowed to
have up to 5 per cent benzene, whereas in Australiawe are only allowed to have

1 per cent benzene.
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Going to some of the other factors, different MTB content is alowed to be added
into the Singapore grade, up to 10 per cent MTB. There are a number of quality
factors built into that Singapore benchmark which are very different from Australia.
So, whichever benchmark one picks for Singapore, octane is only one of the
elements. It hasto be adjusted for quality. One hasto get Australian grade quality,
which is actually higher quality than the Singapore grade. Octaneisjust one
measure.

MR YOUNG: Isit right to assume that the price under the Singapore benchmarks of
Mops 95 is higher than the price of Mops 927?

MR STRANG: It's correct to assume that Mops 95 is higher than Mops 92, yes.

MR YOUNG: Mr King hasreferred to these quality differentials between the
Singapore grade petrol and what isimported to Australiaas RON91. But isn't it true
that quite aside from the pricing benchmark of Mops 95, aquality premium is
applied to account for those differences in quality?

MR STRANG: It's both things together.

MR YOUNG: Y ou will need to expand on that answer, Mr Strang. Just for the sake
of clarity. | think | understand you, but if you can expand.

MR STRANG: Sure. When you are buying the gasoline, the FOB price, the price at
the refinery, is - that you are buying from - is so many dollars. That dollar is
expressed in amarker and a premium or discount in relation to that marker. That
marker then is used to adjust the price as to what the marker is at the pricing out
period on that cargo. So the marker is simply a means of alowing for a variation.
Asyou would be well aware, Singapore prices can fluctuate quite dramatically.

MR YOUNG: | come back to my question: If a separate adjustment is made for the
quality differentials between Australian grade petrol and Singapore grade petrol, why
Is the pricing then based on a benchmark of Mops 95 for unleaded petrol rather than
Mops 92?

MR STRANG: It could be based on 92. Some trades are done on 92.
MR YOUNG: Yes.

MR STRANG: However, the final price will be the same, as long as the 92 and 95
move together. For example, you may purchase unleaded petrol for - priced off 95
plus $2.75, | think is the example that we used in our submission. If we were to price
off 92, it would be 92 plus $3.75. So it's simply a matter of convention. Why do we
prefer the 957 Why isthat? Becauseit's closer in quality, the underlying blend
components that would get usto Australian grade 91 petrol, particularly with the low
MTBE and the low benzene contents, such that it's a price above 95. The second
reason is - it has become the standard. That has led to that being the standard in our
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selling prices aswell. So by buying off 95, we are removing a basis for risk relative
to our selling price.

MR DESKING: Overdl, since the standards in Australia have been getting to a
higher and higher quality since 2003, our estimate is that the quality premium, the
higher cost of this petrol is, on average, 2 centsto 3 cents per litre. That's the impact
on petrol prices.

MR YOUNG: It seemsfrom the information you have given the ACCC that
although on those rare occasions when Caltex exports petrol, the pricing tends to be
on the basis of Mops 92 rather than Mops 95. |s there some reason for that?

MR STRANG: | haven't got the full detail here. Not all of the petrol that we are
exporting - in fact, the great magjority of it - does not meet Australian grade standards.
So, for example, if | go through the exports in 2006, when we are selling blend stock
which didn't meet Australian specifications on Oliphants. We sold another one, it
was a sale where we weren't meeting octane level, so in those cases, asit's not
Australian grade quality, it would be quite normal in Singapore to trade on 92. There
isalot of trade in Singapore on both 92 and 95.

MR YOUNG: It's been suggested by others to the Commission that it be more
appropriate for pricing benchmarks in this country to use Mops 92 rather than 95. |
take it for the reasons you have explained, Mr Strang, you would disagree with that
change?

MR STRANG: Yes, our preference would be at this juncture to stay with 95, for the
reasons stated. It'sacommercial discussion. Asyou will know from the material we
have provided, there is some buy/sell activity based on 92. So whether it's 95 or 92
IS not a matter that is of great moment, because the volatility of the differential
between 95 and 92 is not particularly high. So, for example, thisyear it has ranged
between 80 cents and $1.30 to $1.40 isthe differential. It worksitself out generally
over time.

MR YOUNG: When you say some buy/sells are based on Mops 92, you are
referring to buy/sell agreementsin Australia between the major oil companies, are
you?

MR STRANG: We are referring to current buy/sell arrangements between ourselves
and another company.

MR YOUNG: Isthat exceptional? In other words, it's only that buy/sell
arrangement with that company which is based on Mops 92?7 The others are based
on Mops 957

MR STRANG: Correct.

MR DESKING: Asageneral statement, we would be happy using either
benchmark, but since both benchmarks are openly traded and one can use those as a

.PUBLIC 4.09.07 P-16 . KING/STRANG
O©Auscript Australasia



10

15

20

25

30

35

40

45

basis, then all of the adjustments for quality are from different bases. So either is
acceptable. In fact, as you see, we do use both, depending on the negotiation.

MR STRANG: Can| just add one thing? One of the reasons that 95 prevailed at the
time when we moved from refinery exchange to buy/sell, was at that particular
juncture, the 92 price was heavily pushed down, in 2002, and it wasn't really - people
weren't happy to do deals on 92 for Australian grade petrol. | think folks are alot
more relaxed about it now. It's always acommercial decision.

MR YOUNG: But your position isthat it doesn't matter, at the end of the day,
because appropriate adjustments will be required from whichever benchmark is used,
and that perhaps for historical reasons, people have been happier to use Mops 957?
Doesthat sum it up?

MR STRANG: It'shistorical and also, in our view it's a closer proxy to the quality of
Australian grade unleaded petrol.

MR YOUNG: Can | move away from imports and import prices and ask you about
another topic. | want to ask you about refining in this country, and its future. Firstly,
how do the Australian refineries compare to those presently existing and perhaps
under development in Asiain terms of efficiency and scale?

MR DESKING: When we look at the landscape for refineries across the region, the
average size of the refineriesis about the same size in Australia, of the order of
100,000 barrels per day. But it'sfar more expensive to do businessin Australia than
itisin most of the other parts of the region, so the refineriesin Australia, by
benchmarking, are some of the most expensive refineries to operate in the region.
There are a number of new refineries being planned for the region, large export
refineries, particularly India, but also there are certain expansions potentialy in
Singapore. Those new larger refineries will have much bigger scale, typically
300,000, 400,000 or 500,000 barrels per day and they will be able to make product
much more cheaply than the average refinery in the region.

The Austraian refineries have been able to do well in the current environment
because the whole region is short petroleum products. The difference in shipping
crude oil to Australiato refine versus bringing products to refine into Australiais
different. It is much more expensiveto bring importsinto Australiathan it isto bring
crude - of the order of $2.50 to $2.75US per barrel more expensive to bring products
in than crude. So we have alocation advantage because it is expensive to ship
products compared to bringing crude oil. But that location advantage, that freight
differential, is being eroded because of the higher cost of refining in Australia
compared to the rest of the region.

So the refineriesin Australia either have to get more efficient over time to compete
against this growing number of large, highly efficient refineriesin the region, or we
may well see significant restructuring. We have seen one refinery close already in
Australia. That wasthe Mobil one at Port Stanvac. Certainly, if thistrend continues
there isthe potential for other refineriesin Australiato close.
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MR YOUNG: Presumably, that would mean that the major oil companies would
shift their focus from refining in Australia and selling the product to importing the
product from their related companiesin Asiaand then selling it?

MR DESKING: That potential certainly exists for Shell and Mobil, who are
regional refiners. They could refine product and import it. In fact, we believe that is
what Mobil is probably doing after their refineries shut down. There are two other
refinersin Australia, though, that don't have the capability to go offshore and refine
offshore. That's Caltex. Caltex isentirely an Australian company. Our refining
marketing isall in Australia, so we have no offshore refining, and BP also does not
have any major regional refiners. So the option does not exist for Caltex and BP, but
the trend could well be that they will move their refining to large regional efficient
hubs and then import more.

MR YOUNG: | suppose this location advantage of the Australian refineries that you
have spoken of has been added to in recent years because of our Australian fuel
standards being different and higher, if you want to call it that, than those applying in
Asig, or at least in many countriesin Asia; isthat fair to say?

MR DESKING: Actuadly, sincethere are alot of imports available that meet
Australian grade, thereis not really alocal advantage. What our refineries have to do
is compete against the price of landed product of Australian grade. The only
advantage really isthat freight differential between product and crude.

MR YOUNG: If welook back over the past few years, though, there have been
difficulties in obtaining imports of Australian grade petrol, have there not?

MR DESKING: Certainly looking at the data we present in our submission, with
100,000 barrels a day available, then one would say today certainly that thereis
Australian grade petrol available. Asthese new refineries come on in the region,
these new big refineries - thereisone in India, for example, starting up the end of 08
which is 580,000 barrels aday - it's part of a 1.2 million barrel complex. That isone
and a half times Australia’stotal refining capacity on one site. These new larger
refineries will be more complex refineries and will be able to make Australian grade
petrol. So more should be becoming available in time rather than less.

MR YOUNG: | wastrying to make this distinction, Mr King, that Australian grade
petrol is perhaps, as you say, becoming increasingly available to be imported, but
that wasn't the case if we go back more than 18 months; would you agree with that?

MR STRANG: | think not alot additional has been added in the last 18 months,
probably some capability, but there has been reasonable capability. | think the
guestion is are the - because there are arelatively small number of refineries that can
make surplus Australian grade gasoline, is there in the margins differential an
element of margin that's needed for inducing investment, as against simply covering
marginal costs? | think that would be fair to say.
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MR YOUNG: The other thing about basing a business on importsisthat the
Australian company basing a business on importing fuel would need to secure along
term supply agreement, would it not?

MR STRANG: | guessthat's a question for strategy. | think most importers would
look to areasonably secure arrangement for a period. Most of the term arrangements
on petrol in the region are probably only one year duration, something like that, at
the current time.

MR YOUNG: Let megiveyou an hypothesis. If an Australian oil company were to
make a very large investment in new terminal facilities, because that's necessary, the
existing ones being unavailable or fully committed, it would only make that
investment if it could be assured that it had a suitable supply on along term secure
basis of a source of imports; would you generally agree with that hypothesis?

MR STRANG: Yes.

MR YOUNG: Isit correct that because of the location advantage you have
described, Mr King, that refining margins at the moment are at historic highs?

MR DESKING: Yes, refining margins are at historic highs around the world, not
justin Australia. The world's demand for petroleum products has gone up
tremendously over the past few years, mostly fuelled by Chinese demand increases
and Indian demand increases. The refining capacity has not grown sufficiently to
keep peace, so worldwide refiner margins are at record highs.

MR YOUNG: That isthecasein Austrdia, isit?

MR DESKING: Australiaislinked to the world market, and so that istrue for
Australia, too. It'savery big change from four or five years ago, when refiner
margins were so thin that Caltex almost went bankrupt.

MR YOUNG: | assume that the historic high refining margins at the moment in
Australia are also added to by the location advantage that currently exists that you
have described?

MR DESKING: That iscorrect. The location advantage is what helps Caltex have a
higher margin than, say, Singapore. But out of that margin must come our operating
costs. The marginisnot profit. The operating costs of arefinery in Australiais
much higher than the operating costs of alarge refinery in the region, particularly
Singapore.

MR YOUNG: | had better get you to define the term "refining margins' that we
have both been using, Mr King. Can you define what you mean by it?

DR KING: Yes, certainly. In Singapore, the refiner margin is defined as the value
of the basket of products minus the cost of a benchmark crude. In other words, that's
the uplift of the crude that isrefined. But out of that must come all the operating
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costs included to run that refinery, the wages, the chemicals, the shipping of the
crude. Soitisthe available margin before operating costs.

MR YOUNG: So your true refining margin is the available margin after taking
account of the cost of crude plus the costs of refining and subtracting that from the
sale price you get?

MR DES KING: But the margin is quoted not on that basis. The margin isquoted in
the press and then the industry standards are purely basket. The value of the
products minus the costs of the crude. So all costs, including running the refinery,
have to be deducted from that margin before a profit is determined.

MR YOUNG: Yes. All right. But would it also be true that the true refining
margin, that is, the margin after taking account of all costs of refining, is aso at the
moment at record highs?

MR DESKING: Yes, therefining businessisin part of the cycle where it has higher
profitability. In fact, Caltex, we often look on a cents per litre basis - for the first half
of thisyear, Caltex's profit was 2.6 centsalitre, averaged across all of our petroleum
products, and slightly over half of that came from our refining arm and just under
half from our marketing arm. That 2.6 cents alitre profit is much higher than it was
afew years ago, when it was very close to zero.

MR YOUNG: Soif we separate your business into the arms of refining on the one
hand and distribution and marketing on the other, just to clarify what you have said,
50 per cent of your profit islocated in the refining area?

MR DESKING: On average. | think for the first half thisyear, it was 61 per cent.
It'stypically in that 50, 55 per cent to 60 per cent depending on refiner margins, and
the marketing profit is much more ratable.

MR YOUNG: So the cream of the profit, as it were, isfound in the refining side of
the business?

MR DESKING: Slightly over half. So 61 per cent for the first half of thisyear.
Before 2006, it was alittle bit less but it was till in that 50, 55 per cent range.

MR YOUNG: Isthat position trueif we look at it in terms of return on investment as
distinct from profit? In other words, do you get a much better return on your
investment in refining than you do on your investment in distribution and marketing?

MR DESKING: Actualy, the costs of running the refinery and the investment
required is very substantial these days.

MR YOUNG: That'swhy | have asked the question.

MR DESKING: And increasingly so. We talked about the quality premium for
fuels being in the 2 cent to 3 cent per litre range. But, for example, in 2005-06 we
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spent $500 million to put in the equipment to make that new Australian grade fuel.
When we look at our capital program investment, just to keep our facilities/refineries
running, our refineries running, that is alarge part of our capital. It is much more
expensive to run arefinery than a marketing business. If you look at our return on
capital employed, they are currently about equal over refining and marketing.

MR YOUNG: Itisimplicit in some of the explanations you have given that you see
these rosy times for refining as perhaps something that is going to change with the
dynamics of the refining business changing, with much larger refineriesin Asia; do
you agree with that?

MR DESKING: | do. If welook now over the next few years, the middle of the
next decade, there will be demand increases for petroleum products, but there are
more refineries coming on to meet those demands. So we anticipate that robust
refiner margins will continue for the next several years. But all of us who have been
in this business long enough know that the business goesin cycles. Itislikely that
eventually, if thereisadrop off in demand growth, that refiner margins will come off
their current highs. The businesstendsto go in cycles. It has done for the last fifty
years and it islikely to continue.

MR YOUNG: | will moveto - as| head downstream - to another segment of your
business, Mr King. | want to ask you about the wholesale market. Some years ago,
Caltex was amajor supplier of independent chains, meeting their fuel needs, correct?

MR DESKING: That is correct.
MR YOUNG: That has changed, has it not, with your alliance with Woolworths?

MR DESKING: We certainly supply less independents than we used to but we do
supply alot of volume to Woolworths. It isinteresting to characterise what really is
Caltex. If you look at Caltex, we are basically awholesaler. Of the 2000 retail sites
that we supply to, only 170 are ours. The other 1800, or more, are basically
wholesale arrangements, whether it be franchisees or with Woolworths. So we are
basically awholesaler.

MR YOUNG: There were some mgjor independents that sought to continue their
long term supply agreements with Caltex. Neumann is one, which Caltex declined
that invitation and said that they could no longer supply Neumann. Was that
attributable to the new aliance with Woolworths which sucked up alot of your
volumes?

MR STRANG: | don't believe we had along term arrangement with Neumanns but
we had been in supply to them. At the particular juncture that they wanted to term
up arrangements, which isreally at the turning point as to the market in Australia
going short and specifications being introduced, we were also in negotiations with
Woolworths and with a major independent; and at that juncture we were not in a
position to commit to long term supply arrangments, as had been requested by
Neumanns.
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MR YOUNG: Is Neumann the only example of an independent who tried to get a
long term supply agreement with Caltex and failed? Are there others?

MR STRANG: For supply into terminal, such as the Neumanns case, that is the only
one that I'm aware of .

MR YOUNG: What about long term supply directly to their outlets? Arethere
others?

MR STRANG: We may haveto take that on notice. I'm not aware of any, but | was
not working in that part of the business at that particular time.

MR YOUNG: But generally it's correct that the proportion of petrol that you sell to
independents has declined in the last few years; is that correct?

MR STRANG: That's correct.

MR YOUNG: Areyou able to give some indication in open session of the extent to
which Woolworths has affected your volumes? In other words, how much of the
volume of petrol that you supply and sell is directed to Woolworths and how has that
increased in recent years?

MR DESKING: We give the details which you talk about in camera on page 45 of
the report. But if onelooks at the market share that Caltex has and Caltex
Woolworths has, about half of the total petrol that Caltex suppliesisto the
Woolies/Caltex venture.

MR YOUNG: Do you include in the Woolies/Caltex venture the stations which are
run by joint venture and the service stations which are owned and controlled by
Woolworths?

MR DESKING: Yes, it'saventure rather than ajoint venture. There are just over
500 sites in that venture, of which Caltex contributed 134, and Woolworths controls
the board price at all 500.

MR YOUNG: What impact has your alliance with Woolworths had on your overall
volumes? In other words, half your volumes are directed towards the Woolworths
venture, but has the venture with Woolworths meant that you are selling and
supplying a much greater volume of petrol than was previously the case?

MR DESKING: That's correct. Woolworthsisawholesale agreement. It'sahigh
volume wholesale agreement. We sell roughly 6 billion litres of petrol in Australia,
or we supply 6 billion litres to various entities. Of that about half is supplied to
Woolworths. Certainly, going back to before 2003, almost none was supplied to
Woolworths.

MR YOUNG: Isit fair to say that that represents largely new volume for Caltex?
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MR DESKING: That is correct, to Woolworths.

MR YOUNG: What isthetotal effect on Caltex's volumes of the Woolworths
aliance? You have said you are supplying 6 billion litres to Woolworths annually
but what's the total impact on your volumes?

MR DESKING: Overal, Caltex's volumes of total petrol supplied to Australia has
gone up from about 4 billion litres at the beginning of this decade to about 6 billion
litrestoday. That's acombination of supply to Woolworths and the natural growth of
the market.

MR YOUNG: The period where you are speaking of, Mr King, isthat, what, 2003
or 2002 to 20077

MR DESKING: If welook at the detailed submission, which is on page 45, we have
achart and we can talk about that in more detail in camera. But in broad brush
terms, our total volume in 2000 was about 4 billion litres. By 2003, it was just under
5 hillion litres - that's when the Woolworths agreement began - and by 2006 our total
petrol sales, mostly wholesale, was 6 billion litres.

MR STRANG: | don't know whether it's helpful but if | can add that the chart on
page 45 deals with sales ex-terminal. The Woolworths volume, if you want to talk
about total volumes, you would have to go to sales under the buy/sell arrangements
aswell to look at the total impact as far as petrol sales. | just wanted to make sure
that that distinction was understood.

MR DESKING: The chart on page 45, the numbers that | was referring to are total
retail and reseller volumes in absence of buy/sell.

MR YOUNG: If weallow for buy/sell, does that mean your total volumesin 2006
would have been in the order of 7 billion litres?

MR STRANG: Of that order.

MR YOUNG: Of which something like 1.7 to 2 billion litres is attributable to your
alliance with Woolworths; isthat ...

MR DESKING: We are happy to talk about those exact detailsin camera.

MR YOUNG: Thank you. Would it be fair to say that the alliance with Woolworths
has been the key driver of Caltex's volume growth since 2001?

MR DESKING: Yes.

MR YOUNG: Now, presumably that's also had a very beneficial effect on your costs
in the distribution and marketing arm of your business? In other words, greater
volume, greater scale, your costs per litre in marketing and distribution would
presumably have fallen significantly?
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MR DESKING: Welook typicaly at the overall costs across Caltex but that is
correct. The costs per litre certainly have gone down, however the margins have not
gone up. We submitted a chart, which we will be happy to talk about in camera, on
page 46 which talks about our margins, which is our - the retail margin, basically, the
price available to Caltex at the wholesale level minus our buy/sell. So the margin
available to marketing from which those costs need to be deducted. As one can see
from that chart, in general the margins have been flat over the 2000 to 2006 period.

MR YOUNG: I'm having difficulty understanding that and we might have to go to
private session to do this, Mr King, but if your volumes have increased greatly and
your costs per litre have fallen significantly, how isit that your true margins have not
also grown in the wholesal e business?

MR DESKING: These margins are basically the sale price, in other words, the price
that we supply to Woolworths. There are different lines for Woolworths brand of
reselling - as you can see on this chart the different margins for the different parts of
the business, minus the buy/sell price. So thisisthe margin available, from which
we need to deduct the costs.

MR YOUNG: Y ou are speaking about gross margins?
MR DESKING: That's correct, gross margins.

MR YOUNG: But when | introduced costs per litre and scale and so on, I'm really
speaking about true economic margin.

MR DESKING: Talking about cost per litre, that's the expense of running the
business, which needs to be deducted from the available margin.

MR YOUNG: Yes. If your costs have gone down, it would suggest that your true
margin has increased?

MR DESKING: That hasto be volume weighted. Because if one looks at the chart
- | think we can talk about thisin alot of detail in camera, but certainly somebody
that buys alot of volume from us like Woolworths gets a volume discount, which is
not unusual in business. | think, when we talk in camera about those details,
certainly the supply price is adjusted for the fact that extraordinarily large amounts of
volume are purchased.

MR YOUNG: Wewill have to reserve that for the in-camera session. Y our pricing
to Woolworthsis basically on aformulathat is unique to Woolworths; is that
correct?

MR STRANG: It's not unique to Woolworths.

MR YOUNG: Theformulais not unique but the size of the discount is?
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MR STRANG: The different elements are subject to negotiation, yes, and the
negotiation with Woolworths has led to some different outcomes than some
negotiations with others,

MR YOUNG: I'm going to move to questions about the retail market. Mr Samuel,
were you intending to have a mid morning break?

THE CHAIRPERSON: | was. It is probably not quite mid morning but it isup to
you.

MR YOUNG: | wanted some indication of perhaps when you might do so.
THE CHAIRPERSON: Y ou are going to move to the retail market.

MR YOUNG: | will.

THE CHAIRPERSON: What do you have planned after that, Mr Y oung?
MR YOUNG: Basically dealing with the price cycles.

THE CHAIRPERSON: Y ou tell me when you would prefer to take abreak. | don't
want to cut across your line of questioning. If you would prefer to break now, I'm
happy to do it, otherwise leave it until after.

MR YOUNG: Perhaps| will change what | was going to do rather than risk
breaking during an issue. Perhaps| will deal with the impact of the Woolworths
arrangements and shopper dockets and so forth.

THE CHAIRPERSON: And then we will take a break.

MR YOUNG: Mr King, | will ask you more generally about the impact on the
market itself of your alliance with Woolworths. | think you have said in your paper
that your estimation is that the two supermarkets, Coles and Woolworths, have a
market share in retail petroleum of roughly 43 per cent?

MR DESKING: That is correct.
MR YOUNG: Could you explain how you make that estimate? What is it based on?

MR DESKING: Certainly. It isbased on statistics we have acquired from the
government or outside of the Caltex and Caltex Woolworths. But we know how
much we wholesale to Woolworths or the Woolworths venture and we know how
much petrol is consumed in Australia and that's how we can get that number for
Woolworths, which is about 19 per cent of all petrol sold in Australia and, by
analysis, come up with the 24 per cent of all petrol sold in Australiafor Coles.

MR YOUNG: That'safigure asat July 2006.
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MR DESKING: That's correct.
MR YOUNG: Have you been able to make a more recent estimate than that?

MR DESKING: We haven't, because the available information on third partiesis
not readily available.

MR YOUNG: | think numerous parties have told the ACCC that the share of volume
enjoyed by Woolworths and Coles is something in the order of 60 per cent, or
dlightly greater than 60 per cent.

MR DESKING: Yes, we certainly currently don't have that data, but that would be a
very large change in overall market that is only growing in the order of 1 per cent to
2 per cent ayear. So it would seem unlikely that they could grow by that extent that
quickly.

MR YOUNG: Would your estimate be that the market share, in terms of volumes of
Coles and Woolworths, has increased since July 20067

MR DESKING: We know how much we supply to Woolworths - we know through
that arrangement - and the 60 per cent you referred to earlier would imply that Coles
isnow 40 per cent market share, which seems an extraordinarily large increase in
such ashort period of time. Aswe said, Woolworthsis about half the total petrol we
sell. Sowe estimateit isstill inthe 19 per cent to 20 per cent range.

MR STRANG: The other thing we know is the number of sites. So we broadly
know the number of sites. We don't believe that Coles/Shell has added sitesin that
time frame, so it is unlikely that their sales would have increased anywhere like that.

MR DESKING: So looking back at the data which we can talk about in camera on
our supply to Woolworths, certainly over the last 18 months out of the total petrol
market it has been in that 19 per cent to 20 per cent range, not very far away from the
data we submitted in July 2006. Again that would mean that if somebody is claiming
that Coles and Woolies have 60 per cent market share, since we know the Woolies
number that must imply that Coles has 40 per cent market share, which would be
extraordinary.

MR YOUNG: In your figure for Woolworths of 19 per cent you include the
Woolworths-owned outlets and the outlets which are jointly conducted by Caltex and
Woolworths?

MR DESKING: It includesthe venture sites aswell. Woolies does set the Board
price and controls the petrol in those venture sites, though Caltex still - - -

MR YOUNG: Operates the shops.

MR DESKING: Operates the shops, that's correct.
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MR YOUNG: So you would suspect that the higher figures have been based on
some kind of blurring of the distinction between Caltex solely operated sites, either
directly or through franchisees, compared to those which are in the Woolworths
aliance, if | can put it like that?

MR DES KING: We obviously can't comment on others analysis but we find it very
difficult to believe that the total number was so high.

MR YOUNG: What advantages does Caltex itself derive from the alliance with
Woolworths? You may need to go into a private in camera session to address some
of this, but if you can in open session identify at |east the heads of advantage?

MR DESKING: Insummary, aswe said, we supply petrol to about 2,000 service
stationsin Australia. Of those, we only readlly retail at 170, those that we have leases
on or own. So, basically, we are a petrol wholesaler. So having alarge wholesale
agreement with somebody like Woolworths is attractive to us because athough large
agreements tend to be thinner margins, they are large volumes. The attraction to
Caltex of the Caltex Woolworths arrangement is to increase our wholesaling business
and to sell more volume, abeit at thinner margin.

MR YOUNG: From your perspective as the supplier, the wholesale supplier, |
imagine you regard the shopper docket discount as something which makes
Woolworths attractive to you because it drives greater volumes of sales by
Woolworths?

MR DESKING: Interms of our wholesale agreement, obvioudly that's their
business model, but it certainly is driving significant volumes. Thereis another side
to that, though, that a number of Caltex stations that aren't in the venture have to
compete against those prices. But overall, the driving alarge wholesale supply for us
is an advantage.

MR YOUNG: What do you regard or assess to be the impact on the market
generally of the shopper docket discounts that are offered by Woolworths and
subsequently by Coles?

MR DESKING: | think when we talk about price cycles we can see that the
supermarkets are the most aggressive discounters, so they have made what was a
very competitive market even more competitive.

MR YOUNG: Yes, but hasthat radically | think changed the retail market? For
instance, has it diminished the role played by independent oil companiesin driving
competition?

MR DESKING: What it has done, | believe, isthat the supermarkets have now
taken on the mantle of being the low price leaders, and that has driven the market to
be extraordinarily competitive from avery competitive market.
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MR YOUNG: When you are referring to the low price leaders, you are referring to
their board prices before the application of any shopper docket discount?

MR DESKING: That's correct.

MR YOUNG: Soyou arejust saying, just looking at their advertised board prices
before they apply that 4c or whatever discount, the major supermarkets tend to be the
most aggressive price competitors in the market?

MR DESKING: That iscorrect. As part of the price cycle - and we can talk about
that data when we get to the cycles - but they certainly are the group that most often
leads prices down to the low part of the cycle.

MR YOUNG: Wasthat arole previously filled by independent oil companies?
MR STRANG: | think probably generally that would be the case.

MR YOUNG: So oneimpact on the market is that the most aggressive price
discounters now tend to be the two supermarkets rather than, as previously, the
independent oil companies?

MR STRANG: Yes.

MR YOUNG: | know thisis asking you a question about somebody else's business,
but in your view, has the advent of the supermarkets made it very difficult for the
independent oil companies to compete in the retail market?

MR DESKING: Itisdifficult to talk about other people's business models, but in a
very thin margin business like petrol marketing, one needs high volume, high
efficiency sites to be competitive. We certainly, as Caltex, have reduced the number
of sites over the years because only those that are high volume, high efficiency can
be competitive and can make a profit in this market.

MR YOUNG: Given the changes you have just mentioned, low margin, you need to
be high volume and highly efficient, what consequences has that had for the number

of retail outlets and also the make-up of the retail outlets? In other words, we tend to
be seeing more in the nature of large convenience stores associated with retail petrol.
Perhaps you can expand on those aspects, Mr King?

MR DESKING: Certainly. We stand at about 6,000 sites today across all of
Australia, down considerably from what it was afew years ago. Part of the mix of
the offering has changed. We talk about having to be high volume to have high
efficiency, but in fact if one operates a service station, the offering in the
convenience store is very important, and having a good convenience store - because
for a service station operator, 70 per cent of their gross margin comes from what they
sell in the shop, not from the petrol. So the whole offering is now more important
than just having the petrol available. That's how the dynamics of the market have
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changed. So those that don't have a good convenience store operation, for example,
may find it difficult to be competitive with their overall offering.

MR YOUNG: Isthat the direction in which Caltex itself is moving?
MR DESKING: Yes, indeed.

MR YOUNG: Doesthat mean you are consolidating sites and looking for fewer,
larger, better equipped, high volume sites?

MR DESKING: We have continued thistrend for some time now, that the low
volume sites are ones that we are steadily getting out of with aview to investing in
the sites that have the potential to be high volume, high efficiency with good shop
sales.

MR YOUNG: My questions have tended to, | guess, focus on the mgjor cities
implicitly. What impact has resulted in regional areas from the advent of the entry of
the supermarkets and in particular your alliance with Woolworths, which, in some
ways, started in regional areas?

MR DESKING: | think in genera certainly with the regional Woolworths sites like
the other ones that we have in the venture, we have the petrol supply, but our belief is
that they certainly are taking the role of the low price leader wherever they operate.

MR YOUNG: From your own observations, have you seen smaller independent
outlets, closing, going out of business in this new environment created by the
supermarkets?

MR DESKING: | would be happy to supply you with the exact data, but that is the
general movement of the market.

MR YOUNG: Wasthat amovement that was under way before the advent of the
supermarkets in any event, consolidation of sites, larger, more efficient sites?

MR DESKING: That has been the general trend for some time, yes.

MR YOUNG: So you wouldn't attribute that change solely to the advent of the
supermarkets; you would rather say that that has hastened the devel opment that
might have occurred in any event?

MR DESKING: Yes, | believe that's the case.

MR YOUNG: Do you find the same picture that you have just described reflected in
each of the major Australian capital cities, or do you find regional or state
differences?

MR DESKING: Interms of the impact of the supermarkets?
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MR YOUNG: Yes.

MR DESKING: Wefind that their business model seems to be very similar in most
places, being the most aggressive in leading the cycle down, and taking on the
mantle of the low price leaders. That seemsto be - we observe that's a consistent
business model across the country. But when we talk about price cycles, we have
our analysis on page 58 about the most aggressive discounters state by state.

MR YOUNG: Yes. | think, Mr Samuel, | will need to move into the price cycle and
we can simply break.

THE CHAIRPERSON: Do you want to break now? Your call.

MR YOUNG: | think I will just proceed, because we will probably need to break
and then have a private session, anyway, so perhaps | will press on until 11 or 11.15
and we will see how we are going - if that's right with Mr King and Mr Strang.

L et me come to the price cycle, which seems to be such a central part of the
operation of the retail market. From your observations, Mr King, who isit that, in
general terms, tends to lead the price cycle downwards?

MR DESKING: Our analysisis shown on pages 57 and 58 of the submission. As
you can see, the most aggressive discounter in our analysisin 2006 and 2007 was
Woolworths, followed by Coles.

MR YOUNG: The noticeable feature of that analysisis not so much that the
supermarkets are at the top but that the next two positions are occupied by BP and
Mobil ahead of any independents.

MR DESKING: Yes, that's avery interesting statistic.

MR STRANG: | think that's kind of blurring the regional differences and market
differences, so when you get to national averages you can get that sort of outcome.

MR YOUNG: Yes. Thepricecycle, | think it isdifficult to speak about nationally;
would you agree with that?

MR DESKING: Thatiscorrect. Itisvery different, city by city, depending on local
competitive forces.

MR YOUNG: Thereis, for instance, no price cyclein Darwin, isthere?
MR DESKING: | don't believe so. We didn't have that datain our submission.
MR YOUNG: And thereisno price cyclein Hobart, | don't think?

MR DESKING: The price cyclestend to exist in the major cities, where there is the
most competition. Price cycles seem to be aresult of intense competitive behaviour.
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MR YOUNG: Thereisintense competitive behaviour in Hobart, is there not?

MR DESKING: | think you will find that the - it's competitive everywhere but it's
even more competitive where there is a concentration of alarge number of sites,
where you have got alarge number of players aggressively to hold on or gain market
share. That intense competition, even more intense competition, leads to the price
cycles.

MR YOUNG: It'strue, isit not, that the price cyclein Sydney, if we take Sydney as
arelevant example, is pretty much regular as clockwork, isit not? It's a seven-day
cycle?

MR DESKING: For many weeks of the year, but we just recently went through a
period where one of the market participants wanted to get market share and their
prices didn't come above the bottom of the cycle for an extended period.

MR YOUNG: Areyou referring to July 2007 or thereabouts?

MR DESKING: Yes, that's correct. So the cycles do aregular pattern but one can't
always predict that that will continue. It depends on local competitive forces and the
drivers of one particular player or another.

MR YOUNG: Let me make this clear for the purposes of the transcript, the period
you are referring to was a period of roughly three to four weeksin July 2007 in
Sydney, correct?

MR DESKING: That's correct. Infact, in our supplemental submission, the 952K,
we include that information on page 52.

MR YOUNG: It must be51.

MR DESKING: Onmy print-out itis52. Sydney TGP and Sydney pump price
versus Singapore petrol price, the 95ZK.

MR YOUNG: Which question isit answering, Mr King?

MR DESKING: Question 20.

MR YOUNG: It's page 50 in my print-out. It looks asif we couldn't print the chart.
MR DESKING: Maybe we can give you a copy.

MR YOUNG: I'm familiar with the general pattern in those weeks. Perhapsif you
can pass it over, Mr Strang. But just by way of introduction to my question, in that
period of July, instead of having the normal pattern of four peaks and troughs of
roughly 10 cents to 14 cents span - cents per litre span - in that period it was

relatively flat, trending downwards, with afew small rises and fallsin the order of a
couple of cents per litre. That was therefore a departure from the normal seven-day
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peak and trough cycle. Your explanation isthat in that period, there was particular
competition for market share; is athat right?

MR STRANG: Yes.

MR DESKING: Andasimilar failure of the cycle existed, if you look at this chart,
back in May; thereis also asimilar event back in January of thisyear. So deviations
from the standard cycle aren't unusual. They may be for different reasons.

MR YOUNG: Do you have independent reasons for saying that the cause of the July
departure from the cycle was a particular period of competition?

MR DESKING: It wasaparticular period of competition where one of the grocery
stores decided not to increase their price as otherstried as part of the cycle, and
because of that - because it's such a competitive market, nobody can afford not to
match prices. One of the reasons we talked about, if you don't match prices, you
don't get people driving into the service station and then they don't buy goods at the
store. Since 70 per cent of the gross margin from running a service station is what
you sl in the store versus the petrol, one can understand why people fedl they have
to match the price, otherwise their foot traffic goes down.

MR YOUNG: Were there attempts during that three or four-week period by one or
other of the major oil companies to lift the price back up?

MR DESKING: Yes, and those attemptsto lift it failed and so the prices came back
down again.

MR YOUNG: And they failed because one particular supermarket chain didn't
follow; isthat right?

MR DESKING: That's correct.
MR YOUNG: Can you say in open session who the players were?

MR DESKING: We should probably keep that in camera. It is based on
confidential Informed Sources data. But the ACCC actually gets the same data.

MR YOUNG: But these are simply your observations of what was happening in the
marketplace, aren't they?

MR DESKING: That's correct.

MR YOUNG: Y our observations about the conduct of others.

MR DESKING: Yes. We can say that it was Coles were the ones that didn't want to
go back to the higher part of the cycle. They were content in keeping the price over

that extended period of time down, in fact below the terminal gate price in many
Cases.
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MR YOUNG: Y ou have mentioned the terminal gate point as a pole of reference
there, but in fact you don't price your wholesale supply against the terminal gate
price, do you?

MR DESKING: We use aformulathat has the same elements, but the terminal gate
price isthe price for somebody who shows up at aterminal with atank truck with
cash.

MR YOUNG: That simply doesn't happen.
MR DESKING: That doesn't happen very often at all.

MR YOUNG: So theterminal gate priceisanotified price which in practiceis not
used in the industry.

MR DES KING: Not used by many but posted. It isthe available price. But the
break down of the various contract price have the same elements, but different
margins and different elements. | would be happy to go through those in detail.

MR YOUNG: Yes, but the fact that the low point of this period of competition we
are speaking about was at the level of the TGP is not very meaningful if the
competitors are not - out there are not getting the supplies at TGP, isit?

MR DESKING: But it'sareference mark that we look at. We certainly don't know
what the supply price to Coles Expressis from Shell.

MR YOUNG: TGP may be closer to cost for some players in the marketplace but
for othersit may still be significantly above the cost of their suppliers?

MR DESKING: Yes, depending upon the individual contract that they have. It can
also be below for others. We can talk about the Caltex reference price that we supply
to our franchisees, that is actually above TGP.

MR YOUNG: But by saying that Coles for that period in July 2007 was pricing
close to the TGP price is not necessarily to suggest that Coles was pricing at or
below cogt, isit?

MR DESKING: That is correct, because we do not know the supply agreement
between Shell and Coles.

MR YOUNG: Although you might infer that for some of the smaller playersin the
market, when Coles went close to TGP, it was getting very close to cost for those
other smaller independent outlets?

MR DESKING: We obviously don't know their supply agreements, but that is quite
possible.
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MR YOUNG: In that four-week period in July 2007, did Caltex try and lift the price
back up?

MR DESKING: Yes, wedid.
MR YOUNG: Apparently that failed.
MR DESKING: Yes, it did.

MR YOUNG: Was this a Sydney-wide phenomenon or confined to particular local
Sites?

MR DESKING: | believe it was a Sydney-wide phenomenon. Our datahereis
averaged across the Sydney metropolitan area.

MR YOUNG: So that seems to suggest that Coles at all of its outletsin Sydney had
dropped its prices and held them down quite low during this period in July?

MR DESKING: We certainly through Informed Sources can give you that detailed
information if you request it.

MR YOUNG: Do you regard that as an attempt by Coles to win market share?

MR DES KING: We don't know what the business driver was for Coles, but that
certainly seemed to be alikely intent.

MR YOUNG: Wastheir pricing aimed particularly at one or other competitor, such
as Woolworths?

MR DESKING: Wedon't know. | mean, it's difficult to say from whom they were
trying to grab market share, because they post the prices they felt they needed to for
their business model and that would presumably - their driver was to take market
share from the market.

MR YOUNG: Was the consequence of this period of low prices that when it came to
an end, prices were lifted back to by amargin of at least 10 cents or s0?

MR DESKING: We don't actually have that to date in our submission but we are
happy to provideit.

MR YOUNG: When Coleswas pricing low in this fashion in July 2007, what was
Caltex's response at its site?

MR DESKING: We only set the price at 170 places across the country.

MR YOUNG: Let'stake the oneswhereyou set it directly.
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MR DESKING: Set directly? Thosein Sydney iswe tried to raise the price and that
failed.

MR YOUNG: That having failed, were you otherwise matching Coles at the bottom,
at the lowest price, or were you staying above that?

MR DESKING: | can't give you the exact details but we were certainly at alow
price down there with Coles, whether it was exactly the same price, but it would
certainly be avery low pricein line with the kinds of prices Coles were offering.

MR YOUNG: During this period, if we move away from your directly-owned and
controlled sites to the Caltex franchisees, was Caltex giving price support to its
franchisees during this period?

MR DESKING: At timeswhen the price goeslow like this, for our franchisees who
care to price at thislow price or lower, we would give price support, according to a
formulathat is agreed in the franchise agreement, which isincluded in our
submission.

MR YOUNG: Did Caltex withdraw price support from its franchisees during that
period in July?

MR DESKING: We can give you the exact details but normally we may withdraw
price support and suggest a higher retail recommended price to bring the price cycle
back up. But obviously if that fails then we would offer price support again.

MR YOUNG: | asked you the question because you said that Caltex had tried to
move the price back up. Presumably, you did that both directly by instructing your
own sites and indirectly by withdrawing price support from your franchise sites.
MR DESKING: That's correct.

MR YOUNG: And the withdrawal of the price support was aimed to achieve the
same end, that is to bring the price back up to a price that you recommended?

MR DESKING: The franchisee can choose which price they go to. But because we
have the market analysis, we have a recommended price that they can choose to go
to, and many do.

MR YOUNG: But if you withdraw price support, the franchisee, as a matter of
economic necessity, is going to have to raise the price?

MR DES KING: Yes, and most do.

MR YOUNG: And will haveto raise the price at least by the amount of price
support that you withdraw?
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MR DESKING: Itistheir final decision at which price they go to but that's their
typical response.

MR YOUNG: An understandable response, isn't it?
MR DESKING: Yes, absolutely.

MR YOUNG: Can you recall the amount of price support, the highest figure of price
support rebate that you were providing during this period in July 20077

MR DESKING: | think we can give you those details in camera, because it refersto
our agreement with the franchisees, and that table isincluded in our confidential
submission.

MR YOUNG: All right. Let mejust ask you more generally: Was that a period
during which you provided price support at the high or maximum end of your range
of price support?

MR DESKING: It would be price support which was commensurate with the table
that isin the franchise agreement in our submission.

MR YOUNG: | was asking you about cities in which thereisaprice cycle. The
price cycle in most of the capital citiesis approximately seven days, correct?

MR DESKING: Yes.

MR YOUNG: In Perthitisnot seven days, it's 14 days. Areyou familiar with the
Perth market, Mr King?

MR DESKING: We certainly are in the Perth market, that's correct.
MR YOUNG: But you are familiar with it?
MR DESKING: Somewhat familiar.

MR YOUNG: The price cycle in Perth changed after the introduction of the
regulatory regime by the Western Australian government. That included a
requirement that prices be notified at 2 pm on day 1 and then that price be held fixed
throughout day 2, and so on, arolling 24-hour notice system. That seems to have
brought about the consequence that the price cycle has moderated. It lengthened to
14 days and the span of the price cycle diminished. Now, isthat your analysis of
what has happened in Perth?

MR DESKING: Yes, our analysisisit is now atwo-week cycle and that the span of
the cycle is dampened, and that the peaks are actually wider.

MR YOUNG: The peaks are wider? Do you mean further apart in number of days?
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MR DESKING: If werefer to page 54 in our 95ZK submission, we actually have
on the same page, which is page 54 in my document, the Perth cycle against, for
example, Adelaide, which happens to be on the same page.

MR YOUNG: Yes.

MR DESKING: We concur with your remarks that the cycle is now atwo-week
cycle as opposed to a one-week cycle. And the amplitudeisless, athough looking at
those peaks, they are now - as opposed to very sharp peaks, for example, in Adelaide
or Sydney, they are now very broad peaks.

MR YOUNG: In other words, the price rises not so immediately and then falls more
slowly, over more days?

MR DESKING: That's correct. It isdifficult to assess from this whether thereis an
advantage to consumers from the Perth cycle. We would actually argue that because
people can't actively discount in realtime, they have to wait 24 hours, that can impact
the depth of the discounts. Certainly, compared to the Adelaide chart above, we see
there are less instances in Perth where the price at the bottom of the cycle goes below
the reference TGP. We believe that consumers do not benefit from the 24-hour rule
in Western Australia because it does take away from petrol vendors the ability to
discount in short time.

MR YOUNG: Intraday?
MR DES KING: That's correct.

MR YOUNG: On the other hand, Mr King, it seemsto have produced less sudden
risesin petrol price, rises of lesser amounts, more predictability in the market, more
transparency in the market, because people know what prices are being charged and
where; and moreover, it seems to have produced petrol pricesin Perth which are
several cents below, on average, petrol pricesin other states.

MR DESKING: We did some analysis for the Senate inquiry, and we looked at
04-06 period. On average Perth was 1.3 cents per litre lower price than Sydney. It
happened to correspond, though, that the transport from Singapore for petrol,
transport costs to Perth was also 1.3 cents per litre lower than the transport to
Sydney. Soitisdifficult to say whether that impact was due to market forces at the
retail level or the fact that when one looks at the build up of the wholesale prices,
which include a transport component, the transport to Perth islower than the
transport to Sydney.

MR YOUNG: If that was the explanation, you would expect to see the same
differential before the WA regulations compared to after, wouldn't you?

MR DESKING: And | think if the market was steady, that would be the case.
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MR YOUNG: What evidence isthere, Mr King, that the absence of intra day
competition in Perth has had any detrimental effect on competition?

MR DES KING: We only have the statements made by the ACCC in 2001 that
raised concerns about that. We don't have any detailed information on that, apart
from the analysis we do on the average price. But certainly, looking at the curves by
inspection, there aren't as many occasions it appears where in Perth the price at the
bottom of the cycle goes as deep and goes below TGP, and certainly consumersin
cities like Melbourne and Sydney, who know the cycles well, benefit from that. We
believe that 55 per cent of the petrol is actually bought by consumers below the
average price. They take advantage of the cycles, and they are not ableto do that in
places like Perth to the same extent.

MR YOUNG: | have asked you generally who leads prices down on an overview,
and | appreciate you may need to look at market by market or even local site by local
site to give a better answer. Let me ask you who leads prices up. If we take Sydney,
isit not invariably the major oil companies which are the entities which escalate the
price by a significant amount at the end of each cycle and move it back to the top of
the cycle?

MR DESKING: Yes, itis.

MR YOUNG: Andon occasionsit is Caltex that does that?

MR DESKING: Yes, itis.

MR YOUNG: And on occasionsit is one or other major oil company.

MR DESKING: That's correct.

MR YOUNG: In Perth it always seemsto be BP. Always. Isthere some reason
why it is Perth that always moves - why it is BP that always moves prices back to the
top of the cyclein Perth?

MR DESKING: No, | can't comment on BP's behaviour.

MR YOUNG: You follow that market.

MR DESKING: Wedon't know why they do it. But certainly the data indicates that
they do.

MR YOUNG: Isit perhaps because they have the biggest network of outletsin
Perth?

MR STRANG: Yes, | wasjust about to make that point. Having alarge market
share and alarge network, they are more highly incentivised to lead the market up in
that particular market.
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MR YOUNG: In other words, if they want to make what they think is an appropriate
or desired return on their investment, they need to achieve margins that can only be
achieved by moving the price back up?

MR STRANG: Yes, correct. If they stayed at the bottom, they would not achieve an
acceptable return, | don't think.

MR YOUNG: Let'stake occasionsin Sydney, say, where Caltex is the first mover
that moves the price back up by a moving one day of, say, 12c alitre. What are the
factorsthat cause Caltex to initiate that move?

MR DESKING: Basicaly, we need to, over the average of the cycle, achieve a
reasonable margin to be able to get reasonable returns. So if the price stayed at the
bottom of the cycle long term, then our returns would not be acceptable.

MR YOUNG: So you move the price back up by a significant amount? Y ou always
seemto do it in Sydney on a Wednesday or Thursday, correct?

MR DESKING: Yes. Itjust amost seemsto be the psyche of the market that one
party or another is expecting somebody to move on that day, and it's built into the
mentality of the market. It isnot alwaysthe same day. Asyou said it is Wednesday
or Thursday. But there is a pattern there that the market seemsto expect.

MR YOUNG: Now, if thismove was simply the product of competitive tension, you
wouldn't expect to find that the competitive tension reaches the point where thereis
some shift in the market always on a Wednesday or a Thursday, would you?

MR DESKING: This market is one of the most transparent anywhere in the world
because of Informed Sources, where all of the people that subscribe to Informed
Sources, including the ACCC, are able to get almost realtime data about where the
prices of competitors are versus themselves. That means that when one person does
move, others have the information and then can decide to move or not very quickly.
But why it's Wednesday or Thursday, it'samost if the cycle hasn't moved by then,
somebody will say - and it's often us - it's about time the cycle moved up. So then
we make the decision to move it up.

MR YOUNG: The people who regularly subscribe to Informed Sources tend be to
the other major oil companies as well as Caltex.

MR DESKING: That iscorrect.

MR YOUNG: Presumably, Caltex does its own market research about what days it
might be best to have the price at its highest?

MR DESKING: Actualy, | don't know that we have done that research. | have not
been aware of it. It'salmost the market that has devel oped these patterns, and the
patterns reproduce themselves. It's not really as much marketing science as
marketing art.
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MR YOUNG: Your intention, isit not, isto make the highest level of profit you can
from the retailing of petrol?

MR DESKING: That is correct.

MR YOUNG: Wouldn't you maximise your profit by raising the price to the highest
level coincident with a period of heavy purchasing?

MR DESKING: What seemsto happen isthat - if one took that logic, then we
should have high prices Monday through Friday, when thereisalot of traffic, alot of
businesstraffic. But in fact what we see, and it'sin our submission, isin fact the
highest volume days in Sydney and Melbourne are Monday, Tuesday, when the
prices are lowest. So it seems that consumers are educated about when the price
cycleislow and more volume is purchased on those days.

MR YOUNG: But you make your money out of matching price and volume, don't
you?

MR DES KING: That's correct.

MR YOUNG: And you make more money out of each litre you sell when the prices
are at the high part of the cycle?

MR DESKING: Yes, for those sites where we have some part of the retail margin,
which isasmall number of sites.

MR YOUNG: When | asked you about moving prices up, and you accepted that
usually it's the magjors and on occasions it's Caltex - Caltex achieves an upward
movement by two means, does it not, direct instruction to its own outlets on the one
hand and withdrawal of price support to its franchisees on the other?

MR DESKING: That iscorrect. If welook at the 2,000 service stations that we
splay across Australia, 170 come into the category of we directly control the price,
and then our franchisees are another 330, roughly. So the sum of those two that you
just talked about are 500 out of the 2,000 that we supply.

MR YOUNG: It seemsthat the decisions to increase the price back to the top of the
cycle are taken by the national fuels marketing manager?

MR DESKING: That's correct, in concert with discussions with the local marketing
manager.

MR YOUNG: Itisaso the national fuels marketing manager who takes decisions to
withdraw price support?

MR DES KING: That's correct.
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MR YOUNG: Those decisions are not level to the regional manager or the local
manager?

MR DESKING: There are discussions with them but the ultimate responsibility is
with the national manager.

MR YOUNG: Whereas the movement of prices otherwise on a day-to-day basis to
meet competition, the prices are taken independently by the local or regional
manager?

MR DESKING: Interms of the franchisees, for those 330 stores, it will be the
franchisee, athough we will issue a recommended retail price that they may wish to
set or not, based on the analysis that we do. But you are correct.

MR YOUNG: That would seem to indicate that these two decisions about taking the
price back to the top of the cycle are regarded as important decisions by Caltex?

MR DESKING: They are very important decisions, because if you look at where
we can make money in sort of retail marketing, if we didn't have the tops of the cycle
it would be avery poor business.

MR YOUNG: If you didn't have these sudden moves back to the top of the cycle,
the price might find an equilibrium, a competitive equilibrium by small movements
somewhere lower than the peak and somewhere higher than the bottom?

MR DESKING: That's correct. If we remove the peaks and remove the troughs and
came in a perfectly efficient market to the same average then, by definition, our
profits would be the same.

MR YOUNG: What factors are taken into account by the national fuels marketing
manager when he resets the price to the top of the cycle?

MR DESKING: If it'sin the case where we are following somebody up, whichis
certainly the majority of cases, we would look then at how high the competitor has
moved up and then we decide if we want to move up this high or not. If itisan
unusual movement on the upside, we actually have a management discussion about
it. Wedon't just leave it to the national pricing manager on his or her own.

MR YOUNG: Do you mean by that that you become involved in that?

MR DESKING: That's correct. We have put in place over the last severa months a
discussion that if there is an unusual movement up by a competitor, we will have a
management discussion, including myself, to decide if we wish to go that high or not.
Certainly, since we put that in place, we have not had to have that discussion.

MR YOUNG: There have been on occasions, have there, where you haven't gone as
high as another party, you haven't gone right back to the top of the cycle but stayed a
little bit below it?
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MR DESKING: That's correct.
MR YOUNG: Have there been occasions when you have declined to move?

MR DESKING: I'm not aware of those, but we could certainly get some
documentation and provide you some details.

MR YOUNG: Why, then, do you aways seem to move back to the top or almost the
top of the market when one of your competitors initiates one of these sudden price
Increases?

MR DES KING: Because we need the peaks to get the higher margins to offset the
low margin troughs. So if somebody moves up, we will follow in order to try and get
areasonable average margin.

MR YOUNG: The height of the peaksis determined by what the major oil
companies think a reasonable average margin is?

MR DESKING: | don't think it's quite that scientific, but it's certainly trying to
move up to atypical peak that, based on marketing art and experience, says that that
should enable us to achieve reasonable margins.

MR YOUNG: Do you have forecasts of sales volume anticipated for the balance of
the week when you make the decision to move the prices back up?

MR DESKING: We actually do forecasts for the month as part of our business
planning process for the year, and so we do regular forecasts.

MR YOUNG: And doesthat mean that the size of the movements at the start of each
cycle, week by week, are to some extent determined by your budget, what you
planned for? So they are set in advance?

MR DESKING: The national pricing manager makes those decisions based on his
assessment of the various markets. We certainly have an earnings targets for all our
marketing for all of the year, and local market responses will be determined based on
what we think is the best way to achieve the best profit possible in each of those
markets.

MR YOUNG: When prices moved by Caltex, take one example, in Sydney at the
start of the cycle, isit auniform move right throughout the city of Sydney?

MR DESKING: We will send out a note at the same time through our electronic
point of sales system to the franchisee saying the price support is removed and there
isarecommended retail priceif they wish, and at the same time send a message to
our wholly-operated facilities. So it happens very quickly, but at the same time.

MR YOUNG: Thisis an electronic message that is sent?
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MR DESKING: That's correct. Not through SMS but through our point of sale
system.

MR MARKS: The days of phone calls and SM S have been left behind - it is sent
electronically.

MR YOUNG: At the start of the cycle, what | wastrying to get at, either by your
direct instruction or your withdrawal of price support and recommendation, isit a
uniform target figure that is set right across Sydney for al franchisees and direct
outlets as to the price to which Caltex isto move?

MR DESKING: | believe we send out a similar recommended retail price but we
can give you some more detail. It doesvary from timeto time to different parts of
the city.

MR YOUNG: But my point, Mr King, isthat when you move the price back up, it's
not aresponse to localised conditions at a particular site, in the sense that the
instruction or recommendation is not a recommendation or instruction that's peculiar
to that particular site, attributable to competition factors at that site, but it'samore
general, Sydney-wide instruction or recommendation?

MR DESKING: That's correct. It'sactually to specific market groups, which isa
group of sites.

MR YOUNG: What you have been describing I think you call tactical pricing; is
that right?

MR DESKING: Yes.

MR YOUNG: And thetactic isto raise prices so that you achieve your desired
financia return from the sale of the petrol at the site?

MR DESKING: Yes, we over the cycle, or over the year, achieve what is our target
margin.

MR YOUNG: Why do you think it isthat the oil - the major oil companies
invariably follow each other up at start of each cycle?

MR DESKING: Becausethat isour only business and if we don't succeed in this
part of that business, for example, we can't offset that with other elements of the
business, so we need to achieve areasonable margin. | think all the majors are keen
to get areasonable margin. So | think everybody islooking at everybody else to see
who will raise the price. If one goes up, others normally follow.

MR YOUNG: Now, if the main driver for the increase in price is the objective of
achieving areasonable return, why isit that it's always on afixed day, Wednesday or
Thursday, that the priceisraised in thisfashion? What difference does that make?
Why the day?
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MR DESKING: And it could be different days. It does move around from time to
time in different markets from one day to another, but in genera it's on the same day,
if the cycle holds. Itisjust the psyche of the market. The market is conditioned in
Sydney to expect somebody to go up in price on a Wednesday, and everybody is
looking at everybody else to see who is going to do that. Because the datais so
readily available in realtime from Informed Sources, when one moves, others follow
very quickly.

MR YOUNG: Does the choice of day, Wednesday or Thursday, depend on some
target that you have as to how much volume you want to sell while the prices are
high?

MR DESKING: No, we have an average target volume over the year and over the
month, and an average margin we look for. That's the overall strategy. It actually
gets down to the tactics, then, versus strategy of how those cycles can be achieved to
get the net average goal.

MR YOUNG: Let mejust ask adightly different question. On occasions you adopt
astrategic pricing approach, in that you might determine that some particular siteis

so well located or the demographics of the area are such that that site can maintain a
price which is severa cents higher than competitive sites run by others; is that right?

MR DESKING: We could decide that or the individual franchisee could decide that
they want to price above a recommended retail price because they felt that the market
conditions locally would warrant that and could support that.

MR YOUNG: Let'sjust assumethat - | will withdraw that. Are there
company-owned sites that meet that description, so well located and of such quality
that they can justify a higher price than otherwise applies in the system?

MR DESKING: And there may be some sites like that. Actually, we would be
happy to give you the details in a separate submission.

MR YOUNG: Let'sassumethereisasitelikethat in Sydney. At the start of the
cycle, when there is a general direction or move or recommendation to move up to a
much higher price, how isthat particular strategic site treated? Isit treated in the
same way?

MR DESKING: | believe we treat our sites as market groups, but the national
pricing manager would have discussions with the local manager. But | am not
familiar with a particular site that meets that category. That'swhy | think we need to
look at our information and supply that to you separately.

MR YOUNG: WEéll, your submission - | think your section 95ZK response at page
37 - suggests there are such sites. But perhaps we will come to that later.

THE CHAIRPERSON: Mr Young, | am wondering whether we - - -
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MR YOUNG: It isprobably sensible to break now, otherwise the advantage of the
break might be lost.

THE CHAIRPERSON: We will call abreak.

ADJOURNED [11.21 am]

RESUMED [11.42 am]

MR YOUNG: Mr King, | was asking you about the price cycle. Y ou have said on
occasions Caltex will lead the price back up and on other occasionsit will be other
major oil companies, speaking generally. Now, what isit that leads Caltex on a
particular occasion to decide that it is going to be the one this time that leads the
price back up, what causes Caltex to do that?

MR DESKING: If you look across the whole cycle, in general across the whole
cycle, we are a price taker rather than a price maker, because others lead it down and
we follow. In most markets most of the time otherslead it up and we follow. But
there are some rare occasions where we may lead the market up. That may happen
because we feel that we do have the market presence that is appropriate for us to lead
that up. We don't have daily or weekly price targets or margin targets. We have
annual targets but the market gives what the market gives and we are indeed the price
taker. On those few occasions where we may decide to lead it up is because we may
feel that it is appropriate because of our market presence - Queensland, Brisbaneis
an example where we have avery strong presence - that we should lead it up. But
that's atactical decision made by the national pricing manager.

MR YOUNG: Does it mean, then, because of your prominence in Brisbane, Caltex
isthe one that regularly leads the price up in Brisbane?

MR DESKING: We have done that recently because of our prominence there, and
we believed that that was a reasonable thing to do to improve our average
performance over the cycle.

MR YOUNG: I'mlooking at some graphs from late 2006, September, October,
November, which seem to indicate that it was Caltex which leads the price up in
Brisbane in that time period.

MR DESKING: Yes.

MR YOUNG: Isit wider than that? Is Caltex the normal entity which leads the
price up at the start of the cycle in Brisbane?
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MR DESKING: That is certainly true on a number of occasions. | will be happy to
giveyou al of those details in a separate submission. That's alevel of detail that
goes beyond my normal knowledge of market mechanics.

MR YOUNG: You qualified your answer by saying a number of occasions. | was
trying to get the usual or common picture - in Brisbane in 2006 and 2007, has it been
Caltex which usually leads the price up at the start of the cycle?

MR DESKING: Yes, that's my understanding. We can give you all those detailsin
a separate submission.

MR YOUNG: Yes, thank you. IsCaltex - isit only Brisbane where Caltex plays
that role or does it take on that role in other places aswell?

MR DESKING: | believeit's Brisbane where predominantly Caltex leads up more
often. I'm not familiar with us taking that lead role on aregular or frequent basisin
other cities. | would be happy to give you a detailed submission on that detail.

MR YOUNG: Where are the 170 company-owned sites predominantly located?

MR DESKING: We don't have that level of detail in our submission, but we would
be happy to give that to you.

MR YOUNG: It struck me - | asked the question because the thought occurred to
me, isit Brisbane where they are mostly located, which gives you the prominence to
play the lead role in taking prices up?

MR DESKING: | don't know that fact, to be honest, but we would be happy to
provide it to you separately.

MR YOUNG: What are the factors which constitute the prominence that causes you
to act that way in Brisbane?

MR DESKING: We have arefinery in Brisbane, so we have alarge supply in
Brisbane.

MR YOUNG: Yes, anything else?

MR STRANG: No, | don't have the detail.

MR YOUNG: You have got arefinery in Sydney.

MR DESKING: Yes.

MR YOUNG: But do you play the lead rolein Sydney?

MR DESKING: To my knowledge, we do not play the lead role frequently in
Sydney, and we can give you al of those details.
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MR YOUNG: Who doesin Sydney?

MR DESKING: To be honest, we don't know. We can give you that data.
MR YOUNG: But it isone of the other oil companies? Major oil companies?
MR DESKING: To my understanding, it is one of the major oil companies.

MR YOUNG: On those occasionsin Sydney where Caltex decidesto lead the
market up, why doesit take that decision?

MR DESKING: It'satactical decision that we decide that it's about time that the
price cycle went up. Nobody else has led up, looking at Informed Sources, and so
we say, well, maybe it should be us. It isnot always the major oil companies. |
mean, sometimes in Sydney Coles has led the price up. It isnot always the major
oils.

MR YOUNG: Isthat arare occurrence, that one of the supermarkets, Coles, for
instance, leads the cycle up?

MR DESKING: It has happened recently. I'm not aware of the frequency in the
past. I'm happy to give you that submission. | don't believeit's that frequent.

MR YOUNG: Why don't you simply wait in Sydney for one of the other magjors to
lead the price up?

MR DESKING: | think on many occasions we do.

MR YOUNG: You know it's always going to happen on a Wednesday or a Thursday
so thereis not long to wait, isthere?

MR DESKING: It didn't always happen. We talked earlier in the submission about
July, where the cycles didn't happen. So it isn't hardwired into the market. Infact,
when we talked about Sydney in 2007 we talked about three occasions where the
cycles actually didn't follow their normal pattern.

MR YOUNG: That was something of an aberration, wasit not, July 2007 in Sydney,
from the normal pattern of the market?

MR DESKING: It wasn't the normal pattern but certainly there were three
occasions over 2007 where the cycles weren't normal, and so there's certainly local
market forces can cause a cycle to be different.

MR YOUNG: The two other occasions were occasions, were they not, where retail
petrol prices were moving in the opposite direction compared to the lagged
Singapore benchmark?
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MR DESKING: But normally, even though the petrol prices may change compared
to the benchmark, thereis normally acycle. But the cycle just did not exist for those
three periods over that year.

MR YOUNG: On each of those three occasions in 2007 - | have asked you
predominantly about one - on the other two occasions, was the absence of the cycle
due to the fact that one or other of the supermarkets refused to go up when the major
oil companies wanted to go up?

MR DESKING: | don't have that level of detail, unfortunately, but we would be
happy to provide it to you.

MR YOUNG: You said amoment ago that Caltex was predominantly a price
follower?

MR DESKING: Yes.
MR YOUNG: When the priceis going down, does Caltex ever lead it down?

MR DESKING: If welook at our chart where we talk about the aggressors that lead
the price down, which is pages 57 and 58 of our submission - - -

MR YOUNG: You- - -
MR DESKING: There are some occasions where we may lead it down.

MR YOUNG: | think your statistics suggest that something like 15 sites, you were
the most aggressive price discounter; am | reading that correctly?

MR DESKING: We were ranking at number seven with eight. So we were seventh
out of nine for leading the price down.

MR YOUNG: Yes, but in terms of the actual number of local market areas where
you were the most aggressive discounter, in 2006 it was 15 local market areas?

MR DESKING: That'sright, in 2007 it was eight year to date, yes.
MR YOUNG: Soin 15 loca market areas, you were the most aggressive discounter?

MR DESKING: Inthat data set, that's correct - or we were the most aggressivein
terms of we were the first to move in the state.

MR YOUNG: Does that mean go the lowest aswell? Were you the most aggressive
in pushing the price lowest?

MR DESKING: How we defined the most aggressive here is the first one to move
to the bottom of the cycle. | don't have the detail whether it's actually the tenth or 1
cent, the actual lowest point, but certainly the aggressor we have defined here |
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believe isthe first mover to aggressively discount, rather than defining the depth of
it.

MR YOUNG: As| understand what you say, that situation will be the product of
conditionsin that particular local market area because your general policy isto bea
price follower on the prices going down?

MR DESKING: That is correct, and in general, a price follower when the priceis
going up. We do not have a policy to lead the prices up, but there are certain markets
where there is the right opportunity that we do that - in Brisbane has been that one
recently.

MR YOUNG: In Brisbane, you do have the policy of leading the price up.

MR DESKING: It'snot astated policy, but we certainly have a pattern of doing
that.

MR YOUNG: Asidefrom what you call the prominence of Caltex in Brisbane, are
there any other factors that explain why Caltex tends to lead the price up in Brisbane
and you say it does not normally do that in Sydney?

MR DESKING: No, I'm not aware of any particular factors.

MR YOUNG: Doesit simply come down to the fact that there are other major ail
companies eager and willing to lead the price up in Sydney?

MR DESKING: | think what happens is when Informed Sources datais so readily
available, everybody is watching everybody else and somebody is the first mover -
you mentioned in Perth it was BP.

MR YOUNG: Just staying with Perth for amoment, is Caltex reluctant to be the first
mover in Perth?

MR DESKING: We certainly don't have ahistory of it.

MR YOUNG: No, but since the introduction of the WA regulations, the notification
system means that it quickly becomes public knowledge which oil company is
leading the price up in Perth, doesn't it?

MR DESKING: Yes.

MR YOUNG: Hasthat impacted on Caltex's approach to price leadership in Perth?
MR DESKING: | think we certainly don't have the scale of reach in Perth to make a
significant difference like BP. They are amuch bigger player than we are. But |

don't know if that's really entered into our psyche of whether we should lead it up or
not. But BP certainly leads. | can't comment what drives them.
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MR YOUNG: There has been some suggestion from evidence we have heard that oil
companies are reluctant to lead the price up in Perth because of the adverse publicity
it attracts and that has been |eft to BP.

MR DESKING: | can't comment on and that. | think petrol companies get enough
adverse publicity around the country. | don't think adverse publicity in Perth would
add to any more of the adverse publicity that we receive. The cycles everywhere
unfortunately cause alot of angst amongst the public, and one can understand that,
and prices do move so rapidly. But overall, as| said earlier, over 55 per cent of the
petrol is bought by customers below the average pricein the cycle.

MR YOUNG: Can | take up your last point about the day or days on which petrol is
purchased. Just before | do, let me ask you this. If one of the driversfor the cycleis
the desire of the oil companies to derive areasonable return and they need to raise

the price to do so, why doesn't Caltex simply raise the price in Sydney on a Tuesday?

MR DESKING: In theory, we could.
MR YOUNG: Why don't you?

MR DESKING: 1 think that's interesting, it goes into the marketing art. | don't
know if we have done that. We will have to provide you with information to see if
we have done that in the past. The market psyche could be the fear that because it
was Tuesday, the others wouldn't follow and it wouldn't hold.

MR YOUNG: If you raised your price on Tuesday, you could raise it by alesser
factor than raising the price on Thursday because you get greater volumes?

MR DESKING: That's on the assumption that the price cycle held and didn't
because it was adverse so it collapsed.

MR YOUNG: Why wouldn't it be natural for all of the oil companiesto think the
same way, that is, they will raise the price on the high volume day, whichis
Tuesday? Why doesn't that make more sense to them, profit-wise, than raising it on
a Thursday?

MR DESKING: It ishard to speculate what the market would do, but if the price
was higher on a Tuesday, one could construct that maybe less volume would be sold.

MR YOUNG: Hasn't Catex made a calculation that the best timeto raise pricesin
terms of maximising profit isaWednesday or a Thursday?

MR DESKING: No, | do not believe we have made that calculation. The market
has devel oped this pattern over time and it's aimost built into the market that
somebody iswaiting for somebody else to move, and through Informed Sources,
they see that transparency and then they follow.
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MR YOUNG: Why did it change in Perth from aweekly cycle to a two-weekly
cycle where prices move on | think it'saMonday in Perth?

MR DESKING: | don't know why it changed specificaly in Perth. 1'm sure through
a separate submission we could give you our opinion. But certainly the 24-hour
price rule has caused people in Perth to be more cautious about how they move their
prices, because if you get it wrong, move it too high, for example, you can't recover
the volumes you have lost for that day, because it's fixed for that day.

MR YOUNG: Isthat your explanation or your understanding as to why the
amplitude of the price cycle has been lessened or dampened in Perth?

MR DESKING: Yes, that's my understanding. If one makes an error, the ability to
recover islessened considerably.

MR YOUNG: Are Caltex'swholesale margins any different in Perth than
elsewhere?

MR DESKING: We would be happy in camerato give you our wholesale plus retail
margins. We have those details in the 95ZK.

MR YOUNG: We will take that up with you in camera. Can | go to your statement
that 55 per cent of petrol is sold on low price days?

MR DESKING: Yes.

MR YOUNG: | think you made that at the outset in your statement. What do you
define as "low price days'?

MR DESKING: It doesvary from city to city but we define it as the three days
before transition day.

MR YOUNG: Thetransition day in Sydney is a Wednesday, isit?

MR DESKING: That's correct.

MR YOUNG: So that's Sunday, Monday, Tuesday?

MR DESKING: Yes- and we give that data on page 89 of our submission.

MR YOUNG: Yes, that'swhat | was looking for, thank you.

MR DESKING: It has the Melbourne data as well.

MR YOUNG: The passages that appear at 89 to 91 seem to suggest that the figure of

55 per cent isin fact based on the three days preceding the Thursday, not preceding
the transition day?
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MR DESKING: Yes. It movesaround in our analysis, depending on if the
transition is Wednesday or Thursday. Thereis the table on page 91 that one can see.

MR YOUNG: I'm looking at page 90 and the passages below the pie chart, which
speak of Melbourne and the three days preceding Thursday, and Sydney, the volume
in the three days preceding Thursday, these are the lowest price days of the week, it's
55 per cent, and so on.

MR DESKING: Yes.

MR YOUNG: So the 55 per cent figure includes in those three days what you have
called the transition day, the Wednesday. Y ou would give afairer picture, would
you not, if you in fact took the three days before the transition day, wouldn't you?

MR DESKING: It'sacomplicated analysis, that's why it's difficult. Becauseit
depends on what time during the transition day the actual increase takes place. To
really do it accurately you always have to go hour by hour, and that's not an analysis
that we have done.

MR YOUNG: No, but the transition day would catch, to some extent at least, rising
prices on that day, won't it?

MR DESKING: Yes.

MR YOUNG: If you take the three days - or in fact if you take the Wednesday,
Thursday, Friday and Saturday in your table at page 91 - on my reckoning, those
days, that's the transition day and then the high days that follow, they represent about
55 per cent of the volume.

MR DESKING: That is on the assumption that the transition day is entirely a high
priceday. Andthatis- - -

MR YOUNG: I'm not saying anything about price. I'm just saying if you take the
volumes on the four days, Wednesday, Thursday, Friday and Saturday, thereby
excluding the low days, that's 55 per cent of the volume.

MR DESKING: The one concern with that analysisis you are comparing four days
to three days. That also blursthe analysis.

MR YOUNG: But what I'm suggesting to you isthat it's a bit of a game of statistics
to suggest that 55 per cent of petrol is sold on low price days, isn't it?

MR DESKING: We believe dso - | think the ACCC hasindicated a similar kind of
analysis - that the majority of petrol is sold on the lower priced part of the cycle.

MR YOUNG: One could equally say, as| just said to you, that 55 per cent of the
petrol is sold on the four highest priced days, Wednesday through Saturday?
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MR DESKING: That analysis assumes, though, that Wednesday is entirely a high
priced day. | think what we need to do is provide to you the analysis that goesin
more detail hour by hour. Because that Wednesday is a very important day, because
it isaday, depending what time of the day the price goes up, it very oftenislater in
the day when that price goes up.

MR YOUNG: We know in Brisbane, for instance, where you lead it up, that it's
usually about 11 am in the morning.

MR DESKING: | believe that the time the prices go up in different cities may well
be different and we need to supply you with that information.

MR YOUNG: | cantell you in Melbourne the figures also suggest that it'sin the
morning. That means that the Wednesday is a questionable day to include in the
lowest price group of days, isn't it?

MR DESKING: Itisafunction of when the price goes up, so | think that's the
detailed analysis that we need to provide you.

MR YOUNG: Thereal picture depends on the more minute analysis of what
volumes are sold at what particular prices, doesn't it?

MR DESKING: That is correct.

MR YOUNG: And one can't really tell whether thisincreased price at the start of the
cycleisgood or bad for consumers without doing that analysis of what volumes are
sold at what particular pricesin the cycle, can you?

MR DESKING: That is- adetailed analysisis required.

MR YOUNG: So the claim that the cycle benefits consumersis not really
demonstrated by the general kind of analysis that you have advanced, isit?

MR DESKING: If we go to the details of what happens on that high price day, and |
think our analysis makes the assumptions as dictated in the document, and | think we
would be happy to provide those in more detail on an hour by hour analysis.

MR YOUNG: We will take you up on that.

MR DESKING: We would be happy to do that.

MR YOUNG: It'salso - | know you don't say this but let me put it to you - it'salso
not very meaningful to say that the greater percentage of volumeis sold at prices

below the average price, isit?

MR DESKING: WEéll, it again goes ailmost to the calculation we said previously
about looking hour by hour. We would be happy to provide that to you.
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MR YOUNG: Y ou need to a volume weighted average, don't you.

MR DESKING: That's correct. It'sapretty complex calculation, but we would be
happy to provide it to you.

MR YOUNG: What isyour explanation, Mr King, for the fact that in recent years
the span, the amplitude, of the price cycle seemsto be increasing? 1n other words,
we are getting higher peaks and the move from trough to peak isincreasing? It's now
in the order of 10 centsto 15 cents per litre. What's the explanation of that?

MR DESKING: | don't have a specific explanation for that, but certainly there are
more people - the supermarkets particularly are willing to drive the discount down at
the bottom of the cycle. They dictate the bottom of the cycle. Certainly that's having
an impact.

MR YOUNG: In other words, you are saying that if the price is discounted low by
the supermarkets, the major oil companies and perhaps even the supermarkets are
quite happy to see the price move back at the start of the cycle by alarge amount, 10
cents to 14 cents, in order to recoup at the top of the cycle the margin they lose at the
bottom?

MR DESKING: Yes, we don't know that that's their mentality. All we seeisthe
data and certainly that indicates that the cycle is getting wider as a net result.

MR YOUNG: The effect of the dataiswhat | just put to you, isit not?

MR DESKING: The effect of the data at that is that we are getting awider cycle,
yes.

MR YOUNG: Isthat the way you approach it at Caltex? Y ou need bigger price
increases, awider span in the cycle, in order to retrieve an appropriate return?

MR DESKING: We are only asmall part of the market. For most of the cyclein
most places, we are a price taker, so we follow down and we follow up. We don't -
aren't able and nor could we actually determine what the market does.

MR YOUNG: But you have a choice about whether you follow it up to the top, don't
you?

MR DESKING: We have that choiceto follow, yes.

MR YOUNG: You invariably make that choice to follow it up to the top.
MR DES KING: In most conditions we do, because it makes sense to do so.
MR YOUNG: Andin Brisbhane you lead it to the top.

MR DES KING: In Brisbane we lead it, that's correct.
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MR YOUNG: And you do that in order to derive the profits you have targeted for
yourself.

MR DESKING: We aren't driven by the targets. The targets are an outcome. We
have an overall target for the year but that does not impact the day-to-day, week to
week, month to month setting of prices and how we follow the cycle. Itisan
outcome.

MR YOUNG: But then how do you determine what price you move to in Brisbane?
Y ou must go through some rational process in Brisbane of saying we will now on a
Wednesday move the price from 140 cents per litre to 135 cents per litre. What's the
process that determines that decision?

MR DESKING: | do not believe that's set by any plan. It isset by the pricing
manager speaking with local managers, making a determination of what the market
will be able to accept.

MR YOUNG: What the market will bear?
MR DESKING: Yes.

MR YOUNG: If you have some confidence that everyone in the market will follow
you back up for that price, that's what the market is going to have to bear, isit not?

MR DESKING: But if we get it wrong, the cycle could fail.

MR YOUNG: Yes. It appearsthat the mgjor oil companies and the supermarkets
have been prepared to tolerate movements at the start of the cycle to higher prices
than had previously obtained, in other words, the jump, the span isincreasing. Is
there areason for that?

MR DESKING: | don't know of any particular reason. That tendsto be what we
observe as the market dynamics. But the overall span could be dictated by the fact
that the discounting part of the cycle is apparently getting deeper in some areas.

MR YOUNG: | think I should correct something, Mr King. | think earlier you said a
figure of 55 per cent on low price days was also afigure advanced by the ACCC. |
think you will find that's not correct. It's been advanced by various oil companiesin
submissions to the ACCC. In your written submission to the ACCC, you have said
that the price cycle has many negatives for Caltex. Can you identify what they are?

MR DESKING: Yes, certainly. In most marketsin the world, particularly which
aren't as transparent as what we have in Australia, the market is much more steady.
There are much more minor movements of the retail price compared to wholesale.
Certainly, when we incur alarge cost in the price support mechanism for our
franchisees - and in camerawe can talk about this, in the tens of millions, we can
give you that number - the way we have to observe the market and follow the market,
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the amount of effort we have to put in because of the rapid movements of the market
in Australiado mean that it incurs a cost for us.

MR YOUNG: Surely, Mr King, the price cycle exists and is controlled by the major
oil companies because it suits their plans for deriving areturn on investment; isn't
that right?

MR DESKING: You indicated that the price cycle was controlled by the major oil
companies.

MR YOUNG: Yes.

MR DESKING: Aswetaked earlier, they are, in most markets, a price taker. The
consumer markets lead it down typically, as we talked earlier, and then they follow,
and then it istypically amajor oil company that triesto move it back up again. We
don't know what the targets are for our competitors for their returns, but it is evident
that if they don't get reasonable returns they will probably exit the market, like any
other market individual. But the price cycles, for us the big concern is our price -
public reputation. It isvery difficult for consumers to understand this cycle. We
have more deliveries on site in high volume days. If it was spread over along period
of time with asimilar price and so if the volumes were more even throughout the
week then we would have more ratable deliveries. On the high volume days we have
alot of congestion at those sites. 1t would be nice if those could be smoothed over a
period of time. At the bottom of the cycle, the intense competition overall probably
reduces our margins. We talked about the franchisee price supports. It'savery
complicated system to administer and very expensive for us, and significant costsin
obtaining this realtime data across the country. That is- one pays for that privilege.

MR YOUNG: But isn't one view of the cycle this: Pricesgo aslow asthey do with
discounting by the supermarkets because they know that in aweek, in seven days, or
within aweek, the prices are going to move back to a new high and profits can be
made and margins retrieved at the new high? Soisn't it right that the oil companies
would have the ability to stop the price cycleif it wasn't to their overall benefit?

MR DESKING: We don't know the price cycles will return. We certainly hope it
would from arecovery of margin standpoint. But we actually tried in Adelaide to -
with atest to try and see if we could dampen the cycle, what impact we could have.
We did atrial from 2000 to 2004. It was afour-year trial where we adjusted
arrangements with our franchiseesto try and see if we could dampen the price cycle,
what impact that may have as atest. Unfortunately - and we have given details of
that in our 95 submission - unfortunately, that didn't dampen the cycle. The market
still wanted to have the cycles.

MR YOUNG: Y ou have mentioned price support and its cost. Presumably, the cost
of price support is also a cost that you seek to retrieve when the price goes back to
the top of the cycle?
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MR DESKING: How we recover the price support isin the Caltex reference price,
which is the price that we charge our franchisees, and because of the price support
that wholesale price is above TGP.

MR YOUNG: So you have areference price above TGP and you allow rebates off
that reference price by way of price support to the franchisees?

MR DESKING: In addition to that, price CRP is built into the cost of us providing
them support with the business manager, hel ping with merchandising, those kinds of
things. Brand support, all the kind of elements that one gets in a franchisee package.
And actually price support can be important to franchisees, because these are small
busi nesspeople and to smooth out their cash flow can be important to a small

busi nessperson.

MR YOUNG: Why don't you simply give the franchisees a better fixed reference
price not as high as the CRP and avoid the need for discretionary rebates off it?

MR DESKING: That wasthe basis of our Adelaide trial which we would be happy
to talk about but unfortunately that didn't eliminate price cycling.

MR YOUNG: Therebatesyou alow off CRP have presumably been allowed for by
Caltex when it fixes the CRP in the first place?

MR DESKING: The CRP calculations isthe basis of the franchise agreement. The
details of those rebates are given in the document. 1'm not familiar with the exact
negotiations with the franchise counsel. They ended up at that point.

MR YOUNG: All I mean, Mr King, isthat you negotiate the CRP price, which isthe
standard price, higher than it would otherwise be because you know that you need to
allow for the prospect that from time to time you will have to give price support to
the franchisee.

MR DESKING: Included in the CRP isthat ability or the likelihood of giving price
support, plus the other elements of the franchisee package, which includes the brand
support, business manager support, help with the retailing merchandising - those
kinds of elements in the overall franchise package - Star Card assistance.

MR YOUNG: The grant and withdrawal of price support is discretionary, isit not,
for Caltex?

MR DESKING: Yes, | think - when the prices go down, we will send out an

el ectronic message through the point of sale system to say that the franchisee, if you
wish to lower your priceto thislevel to match the competition or lower, we will offer
you price support as per the agreed schedule.

MR YOUNG: Yes, but it'sat your discretion to offer that price support?
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MR DESKING: | will haveto get you the details of the contract. 1'm happy to
supply those details to you, but certainly that's - - -

MR YOUNG: But let me go to the other end: Y ou have the discretion to withdraw
price support by notification.

MR DESKING: That is correct.

MR YOUNG: When you do withdraw the price support, that allows you indirectly
to influence or control the end price that the franchisee can charge?

MR DES KING: When we withdraw price support, we have a recommended retail
price based on market analysis that the franchisee is free to go to or some other price.
If we put this in context, the franchisees are just over 330 sites of the total of 2,000
that we supply across the country. 170 additional are the sites where we control the
price. So the franchisees plus where we control the price directly are 500 of the
2,000 of the sites that we supply.

MR YOUNG: But these franchisees, when they are told you are withdrawing the,
pick afigure, 10 cent rebate by way of price support, is put in a position where that
franchisee, for economic reasons, is practically compelled to raise its price by the
missing 10 cents?

MR DESKING: The franchiseeswill raise the price. The exact level they will
increase it to is to be determined by them on their own market conditions, and they
may not go, on your example, the full 10 cents. They could go higher, they could go
lower.

MR YOUNG: Yourecommend afigure and your expectation is they will go to your
figure?

MR DESKING: Our expectation is that they will use that figure as aguide, as
indicative of the market conditions.

MR YOUNG: Y our experience is that when you withdraw price support and
recommend afigure, they usualy go to that figure?

MR DESKING: Our experience is that many of them choose to use the
recommended retail price astheir guide.

MR YOUNG: That indicates this, Mr King, doesn't it, that you use discretionary
withdrawal of price support as an indirect means of influencing the end price charged
by franchisees?

MR DESKING: Yes.

MR YOUNG: And you use the withdrawal of price support to move the price back
up at the start of the cycle?
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MR DESKING: We withdraw price support and our expectation is, because of the
economic conditions, that the franchisee will move the price up, yes.

MR YOUNG: If you moveto alower fixed reference price for the franchisee
without the discretionary price support rebates, that would remove your ability to
influence the price cycle in the case of franchisees, would it not?

MR DESKING: Intermsof - that is correct, in terms of price support. Our
experience in Adelaide, though, iswhat we did is gave them alower supply price, a
lower wholesale price, but what we found in that case was many of the franchisees
still followed the price cycles that were in the marketplace set by others. And,
overall, the net impact to us is when we changed the dynamicsin Adelaide of how
we support franchisees, overall they and Caltex lost volume.

MR YOUNG: Lost volume or lost revenue?

MR DESKING: Lost volume. And we can give you some more details of that
Adelaide trial in camerain a separate submission.

MR YOUNG: Why would they lose volume? Because they would have aright to go
lower than they otherwise would under your higher CRP price with rebate?

MR DESKING: They would have the right to do that but many of them chose not to
do that and they lost volume. Each is an independent business looking at their own
independent economic conditions.

MR YOUNG: So they made their own decisions - and competitive decisions - and
the trial didn't work because they made bad competitive decisions; is that right?

MR DESKING: They made their own decisions based on their own situations, but
in terms of the impact on the overall price cyclesin Adelaide for all players, there
was no major impact.

MR YOUNG: Did they lose volume because they got a better price and they were
happy to price less aggressively both upwards and downwards and make their profit
out of the margin you gave them?

MR DESKING: | can't comment on what drove their business decisions as
independent businesses, but we would be happy to give you al of the details of that
Adelaide trial in a separate submission.

MR YOUNG: You chose Adelaide for thetrial. How many outlets, direct outlets,
does Caltex have in Adelaide?

MR DESKING: We touch upon that in the 95ZK.

MR YOUNG: | think it's question 18.
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MR DESKING: We don't actualy list there what the number of sites are, but it was
42 franchisees and six Caltex Cal stores, atotal of 48, and we had about 27 per cent
of the market.

MR YOUNG: How doesthat compare to the other magjorsin Adelaide?

MR DESKING: | actually don't have that information but we would be happy to
provideit.

MR YOUNG: IsAdelaide one of the places where you have arelatively small
representation?

MR DESKING: 20 per cent - 27 per cent is areasonable representation. | don't
have the details of the other cities, but certainly it's a reasonable representation, it
may not be the largest, but certainly 27 per cent of the market is reasonable. You
saw across - from the overall across the nation, when we take the total petrol
supplies, we have 38 per cent, you add Caltex plus Caltex Woolworths.

MR YOUNG: Just to give me an idea of scale, Adelaide with 42 franchisees and six
direct outlets, how does that compare to Brisbane?

MR DESKING: | don't have those details.
MR YOUNG: Is Brisbane many more by afactor of two, or three or four?

MR STRANG: Again, | don't have the detail but | would be guessing it's closer to
100.

MR YOUNG: 100 al up, franchisees and direct outlets?

MR STRANG: Close. | don't think it's quite that many.

MR DESKING: The Adelaide trial pointsto the fact that is a different business
model a better one? And | think companies always from time to time are doing
experiments with different business models, whether it's at a given site or agiven
market, just to see if there is a more attractive business model, both for franchisees
and for companies.

MR YOUNG: But the conclusion of the Adelaide trial seems to be that from
Caltex's perspective, it generates higher volumes and better margins with the price
cycle than without?

MR DESKING: The price cycle did not change in Adelaide.

MR YOUNG: It did for Caltex.
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MR DESKING: But Caltex had adifferent arrangement where we sold at a fixed
wholesale price - lower wholesale price to the franchisees, who then decided how
they wished individually to follow the price cycles.

MR YOUNG: | thought the effect of the Adelaide trial was that price fluctuations
did moderate within the Caltex network, in the sense that your franchisees didn't
raise the prices much, they didn't discount as much, their prices were less volatile, so
from a Caltex perspective, thetrial did moderate the volatility of the price cycle, but
from Caltex's perspective it delivered less volume and less profit than full
participation in the price cycle. lsn't that right?

MR DESKING: Yes. That probably goes to the point that the price cycles benefit
CONSUMEYS.

MR YOUNG: Just one other question about price support. | have asked you about
withdrawal, but as prices are being discounted downwards and price support is being
granted progressively by notification to particular franchisees, how does Caltex
determine how much price support will be granted progressively as prices are
falling?

MR DESKING: We have a predetermined table based on where the competition is
going for aprice. Wetell franchiseesif you go to that price or lower, your support
will be based on that pre-determined table, which isincluded in the submission,
which ison page 87.

MR YOUNG: Isthetable confidential, Mr King?
MR DESKING: Yes.

MR YOUNG: | will take that up in private session. Likewise | will ask you about
marginsonly in private session. Y ou have got some details in your submission.
There are a couple of questions | want to come back to on disparate topics which |
can do in open session, so | am moving away from the price cycle --

THE CHAIRPERSON: Can | ask one question, | don't want to interrupt your train of
thought but | did have one question. Y ou have indicated on several occasions,

Mr King, and your submission suggests that price cycles benefit consumers. On the
assumption it benefits consumers, it is probably less to the advantage of the
suppliers; would that be correct?

MR DESKING: That would be correct. That goes part to the point that you look at
the price of petrol, before tax in Australiait is even lower - 4 cents even lower than
the United States, which is an extraordinarily competitive market, which indicates it
is even more competitive here, even though we have alonger supply chain and don't
have the economies of scale.
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THE CHAIRPERSON: If it benefits consumers and if it isthus, as| think you have
just commented, to the adverse position of suppliers, why did companiestry and get
rid of it in Adelaide?

MR DESKING: It wasatrial to seeif adifferent business model might be better.
In any business, one's aways trying different avenues to see what the outcome might
be. Until one has done the test, it is difficult to determine.

THE CHAIRPERSON: But if you have concluded that it's to the benefit of
consumers and that it's to the disadvantage of suppliers, then why try a different
model that might potentially, on your own analysis, be to the disadvantage of
suppliersand - - -

MR DESKING: Thistrial started in 2000, so it started along time ago when the
market dynamics were very different, and it was a market where we thought we
should try it to see what happened, and whether we should adjust our franchise
model. We came to the conclusion that it certainly didn't work for us.

THE CHAIRPERSON: Thank you.

MR YOUNG: Mr King, | asked you afew questions about exports but focusing on
pricing | want to ask you a few more general questions. Given what you have said
about your refinery capacity being stretched and being able essentially to sell as
much as you can make, what are the circumstances that lead to petrol being exported
from Australia?

MR DESKING: Onethat Mr Strang mentioned earlier isif our refineries are going
through a maintenance period where key pieces of equipment were shut down, and
then we are not making - small volumes of the product we make is not Australian
grade so we have to export that offshore, because it's not compatible with the
requirements here. Alex may have some - any others?

MR STRANG: Typically, it isfor balancing, as Des has said. Also, there are times
where you get alittle imbalance in expected sales and production. So you are
planning ahead on your supply chain for three months and if, for example, market
demand or sales are less than were anticipated and you can no longer contain your
production, then you need to either slow down your refinery, which you won't do,
because we need - we will generally need a diesel injection aswell. The next
aternativeisto try to place some of that additional production. Typically, if it's
initiated by areduction in demand, we're not the only ones who are alittle bit long.
Generally, most other parties are. But we will look for local sales. Infact, if you
look at our export or gasoline salesin 2006 and 2005, alarge proportion we place
locally. If we can't placeit locally then we will export it.

MR YOUNG: And what you export, isit confined to petrol that doesn't comply with
Australian Standards?
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MR STRANG: It'snot confined to that. The next best choice, if you like, is New
Zealand. So the net back on an export to New Zealand isrelatively attractive, and
New Zealand standards, | believe, now they are identical to Australian Standards.

MR YOUNG: What I'm not following in the conditions that prevailed in the market
in recent yearsiswhy you can't sell that product locally, assuming it's compliant with
Australian Standards?

MR STRANG: We seek to sdll it, right? | just - maybe | shouldn't presume - I'm not
quite sure where your question is leading.

MR YOUNG: You said you seek to sell it, but my understanding really was that
there were plenty of buyers and the product was relatively scarce. |Isthere some
particular reason to explain the fact that you were not able to find alocal buyer?

MR STRANG: Yes. Again, to be clear, here we are talking about a sale into
terminal.

MR YOUNG: Yes.

MR STRANG: The point | was making is, yes, we do try to find alocal buyer.
Quite often, the reduction in local salesis due to acommon factor, acommon cause.
Generally, we find, when we are alittle bit long, if it wasin Sydney, for example,
Shell will al'so belong. Whilst the market may still be importing, because import
arrangements have been made two or three monthsin advance, you have aneed to
quit that product promptly.

MR YOUNG: All right. | understand.

MR DESKING: | think on page 21 of our submission it gives the volumes that were
exported in 2006, and you can see of atotal supply demand of 7.9 billion litres,
exports were very small indeed, only 32 million litres. So it'savery small volume.

MR YOUNG: Yes. The other question or area | wanted to ask you about concerned
Caltex's competition with Woolworths and Coles, because of course you have your
own outlets that compete with Woolworths' outlets and you are competing with
Coles Express. To what extent has the shopper docket, the 4 cent discount and
sometimes it'sincreased beyond that - to what extent has that made it difficult for
Caltex to compete on price in the marketplace and what strategies have you used to
try and respond to that?

MR DESKING: We have a pretty vigorous retail offering and we can talk in camera
about how the margins may or may not have changed in the different sectors of our
bins. But in anincreasingly competitive business, the overall strategy isto attract
customers with the full offering, and what we have done, too, is move steadily
towards more efficient, more high volume sites and improve our convenience stores,
because our opportunity isto attract customersto the overall package, which includes
convenience store shops as well as the petrol sales.

.PUBLIC 4.09.07 P-63 . KING/STRANG
O©Auscript Australasia



10

15

20

25

30

35

40

45

MR YOUNG: Do you attempt to compete with Shell and Woolworths in terms of
their price after the 4 cent discount, or do you simply compete with their board price
pre-discount?

MR DESKING: When they lead the prices down we tend to compete with the board
price.

MR YOUNG: Presumably, from your observations of the market, that's what others
do aswell? They compete with the board price, they don't try and compete directly
on price with the further 4 cent discount?

MR DESKING: That's our understanding, yes.

MR YOUNG: Isthat because the mgor oil companies and the independents really
don't have the flexibility to compete with that 4c shopper docket discount as such?

MR DESKING: Colesand Woolworths have a different businessmodel. They tie
petrol salesto salesin other elements of their business, and we don't have that
capability because we only have the one element of our business.

MR YOUNG: | guessit goesin spades for the independent oil companies, that they
don't have that ability, either, correct?

MR DESKING: They'll have to speak for themselves, but certainly they don't have
the breadth of the business that the supermarkets do.

MR YOUNG: Does that mean that your view isthat the 4 cent discount is cross
subsidised from the grocery side of the business operated by Woolworths and Coles?

MR DESKING: We don't have the details of their business model. So | - something
| think that obviously the ACCC may well explore in your questioning, but we don't
know how their business model operates.

MR YOUNG: In Woolworths' case, you supply their fuel and you know the price at
which you supply, don't you?

MR DESKING: Yes, we do, and we can talk confidentially about that in the in
camera session.

MR YOUNG: Mr Chairman, | don't have anything further that | can pursue in open
session with Mr King or Mr Strang.

THE CHAIRPERSON: | think Commissioner King has one follow-up question he
wants to put.

DR KING: If | can return to exports for aminute, Mr King. Whilst | realise in 2006
the export volumes were low, they were abit higher in 2005. I'm just looking at
page 26 of your submission. But again | take your point, that they are low compared
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to the volume of total sales by Caltex or, indeed, the total volume of salesin
Australia over, say, an annual period. | must confess that it surprises me that you
export those volumes, because if | understand your submissions to ustoday, that a
not insubstantial amount of it isable to be sold in Australia. Itisan Australian
Standard. Shipping it overseas must be ghastly expensive, in the sense that you are
paying for the transport cost and yet you can't seem to shift the petrol in Australia
even though you could offer a significant discount to the import parity price. | must
confess | just don't understand that. If you could expand - - -

MR DESKING: Wewould rather placeit in Australia. That would be our first
choice. But if it doesn't meet Australian specifications because our refinery is going
through maintenance, we have no choice but to export it to somewhere where they
have lower quality standards or they can blend it off. So then we get down to the
small part of the small volume that was Australian grade that we couldn't move
locally. Alex has more details on the supply statement.

MR STRANG: Yes. Particularly in 2005, if you went to the detail you would see
nearly al of it occurred in the last quarter, which was in the lead up to the
specifications change. So we exported quite adeal of gasoline that was
noncompliant, to be ready for the specifications change. In the case where we do
export to New Zealand, some Australian grade quality petrol, again small quantities,
aswe indicated earlier, in aprompt caseit is not possible to place it in most cases
locally, and typically structural arrangements are made on six months, 12 months
time frames. At the end we have to placeit and it just doesn't make sense for a small
quantity of gasoline, to try to forceit into the local market and marginalise that
whole market.

DR KING: Sorry, can you expand on your last statement? Presumably, you are
saying that you will sell it locally if you offered a big enough price discount, but
what do you mean by marginalise the local market?

MR STRANG: Asl think you are aware, the overall elasticity of demand is
extremely low. The market wants 100 of petrol. That'sall it'sgoing to - it doesn't
matter whether the price isthis high or this high, it still wants 100. And if you are
simply trying to force that gasolinein, I'm saying I'm going to change my pricing
position, you will gain afraction but the market will come and match and you will in
fact sell very little of that additional product, and al you will have done is succeeded
in reducing your own profit.

DR KING: Canl| takeit from that that what you are saying is you prefer to export
the fuel because if you try to sell it domestically, you would lead to areduction in
domestic prices and you don't want to face a reduction in domestic prices?

MR STRANG: We aretalking in special circumstances. Normally, we can place all
production structurally in Australia. Here we are talking about in short-term
circumstances, where you are long product, the market is long product.
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DR KING: | understand, but I'm just trying to understand also what you said just a
few minutes ago, which, if | can put it in simple language, it sounded to me like you
were saying we prefer to export the product rather than sell it domestically because if
we sold it domestically we would push down the price in the domestic market and we
don'twant to - - -

MR STRANG: And we will not have sold the quantity that we want to sell.
DR KING: Has Caltex recently exported any unleaded petrol ?

MR STRANG: I'm not 100 per cent over thisyear. | know, for example, that we
just entered into a sale contract for gasoline to - or actually selling to Trafagurafor
delivery in Melbourne. So, yes, we have had local sales.

DR KING: But with regardsto export sales?

MR STRANG: | guessin this category we are sort of putting those in the same
category. They are ex-refinery sales, so we are not directly selling to the market.
We are not delivering to our terminal for sale.

DR KING: You don't know, off the top of your head - - -
MR STRANG: Not off the top of my head - - -
DR KING: - - - whether it issold over to New Zealand or elsewhere - - -

MR STRANG: | think we might have had one cargo to New Zealand early in the
year, in April.

MR MARTIN: Just to ask - one of the other witnesses giving evidence talked about
the competitive response on ethanol blends. What is Caltex's position in terms of
where they see that in their marketing strategy?

MR DESKING: We offer bio fuels now to our network. Over 300 of the sites that
we support now are selling bio fuels. Of that total | think we are up to just 180 are
selling ethanol blends across the country. We are well on track to meet the Federal
Government's standard of having 350 million litres of bio fuels blended into the
petrol and diesel mix by 2010. Basically, our market share sizeisroughly athird of
that target, so increasingly rolling out E10. It'sin the early daysasyet. We are
turning up the ethanol contracts contract by contract, and we are passing along a 3
cent alitre discount for E10 to consumers, which is part and parcel of the lower tax
on ethanol. There are some higher infrastructure costs required for ethanol. How
that margin on E10 compares to the regular fuel is very much afunction of the local
ethanol contract that we have. Alex may have some comments.

THE CHAIRPERSON: All right. Wewill move into private session.
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MR YOUNG: Mr Chairman | can giveanindication | think the questions | havein
private session will probably occupy 45 minutes to one hour. That raisesthe
guestion of whether we should break for lunch now or part way through.

THE CHAIRPERSON: I'm just conscious that we have another witness - we have a
witness from Woolworths who is scheduled for | think 1.30. Itisclearly going to be
later than that, but | wonder whether we don't continue now, given we only just had a
break for teaand | take it that your headache is somewhat relieved.

MR YOUNG: Receding.

THE CHAIRPERSON: If you are happy, why don't we continue now and then we

can conclude with the witnesses from Caltex, break for lunch for five minutes, and

those that are exiting the room in order to enable usto have this private hearing can
probably clear the lunch plates while they are waiting.

MR DESKING: Would it be possible to take a short 10-minute break while the
room clears?

THE CHAIRPERSON: Yes, sure.

WHEREUPON THE PROCEEDINGSMOVED IN CAMERA [12.51pm]

RESUMED [2.40 pm]

THE CHAIRPERSON: | reconvene the hearing. My apologies to the
representatives of Woolworths. We went a bit over time this morning. So apologies
for having delayed you beyond the scheduled starting time for your giving of
evidence. | wonder if you could just, for the record, please, state your names and
role or position with Woolworths?

MR NARSEY: My nameis Rumnik Narsey. | am the general manager of the petrol
division of Woolworths. And my colleague is Mr Rohan Jeffs. And heisthe genera
manager, group compliance, for our company.

THE CHAIRMAN: Thank you. Witnesses, your evidence will be given under oath

or affirmation.

<RUMNICK NARSEY, AFFIRMED

<ROHAN JEFFS, SWORN
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THE CHAIRMAN: Also, just for the record, | see we have some legal
representation here, if you could identify yourselves.

MR SMITH: Mr Chairman, my nameis Smith. I'm abarrister instructed by Mr
Corrigan of Clayton Utz to appear on behalf of Woolworths, its related companies
and Mr Narsey today.

MR CORRIGAN: Michael Corrigan, Clayton Utz.
MS PALMER: Ellie Pamer, Clayton Utz.

MR YOUNG: If in the course of my questions you think there are matters of
commercia sensitivity that you would have to go to answer me properly, please say
so and the course we can take is to have a separate, private in camera hearing after
we have concluded the public session.

MR SMITH: If it'sconvenient, Mr Narsey would like to read a statement as an
opening.

THE CHAIRPERSON: We are happy to do that. but can | emphasise that your
submission has been read and so if it's just a short opening statement that is fine.

MR NARSEY: | would like to inform you that | have had a 30-year background in
the oil industry. Prior to joining Woolworths five years ago in my current capacity |
worked for amajor oil company in Australiafor around 25 years. Prior to joining
Woolworths some 20 years ago, Mr Jeffs also worked for amajor Australian oil
company for around 10 years, and Mr Jeffs has had an involvement with
Woolworths' petrol business since itsinception in 1996 and is familiar with much of
its history. We welcome the opportunity to respond to the Commission's questions
about the petrol business, particularly its role within the Woolworths company, our
way of doing business, the position we take in the market and what we have achieved
inthe last few years. By way of background | thought a brief history or our petrol
business would be useful to the Commission. In the mid-1990s - - -

THE CHAIRPERSON: Just to - I am abit conscious of the time. Does this repeat
what is already in your submission, because the submission should be taken as read.
It will help usto get to the issues a bit more quickly if rather than having an ora
presentation of the history and the like. | don't want to cut you off entirely but it
would make it abit easier | think if Mr Y oung can get to some of the critical issues
we need to address.

MR NARSEY: Perhapsthereis one part of the presentation that is not articulated in
the submissions that might be worth going through.

THE CHAIRPERSON: If you could confine it to that that would be very helpful.

MR NARSEY': | would like to address one particular issue that has come up in
matters that were raised by folk in previous appearances at the commission. In fact
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some allegations were made by some of those who said that Woolworths' petrol
discount scheme was a sham, the implication being that we merely increase the price
of groceriesto pay for the discount. Thisis entirely incorrect and represents a
misunderstanding of the way Woolworths operates its business. Woolworths does
not price the over 25,000 product lines it sells on a cross-subsidy or cost recovery
basis. For instance, the net cost of the fuel discount program isonly afraction of a
cent of the average selling price of the 25,000 lineswe sell in our supermarkets. It's
difficult to see how one can comprehend this relatively small cost of one particular
product when setting the selling price of another. The fact isretailers throughout the
world have many and varied loyalty and reward schemes and promotion schemes.
Like all other customer attracting activities, loyalties programs seek to maintain and
increase customers by short and long-term strategies, al of which have various costs
attached. These are part of the total cost of operating aretail business and simply
represent the cost of incentivating customers to keep coming back, buying more and
to switch brands. It's no different in Australia. The majority of our customers today
also cross-shop at other competitor stores. So the opportunity exists for all retailers
to attract greater loyalty. Some do it through heavy promotions, through their
weekly catalogues, Friday specials and the like, and we have seen them all. Some
offer shareholder discounts. Others offer loyalty cards and some use petrol. The
successful retailers use a combination of some or all of these and balance themin a
way that minimises the overall cost while maximising the effectivenessin terms of
the exercise. After all if you didn't manage your overall cost of your programs
effectively and didn't get the extra sales, how would you compete against those
retailers out there who do not have such programs and who could therefore undercut
our supermarket prices? The Australian customer differentiates between competitors
on the best offer available to them in both petrol and the food market and we have to
be on the pace in both. We believe we are on both counts. The growth in our sales
in supermarkets and our petrol outletsis clear evidence of this.

THE CHAIRPERSON: Thank you.

MR YOUNG: Can | take up the issue of the shopper docket and the 4c discount that
you have just addressed whileit is current. In what you have just said you have
described it as in effect a customer loyalty program, correct?

MR NARSEY: Correct.

MR YOUNG: If | understood you correctly, you also indicated that the costs of the
customer loyalty program, that isto say the 4c discount, is borne by the overall
Woolworths business both petrol and grocery and other aspects of its retail business;
Isthat right?

MR NARSEY: Itiscorrect to say that it is borne by the overall business. Interms
of financially how it is handled in an accounting sense, | would address that in closed
session. But the answer is, yes, it is borne by Woolworths overall.

MR YOUNG: From timeto time, in addition to the standard 4c discount on the
shopper docket, that discount is extended by special programs, correct?
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MR NARSEY: That's correct.

MR YOUNG: At timesyou may offer a 10c shopper docket discount if special
conditions are satisfied?

MR NARSEY: We haven't done a 10c except in response to competitors, but the
answer is, yes.

MR YOUNG: | takeit that extensions of the shopper docket discount to special
programs like that where there is an additional discount is likewise regarded as part
of the customer loyalty program?

MR NARSEY: Absolutely. It'saprogram run by the supermarket to drive sales.

MR YOUNG: When you speak about customer loyalty you are speaking about the
loyalty of customers who shop at Woolworths supermarkets?

MR NARSEY: Yes, indeed. Perhaps| might clarify thisdightly. We can talk about
loyalty programs, absolutely we want to protect the business we have, but the
program also drives those same customers to increase their basket size. So we want
them to keep buying from us, we want them to buy more from us, and we also hope
to convince others customers who don't buy from usto also buy from us. It is about
keeping the foot traffic and more foot traffic and that foot traffic you already have to
get them to buy fromis. That is the purpose.

MR YOUNG: So effectively the 4c discount is an incentive to your supermarket
customersto buy more or, if they are not already your customers, to shop at
Woolworths rather than somewhere el se?

MR NARSEY: That'sright.

MR YOUNG: Do you keep track of what percentage of discount dockets are
actually redeemed at service stations?

MR NARSEY: Y ou mean in terms of the dockets which are issued at supermarkets
and redeemed or isthis- my questionis. We have an accurate idea of

what percentage of people come to our service stations have a docket. What we don't
have an accurate account of is how many qualifying dockets are actually issued by
supermarkets and what percentage of those actually get redeemed.

MR YOUNG: Separate that and seeif you can give the figures or some figuresin
open session. Inrelation to petrol sales at Woolworths petrol outlets,

what percentage by volume of petrol sales are sales that involve the presentation of a
discount docket?

MR NARSEY': It'sabout 60 per cent.

MR YOUNG: Isitincreasing or decreasing?
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MR NARSEY: | can't answer that question. | have to look at the numbers.

MR YOUNG: Dealing with a separate matter, of all of the dockets actually issued,
that isto say, the qualifying dockets what percentage of them actually are presented
and redeemed at a petrol station?

MR NARSEY: | don't have that analysis. | don't have that data.
MR YOUNG: Presumably the business keepstrack of that data?

MR NARSEY: Notinaform that | can extract to analyse. | mean, in aclosed
session | am happy to express aview of some analysis that we had done on alimited
number of supermarkets for alimited period of time. 1'm happy to share that
information with you in closed session.

MR YOUNG: We will reserve that for a private session. In relation to the costs of
the shopper docket program. | take it from what you said earlier that Woolworths
does not expect the fuel retailing business to support the costs of the 4c discount by
itself?

MR NARSEY: Without being precise about how it is handled in an accounting
sense, the answer is, yes.

MR YOUNG: Again, leaving aside the question of allocation, is the extent of the 4c
per litre discount such that the cost of that could not be borne by the petrol retailing
business in isolation from the balance of the business?

MR NARSEY: Again, | would like to address that in a closed session.

MR YOUNG: Let meask you this, because it might cut short my questions. Can
you address in the private session as well the way in which the costs of the shopper
docket program are in fact allocated across the different business divisions?

MR NARSEY: Yes.

MR YOUNG: Just to get this clear, your opening statement indicated, | think, that
the costs of the shopper docket system are not something that is taken into account in
setting individual prices for grocery items?

MR NARSEY: That's correct.

MR YOUNG: Generally in determining prices that will be offered by the
Woolworths petrol outlets, does Woolworths attempt to compete with rival outlets on
price without regard to the impact of the shopper docket?

MR NARSEY: That's correct.
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MR YOUNG: In other words, you try and match the board prices of your
competitors quite apart from any consideration of the further 4c per litre discount?

MR NARSEY: That's correct.

MR YOUNG: If we put to one side Coles Express, which has asimilar offer, why do
you adopt that competitive strategy in relation to other petrol outlets who don't offer
this additional 4.4c per litre discount?

MR NARSEY: When we introduced our offer we introduced our offer as a discount
which was areal discount, a meaningful discount. If we were not on the pace with
board prices, our customers would say to us, "That's not areal discount.” Indeed we
get phone calls from people and letters from people saying, "Y ou were 1c alitre or
2c alitre more expensive than the site next door. Y our 4c alitre discount is really
only 2c alitre.” We liketo be true to our brand. We liketo say to people you will
get the best price in the market as well as the discount. It isto ensure that the
discount we offer is meaningful.

MR YOUNG: In setting prices, does Woolworths pay particular attention to the
prices offered by Coles Express?

MR NARSEY: No, no more than other competitors.

MR YOUNG: In setting prices, does Woolworths do it on alocation by location
basis or doesto do it across a city?

MR NARSEY: Yes, on alocation by location.

MR YOUNG: DoesWoolworths take the view that certain locations are so well
situated and so convenient that that particular site can justify a price that might be
higher than competing locations?

MR NARSEY: No.

MR YOUNG: So you would endeavour to match rivals on their board prices without
regard to any special attractions that your site might have?

MR NARSEY: Yes.

MR YOUNG: Does the price that you set on alocation by location basis vary
depending on whether your particular petrol outlet is adjacent to or close by a
supermarket?

MR NARSEY: No.

MR YOUNG: Do you have apolicy of trying to locate your petrol stations as close
as possible to a supermarket?
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MR NARSEY: Yes.
MR YOUNG: What isthe thinking behind that?

MR NARSEY': | think it goes back to the original concept of the loyalty offer.
People go to supermarkets several timesaweek. They usually do their big shops
once aweek. What could be more convenient than having your service station next
to the supermarket to do your shopping, fill up with petrol. It's a convenience issue.

MR YOUNG: Have you seen anoticeable impact on independent service stations of
your entry and the offer of shopper dockets?

MR NARSEY: No.

MR YOUNG: Y ou haven't seen independents ceasing to adopt a strategy of being
the price discounters and effectively leaving that to the supermarkets?

MR NARSEY: No. | think they are as aggressive as ever.

MR YOUNG: Of the competitorsin the market, and | know it is hard to speak
generally rather than location by location, who do you find is the most aggressive
competitor for Woolworths?

MR NARSEY: You said putting aside location by location. | really think that makes
adifference. In different cities there are different competitors. It isnot uniform
every week. We find sometimes our major supermarket competitor is very, very
aggressive. More recently we have noticed my last employer being very aggressive.
Some of the independents are super aggressive. We have a convenience operator
who adopts a very aggressive stance. | am not being evasive, but it really does
change - it's not the same person in every city. It isnot even the same personin
every locale. It really doesvary. | could not point you to one particular offer.

MR YOUNG: Others have described the two supermarkets as the most aggressive
discountersin the market city by city region by region at the present time. Do you
disagree with that?

MR NARSEY: Absolutely.

MR YOUNG: Do you think it varies from location to location and city to city?
MR NARSEY: Yes, it does. Our policy isto match to the lowest pricein our local
area. So | would vehemently argue that we are not the cheapest in the market. We
match, we follow. So others are more aggressive than us.

MR YOUNG: Isthat always the case or are there particular circumstancesin

particular locations where for one reason or another Woolworths is leading the price
down?
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MR NARSEY: Wedon' lead the price down.

MR YOUNG: Never?

MR NARSEY: No.

MR YOUNG: Do you have alimit below which you won't cut the price?
MR NARSEY: No.

MR YOUNG: No? Doesthat indicate that at timesif competition requires you
would be prepared to price below cost?

MR NARSEY: Yes.
MR YOUNG: Arethere occasions when you have in fact priced below cost?
MR NARSEY: Yes.

MR YOUNG: Your evidence isthat whenever you have done that you have done
that in order to meet alower price that was first set by a competitor?

MR NARSEY: Exactly.

MR YOUNG: Where you have gone below cost, isit aways a particular competitor
who takes you down that far?

MR NARSEY: No. Not just one. Again, it could be different onesin different
markets.

MR YOUNG: Isthat something that Coles has done by setting prices low and you
will follow? In other words, set them so low as to take you below cost?

MR NARSEY: Yes. Coles have adopted a position which at certain sitesis below
cost and we have had to match, yes.

MR YOUNG: It has been suggested that in Sydney there was a particularly
aggressive period of pricing in about July of 2007. Do you agree with that?

MR NARSEY: Absolutely.

MR YOUNG: Tell meabout it. What was the cause of it and who was driving it?
MR NARSEY: To the best of my ability in terms of observing what is happening in
the market, it appears asif our major supermarket competitor was pricing to drive

sales. And the market was fiercely competitive. There were sites where we were
selling below cost for days on end.
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MR YOUNG: Wasthat Sydney wide or particular locations?

MR NARSEY: Thelow prices were Sydney wide. | can't exactly tell you how many
sites we had below cost, but there were afew.

MR YOUNG: When you say afew sites were below costs, does that mean they went
lower than other sites?

MR NARSEY: Yes, the market was not using one price across the city. There was
variations in the market at those different sites.

MR YOUNG: That was roughly a period of about four weeks in July of 20077
MR NARSEY:: | think that'sright. It was most of July.

MR YOUNG: What course of action was taken by the other competitorsin the
market leaving aside Coles Express and Woolworths?

MR NARSEY: | seem to recall that the other oil companiestried to lead the market
up with the normal Wednesday weekly cycle, and our major competitor did not
respond. The majors basically led the market up. | can't recall if that was the case
every one of those four weeks, but certainly | think it was.

MR YOUNG: Soin each of those four weeks you think one of the major oil
companies tried to lead the market back up?

MR NARSEY: Yes.
MR YOUNG: And the attempt failed, did it?
MR NARSEY: Yes.

MR YOUNG: Basicaly the reason was that Coles Express did not follow it back
up?

MR NARSEY: That was my observation, yes.

MR YOUNG: What course of action did Woolworths take?

MR NARSEY: Wedidn't have alot of choice. We had to match our competitor.
MR YOUNG: Did you attempt to move up along with the magjors?

MR NARSEY: Not in an across-the-board sense. Because we price sites
individually, if we had sites where Coles were not within our trading area, we would
have gone up when the rest of our competitors would have gone up. So you would

have seen afew sitesup. But it was pretty clear certainly by the second week that
our competitor had market share in mind and there was no point in leading the
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market up until we had a clear indication that they had had enough of picking up
market share.

MR YOUNG: Over thisfour-week period, these circumstances meant that there was
effectively no weekly price cycle, a peak and atrough?

MR NARSEY: That's correct.

MR YOUNG: What brought the period to an end?

MR NARSEY: | seem to recall that the company in question led the market up.
MR YOUNG: Coles Express.

MR NARSEY: If not that, then certainly when somebody else led it up, they
responded quite quickly is my recollection.

MR YOUNG: And what course did Woolworths take?

MR NARSEY: We followed our pricing policy. We matched when the market went
up. When our competitors went up we matched that.

MR YOUNG: When you went up at the end of that period, did you go up to the
same price as the others led the market back to?

MR NARSEY: I'm sorry, | can't recall that precisely now. | think we might have but
| would have to check.

MR YOUNG: Asageneral policy when the market moves back up to the top of the
cycle, does Woolworths move back up to a matching price right at the top of the
cycle?

MR NARSEY: Generally speaking, what happensis - this does vary by market. Is
that not everybody, al of the mgjors, go to the same point. So we would normally
take a guess at where the market is going to settle. For instance, one particular
feature of one particular market is that one branded major has got their own sites and
alot of independently owned sites but of the major's brand. They traditionally price
below where the major isat. So we don't usually go up to that point. We go up to
where the independently owned but the majors branded site have gone. We don't
necessarily go right to the top. We go to where we think the market is going to settle
within afew hours. It just saves us the trouble of going back down again.

MR YOUNG: Which isthe company you just referred to?
MR NARSEY: It has similar colours and logos. Beyond Petroleum.

MR YOUNG: What isits name?
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MR NARSEY: BP.

MR YOUNG: What are the policy reasons why Woolworths will adopt that
approach, that is, if someone else moves the market back up by a significant jump at
the start of the cycle, A, why do you follow and, B, why do you go to the point where
you think the market will settle?

MR NARSEY: Why do we follow? Becauseit's our policy to follow the rest of the
market. The economics dictates that when we have been pricing down at the bottom
of the cycle and the margin is very thin, you do haveto try and recover or you get to
apoint where the average margin through the week is about where you are going to
sell. And so it actually makes alot of senseto follow the market up. Intermsof - as
an example, in Melbourne where there is a major independently owned BP chain,
they usually price, they are pretty good sites, they usually price a cent or two below
where BP's company owned sites price at the top of the cycle. And as soon asthe
other majors see where these independent guys have priced, the market usually
comes back there anyway. So thereisno point going up only to come back down
again. So we are probably being - we are anticipating - - -

MR YOUNG: Intermsof your first ground you referred to for going back up, that's
essentially to recover margin that has just been lost by pricing low as others have led
the market down, correct?

MR NARSEY: Yes.

MR YOUNG: Why do you consider that the market cycles asit doesin say, take,
Sydney, on aregular 7-day cycle?

MR NARSEY: | can't answer the question accurately about why it is seven days. It
seems to have happened historically for along time. Interms of why the market
cycles, | have a particular view, which is that in the marketplace we have alot of
players. We probably have two categories of players. We have players - most of
these are the majors who have good quality sites, are in agood location, have got a
great brand reputation. And we have other players, who usually comprise
independents, who usually have poor locations, poor offers and on alevel price
playing field they would find it difficult to survive. And the customer, if they had a
choice of driving into a poor offer versus a good offer, they would go to the good
offer if the price was the same. | have always believed that independentsin particul ar
need the price break to survive in the marketplace. The consumer considers petrol as
pretty homogenous - considers petrol to be afairly homogenous product. They will
switch brands on price. They are very price sensitive. | don't think the people with
good size, which usually are the majors, can afford to just stand there and lose
business to aguy who has got 0.2 or 0.3c alitre price break. In order not to lose
volume they match the market and match those guys. The independent usually - this
has historically been the case, they price below the majors again and so the price
keeps toggling to a point where usually the majors say, "Hell, we can't afford this
anymore. We need to jack the price up again." Without being oversimplistic | think
that's the way it works.
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MR YOUNG: In Woolworths' case, what is the business motivation for following
the price back up towards the top of the cycle?

MR NARSEY: To restore margin.

MR YOUNG: Do you have a pre-determined level of margin or return that you are
aiming to achieve over the course of the cycle?

MR NARSEY: No. Our policy isto match the market. To some extent the margin
Isan outcome. Having said that, we do have a budget that we have to achieve.

MR YOUNG: Y ou have abudget for salesin terms of volume presumably?
MR NARSEY: Indeed.

MR YOUNG: And also abudget in terms of revenues generated by those sales?
MR NARSEY: And indeed that ugly P word "profit".

MR YOUNG: Do you break down your budget by volume and profit, revenues on a
monthly basis?

MR NARSEY: Yes, we do.

MR YOUNG: Do you do it on aweekly basis?

MR NARSEY: No.

MR YOUNG: When a manager within Woolworths - - -

MR NARSEY: | have given you an inaccurate answer. We have aweekly volume
budget but not a profit budget, margin budget.

MR YOUNG: Does the weekly volume budget impact on your pricing decisions?
MR NARSEY: No.

MR YOUNG: Your return really depends upon a combination of volume and price,
correct?

MR NARSEY: That'sright.

MR YOUNG: What you are aiming to achieve is that volume weighted price that is
going to deliver you areturn you are seeking?

MR NARSEY: That's correct.

MR YOUNG: Isthat set in advance for each week of operations?
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MR NARSEY: No.

MR YOUNG: Presumably the managers who arein control of the price decisions
will know on a monthly basis what combination of volume and prices they are
seeking to achieve?

MR NARSEY: Yes, they do.

MR YOUNG: When you move the price up and down, isit done with aview to
achieving those targets?

MR NARSEY: No.
MR YOUNG: It's overborne by the desire to match competitors, isit?
MR NARSEY: Correct.

MR YOUNG: Since the advent of Woolworths and Coles Express, isn't it correct
that the independents have ceased to be the real drivers of the cycle and the petrol
discounts?

MR NARSEY : | think the independents are just as aggressive as ever for ailmost the
entire length of the price cycle. | think | have noticed right at the bottom of the
cycle, particularly when the margins are starting to get very thin, they are probably
less aggressive. But that's not the case for everyone. Some of them are still fairly
aggressive.

MR YOUNG: But your expectation would be that on a cost basis the independents
can't compete with either Woolworths or Coles Express. In other words, their costs
of petrol are going to be higher than yours?

MR NARSEY: | don't know about - | don't know their cost of petrol. So I'm not
sure | can answer that.

MR YOUNG: | know you don't know it, but you have an expectation given the
volumes you buy and given the volumes that Coles Express buy that the prices you
can achieve from the major oil company suppliers would be better than the
independents, wouldn't you?

MR NARSEY: Yes.

MR YOUNG: And significantly better?

MR NARSEY: What is"significantly"?

MR YOUNG: Significantly better would be at |east several cents per litre?

MR NARSEY: Inmy view, that's not the case.
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MR YOUNG: Itistrue, isit not, tell meif you can't answer thisin open session, that
you do in effect get significant volume discounts from Caltex in respect of your
purchase price of petrol?

MR NARSEY: I'm not trying to be clever. I'm not sure what you mean by
"discounts’. We have a contract price.

MR YOUNG: You get aprice that reflects the volumes that you purchase?
MR NARSEY': It'sthe same contract price throughout the year for the entire period
of the contract. It reflects the volumeswe buy. What | meant was our price doesn't

go up and down.

MR YOUNG: | think you have told me that in terms of the price cycle who leads it
down varies from location to location. It's sometimes the independents, correct?

MR NARSEY: Yes.

MR YOUNG: It's sometimes your competitor Coles Express?
MR NARSEY: Yes.

MR YOUNG: Andisit sometimesthe major oil companies?
MR NARSEY: Yes.

MR YOUNG: But it's not usualy Woolworths?

MR NARSEY: No.

MR YOUNG: When the prices go back up, which party generally leads the prices
back up or which category of market participant?

MR NARSEY: Usually oil companies. And our major supermarket competitor.

MR YOUNG: You say there are occasions when it is Coles Express that |eads the
price back up to the top of the cycle?

MR NARSEY: Yes.

MR YOUNG: But leaving aside those occasions it otherwise tends to be one of the
major oil companies which leads the price back up.

MR NARSEY: Yes. Canl just clarify alittle bit. I'm not certain if our major
competitor leading up has been more prevalent in the last few months. Certainly
they were aregular leader of the market when they first entered the market. | would
have to think about whether they have been as active in leading the market up in
recent months.
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MR YOUNG: If | understand what you have just said, in the past Coles Express did
on occasions lead the market back up to the peak, correct?

MR NARSEY: Yes.

MR YOUNG: But you are not sure that that position has been prevailing in recent
months?

MR NARSEY: That's correct.

MR YOUNG: Do you have any explanation asto why the cycleisafairly regular
seven-day cyclein, for instance, Sydney?

MR NARSEY: Other than its been historically that's exactly what happened, | don't
have any other explanation.

MR YOUNG: And it aways seemsto be Wednesday or Thursday when the prices
are led back up to the peak in Sydney?

MR NARSEY: In recent times, yes, but it wasn't that long ago that it used to be
Mondays.

MR YOUNG: What determines the day on which the prices go back to the peak of
the cycle?

MR NARSEY: Y ou would have to ask those that |ead the prices up.

MR YOUNG: Can you see any rational explanation for it always happening on a
particular day?

MR NARSEY: No. | don't think I could give you aclear answer on that one.

MR YOUNG: If it was simply competitive tension, you would expect the pattern to
be quite variable, wouldn't you?

MR NARSEY: I'm not sure.

MR YOUNG: Areyou familiar with the markets in Perth and Darwin?
MR NARSEY: Yes, | an. More so Perth than Darwin.

MR YOUNG: What about Hobart?

MR NARSEY: Less so Hobart.

MR YOUNG: Do you know that in Hobart there is no price cycle at all?

MR NARSEY: That'strue. Hobart doesn't cycle like the capital cities.
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MR YOUNG: How many mgjor participants are represented in the Hobart market?
Woolworths, firstly?

MR NARSEY': 1 think all the major oil companies are. Supermarket companies are.
There isavery large independent there. Small independents. Thereis quite a
mixture.

MR YOUNG: So there are many market playersin Hobart?

MR NARSEY': 1 think in more recent times Mobil is not there, from memory, but
there are quite afew.

MR YOUNG: Representatives from each category, major oil companies, the two
supermarkets and some independents, correct?

MR NARSEY: Yes, | believe so.
MR YOUNG: Including a major independent?
MR NARSEY: Yes, indeed.

MR YOUNG: That's not very dissimilar from the picture in Sydney, Brisbane or
Perth, isit?

MR NARSEY: That's probably accurate, yes.

MR YOUNG: From your observations, the Hobart market has competition between
those various players?

MR NARSEY: Yes.

MR YOUNG: But thereisno price cycle?

MR NARSEY: Not in the manner in which you see them in capital cities, no.
MR YOUNG: Areyou able to venture an explanation as to why not?

MR NARSEY: Other than saying that | think it would be true to say that there are
less independentsin Hobart, but | would have to check the data on that.

MR YOUNG: But thereis still price discounting in Hobart, isn't there?
MR NARSEY: Discounting from what? I'm sorry?

MR YOUNG: Thereisstill price competition in which competitors try and match
each other's prices?

MR NARSEY: Absolutely.
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MR YOUNG: If somebody sets alower price in Hobart Woolworths would match
it?

MR NARSEY: Wedo.

MR YOUNG: Can | just ask you about Perth. In Perth the cycle has moved from
seven daysto 14 days. Areyou familiar with that?

MR NARSEY: That's correct.

MR YOUNG: That followed the introduction of regulations by the Western
Australian government including the 24-hour notification rule.

MR NARSEY: | don't think that's correct.

MR YOUNG: What do you say the position is?

MR NARSEY': | think the 14-day cycle did not happen immediately after.
MR YOUNG: Some time after?

MR NARSEY: | think so. | have not studied it in detail.

MR YOUNG: Perhapsit happened as people became familiar with the notification
system and began to use it as a source of information?

MR NARSEY: That could be correct.

MR YOUNG: Can you point to any reason as to why the cycleis 14 daysin Perth
compared to seven days in other capitals?

MR NARSEY: The only explanation that | have is that because you can't change the
prices through the day it tends to mean the prices are less volatile, so this constant
problem, if you like, doesn't happen, No. 1. No. 2, to alarge extent you are guessing
prices, what your competitors are going to post the next day. So you can get two
extremes. Y ou can get overcompetitive thinking your competitors will be at a
particular point, or you can be conservative in pricing. The only thing | can put it
down to isthat it does not have the same degree of competition as the eastern states,
the intraday competition.

MR YOUNG: What you are saying, if | understand you correctly, is the 24-hour
notification rule means that players have to be more cautious about the prices they
notify because they will have to hold them for 24 hours?

MR NARSEY': | think that's probably true.
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MR YOUNG: And the other difference isthat, because of the notification system, it
immediately becomes public knowledge as to who is discounting significantly or
alternatively who is leading price increases? Isthat afactor?

MR NARSEY: Yes, theinformation is publicly available.

MR YOUNG: In Perth, when we take Woolworths, what has been the impact of the
regulation system on Woolworths and its pricing decisions?

MR NARSEY': It's been extremely difficult, becauseit's entirely guesswork in terms
of what the competitors are going to be posting.

MR YOUNG: Doesit mean that Woolworths has been more cautious in posting
prices?

MR NARSEY: Not necessarily more cautious. | think it'swhat | said before. We
have had to use guesswork to work out what our competitors are going to post.
Sometimes we get caught out being far too competitive, sometimes we get caught out
not being competitive enough. | don't know what the balance point is and whether
net net we are more competitive or less competitive.

MR YOUNG: That would tend to lead you in Woolworths' case to price on abasis
that is more reflective of a stable price that gives you the return on investment that
you are seeking?

MR NARSEY: Not at all.

MR YOUNG: No? Do you still try and price competitively?

MR NARSEY: We try and guess where the competition is going to be, yes.

MR YOUNG: But you pay more attention to the consequences of making an error,
do you?

MR NARSEY : | think we probably do, yes - guessing.

MR YOUNG: The consequences of making an error isthat it would adversely affect
your profitability?

MR NARSEY: Which way?
MR YOUNG: Oneway or the other?

MR NARSEY: You are probably right. If | have aguess| think that's the
consequence.

MR YOUNG: Y ou might get a pleasant surprise when you notify a price or you
might get a nasty shock.

.PUBLIC 4.09.07 P-84 . NARSEY/JEFFS
O©Auscript Australasia



10

15

20

25

30

35

40

45

MR NARSEY: I'min favour of pleasant surprises.

MR YOUNG: What would be the impact if such a system was introduced in
Sydney?

MR NARSEY: | think the consumer would miss out.

MR YOUNG: Why would the consumer missout? If the cheapest price in Sydney
for the western suburbs was in Narellan and you lived in Mennai, you would have to
travel 25 kilometresto get it.

MR YOUNG: But the system would allow you to locate the cheapest price across
Sydney that was relatively proximate to where you are. That's how the Perth system
works, isn't it?

MR NARSEY: Inmost cities prices are - the ripple effect of pricesisthat the
variants between most regionsisn't great. Y ou can have quite large differencesin
Perth. 1 think the consumer islooking for best price without having to drive long
distances. | am absolutely certain - that's what is going to happen in Sydney. People
will miss out on the great prices.

MR YOUNG: At the moment the only way they know about pricesisif they happen
to drive past aboard or alternatively if they trust in the shopper docket 4.1 or 4c per
litre discount that the supermarkets offer, isn't it?

MR NARSEY: They do.

MR YOUNG: Yes. Butthey don't have much information about where the cheapest
priceis unless they drive around the suburbs looking at boards, do they?

MR NARSEY: Except that | think the customers are now pretty used to the price
cycles. So the price conscious customer is out there looking for adeal, and that's
why our sales are large - are much higher on the cheaper days of the week and
customers who are looking for great deals take advantage of that. Interms of being
able to observeit, | think the competition drives most markets to reasonably within a
cent or two virtually across the city. And | think that's the advantage of the - having
visibility of your competitor prices; customers don't have to drive further.

MR YOUNG: Isit the case in Sydney, to take the Sydney market as an example,
that the amplitude of the price cycle, that is, the difference between the bottom and
the top, has been growing in recent years?

MR NARSEY:: | think that's true.

MR YOUNG: When you have aprice hike at the start of the cycleit isnow alarger
price hike in terms of cents per litre than it was some years ago?

MR NARSEY: | fed that's correct.
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MR YOUNG: That isalso the pattern in other capital cities other than Perth, isit
not?

MR NARSEY: That's probably aso true.

MR YOUNG: But in Perth the magnitude of the price cycle span has diminished
since the introduction of the regulations, correct?

MR NARSEY: That'strue.

MR YOUNG: Just go back to your about proposition about customers shopping
around and buying petrol on a certain day of the week to take advantage of low
prices. Why do you suppose that it is that the major oil companies don't seek to raise
their prices, in other words, to start the cycle on that day?

MR NARSEY: Sorry, | don't understand?

MR YOUNG: What are the low days of the week in Sydney, the peak-volume days?
MR NARSEY: Monday/Tuesday.

MR YOUNG: Monday/Tuesday? All right. So Monday/Tuesdays have the highest
volumes sold?

MR NARSEY: Yes, usually.

MR YOUNG: Usually. And that tendsto be towards the end of the price cycle,
Monday/Tuesday?

MR NARSEY: Usualy.
MR YOUNG: The prices generally move upwards on Wednesday or Thursday?
MR NARSEY: Wednesday usualy, yes.

MR YOUNG: If those prices were to move up on Tuesday and purchasing patterns
remain the same, a greater volume would be sold at a higher price?

MR NARSEY : | think if the price were higher you wouldn't sell the same volume.
MR YOUNG: Do you think volumes move around in response to prices?
MR NARSEY: Yes.

MR YOUNG: But there is alarge percentage of people who simply buy petrol as a
matter of convenience whenever they need it; isn't that right?

MR NARSEY: Yes.
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MR YOUNG: A lot of people buy petrol when it suits them or when it's convenient
in reliance, for instance, on your 4c shopper docket discount.

MR NARSEY: I'mnot sure | understand the question?

MR YOUNG: If they get the 4c discount, they are getting pretty cheap petrol, are
they not, whenever they buy it?

MR NARSEY: Yes.

MR YOUNG: They may not necessarily tailor their purchase for a particular day of
the week if they are getting that discount, correct?

MR NARSEY: There would be a percentage of them who wouldn't, the less price
sensitive customer.

MR YOUNG: Why do you supposeit isthat the price cycle then jumpsup on a
Wednesday if greater volumes are traded on a Monday or Tuesday?

MR NARSEY': | think the greater volumes are because of the lower prices. Thereis
a certain percentage of consumers would be less price sensitive, but | would say a
large portion of the big kick in sales on Monday or Tuesday are price sensitive
customers who would merely shift to the new day of the week - or the new - who
would merely shift it to a couple of days before the new day of the week that the
market moved up. If it moved up on Friday, for example, they would buy on
Wednesday, Thursday.

MR YOUNG: Thereis one statement that | wanted to take up from your submission.
It'sat page 16. In answer to question 33.

MR NARSEY: Yes.

MR YOUNG: There Woolworths says that it's more recent experience is that the
majority of "our volume is sold below the average price across the price cycle, with
the greatest volumes being recorded in the days leading into the upwards cycle". If
we take the Sydney example, that's Monday and Tuesday, just before a price
increase on the Wednesday. What | wanted to put to you isthis: That figure that a
majority of volumeis sold below the average price across the price cycle, is not very
meaningful, do you agree with that?

MR NARSEY':

MR SMITH: Inwhat sense? Perhaps| could ask the Commissioner and my learned
friend ...

MR YOUNG: | will be more helpful. What | meanisthis: Your revenues depend
on the mix of price and volume, correct?
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MR NARSEY: That's correct.

MR YOUNG: Soit'snot just prices and it's not just volumes. It's a combination of
the two that deliver your profits. The converseistrue, isit not, too, that for
consumers whether they are better off or worse off depends on the combination of
price and volumes? In other words, looking at all consumers, whether they are
paying more or less depends on how much is sold at what particular price?

MR NARSEY: | don't follow.

MR YOUNG: Just look at this statement about the average price. The mgority of
volume is sold below the average price. Well, if 45 of the 51 per cent majority was
sold just afraction below the average price, that would be a very different situation
than if the large percentage of the volume was sold at 10 cents below the average
price.

MR NARSEY: That's correct.

MR YOUNG: Correct? On the other side of the fence, if of the 49 per cent minority
volume, if alarge amount of that was sold at 5¢c or 6cor 7c above the average price,
you might infer that despite that statement consumers are worse off?

MR NARSEY: That'strue.

MR YOUNG: It dependsin which band plus or minus 5 per cent, 10 per cent and so
on above or below the average.

MR NARSEY: Again, we don't sell alot at the top of the market, so consumers are
not losing out.

MR YOUNG: How much of your volumes are sold in the top third of the price
range?

MR NARSEY: | would have to do that analysis.

MR YOUNG: How much is sold in the bottom third of the price range?

MR NARSEY: More than the bottom third of the volume.

MR YOUNG: My point when | asked you about whether it's meaningful isthat you
need more precise information of the kind | have just been putting to you to work out
whether the price cycleis operating to the benefit of consumers or not; would you
agree with that?

MR NARSEY: Yes. We have provided the data on the daily sales commission.

MR YOUNG: Can you provide the data that breaks down your sales according to
how much is sold, tranche by tranche?
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MR NARSEY: We can have ago at that, yes.

MR YOUNG: That isto say, how much is sold in the top 10 per cent price bracket,
how much is sold in the next 10 per cent price bracket and so on.

MR NARSEY: We would be happy to have a shot.

MR YOUNG: Wewould be grateful if you could provideit. This passage does
suggest that when you look at profitability you look at average volume weighted
price.

MR NARSEY': Indeed.

MR YOUNG: Average volume weighted priceisreally away to anayse whether
the price cycleis providing greater revenue to the sellers than it is providing benefits
to consumers?

MR NARSEY: That's correct.

MR YOUNG: Your submission refersin afew places to data from Informed
Sources.

MR NARSEY: Yes.
MR YOUNG: You are asubscriber to Informed Sources?
MR NARSEY: Yes.

MR YOUNG: | imagine you work on the basis that your major rivals, the major oil
companies and Coles Express also subscribe?

MR NARSEY: They aso subscribe, yes.

MR YOUNG: So that means the major competitors at least have up-to-date and
accurate information about prices?

MR NARSEY: On ahistorical basis, yes.

MR YOUNG: Do you think the availability of that data has affected pricesin the
marketplace?

MR NARSEY': | think competition is sharper to the extent that competitors can react
quicker. You get better quality data and more timely data on what our competitors
aredoing, so it allows you to respond. | would contend that that makes a market
more competitive.

MR YOUNG: Do you agree with this proposition: The price cycle would not exist
in the way it does at the moment in say, take Sydney, with the severe price hikes at
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the start of aweek and gradually eroded over the course of the week before it jumps
up again, unless that system was operating to the benefit of the major oil companies?

MR NARSEY': | think | disagree with that statement.
MR YOUNG: Why?

MR NARSEY': 1 think the price cycles from alogistics standpoint is - is a problem

in that when you sell high volumes on particular days and you are quiet on other days
it makes logisticsin terms of deliveriesto the site, organising salesjust intimein
terms of inventory, queuing on forecourts - look, perhaps | shouldn't talk for the
other oil companies. But certainly from our point of view, you know, we follow the
market, but what we call high-lows, for example, high-low pricing. | think it's quite
inconvenient for retailers, but consumerslikeit.

MR YOUNG: Wséll, canyou think of any other market outside petrol where you
have large weekly jumps in price as you have in petrol in, say, Sydney?

MR NARSEY: | can't.

MR YOUNG: In the absence of the desire of the major oil companiesto lead the
price back up by a substantial amount at the start of each week, you would simply
expect that the price would settle down and then move in a moderate equilibrium

range, would you not?

MR NARSEY: Yes, reflecting changesin cost, yes.

MR YOUNG: With some price changes and some discounting in a small margin, but
not with the savage changes that you see in the price cycle? Do you agree with that?

MR NARSEY: Can | go back to your previous statement. | think you said that if the
oil companies didn't cycle, the priceswould - I'm not sureit's all the oil companiesin
terms of the cycle. | think | said previously that | think historically and even now
independents are the instigators of price movement downwards. So just major oil
companies not doing it I'm not sure would stop the price cycles.

MR YOUNG: | wasn't speaking about downwards or at |east downwards only.
| was speaking about the major oil companies moving it back upwards. They are the
ones who initiate that upward movement, aren't they?

MR NARSEY: But if the movement downwards is outside their control, | can't see
that they would have any choice but to take it back up again because their margin
would be too low.

MR YOUNG: But if the marginistoo low for participantsin the market to make a
return, then absent these weekly price hikes, the price would just tend to fluctuate
upwards to a point where the decent margin can be earned in a gradual way?
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MR NARSEY: That istrue absent the price cycles.

MR YOUNG: And Woolworths' attitude would not cause any other outcome
because, as you have said, you simply have a policy of competing and matching the
market wherever it is?

MR NARSEY: That istrue.

MR YOUNG: In the absence of a price cycle Woolworths would be better off,
wouldn't it?

MR NARSEY': | think there would be pluses and minuses. 1'm not sure exactly
where | would come out of it. | might have to think about it.

MR YOUNG: You wouldn't have the logistical difficulties you spoke about.
MR NARSEY: That'strue.

MR YOUNG: Y ou wouldn't have supply problems or problems with crowded
aprons and so on.

MR NARSEY: But the mgority of customers will take advantage of the less than
average price and they might miss out and they - - -

MR YOUNG: But in the absence of the price cycle with your shopper docket
discounts you would maintain the position of being the most competitively priced
offer in the market?

MR NARSEY': | think on balance we would probably be happen' about it, yes.

MR YOUNG: In all events, it is not Woolworths that is perpetuating the price cycle,
correct?

MR NARSEY: No. Correct.

MR YOUNG: And these days| suggest to you it is not the independents which are
perpetuating the price cycle?

MR NARSEY': | disagree with that.
MR YOUNG: Itiscertainly not the independents who hike the price back up, isit?
MR NARSEY: No, they don't.

MR YOUNG: Indeed when the price goes back up they don't follow it right from the
top, do they?

MR NARSEY: No, they don't.
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MR YOUNG: They tend to stay at the absolute peak of the cycle. At the bottom end
the independents tend to stay a bit above the bottom point of the market, too; isn't
that correct?

MR NARSEY: Some independents do, yes.

MR YOUNG: That's because they can't compete with the prices that Woolworths
and Coles are able to charge at the bottom of the cycle?

MR NARSEY: That's probably true.

MR YOUNG: That would tend to suggest that it is not independents that are driving
the continuation of the price cycle?

MR NARSEY: Asl said previously, the independents are still as active as ever,
except right probably at the bottom of the cycle. That's not true for al independents.

MR YOUNG: They are not responsible for the phenomenon that you have said
exists, which is that the troughs are getting lower and the peaks are getting higher,
are they?

MR NARSEY: I'm not sure | agree with that.

MR YOUNG: How could they beif as ageneral matter they don't go right at the
bottom and they don't go right to the top?

MR NARSEY: Let meclarify that. | suspect where they stop is where they go into
negative margins. Because margins wouldn't go to negative al the time, so they
have the capacity therefore to drive the market down to the bottom. And they do.

MR YOUNG: 1 just wanted to ask you afew questions about another topic, away
from price cycles for the moment.

In your submission you have said to the Commission that Woolworths does not
regard imports as a credible proposition in the near term. That's at page 8. Now, can
| ask you firstly what you mean by the "near term"? Were you talking about a
six-month horizon or 12 months?

MR NARSEY: No, | think our best guessis on the other side of 2010.

MR YOUNG: Why isit that you think imports are not a credible proposition as a
source of competitive supply this side of 20107?

MR NARSEY: From asupply standpoint there are two issues. Oneisterminalling,
but | will put that aside for aminute. The other issueisjust availability from
refineries. The Asian refineries are not producing as a matter of course
Australian-quality gasoline. Most refineries do it in special batches when they
import into Australia. But in terms of independent refineries, not oil company linked
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refineries but independent refineries, our view is that the volumes we require are not
available meeting Australian-quality specifications on aregular basis over a decent
contract period for a decent price.

MR YOUNG: Isthat view based on recent inquiries or investigations or is it based
on earlier explanations?

MR NARSEY': | think one of the people who works for me who looks after this
particular areawas in Singapore last September. That was the view he had formed
then. We have not inquired since. We have along-term contract with Caltex, so
there is no ongoing requirement to monitor this. But | don't think the situation has
changed.

MR YOUNG: Do you keep track of the costs and availability of imports as a matter
of necessity because of price issues and so on? Y ou are negotiating with Caltex from
time to time?

MR NARSEY: Wetry to keep tabs because the contract with Caltex is afinite one.

MR YOUNG: Y ou mentioned that there was another problem associated with
imports as a competitive source of supply, which was terminalling.

MR NARSEY: Yes, storage facilities.

MR YOUNG: Can you expand on that.

MR NARSEY: Thereisno imports and there is no independent storage facility
availablein Sydney. Thereisafacility availablein Melbourne. The facilitiesin the
other ports are essentially not available. So even if we did decide to start importing,

we would face difficultiesin virtually al markets perhaps bar Melbourne.

MR YOUNG: The Mebourne facility that is potentially available is the one at
Hastings controlled by Trafagura?

MR NARSEY: That's correct.

MR YOUNG: Trafagurarecently tried to sell that, did they not?

MR NARSEY': | can't confirm that, but | understand that to be true.

MR YOUNG: Itisimplicit in what you have said that you don't see any possibility
of an importer such as Woolworths or any other independent gaining access to
terminal facilities owned by the majors?

MR NARSEY: Sorry | should not have laughed. No. My apologies.

MR YOUNG: | takeit that'sano. | think you have also said your information is that
there are negligible volumes of independent importing of petrol at the moment?
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MR NARSEY: Petrol, yes.
MR YOUNG: What importing takes place islargely by the mgjors, isit?
MR NARSEY: Yes. | think Trafagurastill imports some.

MR YOUNG: | want to ask you some questions about your contractual
arrangements with Caltex and about your margins, but | think it's best if | do that in
private session. Mr Chairman, the topics | have left would require, | think, a private
Session in camera.

THE CHAIRPERSON: Before we go do that, | have two or three questions from the
table here.

DR KING: | have avery short one.

MR NARSEY: Can you tell me, do you know off the top of your head Woolworths
retail marginsin Perth? 1'm not going to ask you for a specific figure.

THE CHAIRPERSON: | think that's something that is going to be asked in private
Session.

DR KING: Getting to margins?
MR YOUNG: Yes.
DR KING: Okay. We will hold that off.

THE CHAIRPERSON: Just three or four questions, if | can. You have done an
estimate of Woolworths market share of petrol sales.

MR NARSEY: Just over 19 per cent.
THE CHAIRPERSON: How did you reach that estimate?

MR NARSEY: We added the volumes of petrol that we sell at our 507 sites and
divided it by the volume supplied by the department of - the Australian Bureau of
Statistics - in terms of total salesin Australia. So total market volume, total sales
volume in the Australian market is the divider and the nominator is what we sell.

THE CHAIRPERSON: It has been suggested to usin evidence from a number of
parties that the combined market share of Coles and Woolworthsin petrol salesis
upwards of 65 per cent. That would suggest that Coles on your analysis would have
amarket share of around 45 per cent. Isthat your assessment?

MR NARSEY: No, sir. | think our common market share would be more like 42 to
43 per cent between the two companies.
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THE CHAIRPERSON: It was put to usin evidence yesterday - let me go back.
Earlier on in your evidence you suggested that, if you priced above the market by, for
example, 2c, those holding your discount vouchers would take the view that your
discount was truly only 2c and you have indicated you get some reaction to that. It
was put to us yesterday that a 12c differential would tend to be ignored for up to
three to four days, because of the primary focus on the discount vouchers. Can you
shed some light on that?

MR NARSEY: | would never, ever take the customers for granted like that - never.
We do not believe for a minute that you could sit on a price that was 12¢ above the
market for three or four days and still have people coming in and buying just because
they have 4c alitre. Perhaps a small minority would. Most of them would be
probably on fleet cards of some sort. But - - -

THE CHAIRPERSON: Haveyou ever tried adifferential of that order or any
significant order?

MR NARSEY: We have never tried that. We wouldn't - - -
THE CHAIRPERSON: Not even for aday?
MR NARSEY: Not even for aday, not even for afew hours.

THE CHAIRPERSON: In your submission in the heading relating to current
impediments to efficient petrol pricing, and this goes back to the price cycles - you
say thisin answer to the question are there any impedimentsto pricing in general,
and you say that the pricing legislation for fuel pricing in WA is an impediment to
efficient competitive pricing, and that free market principles should be allowed to
exist. You say that government intervention impedes the free market and efficient
operators in the industry, resulting in increasing operating costs and requires retail
operators to seek to achieve higher fuel margins over the longer term to remain
available. | takeit that that particular sentence applies to the pricing legidlation for
fuel pricing in WA isthat right?

MR NARSEY: Yes.

THE CHAIRPERSON: Can you indicate to me what increased operating costs
would apply relative to the pricing cycle that occursin the seaboard states of eastern
Australia, what increased operating costs would apply in the context of the
application of Fuelwatch, which requires setting of a price once aday only?

MR NARSEY: I'm sorry, | think | understand your question now. The statement on
government intervention was a more general one and not specifically - therewas a
philosophical belief that wherever government intervenes, eventually it involves a
cost of some sort or the other. So it was not directly related to the Western
Australian example.
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THE CHAIRPERSON: Can we assume that there would not be increased operating
costs requiring retail operators to seek to achieve higher fuel margins over the longer
term if the Fuelwatch concept was introduced into the eastern states as was | think
suggested by Mr Y oung in one of his questions?

MR NARSEY: | think that's correct.

THE CHAIRPERSON: Do you consider that the Fuelwatch concept benefits
consumers?

MR NARSEY: No, | don'.

THE CHAIRPERSON: Infact, | think you indicated that - | think your words were
that the consumer misses out in the Perth market.

MR NARSEY: Yes.

THE CHAIRPERSON: [f the consumer is missing out, then the supplier is
obviously benefiting; isthat not right?

MR NARSEY: | guessthat'strue. | would have to think about that, though.

THE CHAIRPERSON: Why wouldn't, then, the suppliers be seeking the
introduction of a Fuelwatch across the country?

MR NARSEY: That'saquestion good. Can | answer like this. From a Woolworths
standpoint, with our policy of matching price and making sure that our fuel discount
offer isreal, the Western Australian legidation constantly catches usout. We are
either way too competitive or too far below the rest of the market or out of the
market, which creates problems in terms of customers finding out - so to the extent
that we cannot deliver our customer promise, which we are determined to do in any
market that it will last, we can't do it in Perth. We don't like the system.

THE CHAIRPERSON: Because it catches you out, which would therefore require
you to be more cautious, perhaps more conservative in your pricing, discounting?

MR NARSEY: It can be the other way. Y ou know, if you get a half a dozen phone
cals, you say, "l don't want to get any more phone calls, people complaining.” You
might get too competitive and that can bring the rest of the market down aswell. |
would contend that anything that does not give you the ability to match your
competitors at any time of the day is uncompetitive. It doesn't give me the ability to
provide my customers with the best price because I'm not allowed to on the day.

THE CHAIRPERSON: Except | think you have been indicating, haven't you, that
the concern you have with the Fuelwatch concept is that you might miss out by
overpricing, that is, underdiscounting? Wouldn't that therefore create the incentive
for you to discount to a point at which you beat your competitors otherwise you miss
out for 24 hours?
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MR NARSEY: Yes, wedo. Wewill have sites where we will be clearly cheapest in
thelocal area. As| said, to deliver the promise sometimes, you know, we have to go
overboard.

THE CHAIRPERSON: And that works to the benefit of consumers?
MR NARSEY: Yes, it does.
THE CHAIRPERSON: So where do the consumers miss out?

MR NARSEY: But it also goesthe other way aswell. | mean, how long can we
keep going like that in terms of always being cheaper across - | don't know, | can't
remember how many, 80-odd sites across the network. | mean, we like to deliver the
best price in the marketplace. We are not about leading the prices down. And the
regulations in Perth doesn't allow us to do that. | think if we are allowed to compete
on an interday basis, my firm belief isthat our customers will be better off, because
they can be sure that in their local areathey can rely on us having the best price.

THE CHAIRPERSON: Just two final questions. Y ou mentioned your previous
employer. | don't think you actually identified who that was.

MR NARSEY: That's Mohil.
THE CHAIRPERSON: When did you join Woolworths?
MR NARSEY': Fiveyears ago.

THE CHAIRPERSON: Were you with Mobil at the time that Caltex sought to beat
the price cycle or dampen the price cycle in Adelaide in 20007

MR NARSEY: Yes, | was. In 2000 I think | wasin the lubricants division. | wasn't
inretail.

THE CHAIRPERSON: So you wouldn't be in aposition to tell us or give any
guidance as to why Mobil amongst the others resisted the attempt by Caltex to
dampen the price cyclein Adelaide?

MR NARSEY: | could offer aview.
THE CHAIRPERSON: | would be interested in your view.

MR NARSEY: | think that - and | don't know precisely what Caltex did. If the
attempt was to, as it were, have aband in terms of price, so here is the bottom of the
cycle, hereisthe top and we are not going to vary within it. Because the priceis so
visibleit is easy for people to undercut that price. | don't know how anyone can hold
aparticular position in a market where the priceis displayed in numerals two feet
high. | think Mobil had worked out previously that trying to hold a market in a
particular place isimpossible.
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THE CHAIRPERSON: Thank you. Arewe going to go into private session? All
non-Woolworths, non-ACCC, please, if you can vacate the room.

5 PUBLIC HEARING ADJOURNED [4.07pm]
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