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Dear Messrs Samuel and Mencshelyi 

Supply Chain Transport Coordination for Bulk Grain Movements in Western Australia 

Over the past three years, the grain industry has been evaluating the grain freight network in 
Western Australia to determine how it can be made sustainable into the future. This has been 
done in the context of a Grain lnfrastructure Group (GIG) comprising the Department for 
Planning and lnfrastructure (DPI), Co-operative Bulk Handling Limited (CBH), Australian Wheat 
Board (AWB), Australian Railway Group (ARG) and Westnet Rail (WNR). 

Our Minister has met with CBH to discuss a number of issues of mutual interest. One of these 
was the termination of the longstanding Freight Grain Agreement between CBH, AWB and the 
rail companies for the haulage of grain from inland country storage to Western Australia's four 
major ports (Kwinana, Geraldton, Albany and Esperance). 

It is our concern that, in the face of emerging trends associated with the deregulation of grain 
marketing, there could be significant leakage of tonnes from the rail network to the road 
network, sufficient to threaten the viability of the supply chain network which is currently the 
most efficient such nework in the nation. These factors are: 

The escalation in the number of grain marketers; 

1 The significant fixed cost investment in the grain supply chain networks for land transport 
(rail and road), storage, loading and handling at the ports; 

Markedly different investment and cost recovery regimes for the land transport modes 
with consequent differentials in government subsidisation between road and rail; 

J The high level of transport dependency in Western Australia; and 
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The already wide gap in market prices between rail and road and the significantly large 
gap between marginal cost and market price for road constituting a competitive market 
failure, which results in a modal share distortion from rail to road with economic 
consequences at taxpayer expense. 

This year - 2007108 harvest, for example using data to March 08, 2.443 million tonnes of grain 
(28.8% of receivals) was being freighted by road in containers for export or to stock agents. 
Historically this was usually around 12%. Drought and trends to containerisation have had an 
impact, nevertheless the trend is worrying. 

CBH has proposed the establishment of a supply chain coordination function for grain transport 
in Western Australia and a logistical management system that promotes competition in the 
marketing of grain while at the same time imposing a logistics protocol to maintain an efficient 
supply chain. Independent consultants have assessed the CBH proposal in a study jointly 
commissioned by the Department for Planning and lnfrastructure and the Department of 
Agriculture and Food WA. A copy of that report is attached for your consideration. 

The Department for Planning and lnfrastructure is supportive of the "Grain Express" proposal as 
it promotes the efficient and complimentary use of the land transport modes without hindering 
intra-modal competition. We have recommended to our Minister, the Hon Alannah MacTiernan, 
that the Government also provide support and no doubt the Minister will communicate the 
Government's position in due course. 

Our analyses show that in order to attract future investment in critical infrastructure there needs 
to be some certainty that the infrastructure will be used and that tonnes do not flow from the rail 
network to the road network. A copy of the Grain lnfrastructure Group's Executive Summary 
Report is also attached for your consideration. A copy of the full report can be made available 
should you require it. 

I wish to convey my support for the proposal "Grain Express" to establish supply chain transport 
coordination for bulk grain movements in Western Australia. 

Yours sincerely 

John Fischer 
Executive Director 
Transport Industry Policy 

30 May 2008 
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The information contained in this proposal is solely for the use of clients identified on the cover for 
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1. EXECUTIVE SUMMARY 

Introduction 

Previous analysis by the Grain Infrastructure Group has identified that continuation of rail freight services 
for export grain in WA will require a substantial injection of capital (estimated $200m), mostly for track 
upgrades (resleepering) with complementary investments in roads ($50 million), fast rail roading and road 
and rail site access ($150 million). Before confirming any systematic assistance, however, governments 
are likely to ask the grain industry to confirm that rail-oriented supply chain co-ordination systems are in 
place to maximise the utility of rail services on offer. 

This paper seeks to identify the w-ordination model that will offer the greatest level of confidence to 
governments regarding long term rail service viability and transport resource efficiency in Western 
Australia, without detracting from the benefits offered by the free market conditions now prevalent 
throughout grain supply chains. 

I ll 
- 
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The attempts by an exporter to accumulate a cargo from stocks it owns in small quantities in several 
locations may result in small consignments being trucked, since accumulation of train loads cannot be 
achieved. Under single desk arrangements, train loads could more readily be arranged from single sites or 
pairs of sites, since so much grain was under the control of a single owner. 

New marketing arrangements for wheat will take effect from July 2008 if the legislation is passed. Under 
these arrangements, bulk handlers owning export terminals will be required to provide open access to 
those terminals. 

The introduction of these arrangements has been widely anticipated and the trade is preparing for the 
operation of a virtually free market. In the absence of AWB's stabilising activities, there is expected to be 
pressure on cargo assembly processes, particularly as traders compete to execute sales contracts in 
favourable price windows. 

The impacts of the new trading environment on both rail operators and bulk handlers will be substantial 
and will lead to the need for new protocols and commercial relationships. Under single desk marketing, 
the export market was defined as 'orderly', in that AWB and similar non-wheat grain marketers provided 
industry-wide stability. The new environment will be more 'disorderly'. In the absence of orderly trade, 
there will clearly be a need for a more orderly logistics chain, to serve two purposes: 

to allow the bulk handlers to physically move and export grain in the most efficient way 

to provide the rail operator with commercially and operationally optimal conditions 

Fiaure 1 - Alternative SUDD~V Chain Co-Ordination Models 

Model A Traditional sinale desk Model B Multiple rail operator 
model model 

A single exporterltrader m, a single 
rail operator [R] and a single bulk 
handler [B], each with strongly 
defined roles. 

This traditional type of agreement broke 
down completely as the parties 
progressively became more commercially 
oriented from the late 1990s. 

s 

< .' - 

Multi-operator, multi-exporter rail chain. 
Two (or more) rail operators compete for 
the same business. The rail operators also 
face the additional demand volatility 
arising from the fragmentation of their 
base load business, particularly in the 
poorer seasons. 
The bulk handler now has an added layer 
of complexity, trying to accumulate 
cargoes in line with overall rail and road 
transport efficiency, as well as in line with 
the volume or service commitments each 
rail company has with its trader 
customers. 

Model C Ideal conceptual model 

A formal separation of the trading and 
operations arms of the bulk handler is 
necessary for the company to provide a 
central co-ordination role for a 
deregulated trade using the services of a 
single rail operator. 
A clean relationship between the rail 
operator and the operations arm of the 
bulk handler is achieved. The rail 
operator has no contract with the trading 
arm, or with any other trader. 
Its freight contract with the bulk 
handler provides incentives and 
risk sharing devices to stimulate 
efficient train utilisation. The bulk 
handler has the express obligation 
to manage the cargo assembly 
process on behalf of all exporters 
and to harness the rail resources 
in accord with industry agreed 
protocols. 
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Grain Express 

CBH has recently launched a chain management proposal called Grain Express. The main intent of Grain 
Express is to simplify cargo assembly and reduce cost by offering a limited number of sites at which 
traders can execute delivery - essentially the port terminals for export grain, and about 15 key country 
sites for domestic traders. This system would give CBH considerably more control over site logistics and 
transport co-ordination than ever before. 

This approach will require some management changes by the company and there remains some distrust of 
CBH's motives within the private trade, perhaps a legacy of its scale, assets and its deep commitment to 
its grower members rather than to the grain trade per se. The new trading environment will require all bulk 
handlers to reassess their roles and behaviours. CBH will need to undertake a thorough examination of all 
services, contract conditions and charges currently applied in line with the expectation that marketers sign 
over some logistics freedoms and rights to the company. 

The intent of the Commonwealth Government in implementing new wheat marketing arrangements from 
July 2008 has an important regulatory component. The new regime will require bulk handlers to offer open 
access to all exporters using their port terminals. While bulk handlers currently do offer notionally open 
access to marketers, the ACCC will become involved in determining what 'open access' means in practical 
terms, with a greatly fragmented wheat export task. This review is likely to raise a great many questions 
as to the operation of integrated supply chains and the ownership of trading arms by bulk handlers. 

It is in the interests of CBH to work towards an offering to the trade that will head off any futures concerns 
of the ACCC in this regard. CBH needs to ensure that Grain Express is demonstrably fair and equitable 
and that it does not run counter to the efforts by the trade to market Australian grain products efficiently 
and profitably. 

Consultation 

Initial responses of the private trade to the proposal were wary and largely negative. Since CBH has 
developed the concept, however, it has worked through the detail with its customers, and they are more 
accepting of the logic behind it. CBH will need to continue resolving issues of detail in order to gain the 
level of acceptance it seeks as it approached ACCC in relation to the contentious aspects of the proposal. 

$c'. ,. c ,  . > * - .; #' ' 

Rail contractual issues 
4 .  
:;, ,i" The key to the success of Grain Express from the perspective of the rail supply chain is the ability to 

provide two important conditions: 

.:,>%a& a single customer relationship for the export haulage task 

;ir: a long term partnership relationship to provide a safe investment climate 

For the rail operator, the export grain task is essentially a homogenous transport task, serviced on a 
common network, using a common fleet. All of the major grain types are hauled in identical fashion 
irrespective of ownership or quality characteristics. For the rail operator, the operational interfaces with the 
bulk handler which owns and staffs the loading and unloading facilities for the trains are the key 

' F relationships. Under Grain Express, commercial freight terms will also be covered by this simple 
.., relationship. LI . : .  

-''';To achieve this, some limitation on the ability of traders to compete with each other in all facets of the 
supply chain will be needed. 

t . . 
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The freedom to compete for international sales does not necessarily bring with it the right to compete at all 
points in the supply chain, particularly where market failure is a factor. This issue will need to be discussed 
with federal and state regulators. It might be addressed through authorisation, based on a public interest 
argument. CBH will manage this issue as part of its strategy for responding to the new wheat marketing 
reforms. 

The diagram below illustrates how competitive activity between traders using CBH country facilities needs 
to be excluded from the free to compete with the CBH supply chain by using private storage and road 
transport. 
It should be noted that rural road transport freight prices probably include a hidden state subsidy in that the full 
cost of the provision of lightly used roads is not met via heavy vehicle registration charges. 

It is likely that the State will require a higher contribution from users of future investments in State roads made 
specifically to accommodate the needs of the industry. 

Figure 2 - Illustrative Supply Chain Structure 

Growers 

Boundaries of Cornpetitwe Activity 
(CBH system) 

International Buyers 

- - - - - - - - - - -  Competing Marketer Channels 

*, :? I " P .  

" i , -6fMer Grain &ps~,%xport  grain in the CBH system need not be regulated to rail - road transport will be "? ? "  
. used in conjunction with rail under contractual terms and conditions. It would be CBH, however, that would 

a" manage and authorise the use of road transport under these terms, rather than the grain owner. The CBH 
rail contract will also need to be competitive with the non-CBH road-based chains in its own right. 

.< 
.:apThe exact nature of the rail agreement requires some attention. To be successful, the contractual 

2%' 

(( environment will need to satisfactorily address the following issues: 
1. 
# maximise rail volume 

, . , . manage seasonality and drought risk 
. -.  

road competitive pricing 

capacity for 'network' pricing 

joint accountability to customers - 
. . * .  equitable cargo assembly principles 

% 

support managed road usage 
C - 

1. ' 
I ( ., a - - 
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A variation on the traditional fixedivariable pricing system may well be the best way to meet the criteria for 
success and long term rail viability. Under such a system, the fixed component of the annual rail freight bill 
would be met by users of the CBH system, while the variable component would be paid by traders, through 
a 'notional freight' arrangement. The variable component would usually be very competitive with road 
transport rates, once the fixed component had been met by the grower on delivery at harvest. 

CBH needs to negotiate a suitable long term agreement with ARG and possibly WestNet Rail, with 
government agencies observing. Government would also need to develop a performance monitoring 
capability to ensure its objectives were being met through the course of the contract, particularly in relation 
to returns on any investment it makes in track and associated infrastructure. 

Economic benefits 

High level conceptual analysis of the benefits of Grain Express over a laissez-faire approach indicates that 
there are benefits in regard to grain handling costs, rail viability and efficiency, reduced road usage and in 
externality costs. 

These benefits will arise from: 

much less grain handling activity at country sites through orderly programming of grain movements 

improved train asset utilisation through better planning and less failures 

leakage of considerable volumes to road avoided, thus protecting quality rail freight revenue 

potential managed use of defined road corridors, leading to maintenance savings 

reduced potential for heavy vehicle traffic on roads into ports, including Kwinana and MGC. 

While the benefits are considered substantial (i.e. greater than $10m per year), a more rigorous analysis 
would be needed to generate meaningful estimates. 

Conclusions 

The basic model whereby CBH holds a rail contract on behalf of the export traders using CBH facilities is 
clearly sound and is the appropriate direction for the industry to head, in order to maximise the viability of 
the rail operator and to reduce cargo assembly costs to growers. 

The proposal to bundle all transport and storage and handling services for customers appears to have 
gained a degree of acceptance from the trade, particularly where combined with assurances on other 
aspects of the proposal. Bundling of transport services is the best means of providing the security that will 
be required by ARG under a CBH rail contract. 

The change to rules regarding site entitlement for CBH customers as part of Grain Express is an essential 
component of the proposal. While this is a reasonable approach from a handling perspective, it will have 
major impacts on the current rights of traders, and will not be acceptable unless considerable changes are 
made in relation to, inter alia: 

Stocks information availability to all traders using the system 

Separation of CBH's trading business from the Operations arm 

Convergence of receival and outloading standards 

Resolution of matters of detail between CBH and the trade, through WA NACMA 

8 Strategic design + Development Pty Limited Page 8 
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Private traders will require the same amount of information regarding traders' stocks in the system as CBH 
trading currently enjoys, in order that the perception of favourable treatment is addressed. 

CBH will accept some responsibility for cargo assembly performance in recognition of its assumption of full 
responsibility for logistics chain management. To do this, CBH will need to introduce clearer prioritisation 
and performance protocols and to take contractual responsibility for aspects of demurrageldespatch and 
rail transport and silo performance. This will be a major philosophical step for the company. 

CBH is essentially a bulk handler, and is set up to handle large consignments of grain for single export 
customers. It does not have any mandate to specifically foster the private trade to the extent that this trade 
fragments the export task and creates additional cost for growers. Under Grain Express, however, smaller 
and larger traders should be able to be serviced on an equitable basis, and competition between traders in 
their core competencies should not be threatened. 

Grain Express provides an environment in which competition between traders will be based on their 
relative ability to accumulate grain from growers, charter sea-freight, and to sell to international buyers, 
rather than through finding an edge in landside supply chain costs. This will provide some long term 
stability to the freight contracting environment, and the rail sector in particular. Traders will still have the 
ability to compete with the CBH product through the use of on-farm and private storage, along with road 
transport. The CBH chain will therefore need to be efficient in order to retain market share against this 
sector. 

CBH has had a tendency to send price signals to traders by imposing charges for certain services. Grain 
Express will give it more autonomy and this should mean it can revise its total charging practice and 
reduce the number of additional charges levied on its customers. 

The alternative models identified in Section 2 of this report introduce relevant and significant 'interface' 
costs that would be additional to the cost structures inherent in the Grain Express proposal. They would 
thus add cost without necessarily providing additional service benefits. They could also result in lower rail 
volumes, thus increasing the fixed infrastructure cost components of freight rates for some users. 

Subject to the ability of CBH to continue to negotiate the detail of the proposal with its customers, grower 
membership base and other stake-holders, Grain Express is therefore endorsed as the most appropriate 
basis for future export grain supply chain co-ordination in Western Australia. 

O Strategic design + Development Pty Limited 
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2. SITUATION ANALYSIS 

Introduction 

The Australian grain logistics industry has undergone a period of almost continuous change and 
restructuring since the mid 1990s. This period has included privatisations of grain marketing, storage and 
transport authorities and deregulation of all markets in which they operate. Queensland remains the only 
state where the entire grain supply chain is not operated by private sector organisations. 

The formal dismantling of the AWB wheat single desk, to take place during 2008, signifies the conclusion 
of a long period of deregulatory activity and competitive restructuring activity throughout the industry. 

The privatisation of rail freight companies and the introduction of competitive access regimes in most 
states began to expose the full costs of rail services to the grain sector, and the current drought sequence 
has brought this to a head. 

Continuation of rail freight services for export grain will require a level of public funding assistance. If 
governments are willing, this might be provided via a number of different mechanisms, involving above 
and below-rail support. Before offering any systematic assistance, however, governments will ask the 
grain industry to confirm that rail-oriented supply chain co-ordination systems are in place to maximise the 
utility of rail services on offer. 

This paper seeks to identify the co-ordination model that will offer the greatest level of confidence to the 
WA Government in long term rail service viability, without detracting from the benefits offered by the free 
market conditions now prevalent throughout grain supply chains. 

The first stage in the process is to recognise the changes that have been wrought on the operation of the 
WA export grain supply chain since the mid 1990s, leading to the current state of the chain and the parties 
involved. 

Industry agreement (pre-privatisation) 

WA's export grain task in the 1990s was handled by way of a multi-lateral agreement between the key 
players in the logistics industry, chiefly: CBH, WestRail, AWB, Grain Pool WA and the WAFF. These 
agreements were a rare example of a commitment by several commercially-oriented parties to work 
together in a complex task for a common industrylcommunity good. All parties had clear objectives and 
the boundaries between the interests of each party were also clear. 

There was a sole integrated rail provider, government-owned, and a sole storage and export services 
provider. There were 3 marketers, each with responsibility for different grain type(s), with export mandates 
provided by commonwealth and state legislation. 

Under the agreements, each party made their best efforts to work together for maximum efficiency of cargo 
assembly, co-ordinating the use of trains for greatest utility. All parties worked to ensure the majority of 
export grain was rail-hauled, and that drought risk was shared between the parties to some extent, through 
road-competitive 'network' freight pricing formulae. 

WestRail and CBH worked extremely closely to match train schedules with site operating hours and 
scheduling bulk handling activities around transport requirements and the shipping stem. While disputes 
frequently arose around the allocation of resources between wheat and other grains, particularly at peak 
times, and the operational performance of the parties, the ingrained goodwill written into the agreements 
ensured ongoing co-operation. 

Q Strategic design + Development Pty Limited Page 10 
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These agreements were the most mature of any such grain logistics contracts in Australia at the time. It 
was also helpful that the grain industry experienced a sequence of strong seasons through this period. 

The core of the stability of these agreements lay in three characteristics of the parties: 

Government ownership of the rail system and grain marketing bodies 

Traditional single desk marketing 

Non-competitive intra-modal rail environment. 

Breakdown of the traditional agreement 

An Agreement of this nature was signed by all parties in November 1997, designed to be in effect until 
2005. Within 12 months of its commencement, it had become clear that most of the parties would have 
difficulty with its implementation. Within the first two years of the agreement, WestRail would be privatised, 
a rail access regime would be introduced, and AWB would be privatised. CBH also merged with the Grain 
Pool, completing the set of fundamental changes to the traditional relationships in the chain and the 
Agreement. 

The fundamental co-operative premise of the Agreement was severely compromised by these changes, 
and disputes between the parties escalated. As private companies with narrowly defined shareholder 
interests, ARG and AWB began to be more focused on financial performance and their position vis-a-vis 
competitors. AWB also had a mandate to drive reform into the supply chain and introduced competitive 
pressure for the first time onto both ARG and CBH. 

CBH, meanwhile, in acquiring GPWA, began seeking synergistic benefits from the supply chain. Across 
Australia, this type of change was taking place in every state, as the agricultural and rail freight sectors 
were being restructured simultaneously 

Network pricing 

One of the casualties of the reform process was the network pricing principle, which had helped the rail 
operator to cover the losses made on some parts of the network through the ability to charge above cost 
on the most efficient track lengths (essentially the standard gauge line from Northam to Southern Cross). 

Under network pricing, the cap on rail freight rates was effectively set by the road freight competitive cost 
at any receival site, rather than 'cost plus'. In the new commercial environment, freight customers (grain 
marketers) were able to exert pressure on freight rates on this line, through the creditable threat of above- 
rail competition. This approach had been used with great success by AWB in the east coast, and had 
resulted in considerable downward pressure on rail freight rates, to the benefit of grain growers delivering 
to the AWB pools or the local domestic grain markets. In order to ward off competition on these key 
sectors, the rail operator had to reduce rates, but was constrained from increasing them in other districts, 
as they were already road-competitive. 

AWB was keen to drive supply chain costs down in the interests of its shareholders and growers generally, 
but also was fighting on another front. It was seeking the ongoing approval of the Federal Government 
and the grain growing industry to its single desk status, and was using its monopsony power over suppliers 
to demonstrate the value of the single desk license in helping cut supply chain costs. 

Through the early part of the current decade, CBH and AWB were also engaging in a struggle for industry 
dominance as the trend towards vertical integration took hold. 
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CBH now owns considerable off shore grain processing assets, while the other national major bulk 
handlers (BHCs) have domestic processing assets. This type of development became part of a general 
philosophy of 'competing supply chains' in preparation for the anticipated eventual dismantling of single 
desk arrangements, following the North American model. 

This philosophy does not necessarily suit the 'thinness' of the market for grain logistics in regional 
Australian settings. Coupled with land transport cost recovery practices, there is a disparity between the 
expectations on the extent to which supply chain users and the community pay for the provision of 
transport infrastructure. From a resource economics perspective, market price distortions mean that the 
market fails to allocate resources efficiently between modes, reducing the broader benefits of competition. 

While the model may be conceptually reasonable, there are some important differences between the West 
Australian grain transport chain and the North American chains. North American grain growing areas are 
at least 1000krn inland from the port terminals, and there are several rail corridors, owned by competing 
integrated railway companies. Grain handling companies have competing port terminals and can offer 
virtually separate paths to port for grain growers delivering to country elevators. 

In Western Australia, the distances are far shorter and the economics of the rail services are less 
favourable. There is only one rail operator, although trucking provides a potential competitive alternative in 
most zones. There is only one port terminal operator, which is also the dominant storage company, and 
the only one with rail accessible storage facilities. Rail operators are contracted by grain marketers rather 
than the bulk handler, while US rail operators are contracted by elevator companies which are also 
marketers. 

The 'competing supply chain' model is thus limited in its applicability in the Australian context. Grain 
marketers do not have effective choice in regard to port terminal or storage handler, and have 
consequently sought to find a point of difference with each other through transport contracts. The 
traditional role of the marketers in contracting rail freight has been challenged unsuccessfully by bulk 
handlers over the last decade - with the proposition that the single desk should 'begin at the port', leaving 
bulk handlers to manage cargo assembly and rail contracts. 

The ability of AWB to maintain this role also gave it the power to introduce limited rail-rail competition, by 
targeting the standard gauge line, with a single train under a 'take-or-pay' style contract. While this has not 
eventuated, the threat has had the desired effect of keep cost pressure on ARG and enforcing contractual 
conditions limiting the ability of the rail operator to capture maximum volume. 

In the pursuit of the lowest possible path to port for its growers' grain, AWB has exposed the varying freight 
costs associated with each country site. There are many sites in the narrow gauge networks, particularly 
those in the southern half of the Kwinana zone, where the full modelled rail cost is considerably higher than 
the road transport alternative. Under network pricing conditions, the sole rail operator would have been 
able to internally cross-subsidise the 'losses' at these sites, with the gains on the more efficient standard 
gauge sites. This would allow maximum overall volumes to be captured by the rail system, to defray the 
long term capital costs of service provision. 

Under the more competitive conditions, the rail operator could no longer maintain competitive prices at 
each site, with the upshot that it began to reduce its commitment to the areas where reasonable returns 
could not be earned. The upshot for these areas is an increased likelihood that road transport will be 
mode of choice in future. 
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Privatisation and resale of WestRail 

The privatisation of WestRail introduced some necessary cost reductions and a greater focus on business 
development in the business. The original sale of the business to a consortium of Wesfarmers and 
Genesee and Wyoming brought a mix of international expertise and local agricultural-based business 
acumen to the business and was probably the most successful of the Australian rail privatisations. The 
new business inherited a track network in reasonably good condition, as well as a high quality fleet. It was 
soon apparent, though, that capital investment in the grain network and fleet would be problematic in view 
of the seasonality of grain, the state of commercial relationships and the rate required for a commercial 
return on investment by the parent companies of the business. 

The sequence of strong grain seasons was broken in 2001, and in the years since, drought events have 
acted to reduce the average harvest size and annual export task, further weakening the outlook for the 
integrated grain business. The decision by ARG's owners to sell and split the business into above- and 
belowrail components was in part driven by the difficulties of managing this capital investment issue 
internally. The break-up of assets between QR and Babcock and Brown Infrastructure (BBI) led to a 
clearer differentiation of capital and operating costs associated with track and trains, and simplified the 
relationships that each group would need to have with government agencies going forward. 

The split has helped the rail operating business to identify the best uses for its increasingly in-demand 
locomotives amongst its grain and minerals customers. Growth in the minerals export sector has led to the 
transfer of assets from the grain business in the interim while new units are being built. This remains an 
ongoing risk area for the grain industry, where variable freight demand offers lower returns than steady 
minerals streams. The loss of rail resources would remove modal competitive pressure on road transport 
and in thin markets (the longer distance hauls) the result would be upward pressure on road transport 
costs and reduced viability of the more remote, marginal farms. 

Open access regime 

When WestRail was privatised, a rail access regime was created, paving the way for new rail operators to 
enter the market on the rail network. The regime followed the 'negotiate and arbitrate' model also followed 
in Victoria. This model allows the track owner (or, technically, leaseholder) to negotiate with prospective 
operators for access to the track, within pricing rules established and monitored by the government 
regulator, the Economic Regulation Authority (ERA). No competing operator was ever successful in 
gaining access to the grain network under the integrated ARG administered access regime. Since the sale 
and split of the business, access arrangements have become 'cleaner', but there has still been no new 
entrant to the grain haulage sector, perhaps reflecting the general state of rail freight competition 
nationally..:: %,.. 

: , ' . O  

Export deregulation 

w The loss of single desk wheat marketing signals a major change for the grain industry that has the potential 
to influence all aspects of export grain logistics. The removal of the export monopoly from AWB will also 
result in that company ceasing to provide many general services to the wheat growing industry, in relation 

C to quality management, receival standards and funding of various industry research bodies etc. AWB 
pools also provided a strong measure of stability to the trade, since storage and transport deductions were 

-,calculated annually and set for each 12 month period. 

- .  -. 
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The loss of this central function will make the wheat export trade more opportunistic and subject growers to 
more price volatility. 

The deregulation of non-wheat grain exports in all states, including WA, has already led to fragmentation of 
the export task and some complications for CBH and transporters. The introduction of multiple traders to 
the market place does not increase the volume of grain produced or exported, though it might influence the 
prices achieved by growers in different regions. It increases the number of customer relationships and 
adds to the complexity of cargo assembly, particularly where multiple traders buy small grain lots in many 
locations. 

From the rail operator's perspective, the increasing number of customers adds to administrative cost and 
the risk of default, which is not insignificant in the case of trainloads worth around $45,000 in freight 
charges and the small scale of some of the trading companies. This type of risk can be substantial in a 
volatile global commodity trading environment, where price 'inverses' can drive small traders out of 
business. 

More immediate is the chance that the fragmented trade will lead to increased volumes moving to port by 
road. The attempts by an exporter to accumulate a cargo from stocks it owns in small quantities in several 
locations may result in small consignments being trucked, since accumulation of train loads cannot be 
achieved. Under single desk arrangements, train loads could more readily be arranged from single sites or 
pairs of sites, since so much grain was under the control of a single owner. 

On the east coast, where considerable volumes of grain have been handled by the deregulated domestic 
trade since 1989, a system of stock swapping has been in place for many years. The 'track' market uses 
an annually determined set of 'location differentials' to establish notional freight costs that facilitate trade 
between domestic and export grain owners at different sites. This serves several functions: 

It allows traders to swap stocks at locations that reduce the physical freight costs that would be incurred by 
each part in delivering grain to their consumer customers. 

It allows exporters to consolidate export cargoes for maximum rail efficiency 

It provides arbitrage opportunities for traders. 

In WA, where the domestic market is much smaller, this type of trading market has not developed. Stock 
swaps are not systematically and openly facilitated, and when they do occur, they attract charges payable 
by the requesting party. This means that consolidation of ownership in train-load favourable volumes is 
very difficult. 

- New marketing arrangements for wheat have recently been announced, and will take effect from July 2008 
if the legislation is passed. The new arrangements will involve the issue of export licences to companies 
considered fit and proper to trade wheat, based on examination of company performance over the previous 
5 years. Bulk handlers owning export terminals will be required to provide open access to those terminals. 

- The introduction of these arrangements has been widely anticipated and the trade is preparing for the 
operation of a virtually free market. In the absence of AWB's stabilising activities, there is expected to be 
pressure on cargo assembly processes, particularly as traders compete to execute sales contracts in 

0 ,&, 

favourable price windows. 

The impacts of the new trading environment on both rail operators and bulk handlers will be substantial 

u and will lead to the need for new protocols and commercial relationships. Under single desk marketing, 
the export market was defined as 'orderly', in that AWB and similar non-wheat grain marketers provided 
industry-wide stability. 

- 
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The new environment will be more 'disorderly'. In the absence of orderly trade, there will arguably be a 
need for a more orderly logistics chain, to serve two purposes: 

to allow the bulk handlers to physically move and export grain in the most efficient way 

to provide the rail operator with commercially and operationally optimal conditions 

These requirements are examined in the following section. 
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3. SUPPLY CHAIN CO-ORDINATION MODELS 

Bulk handling and transport activity in a deregulated export environment 

In this emerging environment, the roles played by the major bulk handlers in the supply chains will 
inevitably change. In the absence of the old monopsony customers, particularly AWB, BHCs are in prime 
position to take on the role of supply chain co-ordinator, by developing direct contract relationships with 
suppliers such as rail operators, on behalf of the traders whose grain they store and handle. This, 
combined with their geographic port-zone monopolies, will offer BHCs the ability to become an integrated 
chain manager. As owner of the port terminals, and the majority of storage sites, CBH will be expected by 
growers and traders to facilitate cargo assembly fairly and equitably for all potential exporters at the lowest 
possible cost (ultimately, for growers). 

The relationship between CBH, the rail operation and the trade will be pivotal to both the equity and 
efficiency issues, as well as the modal share outcome. 

Depending on the future of the track network, rail can be expected to remain the major transport mode for 
export grain in the Kwinana zone, while road and rail will share the task in the regional port zones. 

However, there are many potential models for the relationship between the rail operator and the grain 
industry in the deregulated environment, and they will have greatly varying outcomes in regard to rail 
efficiency, and hence, viability. Some of these are outlined below: 

In all models illustrated, the following legend applies: 

Rail Operator Bulk Handler A Trader 

1. Traditional sinale desk model 

In the traditional model, there was a single trader (exporter), a single rail operator and a single bulk 
handler, each with strongly defined roles. 

Figure 3 -Traditional Single Desk Model 

f 
Storage + handling // Operational 
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From the railway perspective, this arrangement was straightforward. There was usually a bulk volume 
discount built into the freight contract, so that growers, through the marketers' pools, saw the benefit of 
price reductions in the good seasons. These discounts also served to ensure rail was the mode of choice, 
even in situations where spot road freight prices were potentially lower. 

The downside of the 'eternal triangle' was that the rail operator had no direct means of garnering the 
support of the bulk handler in regard to key rail efficiency interface issues such as operating hours at 
country sites and ports, or loading speeds at sites. In the WA version of this traditional relationship, the 
Agreement obliged the parties to resolve such issues for the common good of the state's industry. In other 
states, the agreements were less explicit, and there was more resistance against incurring cost for the 
common good. 

As described above, this type of agreement broke down completely as the parties progressively became 
more commercially oriented. This type of co-ordination model is no longer possible, as there are 
potentially multiple traders and rail operators, and in some states, bulk handlers represented in any one 
port zone market. 

2. Dereaulated trade model 

This diagram represents the situation emerging in WA and some other states. The bulk handler has two 
distinct arms - its operational business and its trading arm, usually acquired through the acquisition of 
statutory marketing board (eg GPWA). In the WA example, the operational relationship between the rail 
operator and the bulk handler continues, while the commercial relationships extend to all the traders who 
might seek rail services for their grain held in CBH storage. The diagram illustrates the strong 
relationships between rail operator and the major (ex-single desk) marketers, and the less important ones 
with the emerging private traders. 

Figure 4 - Deregulated Trade Model 
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Each of these traders also has a storage and handling agreement with the bulk handler. 

Two issues emerge here. The first is that the rail operator now has to negotiate several freight contracts to 
multiple exporters, most of whom will only have occasional or irregular need for services, since their sales 
will be sporadic. 

The second is the difficulty in managing the allocation of train resources to customers with ships scheduled 
at the same time. Larger exporters will probably have the volumes to justify the most favourable terms with 
the rail operator, and these could include price discounts or priority access to trains. 

Further difficulty arises with the recognition that the haulage of grain to meet a particular customer's needs 
cannot be arranged without the compliance of the BHC. The BHC knows the location of all stocks, and the 
feasibility of executing transport orders, in regard to the specific location of the grain grade in bunkers 
(which often hold different grades that must be accessed in sequence), the fumigation schedules and the 
site locations. Thus conflicts can easily arise between the rail contract held by a trader, and the ability of 
the BHC to supply stock efficiently to fulfil the requirements of the rail contract. Inevitably, the BHC must 
have a voice in the relationship between the rail operator and its customers so that these conflicts can be 
managed contractually. 

The other key issue illustrated here is the potential conflict of interest faced by the BHC's Operations 
division in treating the needs of its own trading arm, versus those of other traders. In the case of CBH, the 
GPWA is the dominant non-wheat exporter, and will probably become a substantial wheat exporter over 
time. The 2003 merger of the two arms of the business was undertaken specifically to develop the obvious 
'synergistic' benefits between the bulk handler and its second largest customer. 

The trading arm benefits by potentially having access to the information on stock ownership and location 
for all traders (notwithstanding the existence of 'Chinese walls' within the company), and being able to gain 
priority access to transport resources, as well as the benefits of any transport rebates that accrue to CBH 
under rail contracts. This, at least, is the clear perception of the private trade. The east coast style 'track 
market' which encourages stock swapping for mutual benefit, does not exist in WA, and there is potential 
for CBH to capture arbitrage benefits unavailable to other traders, or to otherwise deny equal access to 
such profitable trading opportunities to competitors. 

Thus the situation where the rail operator contracts with all traders, including the trading arm of the BHC is 
fraught with opportunities for inequitable dealing and the perception of same. The rail operator is in no 
position to resolve these issues to the satisfaction of the trade, as it is not concerned with grain ownership 
and cannot be expected to understand the subtleties of the grain trading environment. Its ideal commercial 
environment is to deal with a single entity that can process the competing demands of the trade into an 
optimum train loading schedule that maximises asset utilisation and minimises customer contact, revenue 
risk and dispute resolution. 

3. Multi~le rail o~erator model 

A possible extension of the previous model is a multi-operator rail chain as illustrated below: 
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In this model, a second rail operator (R2) is engaged by some traders to handle their needs, perhaps due 
to capacity limitations of the first operator. In this scenario, the two rail operators are now competing for 
the same business as was previously available, but each has a subset of customers, which may be 
advantageous. However, the bulk handler now has an added layer of complexity, trying to accumulate 
cargoes in line with overall rail and road transport efficiency, as well as in line with the volume or service 
commitments each rail company has with its trader customers. 

In the diagram above, the second rail operator may or may not have a contract to move grain for the bulk 
handler's trading arm, by dint of the inevitable operational relationship it will have with the operations arm. 
This makes the contractual relationship quite murky and the cost of administering rail freight contracts and 
managing disputes could be considerable. 

The two rail operators also face the additional demand volatility arising from the fragmentation of their 
baseload business, particularly in the poorer seasons. The two operators would also be competing for the 
best train paths and access to the unloading windows at the port terminals. While this is feasible, there is 
substantial evidence from other chains that the best means of pursuing total chain efficiency is for trains to 
be cycled in and out of port terminals to various sites in an organically flexible manner. In the grain chain, 
this often manifests itself in programming trains to run on alternating daily long distance and short distance 
cycles, to keep all trains on average 24 hour cycles, and utilising the same port terminals time windows 
each day. This cannot be so readily achieved if two or more operators, independently programmed for 
their customers, are running on their own separate cycles. 

This problem is being faced in NSW's Hunter Valley coal chain, where a second operator, with a few trains 
serving a single mining company, is limiting the potential for the entire fleet to be deployed organically in 
pursuit of overall chain efficiency. This deficiency is offset in part by the price competition that ensues in 
this market, where road transport does not provide an effective competitive price. However, the cost in 
terms of lost export earnings at a time of huge price increases is causing concern to coal mining 
customers. 

In WA's grain chains, road transport does provide cost competition for rail in most areas, particularly for 
small volumes. 
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In reality, there is unlikely to be a new entrant to this market as there is less incentive for any marketer to 
contractually share the drought risk with a rail operator for any substantial volume. There would be little 
cost saving benefit to the trade in introducing a second operator, and the risks associated are too great. 

In the current rail environment, there is a rapidly depleting pool of quality locomotives available to be 
deployed by operators seeking to enter grain transport markets such as these. The rail industry is also 
awake to the reality that export grain transport is inherently risky and operationally complex, and that 
customer relationships are typically difficult to manage, compared with the alternative growth in minerals 
export opportunities emerging around the country. 

4. CBH-controlled SUDD~V chain model 

The simplest and most attractive model from the perspective of the single rail operator is for the bulk 
handler to hold a comprehensive contract relationship with the rail company, representing the requirements 
of all traders holding export stock in the site network. This is illustrated below. 

Figure - Ideal Conceptual Model 

This model is equates to what the WA private trade currently perceives to be the CBH vision for supply 
chain management. In this model, all traders have a storage and handling relationship with CBH that 
encapsulates the rail contract relationship. The problem remains that the traders get to deal with the rail 
company on an uneven basis, given the integrated status of CBH's trading arm within the company. 

The concerns of the private trade about the internal relationship within CBH are exacerbated by the lack of 
information and transparency between CBH and the traders, on matters such as daily stock levels, 
ownership and location. Many traders believe CBH's trading arm has more knowledge than they do on 
these matters. One of the research areas for this project will be the appropriate level of stocks information 
that should be shared by CBH Operations with its customers, and whether some industry-wide trading 
rules will need to be agreed to provide greater comfort to the trade. On the east coast, GrainCorp has 
some trading rules in place and has given undertakings to ACCC regarding the internal relationship with its 
own trading arm, which was formed from the acquisition of two statutory marketing bodies for non-wheat 
grains. These will be examined in connection with the development of the private trade in WA. 
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5. Separation of bulk handlina from tradinq 

The logical corollary of this analysis is that there needs to be a more formal separation of the trading and 
operations arms of CBH if the company is to provide any kind of central co-ordination role for a 
deregulated trade using the services of a rail operator. The figure below illustrates the basic model. 

Figure 6 - Separated Model 

This diagram shows a clean relationship between the rail operator and the operations arm of the bulk 
handler. The rail operator has no contract with the trading arm, or with any other trader. Its freight contract 
with the bulk handler provides incentives and risk sharing devices to stimulate efficient train utilisation. The 
bulk handler has the express obligation to manage the cargo assembly process on behalf of all exporters 
and to harness the rail resources in accord with some industry agreed protocols. 

To achieve this to the satisfaction of the trade, and presumably the government and regulators, the bulk 
handler needs a degree of formal separation from its trading arm. This is no small step, as it amounts to a 
reverse of the original reason for the merger. It is clearly appropriate, however, in a (presumably) fully 
deregulated export grains market, that the bulk handlers provide open and equitable access to their export 
facilities (which conceivably means port terminals as well as other chain components such as receival sites 
and significant transport contracts). 

If this can be managed, then the rail operator can be provided with the most favourable operational model, 
and can develop the relationship with its natural operation partner in a more mutually beneficial way than 
has been achieved since the breakdown of the traditional 'industry' agreements. 
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4. CBH'S PROPOSAL - GRAIN EXPRESS 

The proposal being developed by CBH, initially marketed as "BluePrint", was initially based around model 
number four in the preceding section. It aimed to confer control over the rail-based supply chain to CBH, 
and was initially designed during the period where CBH and AWB were engaged in a tactical battle for the 
right to manage key aspects of the chain on behalf of growers. This period was at the height of efforts to 
determine the shape and structure of grain supply chains in the course of the debate over the future of 
single desk marketing. It was therefore a model that had 'integrated supply chain competition' at its heart. 

In the time since its initial design, the marketing landscape has changed markedly. The debate with AWB 
for control is essentially now over, with the Government's decision to rescind the right of veto held by AWB 
over rival license applications. The focus of Blueprint has thus been changed to address the concern that 
deregulation would fragment the cargo assembly task at great cost to CBH and to growers. 

The concept has more recently been re-branded as "Grain Express" and has only recently been fleshed 
out in detail, and been presented to the private trade and other stakeholders. CBH is not now seeking to 
implement a strategy developed over the long term - it is reacting to fairly rapid changes in the grain 
industry structure as well as the emerging risks to transport posed by the recent drought events. The 
philosophy behind Grain Express has moved away from a fairly adversarial competitive model, to a more 
inclusive, responsible approach which recognises and seeks to fill the vacuum left in the wheat industry by 
the changes to AWB's role. 

The main intent of Grain Express is to simplify cargo assembly and reduce cost by offering a limited 
number of sites at which traders can execute delivery - essentially the port terminals for export grain, and 
about 15 key country sites for domestic traders. This system would give CBH considerably more control 
over site logistics and transport co-ordination than ever before. 

Customers will not have entitlement to physical grain stocks at any site where they actually buy from 
growers, nor will they have the right to dictate which physical grain parcels are used by CBH to meet cargo 
assembly orders from those customers. Instead, CBH will offer 'zone entitlement', giving itself the right to 
assemble cargoes from its customer's overall stock holdings with a port zone, making adjustments for the 
freight differentials and transferring the notional ownership by that customer to other sites, as required for 
handling and transport efficiency. 

This approach will require some management changes by the company and there remains some distrust of 
CBH's motives within the private trade, perhaps a legacy of its scale, assets and its deep commitment to 
its grower members rather than to the grain trade per se. CBH recognises that the new trading 
environment will require all bulk handlers to reassess their roles and behaviours. Grain Express will require 
a thorough examination of all services, contract conditions and charges currently applied by CBH in line 
with the expectation that marketers sign over some logistics freedoms and rights to the company. 

The intent of the Commonwealth Government in implementing new wheat marketing arrangements from 
July 2008 has an important regulatory component. The new regime will require bulk handlers to offer open 
access to all exporters using their port terminals. While bulk handlers currently do offer notionally open 
access to marketers, the ACCC will become involved in determining what 'open access' means in practical 
terms, with a greatly fragmented wheat export task. This review is likely to raise a great many questions 
as to the operation of integrated supply chains and the ownership of trading arms by bulk handlers. 

It is in the interests of CBH to work towards an offering to the trade that will head off any futures concerns 
of the ACCC in this regard. CBH needs to ensure that Grain Express is demonstrably fair and equitable 
and that it does not run counter to the efforts by the trade to market Australian grain products efficiently 
and profitably. 

- 
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Consultation with the trade 

Formal consultations have now been completed with key traders including AWB and smaller companies. 
CBH has also engaged with a meeting of traders under the NACMA (WA) banner. 

Prior to these consultations, some informal responses of trade representatives in discussion with Sd+D 
were sought, and these are summarised below. It should be noted that many of the issues raised by 
traders in opposition to the general concept (particularly AWB) are also outcomes that are likely as a result 
of deregulation, rather than specifically any moves by CBH. Since both events are happening 
simultaneously, it will be important to keep separated the influences and risks associated with each. 

Summarised initial informal responses of the private trade to the concept of CBH control 

CBH is already a very powerful organisation; allowing it to take greater control over stock management 
and cargo assembly is counter-intuitive 

CBH has not had to be accountable to the trade for its supply chain performance; competing traders feel 
powerless to manage their costs if they cannot exact accountability for cargo assembly performance 
delegated to CBH 

CBH already in its contracts gives itself rights and conditions in relation to its customers' stocks that would 
not exist in a more competitive marketplace e.g. in regard to unauthorised movement of customers' grain, 
and the disparity between receival and out-turn standards 

CBH will need to up-skill in order to manage full chain activities to the satisfaction of its customers; there is 
a perception that country staff do not always work in synch with cargo assembly planners; information 
systems need improvement 

Separation of trading and operations arms is absolutely essential as a first step; the trade is of the strong 
view that the trading arm benefits from access to its competitors' stock positions and also from arbitrage 
and blending opportunities that arise from CBH Operations policies 

Some accountability for ship demurrage and other costs associated with cargo assembly performance 
should be accepted by CBH if it seeks total supply chain management responsibility. Though the trade 
must also have a stake in these costs as well, otherwise there could be vexatious attempts to subvert the 
protocols regarding shipping nomination etc 

The possibility of a price inverse in mid next year makes it important that a fair and equitable methodology 
for allocating transport resources to competing marketers at peak export times be developed - there is a 
risk that those missing out on timely access to resources would be greatly disadvantaged 

CBH can move customers' stocks from location to location, even resulting in additional repositioning cost 
to the customer, particularly those operating in the domestic and non-bulk markets, which seems unfair. 
CBH also absorbs the rail freight rebate value (under current freight contracts) from such moves. 

It should be noted that the responses of the trade following CBH's presentation of its new Grain Express 
model have been much more positive. There is a general appreciation of the need for such a model in the 
new environment. Sd+D has not viewed any written or formal responses, but understands that the key 
remaining concerns relate to the separation of the trading arm, and the need for clear information and 
protocols, rather than any intrinsic objections to the concept. 
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5. GRAIN EXPRESS - RELEVANCE OF SUPPLY CHAIN COMPONENTS 

The Grain Express concept is principally concerned with the ability of the bulk handler to manage multiple 
customers' stocks and demands in an operational environment designed around a virtually single customer 
relationship. The main features of the concept are: 

zonebased entitlement to grain ownership, rather than site-based 

bundling of export land freight services with storage and handling services 

'separation' of the operations arm from the trading arm of the company 

Separation of harvest receival operations from commercial transactions with growers. 

From the point of view of the sponsors of this study, the dominant component of the concept is the second 
point, that is, the bundling of transport and storage services. For DPI, the major question is whether Grain 
Express will improve the long term viability and efficiency of export grain haulage by rail and road, i.e. 
minimise land transport infrastructure costs and provide conditions for efficient transport services. For 
DAFWA, all the issues have some significance, particularly as it has some responsibility for the future role 
of the Grain Licensing Authority. For each agency, though, it will be important that the grain industry can 
demonstrate a level of acceptance of any new supply chain management concept, so that some stability 
can be relied upon for infrastructure investment purposes. To this end, it is important that CBH can modify 
its proposal where necessary to address the core concerns of the grain traders, and the predictable 
concerns of government regulators. 

AWB is the dominant wheat and grain trader in Australia, and is proving active in representing the interests 
of the grain trade in the national industry under conditions of market deregulation. AWB has recently 
released two reports into the 'industry good' functions it previously provided, and into the changed 
competition circumstances in export supply chains. It will seek to demonstrate for regulators that the 
natural monopolies of the bulk handlers could become exploitative of market power, particularly if BHCs 
gain contractual control over the provision of core rail haulage capability. 

CBH's Grain Express will clearly attract the attention of the ACCC for this reason, and it is already taking 
steps to engage the regulator so as to allow for implementation prior to the 2008109 harvest. The gaining 
of any approvals needed will be facilitated by the extent to which CBH is able to meet the concerns of the 
trade 'head on' and eliminate any unnecessarily controversial aspects. 

The process of gaining industry acceptance may take some time, and the national regulatory regime will 
take at least 18 months to establish. There is no reason, however, that rail contractual arrangements 
cannot be initiated immediately for the 2008109 season, on the assumption of an interim form of the Grain 
Express proposal being implemented. 
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The key to the success of Grain Express from the perspective of the rail supply chain is the ability to 
provide two important conditions: 

a single customer relationship for the export haulage task 

a long term partnership relationship to provide a safe investment climate. 

These warrant some explanatory comments: 

For grain marketers, the export grain business consists of the movement of defined cargoes, of 5,000 to 
100,000 tonnes of grain of particular grade and characteristics. Grain marketers compete with each other 
to sell grain for international sales contracts, and also compete to acquire grain from growers, at or about 
harvest time, to meet these sales obligations. In the course of this competition, they seek to move their 
grain from farm or receival site to port as cheaply as possible, in order to gain an edge on their rivals. 
Trading margins are small, and freight savings can be critical to the success of a sale or a trade. 

For the rail operator, however, the export grain task is essentially a homogenous transport task, serviced 
on a common network, using a common fleet. All of the major grain types are hauled in identical fashion 
irrespective of ownership or quality characteristics. For the rail operator, the operational interfaces with the 
bulk handler which owns and staffs the loading and unloading facilities for the trains are the key 
relationships. Grain owners, however, traditionally pay the freight charges and write the commercial 
contracts. 

The deregulation and fragmentation of the export trade may have some competition benefits in allowing 
new entrants to the market. In itself, however, it will do nothing to improve the viability of the rail provider. 
Deregulation will not increase the volume of grain exported, which is a function of climate, global price 
trends and a whole range of exogenous factors. For the rail operator, it will simply increase the number of 
potential freight customers, adding administrative, commercial and operational complexity to the task. 
Trading companies operate in volatile commercial conditions and do not always have the financial scale to 
pay freight charges if trading conditions worsen. Many grain traders have been liquidated leaving creditors 
amongst growers, processors and transporters. Trading companies are also unlikely to be able to bear a 
share of the risk associated with the ups and downs of their freight needs, or purchase take-or-pay style 
term contracts which help rail companies manage their volatility risks. 

Traders with freight contracts would vie for access to scarce train services at peak shipping times, and the 
rail freight operator would have to rely on CBH to help determine the order in which stocks should be 
carried for the greatest overall benefit. The rail operator is usually powerless in this situation, and receives 
its customer orders via CBH in any case, once a basic train operating pattern has been agreed. 

Quarantining of competitive activity 

For all these reasons, it would be very beneficial for the rail operator if its relationship with CBH combined 
the operational with the commercial, and covered all export grain housed in CBH's rail sites. To reach this 
state, it will be necessary to place some limits on the ability of traders to compete with each other in all 
facets of the supply chain. The freedom to compete for the right to market grain internationally does not 
necessarily bring with it the right to compete at all points in the supply chain, particularly where market 
failure is a factor. This issue may need to be discussed with federal and state regulators taking an interest 
in grain handling. 
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It might be addressed through authorisation, based on a public interest argument. CBH is likely to manage 
this issue as part of its strategy for responding to the new wheat marketing reforms and associated 
regulatory moves. State and local governments are concerned that under current circumstances their road 
assets will be consumed more rapidly, and that taxpayers, rather than users will be required to meet the 
cost. Investments in rail infrastructure may also be under-utilised, and not yield expected benefits. 

Figure 6 below illustrates how competitive activity between traders using CBH country facilities needs to be 
excluded from the site-port supply channel. Traders will compete on the basis of their ability to purchase 
and resell the grain, rather than their ability to transport it cheaply between country site and port. Traders 
should, however, be free to compete with the CBH supply chain by using private storage and road 
transport. 

Figure 7 - Illustrative Supply Chain Structure 

Growers 

Boundaries of Competitive Activity 
(CBH system) 

...... .... 
Raillroad Porl 

Single channel 

lntematlonal Buyers 

- - - - - - - - - - -  . Competing Marketer Channels 

It should be noted at this point that rural road transport freight prices probably include a hidden state subsidy in 
that the full cost of the provision of lightly used roads is not met via heavy vehicle registration charges. It is likely 
that the State will require in future a higher contribution from users of investments in State roads made 
specifically to accommodate the needs of the industry. 

It is important to recognise, however, that export grain in the CBH system is not to be regulated to rail - 
road transport will be used in conjunction with rail under contractual terms and conditions. It would be 
CBH, however, that would manage and authorise the use of road transport under these terms, rather than 
the grain owner. 

Rail contract components 

The exact nature of this relationship, however, requires some attention. To be successful, the contractual 
environment will need to satisfactorily address the following issues: 

maximise rail volume 

manage seasonality and drought risk 

road competitive pricing 

- 
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capacity for 'network' pricing 

joint accountability to customers 

equitable cargo assembly principles 

support managed road usage 

Maximising Volume 

One of the keys to rail viability is the ability to capture as much volume as possible for the train-sets 
deployed. Any contract should be written to encourage the freight customer (CBH) to use rail to the 
greatest extent possible. Trains are inflexible assets with high fixed (capital cost) components, and need 
to be used as frequently as possible to generate revenue to cover short and long run costs. Under 
previous contracts written with marketers, there has been considerable freedom to use trucking where 
short'term price savings are available. 

Once an agreement has been reached as to the number of trains that should be provided over a contract 
period, the task for the contractual partners is to ensure that they are used to carry the greatest volumes 
possible. 

One of the best ways to generate high train utilisation is for steady train loading patterns to be agreed 
between CBH and the rail operator on a weekly basis. Under such patterns, daily load schedules can be 
established which use a combination of loading sites at differing distances from port on alternate day. This 
allows trains to maintain average 24 hour cycles while servicing sites which normally take more than 24 
hour cycles to service in combination with sites closer to port. 

Figure 8 - Illustrative alternating short and long distance train loading cycles (2 train-sets) over 4 
days 

Port 

To extract the benefit from this type of operation requires the continuation of a loading pattern over a 
period of several days or weeks. Typically these programs can be combined with the clearance of 
particular grain grades from a designated number of sites. This means that CBH can open a bunker 
containing 20,000 tonnes of ASW' at a site, and move it all to port within 10 days, with trains arriving and 
departing at the same time each day. 

One example of a common wheat variety. 
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This reduces the cost of bunker management by saving on site staffing and equipment costs. 

Trains can be operated most effectively when they can run on standard schedules over a period, rather 
than unique schedules each day. The provision of labour for train loading and unloading is also much 
more efficient when daily shift times can be standardised for a period. 

This type of ordered export clearance can best be achieved where CBH has sufficient control over stock 
management to designate the sites and deploy staff in agreement with the rail operator on schedules. It is 
simple to arrange so long as CBH has the freedom to allocate all the grain in the bunker to the cargo 
assembly for the next ASW shipment, irrespective of who bought the grain into the site, and who is making 
the shipment. This is how the zone entitlement component of Grain Express generates logistics benefits. 

To maximise the volumes hauled by a set number of trains will require the smoothing of some peaks and 
troughs in demand for transport services. The number of trains provided is unlikely to be able to meet 
peak demand in heavy seasons and at certain times during most years when global prices are favourable. 
It will be necessary to spread freight usage across the ups and downs of demand i.e. by positioning grain 
at port in advance of forecast need. Prior to deregulation, this was done by bulk handlers in conjunction 
with the single desk marketers. Grain Express will allow the same type of planning to be done by CBH on 
behalf of the trade. 

Managing seasonality and drought risk 

The main source of financial adversity for the rail companies hauling export grain is the hugely seasonal 
nature of the product. Drought events and large down-turns in export activity can leave trains and staff 
without work for several months and even years. In WA some aspects of this risk have been shared 
between the rail operator and the marketers through the use of contracts with fixed and variable 
components. Typically the marketers would determine the scale of each export season's activity in 
advance and 'book' a certain number of trains for an annual 'flagfall' charge, which would cover a share of 
the 'fixed' cost involved in providing train services. The variable component of the contract rate was then 
payable on a per tonne basis throughout the season. 

This system ensured that some of the rail operator's drought risk was carried by the marketers on behalf of 
growers. The marketers could absorb the flagfall charges even in drought years through the operation of 
pools, which spread these costs across all the tonnes delivered by growers in the state, or even nationally, 
and reflected them in the final pool accounting. 

In the new environment, most traders will not have the capacity to absorb these types of risks, though 
some might have the scale to take on the low risk associated with single train commitments. It is not yet 
clear whether traditional pools will be offered by AWB from 2008. In any case, traders including AWB will 
not be well positioned to take on such risks, but CBH (Operations) is much better placed to do so. 

The basic fixedhariable price structure retains a great deal of appeal. As the sole customer of the rail 
operator, CBH would pay the fixed component, leaving the variable component to be reflected in the prices 
applying at each site. CBH would have the capacity to spread the fixed cost across its grower base, 
leaving the traders to pay the variable components through the system of location differential adjustments 
that is envisaged under Grain Express. Thus the industry's share of the transport drought risk would be 
directly accepted by growers using the CBH network, while the traders would not need to accept any. This 
is an appropriate structure for the traders, who do not have the right to choose their own transport 
providers under Grain Express. 
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The ratio of the fixed and variable components needs to be carefully determined. The fixed proportion 
needs to be substantial enough to provide a reasonable return to the rail operator in a drought season, 
without penalising CBH and the growers too heavily in such seasons. Yet the variable proportion cannot 
be too low, as this could reduce the incentive on the rail operator to actually provide train services in 
certain areas. This leads into the general area of the pricing of rail freight. 

Road-competitive pricing 

Rail has some well-known advantages over road transport in the haulage of bulk grain, particularly for point 
to point movements. A train carrying 3000 tonnes of grain over 200km will cost less than the equivalent 
number of trucks moving the same volume, in both financial and environmental terms. However, rail faces 
a whole range of cost components that road transport can avoid through flexibility and cyde time 
advantages. Rail operators need consistent steady loading patterns to defray fixed costs, while road 
transporters can find work anywhere on the road network during demand lulls. 

Rail rates offered to the export grain industry typically have to factor in the extremely variable demand for 
services and the high cost of renewing train assets, including risk. This has left rail operators exposed to 
road freight competition in some areas, and where the contractual environment has been unforgiving. 
From the marketers' perspective, road freight rates are usually competitive with rail rates at many sites, 
and sometimes very attractive 'spot' rates have been available. In the free market, grain marketers must 
seek the best freight rates available in order to retain their sales margins. This has tended to cause a 
situation where rail operators lose some volume to road transport if they do not ensure they offer 
comprehensively lower rates and high service levels. This situation will only worsen unless the grain trade 
agrees to a Grain Express-style initiative, which stabilises freight conditions for the rail operator and is 
conducive to longer term rail transport partnership. 

Under Grain Express, however, it will remain important that the rail rates are set at levels generally 
competitive with reasonable road rates. "Reasonable' road rates are commercially sustainable rates, 
rather than the occasional 'sharp' rates that will be available from time to time at various sites. The rail 
service is only worthy of support by growers if it can genuinely provide services at rates which are 
comparable to those offered by road. Many of the benefits of the rail service are felt by communities such 
as Perth and Albany, in terms of road safety and amenity, rather than directly by growers. The grain 
industry should not be asked, therefore, to accept prices higher than they could reasonably expect from 
road transport operators. Similarly, the grain trade is being asked to avoid seeking competitive edge in 
landside transport for grain in store with CBH. CBH will need to be sure that its rail freight contract allows it 
to offer a total supply chain service that is competitive with storage and transport services available outside 
its network (i.e. through on-farm and private storage). 

As stated earlier, rural road transport freight prices probably include a hidden state subsidy in that the full 
cost of the provision of lightly used roads is not met via heavy vehicle registration charges. Until such time 
as registration charges are substantially raised, or alternative mechanisms devised, road transported grain 
will be supported in part by the taxpayer, as well as the grain grower. 

The freight revenue mechanisms to be employed in the freight contracts associated with Grain Express, 
therefore, must be structured to achieve several aims: 

generate fair and competitive effective freight prices for growers 

generate reasonable returns to the operator, in good and bad harvest years 

provide incentives for CBH to use and invest in rail services 

provide clear incentive for traders to endorse rail over road for their volumes in CBH storage 
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The bi-lateral relationship made possible here between the rail operator (ARG) and CBH will allow for such 
a structure to be arrived at, although there could be some interesting implications for each party. 

The following table illustrates how a traditional Ylagfallhariable rate' type of contract could be structured to 
address the objectives above. The table uses illustrative numbers to demonstrate the revenue flows and 
average freight rates applicable under different mechanisms, for small, average and bumper harvest 
seasons. 

Table 1 Freight Rate Scenarios 

average 
average 

rail flagfall pan va:2!,4n rail :::': effective smoothed 

mp,;. ,, ,, (paid by revenue charge freight rate annual freight rate 
($m) CBH) (lm) graiyG1;"") (8m) ($h) ($It) charge ($It) ($") 

grower 

Based on recent history and the increase achieved last year, it is assumed that the weighted average rail 
freight rate is $16/tonne on a total revenue basis, and that road freight rates are slightly below this at 
$15/tonne. A conservative 10 million tonne CBH receival volume is assumed to be the future average 
volume, of which 6 million tonnes is the average rail haul. 

Scenario 1 illustrates how a flat freight rate of $16/tonne generates different revenue returns to the 
operator under the different harvest types. Scenario 2 involves an annual 'flagfall' amount (set here at 
$35m) which allows a lower 'variable' rate component to be charged on the actual tonnage moved. The 
'variable' rate is calculated as the figure necessary to generate the total revenue value of $96m, i.e. the 
figure that would be achieved with a flat $16/tonne average rate. 

Under Scenario 2, the rail operator earns more in the poor year and less in the good year than with the flat 
rate. In total, for the three good, bad and average years considered together, revenue earned is around 
2% lower under Scenario 2, but the smoother returns are probably more beneficial to the business than the 
net total result. 

The treatment of the flagfall fee by CBH is a significant issue. The charge of $35m would need to be 
absorbed by either the company itself, its grower members, or its customers, or a mix of all three groups. 
Here it is assumed that the company passes the full cost on to the growers (by way of a receival charge). 
Importantly, the charge would be applied at all sites, not just rail sites, including port storage. This is a 
means of ensuring an industry-wide contribution to the rail service, in recognition of the network-wide 
benefits that rail offers (speedy cargo assembly, reduced road impacts etc). This mechanism is also not 
inappropriate to the co-operative nature of the company. In the average year, the $35m flagfall is spread 
over 10 million tonnes, not the 6 million rail tonnes, at a cost to the grower of $3.89 per tonne. 

While this is a substantial impost from the growers' perspective, it is more than compensated for by the 
reduced freight rate that then applies to the movement of the actual tonnage (average $10.17/tonne vs. the 
road transport average rate of $15/tonne). At rail sites, the combined freight rate payable in the average 
year would be $14.06/tonne, less than the flat $16/tonne rate. 
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This is due to the spreading of the flagfall charge across all, or most users of the CBH system. 

Scenarios 2(a) and 2(b) illustrate two different ways of dealing with the flagfall charge. In Scenario 2(a), 
the total flagfall charge is divided by the annual tonnage received, so that the figure changes with each 
season, depending on the harvest volume. This charge could not be calculated in advance, so would 
require some retrospective accounting treatment. Growers pay more in poor seasons than in good. In 
Scenario 2(b), an average flagfall amount of $3.89/tonne is charged to the grower each year, irrespective 
of annual volume. This is based on the average annual harvest, and could be charged in advance. CBH 
would then manage the 'unders and overs' for the term of the rail contract on a company basis, including 
the risk that returns from growers did not cover the flagfall costs under the contract if volumes fall below 
expectations. 

Under this model, the growers who do not use rail freight at all, however, (either delivering to port, or using 
road-only sites) would not see any balancing benefit for their flagfall contribution. CBH might have to 
waive the charge for sites in areas without any rail service (eg eastern Albany zone, western Esperance 
zone, northern Geraldton zone). If this was done to the extent that 1 million tonnes of deliveries in an 
average year was exempted from the charge, the effective average freight rate to growers using rail would 
be $14.54/tonne. 

Table 2 - Freight Rate Scenarios - road site volume excluded 

Scenario 2(b) 
I 

rail Ragfall part 
varkble part rail annual averaged 

season harvest rail ta ' average average grower effective annual 
type (mt) (mt r02,iy flat rail rate revenue (paid by r e  Ch.rge freight rate grower 

freight rate 
(Sm) CBH) ($m) grain Owner) 

($1,) (Sm) ($/I) ($') charge ($/I) 

Poor 6 $15.00 $16.00 $64.0 $35.00 $10.17 $75.7 $6.56 $16.73 $4.38 $14.54 

avenge 9 6 $15.00 $16.00 $96.0 $35.00 $10.17 $96.0 $4.38 $14.54 $4.38 $14.54 

bumper 14 9 1  $15.00 $16.00 $144.0 $35.00 $10.17 $126.5 $2.81 $12.98 $4.38 $14.54 

totals $304.0 $298.2 

This type of rate structure within a long term rail contract would appear to meet the overall objectives for a 
sustainable raillroad freight system for export grain, allied to the Grain Express management approach. 
Some associated matters need to be addressed now to fill out the picture. 

Capacity for network pricing 

Within the basic shape of the rail contract, the issue of site-by-site pricing (and the extent of the rail 
network) will require some attention. 

In the past, the rail operator was able to post prices that were road-competitive at each site, despite the 
actual costs associated with each site being quite variable, due to differences in cycle time, track type, 
terrain, loading speed etc. Within a single operator environment, this could be readily achieved to the 
general satisfaction of growers. Once the competitive environment was enforced with the introduction of 
the access regime, this type of pricing was abandoned, due to the threat from competitors on the most 
attractive lines - principally the standard gauge corridor. Site-by-site cost-based pricing became the norm 
under recent contracts, and this has highlighted the high cost involved in servicing slow loading sites, sites 
on low standard track, and those where the rail route to port is particularly circuitous. 
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While this type of pricing is theoretically appropriate, it tends to expose the less efficient rail sites to loss of 
market share to road transport. Under a long term contract of the sort being considered here, a balance 
between the two pricing modes must be sought, so that volume is not directed towards road via pricing 
signals except where it is agreed that the rail lines should be closed. ARG will require the price at 
individual sites to have a closer relationship to underlying service cost, without making the price higher 
than the road transport alternative. This would be CBH's aim as well, since the alternative would see loss 
of business in its storage network in those regions. 

To reintroduce elements of the network pricing approach that captured the majority of tonnage to rail, ARG 
will need contractual security such that: 

it has 100% of CBH's rail business 

neither CBH nor any CBH customer will seek other rail operators for the most favourable sites or line 
sections 

CBH will not allocate volumes to road transport (where necessary to augment rail services) from 
favourable rail sites, particularly those which have attracted investment in rail improvements. 

The issue as to which lines should be withdrawn from service arises here. Previous reviews have 
highlighted various lines for closure, due to the additional distance travelled for transhipment and/or the low 
quality of the track. Any decision on closure of these lines would need to be carefully considered in 
relation to the contract pricing structure achieved. The involvement of WestNet Rail will also be critical 
here. It will be important that grain from sites no longer serviced directly by rail can be cost-effectively 
transported to nearby rail-served sites, augmented by improved rail loading facilities and even track 
upgrade where necessary. This implies that the rail contract will cover integrated roadhail haulage 
provisions for ex-rail sites, using designated transfer points that qualify for targeted investments. Any such 
road hauls will need to be short, to keep costs and cycle times down. 

CBH and ARG would need to agree on a formula for jointly providing road transport on these links under 
the terms of the rail contract. 

Joint accountability to customers 

Under Grain Express, the customers of CBH are expected to delegate logistics management and the 
choice of transport provider to the company. Given the uncertainty and the financial risks attached to 
cargo assembly for international trade, traders will seek some undertakings from CBH on the performance 
of itself and its transport contractors. In the new grain trading environment, this requirement on bulk 

- handlers can be expected to intensify. Where marketers do not have 'site-based entitlement' to their 
stocks, and can only execute contracts at port, the bulk handler will have to be accountable for 
performance to a much greater extent than previously. 

The main types of risk are grain out-turn quality, and ship demurrage. The first of these is peripheral to the 
transport issue, but the second is critical. Marketers will commit to load ships with grain positioned at port 
within a certain 'layday' window. Failure to do so, causing delays to the ship beyond the window, incurs 
demurrage costs of up to $50,000 per day for the marketer. Published figures indicate that national 
demurrage costs for AWB in heavy seasons can be as much as $1 92m. The bulk of this amount can be 
balanced via 'despatch' savings, which are generated when ships are loaded before schedule, but AWB 
has still faced annual net bills of up to $20m in some years. Post deregulation, traders will not have 
access to pooling mechanisms through which to spread these costs, and will be seeking accountability 
from bulk handlers regarding these potential costs. 

- 
- 

O Strategic design + Development Pty Limited Page 32 



DPI & DAFWA 
Review of grain supply chain co-ordination models 

Final Report 
May 2008 

Since bulk handlers will have control over all segregations and the management of stocks, as well as 
transport contracts, they should be able to take on this responsibility. 

CBH has reportedly accepted that marketers will need some type of agreement to realistically share these 
costs, and have begun discussing the issue as part of the roll-out of Grain Express. CBH's ability to meet 
any obligations it takes on will also need to be addressed in performance aspects of the rail contract, since 
the ability of ARG to run its trains effectively will be vital to ship-loading performance. 

The task of defining this accountability will be very complex, where multiple exporters are competing for 
logistics resources at peak times in order to reduce exposure to these costs. At the simplest level, 
however, ARG will need to commit to running a certain percentage of planned services over a period or 
face some responsibility for losses faced by CBH customers who have contracted for the logistics service 
under agreed terms and protocols. To do this, ARG will need close relationships with WestNet Rail in 
regard to track performance, and with CBH in regard to train programming, loading and unloading 
performance, inter alia. 

Equitable cargo assembly protocols 

This leads to the key issue for CBH - how to prioritise orders from different marketers in order to provide 
fair and equitable service and reduce exposure to shipping costs and other risks. This is clearly going to 
be a critical issue for CBH as it seeks to convince its customers and potentially, regulators, of its ability to 
provide central services that do not discriminate between different customers. The challenge will be 
greatly facilitated by Grain Express, as CBH will be able to use all stocks within a port zone to meet the 
requirements of the small and large marketers, using the accepted location differentials to account for 
notional freight costs. There will still be difficulties in peak demand times, however, involving the ship 
nomination process, changes to shipping schedules, quality concerns, equipment breakdowns, train 
performance failures etc. These events can all tend to interact with one another to the detriment of overall 
chain performance -the allocation of responsibility for any costs arising will likely be a source of dispute. 

The clear separation of CBH Operations from the company's trading arm will be the main hurdle to achieve 
if the concerns of the trade generally are to be met. The equitable sharing of stocks positions and shipping 
stem information is also vital, so that all parties know the risks and costs involved in making sales. Grain 
Express will effectively remove the opportunity for freight arbitrage revenue to be earned by traders in the 
system. There will need to be clear undertakings demonstrating that CBH itself does not have internal 
access to any such opportunities. 

G. Managed use of roads 

In future, there will be increased usage of the road network for export grain, due to: 

less trains available to handle the larger harvests and peak export periods 

greater pressure to avoid shipping demurrage costs 

some track closures 

This additional trucking will have an impact on roads of all standards - highways leading to ports, arterial 
routes and local roads. The introduction of a centrally managed supply chain for CBH-stored grain brings 
with it the potential for a more structured use of the road network, and an associated targeting of scarce 
road maintenance funds. 
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The closure of some tracks will lead to the use of defined road routes for transfer of grain from ex-rail silos 
to new railheads. This will only affect a small number of routes and most will be main roads, of lengths 
less than 100km. 

The need for overflow road transport, when rail services are insufficient to meet demand, is a potentially 
more significant issue. If unmanaged, this could lead to extra trucking from any site towards port. In 
practice, trucks will tend to be used from the closest available sites to port, rather than distant ones. The 
rail contract can be used to stipulate a number of sites from which road transport can be used and the 
circumstances under which this can happen. It should also be possible to nominate the road routes to be 
used under these circumstances, and gain blanket approvals from local and state authorities on an annual 
basis for use of these routes. Occasional use of such routes might be subject to a courtesy advisory note 
to local councils rather than a permit application. 

Involvement of road authorities in the process of nomination of these routes and conditions at the time of 
preparation of the rail contract would be valuable in allowing for the efficient allocation of road maintenance 
funding. 

The State Government and WA Main Roads might also consider reviewing the heavy vehicle limits 
applying to the routes leading to MGC and Kwinana as a means of stimulating the use of rail and reducing 
truck numbers on key urban routes. There would be difficulties in isolating any greater restrictions to grain 
transport, however, leaving other commodities unrestricted. In general, a pro-rail contractual approach by 
CBH, with government support, would achieve similar ends without the need for measures designed to 
inhi bit road transport cost-efficiency. 
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7. WESTNET RAIL AND ACCESS XSSUES 

The assumption in the discussion here regarding the rail contract has been that the relationship is bilateral 
between ARG and CBH. The rde of WestNet Rail and the issue of above-rail competition needs to be 
addressed here. 

WestNet Rail is the company responsible for provision of track, maintenance, train control and access 
contracts. As such it is an important player in the rail system and is worthy of a place in the contractual 
environment for export and domestic grain services. In discussion, WNR has indicated a preference for a 
direct contractual relationship with CBH, alongside that of ARG. This is an approach that WNR has taken 
with other large rail customers, such as the emerging iron ore miners and Alcoa, and has some merit, 
particularly where track upgrades and other investments are key to the customer relationships. 

In the case of grain transport, services will be provided on the existing track network, under a long term 
access agreement in place between WNR and ARG. There is unlikely to be any need for new track or 
sidings in the foreseeable future, although targeted upgrades to some sections and existing grain sidings 
might be required. There is also no indication that any new rail operators will be involved in export grain 
haulage if CBH agrees to contract with ARG for its total rail business. 

If any new links were to be developed in the longer term, such as from the Brookton area towards 
Kwinana, a more direct relationship between WestNet and CBH would be involved. 

In the current case, however, it would seem appropriate that the existing arrangement for access remain 
between ARG and WNR, rather than shifting to a direct financial relationship between WNR and CBH. 
However, there is great merit in WNR being a participant in contractual discussions to the extent that it 
needs a strong information relationship with CBH as well as ARG, for the planning of maintenance events 
and similar activities. WNR seeks to have strong partnerships with the industry sectors contracting rail 
services, so that it can be integral to long term and short term service planning. This should be 
encouraged in the grain sector, and a mechanism for information sharing and planning between ARG, 
CBH and WNR should be in the rail contract. 

The state government will also need to be involved in discussions on track quality and investment, since it 
is being asked to part-fund the upgrades required to ensure the future network is of suitable standard for 
efficient rail operations, and to upgrade roads for safe and efficient trucking. These discussions will need 
to be part of the pre-contractual discussions between ARG, WNR and CBH and the broader industry. 

Where, under the model described in this section, ARG looks to CBH to provide some 'flagfall' contribution 
'to the fixed cost component of its services, it might be appropriate that WNR enters into a similar 
arrangement with the government to ensure that it can continue to provide track maintenance services 
when seasonal circumstances are adverse. 

There are many different potential models that might be applied to these relationships - dependent on the 
commercial preferences of the main parties, and the policy preferences of the government agencies 
involved. These different models will emerge as multi-party talks commence ahead of the 2008109 
harvest. 

~ -~ ~~ 
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8. SUMMARY - RAIL CONTRACT ISSUES 
The adoption of Grain Express (modified as required after industry consultation) provides the appropriate 
commercial framework for a long term freight contract that will provide certainty and maximum viability for 
rail services. The onus is now on ARG and CBH to map out the core structure of an agreement that will 
deliver this potential outcome. 

The traditional fixedhariable rail freight rate structure remains the most appropriate means of achieving the 
aims of sharing the drought risk, reducing dispute, and remaining road-competitive. CBH will need to 
develop new models for distributing the flagfall costs between its grower customers. 

CBH and ARG will need to jointly address performance accountability since customer choice of transport 
will be non-existent under the bundling approach embodied in Grain Express. 

ARG should be the sole supplier of rail services to CBH under the contract, and will need to meet high 
performance standards to justify this privilege. 

CBH and ARG will also need to develop an agreement for the provision of road-rail connections for ex-rail 
sites. Allocation of the costs of road and rail transport to marketers where rail capacity is insufficient during 
cargo assembly will also require some planning. 

WestNet Rail should be a party to contractual talks to develop the best mechanisms for information sharing 
and maintenance planning, as well as any targeted infrastructure upgrades. The State Government will 
also be involved in such talks in relation to infrastructure upgrade funding. 

The important decisions regarding network rationalisation, upgrade of targeted sections and facilities, and 
the increased use of the road network should also be discussed in multi-party pre-contractual talks. 
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Grain Express constitutes the most appropriate management structure for the use of the rail network and 
services. It does not, however, obviate the need for major urgent public investment in the track network to 
fund essential periodic upgrades which cannot be funded by the rail operators through access charges 
under grain transport market conditions. 

The implementation of Grain Express is considered likely to deliver community economic benefits in regard 
to overall resource costs and financial benefits to CBH and its grower members. 

These benefits will arise in regard to: 

a) Bulk Handling Operational Savings 

b) Rail Operational Savings 

c) Road Infrastructure Savings 

d) Externality Cost Savings. 

Bulk Handling Operational Savings 

CBH has provided some indicative calculations as to the scale of operational cost savings estimated to 
derive from implementation of Grain Express. These savings pertain to the reduction in operational 
inefficiencies arising from the continuation of current practice, where customers can dictate to some extent 
the site by site activity in a fragmented supply chain. 

Bulk handlers incur a range of costs each time a grain storage site has to be accessed for rail or road 
outloading, or internal transfer. These costs vary from site to site and are different for horizontal bunker 
storage and elevated silo (or fixed machinery) storage. They include staffing costs, equipment mobilisation, 
fumigation, hygiene costs and tarping (for horizontal storage only). CBH has estimated these costs to be 
approximately $6,000 per event for bunker storage and $3,000 for fixed machinery storage. 

In an unrestricted cargo assembly environment, grain lots for a cargo would be aggregated from the 
marketer's stocks across multiple sites throughout the network, rather than from a small set of sites. This 
would result in sites being accessed more often, and for small parcels of grain. 

Under Grain Express, a single bulkhead could be opened once and effectively emptied over a number of 
days by trains operating on a 'campaign' basis to meet the same cargo requirement. Zone ownership 
entitlement means that the customer is provided with this grain at port, rather than at designated sites 
where it has been received from growers. So long as the grain quality meets the customer specification, 
the outcome is the same for the marketer, while the costs are less for CBH. On a systematic basis, the 
freedom to manage sites and individual bulkheads in this way will be a key means of minimising labour 
costs and maximising efficiency in other areas such as equipment maintenance planning, etc. 

CBH estimates that Grain Express will reduce the number of site accesses require by 75 percent across 
the network (as opposed to a system under which full site entitlement applies). 

Based on these figures, the implementation of Grain Express would avoid an estimated $4.7m in an 
average year in operational costs associated with additional accessing of grain storage sites. This cost 
estimate is detailed below. 
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It should be noted that these savings do not take into account the potential revenue reductions that might 
accompany the introduction of Grain Express. In the unconstrained environment, it would be expected that 
CBH would charge more for marketers wanting unrestricted site entitlement, in reflection of these 
operational cost disbenefits. Any such revenue benefits to CBH, however, would effectively come at the 
cost of the growers selling to the affected marketers. In other words, the operational cost savings under 
Grain Express should be passed on to growers whose grain is being purchased on receival, through the 
imposition of lower receival and storage charges. 

ost per access event 

taff and equipment mobilisation 

B. Rail Operational Savings and Revenue Benefits 

CBH Operational Saving 

CBH Operational Saving ($/tonne) 

Grain Express will be a rail-favourable initiative, in two senses: 

it will limit the transfer of movements from rail to road 

it will provide the basis for rail cycle time efficiency. 

$3,780,000 $900,000 

These benefits are difficult to quantify, but will be very significant, particularly in comparison to the 
alternative scenario, which has been the experience in other states. Grain Express allows ARG to 
construct a mutually beneficial commercial and operational relationship that will maximise volumes on rail, 
and provide the platform for optimal loading patterns. 

$4,680,000 

$0.45 

While each harvest is different in scale, there has been a discernable trend towards the use of road 
transport in recent years. ARG has also experienced a range of operational difficulties related to cargo 
assembly practice which have reduced average train loads and increased average cycle times. The ability 
to plan site clearance programs with complimentary train schedules will provide clear benefits to ARG. 
With this type of consistent pattern available, trains will be able to deliver loads more reliably and in quicker 
time (to meet shipping schedules) than under the less manageable alternative conditions. 
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Trains will be less susceptible to cancellation due to crew failures and will keep to their paths more reliably, 
thus improving staff efficiency at both loading ad unloading sites. 

Under a favourable contract with CBH, it is foreseeable that train utilisation improvements could generate 
cost savings of 5-10%. Further improvements will arise from the ability to capture larger volumes, since 
the small consignments required by individual marketers will be aggregated by CBH into train loads, that 
might otherwise have been moved by truck. The ability to capture this greater share of the export task 
brings quality revenue to the rail operator at low marginal cost, and is a vital feature of the initiative. As an 
illustration, if 1 million tonnes might be retained on rail as a direct and indirect result of this initiative in an 
average year, revenue benefits of over $15m would accrue to ARG, at marginal operational costs much 
lower (say $lorn). The outcome is similar to a long term increase in average harvest size, which would 
provide considerable volume benefits to rail. 

While these benefits are indicative only, they are powerful endorsements of the Grain Express strategy, 
and there are no countering negative impacts of the initiative for the rail provider, so long as industry 
accepts and works within the CBH-controlled environment. 

Road lnfrastructure 

Without Grain Express, the deregulation of wheat export marketing carries a risk of increased volumes 
moving to port by road and subsequently, increased road infrastructure maintenance costs. 

As stated above, the quantum of this transition to road is difficult to predict. As an indicative estimate for 
this analysis, it is assumed that 1 million tonnes of grain would be lost to road - 750,000 from the Kwinana 
zone and 250,000 from the Albany zone. An average 300km haul is used to estimate some road damage 
and externality costs. 

The marginal cost, in terms of road maintenance, of an additional truck or tonne of grain is notoriously 
difficult to assess, and varies greatly from route to route according to criteria such as road standard, 
terrain, climate, vehicle type, existing traffic levels etc. Main Roads WA, like the other state road agencies, 
does not have a standing methodology for calculating the marginal cost of additional trucking over an 
existing road. 

In the recent modelling work undertaken by the Department for Planning and lnfrastructure and the Grain 
lnfrastructure Group, the total under-recovery of long term infrastructure costs (State Roads) associated 
with road transport of grain was estimated at $15.66 per tonne across the network (based on a proposed 
10 year investment program to upgrade and maintain roads for grain transport in the event of rail line 
closures. This figure was calculated from input data provided by Main Roads WA. This figure is therefore 
representative of the marginal cost of shifting tonnes off the rail network and onto the road network. 

For a recent project examining the Victorian grain branchline network, VicRoads was asked to develop a 
high-level methodology for estimating the costs of this nature that might accrue from rail closures. Based 
on a route-based quality assessment and a review of budgets and maintenance practices for rural roads, 
VicRoads was able to develop some unit costs to be used for estimating the scale of additional costs 

These estimates were based on a detailed analysis of the condition and standard of each road, and used 
truck volumes to trigger upgrade projects such as widenings and rehabilitations. Routine maintenance was 
assumed to increase proportionally with truck numbers. This detailed process estimated the marginal cost 
for each tonne of grain on the Victorian Road Network to be around $1 per tonne, for a 200km haul. A 
similar estimate was also produced in the recent review of the Country Rail Network in NSW. 
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On this basis, the total additional predicted cost to the road authority for the extra use of main roads is in 
the order of $1.5m per year. This estimate does not include the cost of any additional damage to local 
roads that might result from the unmanaged transition of tonnage from the rail network at various sites to 
the road network. It also does not take into account the maintenance debt that may already exist on the 
rural road network. 

Some of the factors that need to be considered in relation to this estimate are: 

Main roads linking towns in the grain regions typically already have the capacity to carry heavy vehicles, 
and are often rated to carry road trains. Such roads are built to standards deemed safe for a low-volume 
mix of cars and heavy vehicles. The incidence of traffic on most of the subject roads, even state highways, 
is typically very low. 

Most of these roads already handle large volumes of truck traffic (over short distances) at harvest time, 
when grain trucks are delivering to silos. In recent times, the development of larger 'super sites' at key rail 
nodes has led to an increase in the average trip length for harvest delivery, with a consequent increase in 
usage of key roads. In the past, there has been a widespread tendency for harvest trucking to be 
seriously overloaded, which is known to exponentially increase road damage costs, particularly for sealed 
roads. (Enforcement of Chain of Responsibility Legislation is now addressing this problem, with lawsuits 
targeting bulk handlers accepting illegal loads from growers). 

These roads would incur additional wear as a result of this use, with an obvious impact on recurrent 
maintenance budgets (pothole treatment etc). In many cases the period between scheduled resurfacing 
could be expected to decrease somewhat. In rare cases where volumes are expected to be very heavy, 
there may be some initial capital upgrade costs if a road authority deems the additional traffic to warrant 
widening of the pavement, or the provision of extra passing lanes etc. This type of judgment is likely to 
subjective and may be influenced by local community views as much as technical analysis. 

In reality, the true long term cost of the additional tonnage on the roads would fall between the two 
estimates ($1.50 and $15.66 per tonne), according to the condition and standards of the actual roads 
affected. Grain Express and the associated rail contracts will play important roles in maximising the usage 
of the rail network and reducing road provision costs accordingly. 

D. Externality Costs 

C The retention of volumes on rail under Grain Express results in savings in externality cost categories 
including pollution, climate change, noise, crashes and other effects. 

Source data for the unit costs applied in this analysis has been derived from the working documents used 
C 

to support the AusLink (2006) transport funding programs. A small number of seminal European studies 
provide the base numbers from first principles research which have then been converted, modified and 
adjusted to suit national and regional contexts. This is the case with the various different estimates 

C 

currently in use in Australia; all can generally be traced back to the same European sources. 

The values used in the model are derived from these resources and are summarised below: 
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($/'000ntk) 
Rail Road 

Urban Rural Urban Rural 

Pollution 0 9.7 0.1 

Greenhouse 0.3 0.3 0.7 0.7 

Noise 1.4 0 2.6 0.26 

Urban Severance 0.8 0 2.2 0 

Congestion 0 0 0.9 0 

Landscape and Nature 0.8 0.24 2.6 I .I 

Crashes 0.3 0.3 3.2 3.2 

TOTAL 6.9 0.84 21.9 5.36 

These unit costs have been applied to the assumed additional task of 1 million tonnes on the road network 
and compared with the equivalent task on rail. The externality costs avoided by the implementation of 
Grain Express are thus estimated at $1.4 million dollars per annum. 

Table 5 - Externality Cost Calculation (transfer of Imt from rail to road) 

Units Kwinana Zone Albany Zone 

Transfer from rail to road (tonnes) 750,000 250,000 

Average rural road distance (km) 250 290 

Average urban road distance (km) 50 10 

Total distance (km) 300 300 

Net tonne-kilometres - road ('000ntks) 225,000 75,000 

Average rail haul distance (km) 400 300 

Net tonne-kilometres - rail ('000ntks) 300,000 75,000 

Externalities (per 1000ntks) - road ($ per 1000 ntks) 6.69 7.34 

Externalities (per 9000ntks) - rail ($ per 1000 ntks) 1.9 1.4 

External Costs - road $1,505,250 $550,250 

External Costs - rail $555,000 $1 05,750 

External cost savings with grain express $950,250 $444,500 - 

Economic benefits - summary 

The implementation of Grain Express is of clear economic benefit to the community in that it contributes to 
general supply chain cost savings for the grain industry, particularly the growers who deliver to CBH. The 
collateral savings in road damage and externality costs are equally significant, if hard to quantify 
comprehensively. If it works as planned, Grain Express could be the mechanism that drives sufficient rail 
cost savings and earning opportunities to underpin the future of rail services (on a carefully upgraded and 
revised network), offering benefits to the grain logistics industry as well as general community amenity. 
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The basic model whereby CBH holds a rail contract on behalf of the export traders using CBH facilities is 
clearly sound and is the appropriate direction for the industry to head, in order to maximise the viability of 
the rail operator and to reduce cargo assembly costs to growers. 

The proposal to bundle all transport and storage and handling services for customers appears to have 
gained a degree of acceptance from the trade, particularly where combined with assurances on other 
aspects of the proposal. Bundling of transport services is the best means of providing the security that will 
be required by ARG under a CBH rail contract. 

The change to rules regarding site entitlement for CBH customers as part of Grain Express is an essential 
component of the proposal. While this is reasonable from a handling perspective, it will have major 
impacts on the current rights of traders, and will not be acceptable unless considerable changes are made 
in relation to, inter alia: 

Stocks information availability to all traders using the system 

Separation of CBH's trading business from the operations arm 

Convergence of receival and outioading standards. 

Private traders will require the same amount of information regarding traders' stocks in the system as CBH 
trading currently enjoys, in order that the perception of favourable treatment is addressed. 

CBH has decided to take some responsibility for cargo assembly performance in recognition of its 
assumption of full responsibility for logistics chain management. Previously it has not accepted 
accountability for many aspects of cargo quality and timeliness. To do this, CBH will need to introduce 
clearer prioritisation and performance protocols and to take contractual responsibility for aspects of 
demurrageldespatch and rail transport and silo performance. This will be a major philosophical step for the 
company. 

CBH is essentially a bulk handler, and is set up to handle large consignments of grain for single export 
customers. It does not have any mandate to specifically foster the private trade to the extent that this trade 
fragments the export task and creates additional cost for growers. Under Grain Express, however, smaller 
and larger traders should be able to be serviced on an equitable basis, and competition between traders in 
their core competencies should not be threatened. 

Grain Express provides an environment in which competition between traders will be based on their 
relative ability to accumulate grain from growers, charter sea-freight, and to sell to international buyers, 
rather than through finding an edge in landside supply chain costs. This will provide some long term 
stability to the freight contracting environment, and the rail sector in particular. Traders will still have the 
ability to compete with the CBH product through the use of on-farm and private storage, along with road 
transport. The CBH chain will therefore need to be efficient in order to retain market share against this 
sector. 

CBH has had a tendency to send price signals to traders by imposing charges for certain services. Grain 
Express will give it more autonomy and this should mean it can revise its total charging practice and 
reduce the number of additional charges levied on its customers. 

The alternative models identified in Section 2 of this report introduce relevant and significant 'interface' 
costs that would be additional to the cost structures inherent in the Grain Express proposal. They would 
thus add cost without necessarily providing additional service benefits. They could also result in lower rail 
volumes, thus increasing the fixed infrastructure cost components of freight rates for some users. Subject 
to the ability of CBH to continue to negotiate the detail of the proposal with its customers, grower 
membership base and other stake-holders, Grain Express is therefore endorsed as the most appropriate 
basis for future export grain supply chain co-ordination in Western Australia. 
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FOREWORD 

The WA Grain lnfrastructure Group (GIG) comprises: The State Government represented by 
Department of Planning and lnfrastructure (DPI), Co-operative Bulk Handling (CBH), WestNet 
Rail and Australian Railroad Group (ARG), and the AWB (Australian Wheat Board) Limited. The 
Group was originally established to provide a strategic vision for the infrastructure needs of the 
grain Industry to the year 2050. The Group has had to focus on the need to survive over the 
next ten years, given the dramatic current day changes being faced by the Industry. 

The review of the WA grain logistics system, undertaken by the WA Grain lnfrastructure Group 
(GIG) identified that: the operation of the grain supply chain in its 2005 circumstances does not 
provide sufficient returns to infrastructure and service providers to warrant the required 
reinvestment in long term assets. 

A sustainable rail system is deemed by government and industry to be in the interests of 
growers and the rural and urban communities because WA is the national leader in bulk grain 
exports that strengthen state and national economic growth. For this reason rail transportation, 
which is the state government's first choice as a high volume transport option due to rail's real 
economic, social, safety and environmental benefits, needs to be supported. 

All the modeling undertaken by Industry, by private consultants, and by the GIG shows that 
closure of least 500km of the shortest, least used, lowest volume and most service restricted rail 
lines would, when coupled with investments to improve the corresponding road and 
complimentary rail loading and transport system, improve supply chain efficiency. However this 
goal of short term efficiency needs to be tempered by the long term strategic requirements both 
of the Industry and of the community within which it operates at both state and local levels. 

In the past the grain freight agreement was backed by a Government owned railway and 
Government (through Westrail and the WAGR) had always lent support to the grain industry. 

That freight agreement, although supported by the integrated privatised railway, has now 
expired, and the on-sale and splitting of the railway has clarified the commercial requirements 
for future sustainability of the rail system. 

The GIG is proposing a level of infrastructure, funding and cost recovery that is Industry 
sustainable and consistent with Government policies. 

Now the task is for Governments to finalise their levels of funding commitment and the inter- 
agency processes for sourcing and managing an agreed investment package with co-essential 
monitoring processes. This is now a matter of urgency as decisions will have to be made prior to 
the next grain season. A new formal funding agreement binding all the infrastructure parties 
(including growers and existing and new entrant grain marketers) over a 10 year period should 
be developed. 

I thank my fellow GIG members for the commitment they and their organizations have made 
over the past three years to the GIG process and look forward to the development of a new 
generation agreement early in 2008. 

Eric Lumsden 
Chairman 
Grain lnfrastructure Group 
March 2008 
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Industry Platform for the Study 
In 2004, key investors in the grains logistics system agreed that a new body, the Grain 
lnfrastructure Group (GIG) be established (Organisational Profiles in Appendix 1) with 
representation from the Department for Planning and lnfrastructure (DPI), Australian Railroad 
Group (ARG), Cooperative Bulk Handling (CBH), Australian Wheat Board (AWB) and to replace 
the Grain Logistics Committee (GLC) which had been in operation since 1997 and commence a 
strategic review of the WA grain logistics system. The Group was originally established to 
provide a strategic vision for the infrastructure needs of the grain lndustry to the year 2050. The 
Group has had to focus on the need to survive over the next ten years, given the dramatic 
current day changes being faced by the Industry. 

Industry Context in Western Australia 
The supply chain landscape is being reinvented as a result of drought, climate change and likely 
changes to Australian wheat export marketing, as well as doubts over the financial viability of 
rail operators in the grain sector. GIG members have been observing and participating in the 
industry debate on issues of concern representing their individual organisations and 
constituents. 

Demand varies not only between seasons according to harvest size and grain quality, but from 
month to month within each year according to shipping schedules, and from day to day in 
regard to geographical origins and destinations which are influenced by the activities of grain 
marketing companies in arbitraging transport costs. 

The accumulation of shipping cargoes and the movement of those cargoes to port need to be 
well coordinated and integrated if supply chain costs are to be minimised. Competitive tensions 
within the grain marketing industry and the subsequent push to reduce supply chain user (rather 
than resource) costs have undermined the future viability of the entire grain logistics system. 
The physical and financial viability of the supply chain network comprising road, rail, intermodal 
facilities, and storage and handling facilities is being threatened by those who seek to avoid the 
network by chasing spot road transport prices. Tonnes which are best handled on the network 
"leak" to road transport at low market prices but with high external costs that have to be met by 
the wider community. 

Operated as a network and based on receival-site cross-subsidisation, the grain rail freight 
business, with road feeder services, has generally been a viable operation, but has only 
provided below average returns. 

Rail remains a vital chain participant due to its ability to handle the long distance hauls and the 
heavy tonnages produced in good years. In the absence of rail, there is a real chance that 
freight costs would be considerably higher. 

At market rates rail can't compete with road if it is to provide a return on its investment in the 
track. (Reference Exhibit 8). 

This clearly demonstrates that at market rates rail ($21.52) could not compete with road 
($16.32) if it is to provide a return on its investment in the track. The agreement rate 
($14.35) is market competitive but not viable. 

When identified below ground infrastructure costs (rail re-sleepering and upgrading of 
State roads) over the next ten years are factored in the rail viable position based on 
resource cost is $27.94 and more than competitive when compared with the Road 
viable position based on resource cost of $31.98. 
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Investing In the WA Grain Freight Network 
The WA Grain Freight Network comprises a rail network of branch and main lines, a Local 
Government provided road feeder network and a State Government provided feeder and 
parallel road network. 

With the advent of deregulation and competition in the storage industry came the development 
of modern sites serving larger regional areas, offering improvements in truck turnaround and rail 
and road loading efficiency. These efficient sites were also able to offer lower freight rates and 
sometimes lower storage costs, and encouraged growers to drive past their local silos towards 
the larger more efficient, but more distant sites. 

Larger combination vehicles are now using state and local roads for longer average distances, 
with consequent effects on road wear and maintenance costs. The result of this extra road 
usage will be increased maintenance costs and/ or a reduction in road quality with higher 
accident risks in these areas. 

Transport lnfrastructure providers (Roads and Railway track) will need to provide the required 
infrastructure which can be funded partly through: 

Government Grants, 
access charges and Government taxes and charges, 
user freight charges, and 
industry contributions 

Within past Grain Freight Agreements, negotiated on a commercial basis, a proportion of the 
infrastructure costs are deemed to be fixed and must be met irrespective of the size of the 
harvest. There could well be scope, in future agreements, to negotiate a fixed cost component 
for all infrastructure provided (Above and Below Rail, Roads, and Storage) and require that all 
tonnes produced be required to contribute to these costs. 

Analysis of Branch Line Closure Options 
The network scenarios considered by the Grain lnfrastructure Group range from having no 
closures to closing around 1000km of rail track. 

The analytical method adopted used a collaborative approach to the formulation of the options, 
assessment methodology, and data provision. For the first time in the Grains Industry the 
analysis integrates the commercial and in confidence information supplied by industry 
stakeholders to obtain a total supply chain cost that is credible to all stakeholders. 
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Branch Line Evaluations 
Exhibit 13 illustrates the transport, storage and handling supply chain from farm to port resource 
cost per tonne for some individual branch lines and for each Scenario that was considered. 

EXHIBIT 13: SUPPLY CHAIN RESOURCE COST PER TONNE 

I---- 
-- -- 

Total Resource Cost per Tonne # 1 
WA Grain Frelnht Supply Chain Receival Bin to Port 

$80.00 

I 

These costs represent the supply chain total resource costs and do not reflect market prices. 

The graph shows clearly that the WASGIS (500) branch lines are the highest cost lines with the 
supply chain cost being over $30/tonne higher than the network average of about $47.03 /tonne. 
Closing these lines reduces the network cost to about $41.54 /tonne a potential saving of $5.49 
/tonne. It must be remembered, however, that the goal of short term efficiency needs to be 
tempered by the long term strategic requirements both of the Industry and of the community 
within which it operates at both state and local levels. 
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What the results tell us 

1. Operated as a network and with receival site level cross-subsidisation, the grain rail 
freight business is a marginally viable operation. 

2. The operation of the grain supply chain in its current form and with its 2005 pricing 
structure does not meet commercially reasonable hurdle rates of return on capital. 

3. Competitive forces and rationalisation processes within the grain industry have 
increased the diversion of export freight to the road sector, further weakening the 
economics of maintaining a sustainable system. 

4. To create a sustainable system will require one or more of: 
9 Some rail network rationalisation and branch line re sleepering 
9 Road network investment 
9 Upgrading of rail and grain receival and rail loading infrastructure. 
9 Subsidisation of some current rail services. 

5. the level of transport infrastructure (rail, road and rail loading, excluding local 
government roads) funding required is relatively constant under each of the three 
scenarios - around $400 million over the next 10 years. 

lnvestment Requirements and Funding Proposal 
The total funding requirement has been rounded to $800M over 10 years comprised as follows 
for each year: 

EXHIBIT 16: THE 
FI-- - - - - - -  - - - - - -  - 

m 
1 State Government I Industry I Federal Government 

I -C 

$13.3m pa 
L* , 2 -4.- > ,. . .*., 

$10m Rail 
Re-sleepering 
$1.7m Receival Site 
lnfrastructure (road & 
rail) 
$1.6m Rail Feeder 

$1 3.3m Receival Site 
lnfrastructure (loading, 
road & rail) 

$13.3m pa 
~ ~ . L i , L M & % S 7 . > Z < ~ ~ . W ~ A &  -L- . 
$10m Rail 
Re-sleepering 
$3.3m Rail Feeder 
Roads 

- Investment 

,6.7m Road Upgrades 
(state government) 

$6.7m Road Upgrades $26.7m Road 
(state government) Upgrades (local 

government) 

TOTAL 

The Rail Re-sleepering funding requirement of -$200m is required in the next three to five 
years. 

The industry contribution could subsequently evolve into a contribution that would effectively 
fund future capital requirements beyond the initial ten year period, removing the need for 
consideration of future government funding. 

Key Issues for Government, Industry and Grower Consideration 

1. The pros and cons of government assistance are summarised in exhibit 17 and 
quantified in exhibit 18 of the report and essentially contribute to a sustainable grain 
freight network that is competitive in a world market and that minimises the total cost to 
users and taxpayers. 
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2. If rail does not receive a similar level of subsidisation as given to road transport then: 
b Marketers, Handlers, Growers will behave to minimise costs and maximise gains in 

the short term with resource cost increases at the expense of tax payers. 
> The below rail operator will commence the process of surrendering rail lines to 

government that are deemed 'uneconomic'. 
b The above rail operator will look to increase freight rates to a sustainable level in 

order to achieve its required returns. 
b Issues of road safety and road infrastructure capacity will require action and 

significant investment by governments, both up-country and at the various ports. 
b Federal state and local governments will need to significantly increase road 

infrastructure expenditure and deal with community concerns regarding increased 
heavy freight on roads and safety and congestion issues. 

b The degree of rail closures will directly depend on the level of financial assistance 
that Governments are prepared to provide. 

b To mitigate extreme market pricing differentials between rail and road transport in 
some locations, subsidisation of freight rates in certain areas may be required. 

b The required land transport infrastructure investment is critical. 
b Growers cannot on the one hand take spot road transport opportunities and on the 

other demand through their communities the retention of rail lines that they don't 
want to use. 

3. If the Grain Freight Agreement, which has been temporarily extended for 12 months is 
not extended in some form beyond that time frame then the need for the Grain 
lnfrastructure Group in its current form ceases to exist. 

4. An essential future requirement is for the Industry to have an effective Supply Chain 
Coordination function and a state of the art Intelligent Freight Tracking System. 

5. The fundamental problem facing all lnfrastructure providers to the grain industry is that 
of risk relative to returns. If the risks are too high or the returns too low then it is difficult 
to justify continuing investment in the system. One way forward would be for the industry 
to determine a level of fixed infrastructure costs, for all infrastructure providers that are 
party to the agreement, which can be met by all growers in a separate lnfrastructure 
agreement. This level of cost recovery would require a corresponding reduction in the 
user charges levied by the infrastructure providers. Also required would be rules of entry 
for new entrants and legislative support to ensure that unnecessary duplication of 
infrastructure is avoided. 

Grain lnfrastructure Group Conclusions 
In today's competitive environment with relatively high subsidy levels for grain road freight 
transport it is easy for growers to avoid having to pay a share of the fixed network costs of 
Transport, Storage, and Handling(transfer) by retaining grain on farm or hauling direct to port or 
container packing facilities. This leaves growers who use the network with having to cover the 
same level of fixed costs with fewer tonnes, ie higher unit costs. 

It can be safe to conclude that if Governments are not prepared to provide the support for Land 
Transport lnfrastructure (rail and road) then the supply chain will eventually be serviced by a 
predominantly road based network. With increased use of road trains this network will wear out 
faster than it can be replaced. Merely upgrading the road network to accommodate road trains 
will cost about the same as re-sleepering rail branch lines. In these circumstances the 
competitiveness of the grain freight supply chain will deteriorate making our grain more 
expensive on the world market. 
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The WA Grain lnfrastructure Group (GIG) concludes that: 

1. There are insufficient returns to infrastructure and service providers to warrant 
reinvestment in long term assets. 

2. There is increased diversion of export freight to the road sector, further 
weakening the economics of maintaining a sustainable rail system. 

3. With the deregulation of grain marketing resulting in fragmentation of the supply 
chain tasks and without significant urgent actions inevitable closure of the entire 
2300 kilometre grain branch rail line network will result. 

4. Four hundred million dollars (2007 $'s) needs to be invested in the rail supply 
chain over the next five years for the grain industry and the State to avoid the 
consequences outlined in (3) above. i.e. : 

* $200 million re-sleepering (all lines retained). 
$50 million State roads to rail receival sites (all rail lines retained). 
$1 50 million rail loading infrastructure and access to storage facilities. 

5. If this investment is not made urgently: 
The Federal, State and Local governments will need to significantly increase 
road infrastructure expenditure. 
Logistic resources would be re-allocated away from the grain industry. 
Environmental and community impacts will be significant. 

The Grain lnfrastructure Group recommends: 

1 Development of a commercially based Land Transport Grain lnfrastructure 
Investment Agreement which minimises leakage from the rail grain network. 

This agreement would see; 

Federal and State Governments invest a total of $200 million for a grain rail 
support package for specified re-sleepering projects, to maintain the publicly 
owned asset base, and to be undertaken by the Public Transport Authority 
(PTA) in conjunction with WestNet Rail; 

Federal and State Governments invest a total of $50 million for a grain rail 
support package for specified projects to maintain State roads to rail receival 
sites to be undertaken by the Main Roads WA (MRWA); 

Industry (CBH) invest a total of $150 million for a grain rail support package for 
improved rail loading and related works at CBH receival locations; 

(If there were to be some rail closures the amounts saved on re-sleepering would be 
required for road upgrading projects - the total investment requirement remains the 
same). 

This investment by Industry and Governments will then generate further investments by 
the rail organisations: 

WestNet Rail investing in maintenance expenditure and other capital expenditure on 
the 2,300 km (or portion thereof) of grain rail branch to maintain operating standards; 
and 

- ARG investing in rolling stock maintenance expenditure and other capital 
expenditure to maintain and improve operating efficiencies. 
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It is clear that if Governments are to invest in infrastructure then there must be a 
framework to ensure not only that the infrastructure is used and paid for but also that 
funds are expended on the agreed projects and provide value for money spent. A draft 
agreement at Appendix 10 has been prepared using Auslink2 as a guide and could be 
used as a starting point for the development of a workable framework. The draft 
Agreement contains a list of all of the projects that constitute the Rail rescue Package. 

It is the uniform view of all of the investors in the grain freight infrastructure network that 
this agreement will require mechanisms to minimise leakage from the rail network while 
at the same time maintaining the benefits to growers of a network approach in order to 
induce new and renewal investments in the network. They also would support an 
industry wide approach to the cost recovery of at least the lndustry contribution of the 
future investment program even if this involved a regulatory approach. 

It is also recognised that coordination of the supply chain by a single coordinator with 
equitable access and services to all customers will minimise the supply chain costs and 
risk of leakage. 

2 Development o f  a Commercial Freight Agreement. 
This commercial agreement needs to reflect a long term commitment (10 years) in line 
with the lnfrastructure lnvestment Agreement on terms satisfactory to the parties. This 
agreement needs to be executed at the same time as the lnfrastructure lnvestment 
Agreement. This agreement will also require mechanisms to minimise leakage from the 
rail network while at the same time maintaining the benefits to growers and the grain 
industry of a network approach, which embodies a commercially competitive supply 
chain. 

3 The future o f  high cost low volume Rail Branch lines. 
GIG members acknowledge that the analysis shows that the most efficient supply chain 
can be achieved by closure of: 

Katanning - Nyabing 
Tambellup - Gnowangerup 
Merredin feeder lines 

with the grain from these locations transported by road to major grain receival sites and 
then on the rail network to port. 
$44million of re-sleepering is saved if these lines are closed. This will need to be spent 
on roads. 
Overall, supply chain costs are reduced significantly (refer to Exhibit12 - the system 
average cost falling from $43.15 to $41.54 per tonne; the branch line costs falling from 
$77.05 to $55.34 per tonne), provided that, at the same time, the tonnage remains on 
the rail network and is not lost to direct road haul to port. 

GIG members are of the view that the goal of short term efficiency needs to be 
tempered by the long term strategic requirements both of the Industry and of the 
community within which it operates at both state and local levels. With some support 
from Government all lines can be retained and be used in conjunction with road 
transport to retain volume on the network and to meet seasonal peaks. 

If the Government requires that these lines be fully operational, the rail organisations 
would require some form of financial support to maintain the service on these low 
volume grain lines. 
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4. Redressing market pricing anomalies 
It is clear that in some locations, for a variety of reasons, market pricing of transport 
services favours road and that if current circumstances are allowed to continue then 
tonnage will shift from rail to road to the detriment of the land transport network. GIG is 
supportive of mechanisms that can be developed to ensure that tonnes that should be 
moved by rail remain on rail. 

5. Submission to Federal task force. 
This report is to be the GIG submission to the Federal task force being established 
currently and that GIG participates in that Federal task force. 
















































































































































































































































































