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Acronyms and Definitions Used

ABA Australian Bulk Alliance

ABB Australian Barley Board

AWB Australian Wheat Board

BHA Bulk Handling Authorities

CBH Cooperative Bulk Handling Ltd
C&F Cost and Freight

FOB Free on Board

GBE Government Business Enterprises
GCA Grains Council of Australia

GGA Grain Growers Association

GLA Grain Licensing Authority

GPPL Grain Pool Pty Ltd (previously GPWA)
GPWA Grain Pool of Western Australia
NCC National Competition Council
NCP National Competition Policy

NSW New South Wales

QLD Queensland

SA South Australia

SACBH SA Co-Operative Bulk Handling Ltd
SMA Statutory Marketing Authorities
STE State Trading Enterprise

ViC Victoria

WA Western Australia

WEA Wheat Export Authority

WIF Wheat Industry Fund

WMA Wheat Marketing Act

Corporatization, structural change from a statutory marketing or handling organization to a
shareholder owned and controlled corporation

Contestable markets, where there are minimal barriers to entry and/or there is competition
between firms providing a service

Market Power refers to the ability to increase prices by restricting the amount of grain into a
market where demand is relatively unresponsive to changes in price and redirecting the grain
into markets that can absorb it without lowering prices.

Monopoly, a market where there is only one supplier (seller) of a good or service, which
provides market power in determining the selling price received.

Monopsony, a market where there is only one buyer for a product (or service), which
provides market power in determining the purchase price ultimately paid

Oligopoly, a market where there are few suppliers (sellers) of a good or service, which can
provide some market power in determining the selling price received.

Oligopsony, a market where there are few buyers for a product (or service), which can
provide some market power in determining the purchase price ultimately paid
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Single Desk Seller, a term used to describe a market structure where there is a grower
owned (or grower controlled) entity based on domestic regulations which is the sole seller into
specific markets and this entity is also obliged to purchase all product delivered to its facilities
(or its agents). As a result, as single desk seller can encompass roles of a monopsonist (or
oligopsonist if buyers for other markets) on services purchased (e.g., rail, storage and
handling), a regulated monopsonist due to its obligation to purchase all grain delivered, and a
monopolist into markets as the sole supplier of origin specific grain (or an oligopolist if buyers
do not differentiate between origin, aside from quality/functional attributes).

State Trading Enterprise, a term used in the Uruguay Round of the WTO negotiations and
defined as “governmental and non-governmental enterprises, including marketing boards,
which have been granted exclusive or special rights or privileges, including statutory or
constitutional powers, in the exercise of which they influence through their purchases or sales
the level or direction of imports or exports.”
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Executive Summary

The regulatory changes that have occurred in the Australian wheat and barley sector over the
last 15 years provide insightful parallels for the marketing of wheat and barley in western
Canada.

Australian wheat and barley marketing is less regulated than in western Canada

The Australian wheat and barley sector was highly regulated as in Canada, with single desk
selling applying to domestic and export sales. Today, however, the Australian wheat and
barley sector is less regulated than in Canada. The domestic market for wheat is fully
deregulated (no longer mandatory single desk selling in the domestic market). The domestic
market for barley has been effectively deregulated for barley and single desk selling into
export markets for barley has been eliminated in most Australian States. Single desk export
sales continue for wheat through AWB Ltd (formerly the Australian Wheat Board). Barley
single desk export sales only exist through ABB Grain Ltd (formerly the Australian Barley
Board) in South Australia and the Grain Pool in Western Australia.

Drivers of change

The major drivers for change in grain industry regulation were rising storage, handling and
transport costs in the early 1980s, the desire for the Commonwealth Government to extract
itself from the obligations of underwriting prices and finances for the wheat crop, and more
recently the National Competition Policy (NCP) initiatives implemented in 1995. The NCP
objective agreed by all State and Commonwealth Governments is to increase Australia’s
economic performance and benefits through greater competition throughout the economy.
This policy has affected many industries in Australia, not just agriculture and has provided
ongoing incentives and political motivation to enact reforms. The guiding principle of the NCP
is that legislation and regulations restricting competition were only be to retained if the
benefits to the community outweighed the cost (public benefits test) and if the objectives of
the legislation could only be met by restricting competition.

Current regulatory structure on wheat marketing

The current structure of the wheat industry is a deregulated domestic market, with the AWB
the single desk seller in export markets. The Wheat Export Authority (WEA) is a regulator
that monitors and reports on the performance of the single desk activities of the AWB. This
feature has increased the accountability of the AWB. The WEA also issues export permits to
applicants for exporting wheat in containers and bags. The AWB is the holder of export
license for bulk exports of wheat and can veto any application by other parties to export wheat
in bulk, and must be informed, and has the right to object, on export permits for containers
and bags.

Current regulatory structure on barley marketing

The current structure of the barley industry is more deregulated than wheat. The domestic
market is effectively deregulated across Australia and only single desk selling for export sales
occurs in South Australia (through ABB) and in Western Australia (through the Grain Pool).
These entities have a joint venture, Grain Australia, to collectively manage their barley sales
into export markets. As of October 1, 2005 the single desk selling authority for barley in New
South Wales will be terminated — it is currently held by GrainCorp.

The State Governments provide single desk selling legislation for barley and if they did not
comply with NCP, the Commonwealth Government would withhold or suspend “competition
payments” (a form of transfer payment deemed to arise from the benefits of implementing

-]
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NCP). This provided a financial and political justification for the changes. Wheat export
legislation however is under Commonwealth control and, as such, the competition payments
could not be a driving force on wheat marketing.

In Western Australia a regulator, the Grain Licensing Authority (GLA) has been established to
provide contestability in specific export markets for barley, canola, and lupins. The GLA
grants export licenses when certain conditions prevail. In the last crop year almost 20% of
feed barley was licensed to be exported by other marketers, and not the single desk (the
Grain Pool). The export license system is designed to preserve the single desk price premium
and add competitive elements to improve grower returns. South Australia is considering
whether to implement a comparable export licensing system for barley.

Deregulation in the grain supply chain

It should be noted that the grain handling and transportation systems were also highly
regulated until the mid 1990s. A single grain handling entity operated in each State, which
was State owned or operated by a State wide grower co-operative. Railways were state
owned. Today as a result of reforms and driven by NCP, there is private ownership of the rail
system except in Queensland and of grain handling companies with all operations open to
competition. A few grain companies have emerged with country receiving positions and port
facilities. These include the AWB Ltd, ABB Grain Ltd , GrainCorp Ltd and CBH, with most
having assets in a number of States for better positioning and lowering of per unit costs. As
well, there are fewer railway companies and they now have a focus beyond their old State
boundaries. A result of deregulation there has been a reduction in supply chain costs.

Future deregulation in wheat and barley marketing

Many argue that the deregulatory thrust that started has not stopped, particularly in the case
of barley. After September 2005, only Western Australia and South Australia will still have
single desk selling authority on barley exports. Many argue that the concept of the GLA is not
an end state, but a transition to full deregulation and no single desk selling. Proponents of
more change argue that premiums on Australian barley can be captured by grain companies
and do not require a single desk. Others argue that any premium, such as location
advantage, will be bid away in a multiple seller environment. Interestingly, Western Australia
has tied, through legislation, any further deregulation to the Commonwealth removing
restrictions on the export marketing of wheat.

While many studies have been commissioned that suggest the single desk does capture a
premium, other studies suggest this not the case. Indisputable facts on single desk premiums
and benefits have not been provided by the proponents of either side. The majority of
growers opposed, and continue to oppose, further change in wheat and barley marketing
arrangements, implying a continuation of support for the single desk concept. Paradoxically
however there is no desire to unwind the changes and go back to the old system. Perhaps
this natural conservatism allows changes to be tested because once the market is
deregulated it is not possible to bring the old system back. The most recent 2004 review of
wheat marketing arrangements did not include the single desk in its terms of reference and
wheat is not being reviewed again until 2010. The main focus on wheat will likely continue to
be on improving the new regulatory structures that have been created, and on improving
accountability and performance of the AWB.

-]
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Some lessons learned from the Australian experience
A number of lessons learned from the Australian experience are applicable to the western
Canadian grain economy; some of these include:

Q
u]
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OO

The National Competition Policy created a country wide imperative for deregulation;
Financial incentives at the State level helped drive change in barley and in most other
sectors;

Domestic deregulation created a number of marketing and pricing options for producers;
Deregulation allowed for an improvement in efficiency and for the growth of valued added
industries, which increased output of malt, flour, and livestock products in response to
Asian demand;

The domestic market share of single desk authorities will generally decrease over time;
Transition periods are important to assist in the process of change;

A clear definition of the desired end-state can help in the transition process;

New organizations and regulatory structures were created as part of the deregulatory
process;

Single desk sellers can become competitive agri-business companies;

A single desk seller that becomes a share capital corporation will have a clear focus;
Excessive regulatory oversight can create significant regulatory cost to the single desk;
Being stuck in the middle of the deregulatory process can result in significant
inefficiencies:

Performance reporting increases accountability and transparency;

The debate and supporting facts on nature of the single desk price premium in relation to
other market premiums continues:

It is argued that the single desk seller allows Australia to capture locational advantage;
Australia has attempted to retain market specific single desk premiums through granting
of export licenses;

An important question that needs to addressed is whether efficiency gains more than
offset the loss of any single desk premium; and

Indisputable facts are helpful in the argument and resolution on the trade-off between
efficiency gains associated with deregulation and the benefits of single desk sellers.

Application of Australian experiences to Canada

The Australian experience has considerable applicability to the wheat and barley industries in
western Canada. Based on the Australian experience potential options for western Canada
were developed and included dimensions of:

o An new regulatory body that examines and reports on single desk seller performance;

o A new regulatory body that also grants export permits into non-premium markets to
provide contestability;

0 Single desk selling continuing in export markets for wheat and barley and domestic
deregulation (no domestic single desk);

o Provinces having choice on whether to have a single desk seller for barley into export
markets;

a No single desk selling in barley, either export or domestic.

The potential options considered in this report included:

Q

Q

Q

A regulator assesses CWB single desk performance for wheat and barley sold into
domestic and export markets.

A regulator assesses CWB single desk performance, and grants export permits for wheat
and barley for contestability in non-premium markets.

Deregulation of the domestic market, and a regulator assesses CWB single desk
performance for wheat and barley on export sales.
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o Deregulation of the domestic market, a regulator assesses CWB single desk activities,
and grants export permits to allow for contestability in non-premium markets in export
markets.

o Provincial choice on single desk selling for barley, deregulation of the domestic market
and a regulator assesses CWB single desk performance on export.

o No single desk for barley across the prairies, deregulation of the domestic market, and a
regulator assesses CWB single desk activities for wheat in export markets.

0 No single desk for barley across the designated region, deregulation of the domestic
market, single desk seller for wheat exports, and a regulator assesses CWB single desk
performance, and grants export permits to allow for contestability in non-premium
markets.

The resulting options can provide a context for advocates of change concerning the
regulatory structure on the western Canadian wheat and barley sectors. These options
create opportunity for the grain industry in western Canada. For example, improvements in
accountability of the single desk can be made through the establishment of a regulatory body
that monitors and assesses the performance of the CWB. Supply chain and marketing
efficiencies and greater value adding activities can result from the deregulation of the
domestic market. Producers have more marketing options and choice with deregulation of
domestic markets and introducing contestability into export markets. The introduction of
contestability in export markets should lower export supply chain costs. Issuing export permits
for non-premium markets should, in principle, retain suggested single desk premiums.

Implications for the CWB operating in a less regulated environment

There are a number of significant implications for the CWB operating in a less regulated
environment. The CWB may evolve into an entity that is similar in nature to the AWB. In
order for the CWB to continue to serve the Canadian producer in a less regulated
environment, the following implications should be considered:

The CWB will focus on a single objective — delivering superior net returns;

The CWB will operate more as a grain company;

There will be an increase in cash trading in the western grain market;

The CWB will require a financial base for cash trading;

The CWB will have a strong focus on further reducing supply chain costs;

The CWB will likely enter into more “c&f” (landed cost) export sales;

There will be increased pressure on pool performance;

There will likely be an increase in frequency of pool closures;

There will be an increase in the number and variety of pricing, risk management, and
financing options available;

The CWB’s “buyer of last resort” status will likely change;

There will be an increase in transparency and accountability of CWB performance;

The issue of CWB ownership may be forced;

There will be renewed support by some growers as the CWB as the growers company;
The CWB will operate with fewer, if any, government guarantees;

The issue of whether the CWB continues as the organization that positions Canadian
grain in the export market will need to be addressed;

The CWB will likely develop a number of alliances with service providers;

The issue of whether the CWB becomes an asset based grain company (such as AWB) or
an alliance based entity will need to be addressed; and

There will likely be greater acceptability of the CWB to the United States.

OO00OO0OO0DO00DD
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The net gain from deregulation — efficiency gain and single desk premiums

Moving from the current situation to the option of deregulating the domestic market may result
in some loss in the single desk premium, if the domestic market is a premium market for the
CWB. However, producers can be better of due to the efficiencies and market place
dynamics that flow from deregulation. All of the impacts associated with deregulation are
difficult to predict, whether in the grain industry or in other industries. = The Australian
experience with domestic deregulation created many improvements, and efficiencies in the
supply chain, as well as opportunities. The extent of value added opportunities will likely be
greater for western Canada than for Australia since markets are located next door to western
Canada, which is not the case in Australia.

More generally, producers are better off if any loss of any existing single desk premium is
more than offset by efficiency gains, such as better pricing and financing alternatives from
improved market liquidity, reduction in supply chain costs, greater valued added opportunities,
and benefits created by more producer choices. Selected contestability in export markets
potentially generates more efficiency and choice gains, but at the possible expense of some
of the hypothesized single desk price premiums.

If a single desk premium does not exist, or is not captured by producers, then all options are
an improvement for producers, some more than others.

The central questions that were not designed to be answered by this study remain. They are;
what are the benefits (e.g., a single desk premium) arising from the current Canadian system,
what are the costs associated with that system, and can the system be improved by altering
all or certain of its aspects. The comparison to Australia is informative because it offers
insights for Canadian policy makers into likely benefits, costs and implications from altering
the current system in various ways. The options chosen for Canada will depend on market
context and the policy environment faced by Canada; the Australian experiences can assist in
defining feasible paths to follow and allow for an understanding of the likely consequences of
those paths.

-]
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1.0 Introduction

This chapter provides a high-level over-view of the project, beginning with a synopsis of
regulatory change in Australia’s grain industry. The objectives, scope and methodology are
discussed as well as the organization of the report.

1.1 Australia’s Grain Industry Has Been Deregulating

Australia is an example of a country that is transforming from a highly regulated grain industry
to one that is less regulated. This process has been driven by a larger deregulatory process
that has occurred throughout the Australian economy. In particular, the Council of Australian
Governments implemented the National Competition Policy (NCP) in 1995 with the objective of
increasing economic performance and benefits through greater competition.

Anti-competitive legislation was to be reviewed by the end of 2000. The guiding principle was
that legislation and regulations restricting competition were only be to retained if the benefits to
the community outweighed the cost (public benefits test) and if the objectives of the legislation
could only be met by restricting competition." The 2000 Wheat Marketing Review found that
greater competition would produce more benefits for growers and the wider community than
the continuation of export controls but because of uncertainty recommended that the single
desk be retained and reviewed again in the 2004 review. It also made recommendations
regarding the Wheat Export Authority (WEA).? The 2004 Wheat Marketing Review has just
been completed. The scope explicitly excluded a review of single desk exporting.®

Prior to the 2000 review, there was a continuing push from within the Commonwealth
Government for reforms to enhance competition in the economy as well as the grain industry.
This push was enhanced in grains by a triggering of the underwriting provisions for the 1986-87
wheat pool on the Government. The Wheat Marketing Act of 1989 (WMA) ushered in significant
changes to wheat marketing, and deregulated the domestic wheat market. The WMA
established a Wheat Industry Fund (WIF) to collect a mandatory levy on wheat sales by
producers. By 1999 the fund was worth $607 M (A$465 M collected from growers over ten
years).* The Act also immediately reduced the government’s guarantee to 85% with provision
to reduce it to 0%. The Wheat Industry Fund was used to allow AWB to develop a capital base
and diversify into value-added activities. The Act also replaced guaranteed minimum prices to
growers that had been based on historical average prices with a partial payment based on the
average expected net pool return. The wheat pool was subdivided into 10 sub pools. The
AWB, which is subject to periodic review, sells bulk wheat directly or indirectly through grain
companies. Container and bag sales of wheat to offshore markets were subject to its approval,
prior to the establishment of the Wheat Export Authority (WEA).

On July 1, 1999, the commercial functions of the Australian Wheat Board were transferred to
AWB Ltd, a grower owned and controlled corporation. The regulation of the single desk
exporter was transferred to the Wheat Export Authority (WEA). AWB Ltd has a number of
wholly owned subsidiaries directly related to grain, and include:

' “|ssues Paper for the National Competition Policy Review of the Wheat Marketing Act of 1989”, May
2000.

22002 NCP Assessment: Chapter 4 - Primary Industries.

% «2004 Wheat Marketing Review — Report to Growers”, October 2004.

* Kronos, “A Review of Structural Issues in the Australian Grain Market”, September 2002.
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o AWB (International) Ltd — manages the export single desk through international wheat
marketing and pooling services;

o AWB Finance Ltd — provides financial services such as underwriting and advance
payments to growers;

o AWB (Australia) — trades wheat in Australia, trades in other grains and performs other
commercial operations.

AWB Ltd provides commercial and business services to its subsidiaries.” AWB Ltd has a dual
class structure with its “B” shares traded on the ASX. The structure of the board maintains
grower control. The Wheat Export Authority controls wheat exports and monitors the
performance of AWB International (AWBI) in exporting wheat and examines and reports on the
benefits accruing to growers from AWBI’s performance.®

Barley marketing entities such as the Australian Barley Board (ABB) have also seen changes
to their governance, ownership, and responsibilities. The ABB was established under the
National Security Act in 1939 to coordinate the acquisition and marketing of all barley produced
in Australia. In 1942 the ABB'’s jurisdiction was reduced to only Victoria and South Australia
where state acts gave it the sole authority to acquire barley. The Barley Marketing Acts of
1993 in these states had a sunset clause of 2001.

After a review under the National Competition Policy guidelines in which the existence of export
premiums could not be proven, the state of Victoria completely deregulated the marketing of
barley in 2001. ABB’s authority was extended indefinitely by South Australia and reviewed in
2002. " The ABB was transformed into a private grower owned corporation, ABB Grain Ltd in
1999. ABB Grain Ltd has a dual class structure with “B” Shares traded on the ASX. Grower
control is primarily maintained through Board structure and governance.

ABB Grain Ltd operates in all grain growing regions, can trade barley and other grain
domestically, and is responsible for its own quality control, financial services, and logistics.
ABB Grain Export Ltd, is a wholly owned subsidiary, which has the monopoly export rights for
exporting bulk barley from South Australia. It operates in all grain growing regions of Australia
and New Zealand. ABB has vertically integrated into malt, grain containerization, grain
cleaning, storage facilities, etc. ABB recently merged with AusBulk (previously SACBH) and
United Grower Holdings and it has a joint venture, Grain Australia with the Grain Pool of WA.
Grain Australia provides a single face to all overseas customers of ABB Grain Ltd and GPPL
and manages their export sales.

1.2 Australian Experiences May Assist Regulatory Change in
Canada

The evolutionary pathways for wheat marketing in Australia and western Canada were very
similar in their early histories. However, in the last 15 years the AWB and ABB have
undergone a significant transformation with respect to power, governance, and activities®.

5

AWB
® “|ssues Paper for the National Competition Policy Review of the Wheat Marketing Act of 1989”, May
2000.
" Kronos, “A Review of Structural Issues in the Australian Grain Market”, September 2002.
® Australia and Canada have both experienced recent changes in their overall grain handling, marketing,
and transportation systems. Changes that have occurred in the Canadian industry such as the
transformation of producer cooperatives into publicly traded companies have been used as models for

the privatization of the AWB, the ABB, and other government entities.
2
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In the context of continued deregulation of the grain industry in western Canada, the current
approach used for wheat and barley marketing in Australia could provide a potential model to
adapt for use in Western Canada. Moreover, many insights and lessons learned through the
Australian experience can assist the western Canadian grain industry and government as
change is contemplated.

1.3 Project Objectives and Scope

In this context, AAFRD commissioned this consortium lead by JRG Consulting Group and SJT
Solutions® to review the wheat and barley industry and marketing system in Australia and make
relevant comparisons to the wheat and barley industry in western Canada and the roles,
responsibilities, and marketing performance of the Canadian Wheat Board. The objective
guiding this study is to use Australia’s experiences in wheat and barley deregulation to
advocate improvements to the western Canadian wheat and barley marketing systems.

Scope issues guiding this project are highlighted in Annex Il, which are in the areas of:
Describing Australia’s wheat and barley marketing systems,

Indicating the impact of deregulation in Australia,

Outlining future prospects for the Australian system, and

Providing a comparison to wheat and barley marketing in western Canada.

O

00O

Accordingly, the primary focus of this report is to highlight the facts and context surrounding
deregulation of the grain industry in Australia. This includes where the Australian wheat and
barley industry has come from, where it is today, and where it will likely head, with a particular
focus on regulatory structures. With this fact base, an assessment can be made of how
Australia's experiences and lessons learned could be applied to the provinces in western
Canada, including the implications on the CWB if recent AWB and ABB transformations were
part of a new CWB structure.

In addressing the project objectives and scope issues, our approach included;

0 Reviewing existing documents and reports on structure and changes in the Australian
grain industry.

o Using Australian based consultants, who have experience working and consulting in the
Australian grain industry, as part of the study team to ensure that proper insight is
provided,

0 Addressing specific questions on rationale for change, impact of change and potential
future changes in the regulatory structure in Australia,

a Comparing the regulatory changes that occurred in Australia with the major regulatory
change that happened in western Canada, the changes in western grain transportation
regulations,

0 In-person interviews with selected representatives of the grain industry in Australia and
western Canada (see Annex Il for a listing of organizations consulted),

o Developing high level options on changes to CWB regulatory powers based on recent
Australian experiences

o Providing an assessment of impact associated with these options if employed in
western Canada

° The project was led by Dr. John Groenewegen of the JRG Consulting Group and Dr. Shelley
Thompson of SJT Solutions. Other team members included Bruce Johnson of Windrow Consulting, Dave

Spearin of LMS Marketing and Dr. Timothx Rzan of Timothz J Rxan and Associates Ptz Ltd in Australia.
3
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1.4 Methodology

Our project methodology is shown below, with seven major activities:

build the fact base;

assess deregulation in wheat and barley marketing in Australia;

assess future changes that could affect wheat and barley marketing in Australia;
compare the marketing systems for wheat and barley in Australia and Canada;
using the knowledge gained from examining the evolution of the system in Australia
identify potential transformations that could be made to western Canada’s system;
assess the potential transformations; and

identify any resulting policy implications.

abrwN=

No

Methodology

Build Fact Assess Assess

Base Deregulation Future Changes
Compare Id e n tify Asses_s
Canada & Potential Potential
Trans-

Australia Trans- A
form ations form ations

Im plications for
Policy

1.5 Report Organization

Our report is organized in the following manner. The next section (2.0) provides a brief
overview of the regulatory structures present in the Australian grain industry prior to 1989 —
when major deregulation initiatives were implemented. This section also provides the
background for the larger deregulation thrust that occurred in the Australian economy and the
deregulation that occurred in most agricultural sectors in Australia.

Section 3.0 highlights the regulatory changes that occurred in the Australian wheat and barley
industries, as government was starting to get out of the grain industry. The impact of those
regulatory changes on the many dimensions of grain industry is part of the fact base described
in section 4.0. Possible future changes in regulations and structure of the Australian grain
industry are discussed in section 5.0, as Australia attempts to find the right balance between
producer choice and maximizing returns to growers.

Comparisons to western Canada are provided in section 6.0, with a focus on lessons learned
that could be applied to Canada and a comparison of CWB operations based on
transformations that have occurred at the AWB and the CWB. A high level summary of
findings is provided in the last section, section 7.0.

]
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2.0 Providing Context For Australia’s Deregulation

In this section of the report we provide some context to consider the deregulation that has
occurred in the Australian grain economy. This begins with an overview of wheat and barley
production for the major grain growing States®. We then provide some context for the
deregulatory thrust that has occurred in Australia, including those in agriculture.

2.1 Significance of Australian Wheat and Barley Production and
Exports

Western Australia is the largest wheat-producing region in Australia with an average of 7.4 M
tonnes of production over the last 5 years. Wheat production is weather dependent and
production can fall well below trend in a drought year, as occurred in 2003 (see Figure 2.1).
New South Wales is the second largest wheat growing region in Australia, with an average of
6.5 M tonnes of production over the last 5 years.

Figure 2.1 Wheat Production by State, 1994 to 2005

Wheat Production MT State 1994 to 2004
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Over the last 5 years approximately 70% of Australian wheat (including durum) production was
exported and 55% of barley production. Australian exports were an average of 14.9 M tonnes
for wheat and 3.4 M tonnes for barley over the 1999 to 2004 period. Table 2.1 indicates that for
some Australian states exports are significant; for example, 86% of wheat production in
Western Australia is exported and 75% of barley production in South Australia is exported.

'% Additional information on the agriculture sector in Australia can be found in Annex IIl.
5
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Table 2.1 Wheat and Barley Production and Exports by State; 1999 - 2004 average

Wheat Barley

Export % of Export % of

State Production Port Exports Production Production Port Exports Production
tonnes Tonnes % tonnes Tonnes %

Western Australia 7,425,600 6,362,982 86% 1,742,600 1,329,301 76%
South Australia 3,465,200 2,816,972 81% 2,062,200 1,542,429 75%
Victoria 2,562,600 2,448,198 96% 1,341,000 309,620 23%
New South Wales 6,502,400 2,611,705 40% 1,025,000 195,000 19%
Queensland 1,112,400 633,273 57% 169,000 22,000 13%
Total 21,068,200 14,873,130 71% 6,339,800 3,398,350 54%

Source: Calculated by consultants

South Australia is the largest barley-producing region, with 2.1 M tonnes of production as an
annual average over the last 5 years. Western Australia exported 75% of its 1.7 M tonne crop
over the last 5 years, on average.

Figure 2.2  Barley Production by State, 1995 to 2005

Barley Production MT State 1995 to 2004
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In terms of exports, Australia has a larger share than does Canada of world exports for barley
and a similar share for wheat (including durum). For example, in the case of wheat Australia’s
5-year export volume of 14.9 M tonnes is slightly less than Canada’s 5-year average of 15.2 M
tonnes. For barley, Australia’s 5 year average of 3.4 M tonnes is almost double Canada’s
volume of 1.9 M tonnes, which has been declining over time.
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2.2 Primary Industries in Australia were Highly Regulated

Starting in the 1920's, the processing and marketing of primary produce were increasingly
controlled by statute and compulsory cooperatives in Australia. The statutory marketing
arrangements typically involved demand/supply management using market entry barriers,
production control mechanisms, such as quotas and licenses, along with various pricing and
vesting powers.

Agricultural marketing was heavily regulated in Australia from the 1920’s to the 1990’s, with
over 50 state and 10 federal statutory marketing entities’'. As in Canada, a major rationale for
government intervention in Australia was to protect growers from excessive marketing costs,
exploitation, and lack of market power. The marketing entities were essentially compulsory
cooperatives; growers had a deep connection to them, believing that they operated on behalf of
growers. Compulsory cooperation is based on orderly marketing, which eliminates competition
between growers selling their production. Producers pool their production and behave as if
they are a single seller. Grower equality, risk sharing, and price stabilization are the principles
underlying orderly marketing. As well, the railroads were state owned operations'?.

2.3 The Australian Wheat Board — A Similar Genesis as the CWB

The Australian Wheat Board originated during World War |. In 1914 the federal government
established compulsory wheat pools administered by the AWB. As promised to private grain
traders, compulsory pooling was discontinued after the 1920-21 crop and a mixed ownership
system of grain marketing (private companies and grower cooperatives) existed until World
War Il. During the 1930’s depression, the Australian government encouraged wheat production
in order to generate foreign exchange through exports. However, a global excess supply of
wheat made this strategy unsuccessful, as well as undermining government efforts to provide a
guaranteed price to growers. The 1930’s were a time of financial difficulty for Australian
growers.

Historically, Australia, just like Canada and the US, exported wheat in bags. While Canada and
the US quickly moved to more efficient bulk handling systems, Australia was very slow to adopt
bulk handling because of concerns about the cost of required infrastructure. Beginning in
1915, Australian governments began helping to finance bulk-handling facilities. However the
debt proved difficult to repay because the facilities were under-utilized. To assist with debt
repayment, States passed regulations making delivery of grain to bulk handling facilities
mandatory. Some Bulk Handling Authorities (BHA) had social objectives such as non-

" While both Canadian and Australian grain economies were heavily regulated, an argument can be
made that overall agriculture in Australia was more regulated than in Canada

'2 The information in this section is based on a number of sources including (1) Productivity Commission
1999, Impact of Competition Policy Reforms on Ruraland Regional Australia, Report no. 8, Ausinfo,
Canberra. (2) Bielik M, “Organizational Change in the Australian Grain Industry: A Cooperative Life Cycle
Approach”, Unpublished MS Thesis, Department of Agribusiness and Agricultural Economics, University
of Manitoba, October 2004. (3) NCP Wheat Review, “Issues Paper for the National Competition Policy
Review of the Wheat Marketing Act 1989”, May 2000. (4) Kronos , “A Review of Structural Issues in the
Australian Grain Market”, September 2002. (5) Ryan T, “The Australian Wheat Board: An Engine of
Change or a Caboose?” in World Agriculture in a Post-GATT Environment: New Rules, New Strategies.
Edited by R Gray, T Becker and A Schmitz. University of Saskatchewan, University Extension Press.
1994. (6) Productivity Commission, “Review of National Competition Policy Reforms”, 2004. (7) “Issues

Paper for the National Competition Policz Review of the Wheat Marketing Act of 1989”, Max 2000.
7
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discrimination between growers. Private companies were only allowed to store and handle
small volume grains.

With the beginning of WWII, the government re-established the AWB in 1939 to market wheat
domestically and internationally. The AWB also provided financing to producers through
advance pool payments, which were made when wheat was delivered. Further payments were
made throughout the year as wheat sales were made by AWB. The government underwrote
the financing activities of the AWB. At the end of the war because growers did not want to
abandon the AWB, it was operated on a temporary basis until 1948 when the Wheat Industry
Stabilization Act was passed. The objective of the single desk, in conjunction with pooling, was
to capture the net profits from all sales including the price premiums from export sales for the
benefit of all growers delivering to the pool.

The AWB moved from being a temporary entity in 1948 with the passage of the Wheat Industry
Stabilization Act to a permanent organization. In Australia because national grain marketing
legislation must be enacted by State legislation, the States passed legislation complementary
to the Wheat Industry Stabilization Act 1948.

The Act had a sunset clause requiring review and re-negotiation by government and the
Australian Wheatgrowers Federation (AWF), which became the Grains Council of Australia
(GCA). The Act was renewed in 1954, 1958, 1963, 1968, 1974, 1979, and 1984. The Act was
renamed the Wheat Marketing Act in 1979. The sunset clause was discontinued in 1989.

The main features of the Acts governing wheat marketing from 1948 to 1989 were administered
pricing, a stabilization fund, compulsory pooling, and granting of AWB sole domestic and
international marketing rights for wheat. The AWB did not have the authority to accumulate
funds.

During much of the 1948 to 1989 period the Australian economy was heavily protected from
foreign competition by high import tariffs and there was a widespread belief that growers should
also be protected. In order to provide growers with a fair return, for many years administered
prices were based on the cost of production. The determination of the administered price was
very political with both the government and the AWF having to be satisfied. The political nature
of price determination was no doubt responsible for the stabilization fund requiring government
funds in 14 of 31 years. In 1979, the formula for the guaranteed minimum price was changed
to be 95% of the average of the current estimated pool return and the estimated pool return for
the previous two years.

The objective of the stabilization fund was to provide price stability. If the average export price
earned by AWB was greater than the guaranteed price then the difference was taxed (export
stabilization tax) and went into the stabilization fund. If, however, the average export price was
less than the guaranteed price the revenue shortfall was covered by the fund. Because of the
political nature of the guaranteed price, the fund was empty by 1959 and the government
began directly subsidizing the fund. When the government changed the guaranteed minimum
price in 1979 the fund was discontinued.

In AWB’s compulsory pooling system, each grower received the same average net pool return
regardless of location or timing of delivery. All sales revenue and all costs (administration,
transport, storage, and handling) were pooled. Producers had to deliver in order to get the
advance payment creating an incentive to deliver immediately after harvest and consequently
the development of a system with one turn. The principle of grower equality underlying the
pooling system also permeated the wheat grading system. The AWB was responsible for
____________________________________________________________________________________________________________]
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setting the receiving standards. Until 1974 almost all wheat was marketed as Fair Average
Quality (FAQ) and there were very few separate pools for different wheat types. Consequently
growers received the same price regardless of the type or quality of the wheat delivered. In
such a system, growers have an incentive to grow large volumes of wheat rather than high
quality or higher valued wheat. A new grading system was introduced in 1974 with the
following classifications: Australian Standard White (replacing FAQ), Prime Hard, Hard, Soft,
and Durum. It was not until 1984 that AWB began offering different advance payments for
different wheat types.

From the 1970's these arrangements were increasingly subject to scrutiny and review. The
focus was driven partly by competition principles and by other environmental changes: For
example, better and cheaper communications, the development of new financial tools to
manage risk, and the adoption of a flexible exchange rate, substantially reduced the need for
statutory arrangements to smooth out the effects of fluctuations.

2.4 Barley Was Also Highly Regulated

Barley was also highly regulated in Australia. However, rather than being controlled at the
national level, it has generally been controlled at the state level.

The Australian Barley Board (ABB) was established under the National Security Act in 1939 to
coordinate the acquisition and marketing of all barley produced in Australia. In 1942 the ABB'’s
jurisdiction changed to only Victoria and South Australia when the federal government
transferred responsibility to these states. The State Acts gave the ABB the sole authority to
acquire barley in these States.™

New South Wales established statutory marketing entities for barley, sorghum, oats and
oilseeds (canola, safflower, sunflower, linseed and soybeans) in 1927 under the Marketing of
Primary Products Act. Under the legislation, a majority of growers had to support the
establishment of a marketing board for a crop. The Act was replaced in 1983 with the
Marketing of Primary Products Act 1983. In the late 1980’s when the marketing boards for oats
and oilseeds became insolvent, new legislation was enacted, the NSW Grains Marketing Act
1991. The 1991 legislation created a single entity, NSW Grains Board, to handle marketing for
all the listed commodities. The NSW Grains Board had single desk marketing powers in the
domestic and export markets for barley, sorghum, oats, canola, safflower, sunflower, linseed,
and soybeans.™

In Western Australia, the Grain Marketing Act (1975) gave the Grain Pool of Western Australia
(GPWA) single desk selling rights in the domestic and export markets for barley, lupins, and
canola. The act mandated an elected board of directors. The Grain Pool originated in 1922 as
the Wheat Pool. It acted as an agent of the AWB during WWIIl. The Grain Pool took over the
marketing and administration functions of the Western Australian Barley Marketing Board in
1952. In 1962 it became known as the Grain Pool of Western Australia (GPWA).

Queensland established the Barley Marketing Board Queensland (BMBQ) in 1930. During
WWII it acted as an agent for the Australian Barley Board. From 1942 to 1991 the BMBQ was

'3 Kronos, “A Review of Structural Issues in the Australian Grain Market”, September 2002.
'* Government of New South Wales, “Review of the NSW Grain Marketing Act 1991, Final Report”, July
1999.

-
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Ehe compulsory buyer of barley in Queensland. In 1991 it became part of Grainco Australia Ltd.
5

2.5 The Grain Industry Supply Chain Was Government Controlled

While the marketing of wheat and barley was government controlled or through agencies based
on government linkages, the rest of the supply chain (bulk handling companies, railroads, etc.)
was also government controlled or owned.

Bulk handling authorities (BHA) stored and handled grain in the country and at port. In the
1980’s it was estimated that these entities handled over 75% of Australia’s grain production.
Prior to de-regulation in 1989 there were five BHAs one in each State:
a Bulk Grain Queensland (Queensland),
Grain Handling Authority (NSW),
Grain Elevator Board (Victoria),
South Australian Co-operative Bulk Handling (SA) and
Co-operative Bulk Handling of Western Australia (WA).

Oo0o0O0

These bulk-handling facilities were either state authorities or grower cooperatives and the
majority of board seats of most bulk handling authorities (BHA) were filled by growers. Each
BHA had exclusive rights to receive wheat in the state on AWB’s behalf. The relationships were
governed by agreements made by AWB with each BHA. The price for storage and handling
was primarily determined by each BHA'’s cost, which meant that rates varied by state.

In Australia the railways were State owned entities. Grain primarily moved within a State rather
than between States and certainly did not move in an optimal mode or direction. This was
because the rail networks, with different rail gauges had been developed on a State basis,
freight was heavily regulated and movement by truck was limited by legislation.

2.6 Regulatory Summary 1914-1989

A summary of regulations that existed prior to 1989 is provided in this section for the pre-1948
period and the 1948-1989 period.

10 Kronos, “A Review of Structural Issues in the Australian Grain Market’, September 2002.
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Pre 1948

Pre 1948 Highlights

Beginning Industry | Drivers of Strategic Responses Ending Industry Structure
Structure Change
Concerns about WWI Federal government establishes mandatory AWB operated on a
producer exploitation AWB to market wheat domestically and off- temporary basis.
by grain companies shore in 1914. Discontinues after 1921.
and railways
WWII Federal government re-establishes AWB in
1939 as single desk and underwrites advance
payments to producers made by AWB.
Federal government establishes ABB as single
desk in 1939. ABB made mandatory in only 2
states (Vic & SA) in 1942
Australia exporting in | Difficulties State government made deliveries to state Compulsory delivery to BHA
bags. repaying owned/grower controlled BHA mandatory for wheat & most other
State government bulk grain.
financing of bulk facilities’ Private handling facilities
handling facilities debt allowed for very minor grains
Producers want AWB to exist on a permanent
basis
1930’s Federal government encourages wheat
depression production during depression to gain foreign
exchange

1948 — 1989

1948 -1989 Highlights

Beginning Industry
Structure

Drivers of Change

Strategic Responses

Ending Industry Structure

AWB operated on a
temporary basis.

Growers want a
permanent AWB

AWB permanent entity with five
year reviews - Wheat Industry
Stabilization Act 1948

AWSB single desk for domestic and
export wheat

Rest of economy
highly protected —
growers should be
also

Administered pricing — cost of
production pricing until 1979 when
moved to 95% of past and
expected prices

Gradual shift to a
more market
orientated economy —
reduced
manufacturing tariffs,
floated dollar,
deregulated financial
sector

Industries Assistance
Commission which
recommended changes
such as deregulating
domestic and export
markets began in 1974

Grower equity and
price stability

Compulsorily pooling — each
grower receive same price
regardless of location, type or
quality of wheat or timing of
delivery for most of period

Compulsory delivery to
BHA for wheat & most
other grain.

Private handling facilities
allowed for very minor
grains

1986 Royal
Commission on
Storage, Handling etc

Recommended changes to
make system more
efficient, restructure BHA
as commercial structures,
change pooling so that
actual costs attributed to
individual growers

Growers wanted price
stability

Stabilization fund — political nature
of guaranteed prices depleted fund
and government began
guaranteeing prices
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2.7 The Case for Regulatory Reform in Wheat Began in the 1980’s

After WWII, the government used a Keynesian approach featuring full employment goals and
the protection of infant industries. However, during the 1970s and early 1980’s the
performance of the Australian economy faltered. Unemployment rates rose and the economy
contracted in real terms. This resulted in a major shift in economic philosophy. The new goal
was to increase efficiency by increasing competition and relying on market forces. The
government reduced import tariffs on manufactured goods in 1973 which reduced one of the
justifications for government support of agriculture. The Australian dollar was allowed to float
beginning in 1983 and was followed by deregulation of the financial system.

In 1974, Australia established the Industries Assistance Commission (IAC) to advocate
economic reform. The IAC reviewed wheat marketing prior to the Commonwealth Government
and AWF renegotiating the arrangements every five years. The 1978, 1983 and 1988 IAC
reports recommended increasing competition and flexibility in wheat market and deregulating
the domestic market. The 1988 report also recommended removing AWB'’s export monopoly.

The McColl Royal Commission into Grain Storage, Handling and Transport, established in
1986, was driven by the ever-increasing costs of the centralized storage systems in each State
and associated logistical systems. The McColl Commission was the first comprehensive
review of grain handling and transportation in 50 years. Many industry experts have argued
that this royal commission was the turning point in the grain marketing debate. The Royal
Commission looked at the impact of institutional arrangements on efficiency and cost
effectiveness and made the following conclusions:
o The Australian grain storage, handling and transport system was not efficient, cost
effective or integrated,
o Grain did not flow in the least cost manner, and
o Cost pooling masked signals about the actual cost of facilities resulting in over-
utilization of inefficient facilities.

The Royal Commission made the following recommendations:
o Eliminate BHA’s exclusive right of receiving grain in the country,
0 Require BHA’s to minimize storage, handling and transportation costs,
a Charge each grower their actual cost for delivery, handling and transport rather than a
pooled cost, and.
o Restructure BHA as commercial entities.

Farmers were not supportive of deregulation in the 1980’s. Although the President of the AWF,
Trevor Flugge, publicly indicated that the current structure was inefficient thereby lowering
returns to producers, the majority of AWF members did not share these views. During this time
the AWF experienced a significant amount of internal conflict.

The first wave of deregulation in the Australian grain industry began in 1989 when the Wheat
Marketing Act 1989 (WMA 1989) was enacted. This act deregulated the domestic wheat
market and initiated the transformation of the AWB to a producer-financed organization. The
major impetus for change was the financial losses incurred by the AWB, which the government
had to absorb. For a variety of reasons, including minimizing government financial obligations,
the government wanted to shift the financial risk to the grower.

Changes to grain marketing had been instigated prior to 1989 with the introduction in 1984 of a
permit system for feed wheat (i.e., trade outside AWB) and different prices for wheat for human

consumption and industrial/feed usages.
____________________________________________________________________________________________________________]
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2.8 Major Drivers of Change Affecting the Grain Economy

Prior to 1989, the major factor driving change in the Australian grain industry was a shift in
government policy from being interventionist to more market oriented.

There were two external factors encouraging deregulation prior to 1989. The first was that the
US and the EU were engaged in an export subsidy war which resulted in a 40% drop in price
for ASW in 1986. The price drop resulted in a deficit for AWB’s 1986-87 pool. The Australian
government said that because it could not compete with the treasuries of the U.S. and the EU.
Australia’s only choice was to increase the efficiency of grain handling and marketing.

The second external factor was the very long Uruguay round on trade negotiation that began in
the late 1980’s. Australia believed that if export subsidies were disciplined, growers with
efficient production and marketing would have a competitive advantage. "

The major driver for recent and on-going changes in grain industry regulation is the National
Competition Policy (NCP) which was implemented by the Council of Australian Governments in
1995. The objective of the policy is to increase Australia’s economic performance and benefits
through greater competition. This policy extended well beyond agriculture and affected many
industries in Australia as it:
0 extended the anti-competitive conduct provisions of the Trade Protection Act to
unincorporated and government businesses;
0 instituted structural reforms and required competitive neutrality for public monopolies
and government businesses;
o created independent authorities for the oversight of monopoly service providers;
0 established a national regime to provide third party access to essential infrastructure
services with monopoly characteristics;
o introduced a legislative review program to review and access anti-competitive
regulations; and
o implemented reform programs that had been agreed to for gas, water, road transport
and electricity sectors.

The guiding principle of the NCP was that legislation and regulation restricting competition was
only be to retained;

a if the benefits to the community outweighed the cost (public benefits test), and

o if the objectives of the legislation could only be met by restricting competition.

The NCP is highlighted in more detail in the following section (3.0).

2.9 Economy Wide Deregulation to Deliver Benefits of Competition

In response to ongoing evidence of inefficiencies in service delivery associated with
Government business enterprises (GBEs), governments began to introduce reforms in many of
these areas more than a decade ago. Reform was seen by governments as important for a
range of reasons including:

16 Ryan T, “The Australian Wheat Board: An Engine of Change or a Caboose?” in World Agriculture in a
Post-GATT Environment: New Rules, New Strategies. Edited by R Gray, T Becker and A Schmitz.

Universitx of Saskatchewan, Universitz Extension Press. 1994.
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0 to address the poor performance of GBEs, which imposes a dead-weight ‘tax’ on users
and the economy generally — GBEs are significant suppliers of inputs to the rest of the
economy and there are often few (if any) other suppliers;

O to ensure that resources are directed to areas of greatest need — there is always an
alternative use for scarce public funds (e.g., funding of rail authorities versus funding for
hospitals and schools); and

a to promote better investment decisions — governments are increasingly concerned with
achieving a satisfactory return on the substantial public funds invested in the assets of
government businesses.

Initially, State and Territory governments embarked on their respective reform agendas
separately. However, in 1992, in an attempt to address problems which can arise from a
fragmented State-by-State approach to reform (such as the different gauges and standards in
Australia’s rail system), the Council of Australian Governments (CoAG) commissioned an
independent committee of inquiry into a national competition policy (Hilmer 1993). In response
to the Hilmer Committee’s report, the Commonwealth and all State and Territory governments
agreed, in April 1995, on the need for a more coordinated and systematic approach to reform.

The Council of Australian Governments implemented the National Competition Policy (NCP) in
1995 with the objective of increasing economic performance and benefits through greater
competition. “In essence, most NCP reforms are measures designed to reap the benefits that
competition, properly harnessed, can bring. The objective is not to pursue competition as an
end in itself, but, where appropriate, to inject competition into previously sheltered areas of the
economy to boost economic performance and provide benefits to Australian consumers and

households”. "

The NCP is a cross-government approach to deliver the benefits of competition through a
national approach to competition policy reform. National Competition Policy is the set of
reforms agreed to by the Commonwealth, State and Territory governments of Australia under
intergovernmental agreements signed in April 1995. These are:

a The Competition Principles Agreement (CPA), which sets out principles for:
o oversight of certain government businesses;
o putting government businesses on a ‘competitively neutral’ basis with private
sector competitors;
o reform of government monopolies;
reviews of legislation which restrict competition;
o allowing businesses (third parties) to gain access to some ‘essential
infrastructure facilities; and
o application of the CPA to local governments

@)

o The Conduct Code Agreement, which establishes the basis for extending the
competitive conduct rules of the Trade Practices Act 1974 (TPA) to all businesses and
professions in Australia, and

o The Implementation Agreement, which specifies a program of financial grants by the
Commonwealth to State and Territory governments — so-called competition payments
— contingent on implementation of the agreed reforms. In recognition of the economic
benefits expected to flow from the reforms, and that the Commonwealth stands to gain
increased tax revenue, the NCP specifies a program of financial grants by the

"7 Irving M, J Arney, and B Lindner, “National Competition Policy Review of the Wheat Marketing Act 1989”, 2000.
- - - - - - - - - - - - - -~ - - - - -~ = =]
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Commonwealth to State and Territory governments contingent on implementation of the
agreed reforms. These payments were estimated to be valued at $1.6 billion payable to
the states from the Commonwealth, contingent upon following through on
commitments'®.

In addition to the three intergovernmental agreements, the Competition Policy Reform Act 1995
established two institutions — the Australian Competition and Consumer Commission (ACCC)
and the National Competition Council (NCC).
a The ACCC is involved principally with enforcement of the TPA.
Q The NCC has the key role of monitoring and advising the Commonwealth Government
on the progress of NCP reforms.

NCP is a package of measures which, broadly speaking, aims to encourage competition. The
underlying premise is that greater competition will usually create incentives for improved
economic performance. To the extent that this can be achieved, incomes, employment and
living standards are likely to rise. However, NCP permits restrictions on competition where such
arrangements can be shown to be in the “public interest”.

Under the Competition Principles Agreement (CPA) of the National Competition Policy (NCP),
the Commonwealth, State and Territory governments agreed to:
o develop a timetable for legislative reviews, by June 1996';
o review, and where appropriate reform, legislation that restricts competition by the end of
2000; and
a ensure that new legislation which restricts competition passes the competition test —
that is, the benefits to the community as a whole must outweigh the costs, and the
objectives of the legislation can only be achieved by restricting competition.

A major focus of the National Competition Council (NCC) has been on statutory marketing
legislation for agricultural commodities, such as operate in the wheat and barley industries.
Typically, statutory marketing legislation is anti-competitive as it grants these statutory
marketing authorities (SMAs) monopoly powers to:

a compulsorily acquire (vest) an entire crop;

a regulate the quality or price of the commodity; or

a act as the single seller on either or both the export and domestic markets.

The NCC has stated that “arrangements underpinning SMAs are prima facie anti-competitive”

2.10 High Level View of Deregulatory Outcomes

As a result of the initiatives highlighted above, the level and extent of government support
offered to the Australian grain industry has been decreasing. Using wheat as an example, the
absolute value of government support has decreased from over $(AUS) 325 million in 1986 to
$(AUS) 107 million in 2003, as measured by the Producer Support Estimate (PSE) estimated

"® For example, in 2003-04, $AUS 765 million was available for distribution to the states. New South
Wales had 5% ($12.9 million of $257 million) in payments deducted since the State government was not
able to show that restrictions are in the public interest. Western Australia had 5% of payments
suspended pending implementing an appropriate reform program for egg marketing. In South Australia,
5% of the payment ($2.9 million) was suspended pending implementation of a program for barley
marketing reform. (NCC Press Release — “2003 NCP assessment outcomes”).

'9 Some 1800 pieces of legislation were identified for review.

20 (NCC 1998b. p.103).
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by the OECD. This decline is reflective of the many dynamics at play in Australia, including the
desire to reduce government’s financial obligations and to get government out of many parts of
the economy.

This trend is shown in Figure 2.3 for the aggregate PSE and the per tonne PSE. The per tonne
value has decreased from $(AUS) 20/tonne in 1986 to $(AUS) 4/tonne in 2003".

Figure 2.3 Government Support Provided to Australian Wheat Producers — PSE
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On a comparative basis to Canada, Figure 2.4 shows the percentage PSE? for Australian
wheat producers compared to Canadian wheat producers. This shows that support provided to
growers in Australia has been, and continues to be, much lower than support provided by the
government of Canada. For example, in 1986 the percentage PSE was 49% in Canada and
16% in Australia, compared to 21% and 5% for the respective countries in 2003,

Figure 2.4  Support Provided to Australian and Canadian Wheat Producers - % PSE
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21 It should be noted that the per tonne value in 1994 and 2002 was due to a much smaller drought-
induced wheat crop.
22 Percentage PSE is the estimated level of support (PSE) divided by the farm gate value of production.

2 Comparable data for U.S. wheat is 56% £$99US/tonne= in 1986 and 25% $or $US42/tonne= in 2003.
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2.11 Positioning Deregulation in the Australian Economy

Australia has gone through a period of deregulation and getting government and/or government
run agencies out of many parts of the economy. This deregulatory thrust has been driven by a
few key drivers and has not been exclusive to agriculture.

In this regard we are labeling the deregulatory change that was precipitated over the 1985 to
1995 time frame as the period of; Reducing government expenditures and obligations and
deregulating to capture efficiency gains in the economy, or in short - “Getting government out of
the grains industry”.

Australia has had at least a decade of experience since the changes began. As a result, we
are labeling the position the grain industry is in today as: Finding the right regulatory balance
to enable producer choice and maximize grower return, or in short - “Finding the right
requlatory balance”.

We will use these two positioning statements as a way to summarize and position the
deregulation in the Australian grain economy.

In the next section we highlight how government started getting out of the grains industry in
Australia.

]
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3.0 Getting Government Out of the Grains Industry

In this section we indicate the changes that have occurred in the Australia grain economy
starting in the late 1980’s and early 1990’s. The impact of the deregulation and the new
structures is discussed in section 4.0.

3.1 Drivers of Change

System wide changes are shown in the following chart. Change in the Australian wheat and
barley sector has been driven by two major factors: the desire by the federal government to
eliminate its financial obligations to the Australian Wheat Board, and implementation of the
National Competition Policy.

The ensuing deregulation (or at least partial deregulation) of rail, bulk handling and marketing
affected growers and the value added sector (processors and livestock producers) and resulted
in further changes in rail, bulk handling, and marketing. According to a report by Kronos (for a
number of private interests in the grain trade) the current state of the Australian grain sector
can be characterized by:

o inefficiency arising from no change in export powers of AWB;
limited options for growers;
conflict of interest in terms of investment in value added by AWB and ABB;
duplication of assets (storage); and
lack of competition for services provided by one arm of a STE to another arm.*

0O0D0D

Figure 3.1 System Wide Changes in Australia
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**The information in this section is based on the following sources: 1) Kronos, “A Review of Structural
Issues in the Australian Grain Market”, September 2002 2) Irving M, J Arney, and B Lindner, “National
Competition Policy Review of the Wheat Marketing Act 1989, 2000 3) Productivity Commission, “Review
of National Competition Policy Reforms”, 2004 4) “Issues Paper for the National Competition Policy
Review of the Wheat Marketing Act of 1989, May 2000 5) CIE, “Review of the Victorian and South
Australian Barley Market Act 1993”, 1997 and 6) National Competition Council, “Securing the Future of

Australian Agriculture, Communitz Information”, 2000.
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National Competition Policy

The Council of Australian Governments implemented the National Competition Policy (NCP)
in 1995 with the objective of increasing economic performance and benefits through greater
competition. “In essence, most NCP reforms are measures designed to reap the benefits that
competition, properly harnessed, can bring. The objective is not to pursue competition as an
end in itself, but, where appropriate, to inject competition into previously sheltered areas of the
economy to boost economic performance and provide benefits to Australian consumers and

households”,

An overview of the National Competition Framework is shown below in Figure 3.2. The NCP
extended the anti-competitive conduct provisions of the TPA to unincorporated and government
businesses; instituted structural reforms and required competitive neutrality for public
monopolies and government businesses; created independent authorities for the oversight of
monopoly service providers; established a national regime to provide third party access to
essential infrastructure services with monopoly characteristics; introduced a legislative review
program to review and access anti-competitive regulations; and implemented reform programs
that had been agreed to for gas, water, road transport and electricity sectors.

Figure 3.2  An Overview of the National Competition Framework
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The guiding principle of the NCP was that legislation and regulation restricting competition
was only be to retained if the benefits to the community outweighed the cost (public
benefits test) and if the objectives of the legislation could only be met by restricting
competition. The public interest test gives equal weighting to economic considerations
(resource allocation, competitiveness, and economic and regional development) and social

% Irving M, J Arney, and B Lindner, “National Competition Policy Review of the Wheat Marketing Act
1989, 2000.
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considerations (environmentally sustainable development, social welfare and equity, consumer
interests and policy issues such as health and safety, access and equity, and industrial
relations). Anti-competitive legislation was to be reviewed by the end of 2000. In 1995,
Australia had single desk marketing arrangements in coarse grains and oilseeds, diary, eggs,
horticulture, poultry meat, potatoes, rice, sugar, and wheat.

The National Competition Policy assumes that restricting competition imposes costs on the
community because they remove the incentive for companies to adjust to changes, improve
performance and develop new products. However, the author of these principles, Hilmer, also
noted that in some situations restrictions on competition may achieve a more efficient outcome
for the community. The Centre for international Economics (CIE) view of the situation is shown
below in Figure 3.3 where there is a large probability of the restriction being costly and a small
probability that it is beneficial.

Figure 3.3  Impact of Restricting Competition

Restricting Competition — Hilmer View
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A report from the National Competition Council in 2000 stressed the need to manage any
change resulting from NCP reviews. Suggested options include;
O consultations with those affected about the implementation of the reform;
phasing of reform;
providing information and education;
exit programs for producers wishing to leave the industry;
direct support to producers; and
support programs for affected communities.

0O000CD

Reform of the dairy industry used direct support to producers, exit programs, and assistance to
communities. The deregulation of the barley market in Victoria and South Australia was
designed to proceed in stages.

]
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3.2 Change in Wheat Marketing and the AWB

Since 1989, there have been many changes in wheat marketing in Australia. The following
table provides an overview of significant events regarding wheat market that have occurred.

Table 3.1 Overview of Significant Events in Wheat Marketing

Overview of Significant Events in Wheat Marketing

1989 Wheat Marketing Act 1989 — deregulated domestic market, established Wheat
Industry Fund, changed government guarantee

1989 to Mid | Industry Strategic Planning — recognized need to make changes to AWB to
1990’s ensure its survival

1999 Corporatization of AWB and creation of Wheat Export Authority
2000 Review of Wheat Marketing Act 1989

2003 Senate inquiry

2004 Wheat Marketing Review

Wheat Marketing Act 1989

The Wheat Marketing Act of 1989 (WMA) ushered in significant changes to wheat marketing. %
The changes were as follows:

a Deregulation of the domestic market by ending AWB’s compulsory acquisition power
and the administered domestic price (no single desk selling authority in the domestic
market),

a Elimination of the guaranteed minimum prices to growers that had been based on
historical average prices with a partial payment based on the average expected net pool
return,

o Replacement of the Government guarantee with a declining government guarantee on
AWB borrowings which would end by 1994,

o Establishment of the Wheat Industry Fund (WIF) with a mandatory 2% levy on wheat
sales by growers was established,

a Specification of the AWB’s objective as the maximization of grower returns by the
minimization of storage, handling and transport costs. Where ever possible, costs were
not to be pooled,

Allow the AWB to trade in other grains,

Allow the AWB to have more than one receiver of grain per state,

Allow the AWB to buy or build handling facilities for wheat and other grains,
Removal of the sunset clause mandating five year reviews, and

Elimination of AWB’s approval for container and bag exports.

000D D

% The information sources for this section are 1) CIGI. Grains & Oilseeds: Handling, Marketing,
Processing. Fifth edition. 2003 2) Ryan T, “The Australian Wheat Board: An Engine of Change or a
Caboose?” in World Agriculture in a Post-GATT Environment: New Rules, New Strategies. Edited by R
Gray, T Becker and A Schmitz. University of Saskatchewan, University Extension Press. 1994 3) Bielik
M, “Organizational Change in the Australian Grain Industry: A Cooperative Life Cycle Approach”,
Unpublished MS Thesis, Department of Agribusiness and Agricultural Economics, University of
Manitoba, October 2004.

]
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In 1992 the Wheat Market Act 1989 was amended to allow the AWB to engage in value
added activities and to continue the government guarantee on AWB borrowing until June
30, 1999.

The objectives of the Wheat Marketing Act 1989 were to remove AWB'’s domestic monopoly;
improve price signals to growers by eliminating the price guarantee formula; and enable AWB
to compete in a deregulated market by extending its commercial powers and increasing its
flexibility. The Act retained the single desk for wheat exports because of grower concern.

The WMA 1989 established a Wheat Industry Fund to create a grower funded capital base.
The AWB and the GCA lobbied to have the WIF included in the Act because they believed that
the AWB would need a capital base to be successful in the new environment.

“Quite simply, without a capital base the [AWB] could not continue to function effectively and
would undoubtedly lose the confidence of the growers whom it was established to serve, and
the Federal Parliament, which grants the AWB its statutory powers. The GCA decided that it
was preferable to establish a capital base for the AWB which would provide a clear and
gnequivocal line of equity to grower equity holders and a facility to returns on monies invested.”

The objectives of the WIF were to;

a) underwrite AWB’s domestic trading.

b) provide a capital base to allow AWB to diversify, and

c) to provide a capital base that would allow AWB to continue making advance payments.
In 1992/93 industry agreed to build the WIF to AU$450 M to AU$500 M by 2000.

At the grower level the WIF operated in the following manner:
o Each grower received a certificate of equity each year which indicated their
contributions and share of earnings.
a The certificates were transferable but it was very difficult to redeem equity as the AWB
restricted the amount that could be redeemed.
o Growers exiting the industry received full cash out.

Industry Strategic Planning

After the WMA of 1989 partially deregulated wheat marketing in Australia, the Grains Council of
Australia (GCA) recognized that further deregulation would occur and initiated a strategic
planning process (Grains 2000) in 1989 to determine an optimal course of action. A study by
Booze, Allen, and Hamilton was commissioned by the GCA in 1995 to examine the Australian
situation. This report concluded that the AWB was not sustainable if further deregulation
occurred because the AWB could not compete with multinational grain companies
because it was too small and not vertically integrated. The report also recommended that
the AWB be corporatized to give it the financial focus necessary for long term success.

7 Bielik M, “Organizational Change in the Australian Grain Industry: A Cooperative Life Cycle Approach”,
Unpublished MS Thesis, Department of Agribusiness and Agricultural Economics, University of
Manitoba, October 2004.
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At a series of meetings with growers, the GCA identified the following key objectives for
transforming the AWB: %
0 Retain single export desk
o Growers must have control and/or ownership and be able to access their equity.
a Provide an adequate capital base to maintain the advance payment system.
o Have a commercial structure which maximizes grower returns, provides flexibility and
reflects market signals.
o Allows for industry self determination and provides certainty and efficiency in structural
arrangements.

Working with consultants, the GCA determined that the new structure would also have to be
acceptable to international capital markets because of AWB’s large borrowing needs, have
favorable tax implications, take into account AWB’s need to establish a credit rating after the
government guarantee on borrowings ended, and provide an acceptable return on investment.
There was a lot of discussion about whether grower voting rights should be on the 1 grower 1
vote basis or be based on business volume. One of the agricultural cooperative models
examined by the consultants was the newly corporatized Saskatchewan Wheat Pool (SWP).

Although consideration had been given to only allowing growers to contribute equity via a
revolving WIF capital base; this was considered unworkable. Grower investment would be ill
liquid because of the length of time required for fund revolvement. This model would also limit
AWB'’s ability to access and manage capital. The issues with capital would reduce AWB’s
credit rating and reduce the level of advance payments it could make.

The three organizational structures that were evaluated were: capital trust, ordinary
equity model, and dual class share model. In a capital trust model, the WIF would
guarantee borrowing of AWB subsidiaries that perform AWB’s functions. The control of capital
would be separated from the control of operations. The equity model consisted of a single
class of fully transferable shares with ownership and control rights. The WIF would be
converted into ordinary shares. Restrictions on share ownership by non-growers could be used
to maintain grower control. In the dual class share model, one class of shares is issued to
growers. These shares have nominal value and are ineligible for dividends but carry voting
rights to elect the majority of board directors. The other class of shares formed from the
conversion of the WIF, have limited voting rights, elect a minority of board directors and are
eligible to receive dividends. The performance of each model against grower and other
objectives is shown in the Table 3.2 below.

The consultants viewed the dual class share model as being the preferred option. The State
affiliates of the GCA, however, had difficulty in agreeing on an option. For example, Western
Australia with larger farms did not want 1 grower 1 share. A compromise was reached in which
voting rights partially reflect individual grower business volumes.

%8 The information in this section is from Bielik M, “Organizational Change in the Australian Grain
Industry: A Cooperative Life Cycle Approach”, Unpublished MS Thesis, Department of Agribusiness and

Agricultural Economics, Universitx of Manitoba, October 2004.
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Table 3.2 Evaluation of Selected Structures for AWB Transformation

Evaluation Matrix for Organizational Structures for AWB Transformation

Capital Trust Model | Ordinary Equity | Dual Class Share
Model Model
Retain single desk | Yes Yes Yes
Maintain grower Yes No Yes
control Restriction on

ownership by non-
growers would
reduce liquidity

Adequate capital No Yes Yes
base
Maximize grower Yes Yes Yes

return & provide
market signals &

flexibility

Allow industry self Yes No Yes

determination

Favorable reception | No Yes More favorably then
by capital markets capital trust

Other Burdensome

structure

Corporatization of the AWB

The legislative process began in 1997 and ended with AWB’s privatization on July 1, 1999
when the government guarantee of borrowing ceased. Privatization separated AWB'’s
commercial and regulatory functions. The regulatory functions were transferred to the
Wheat Export Authority (WEA), which legally is a continuation of the former Australian Wheat
Board. The legislation granted the single desk export rights of bulk wheat to AWB International
a wholly owned subsidiary of AWB Ltd. The commercial functions of the former Australian
Wheat Board were transferred to AWB Ltd, a grower owned and controlled corporation.?

The share structure of AWB Ltd is as follows:

o Class A shareholders: one share for each of the approximately 37,000 growers. The
shares have variable voting rights based on deliveries. The “A” shares are non-
transferable and are not eligible for dividends etc.

a Class B shareholders: shares were issued to growers on the basis of equity in the
Wheat Industry Fund. The shares which are traded on the ASX are subject to a 10%
cap on individual or entity ownership.

% This section is based on material from 1) AWB, 2) Bielik M, “Organizational Change in the Australian
Grain Industry: A Cooperative Life Cycle Approach”, Unpublished MS Thesis, Department of
Agribusiness and Agricultural Economics, University of Manitoba, October 2004. 3) AWB, “AWB Harvest

Finance — National Pool Options for 2004-05" and 42 AWB, Investor Presentation, November 2004.
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Control remains in the hands of growers because the 12 member Board of Directors has seven
directors elected from the Class A shareholders (the growers), two elected by “B” shareholders,
two additional outside directors and the Managing Director of AWB. Some other governance
restrictions also exist to maintain grower control. Class B shares have minority voting rights
because without some degree of control over the company and the risk capital they provide,
the shares would be severely discounted by the market. AWB Ltd and subsidiaries operate
under laws governing corporations while the WEA operates under the WMA 1989. When AWB
Ltd publicly listed Class B shares on ASX on August 1, 2001 it issued AU$ 100 M of new equity
to increase share liquidity and raise capital.

There is a hierarchy of objectives with the maximization of net pool returns to growers being
more important then the maximization of shareholder value. The corporate constitutions of
AWB Ltd and AWBI both stipulate that activity is to maximize net pool returns to growers.
AWBI’s constitution also requires the net pool returns are distributed to growers. Regarding the
B shares, “directors may have regard to providing Class B with a reasonable return and that
future capital may need to be raised”. *

The vision, mission and business objectives of the corporatized AWB are shown below.

AWB'’s Vision, Mission and Business Objective

Vision To be Australia’s leading agribusiness

Mission To be both the primary producers’ and end-use consumers’ business
partner of choice

Business Objective Maximize value for primary producers, customers, and shareholders

Source: AWB

The corporate structure of AWB Ltd is shown below.

a AWB (International) Ltd — manages the export single desk through international
wheat marketing and pooling services;

o AWB Harvest Finance Ltd — provides financial services such as underwriting and
advance payments to growers;

a AWB Investments Ltd which has investments in Landmark and Johnson River
Transport;

0 a diverse set of companies that trade domestic wheat and other grains, and perform
other commercial services. AWB Ltd provides commercial and business services to its
subsidiaries.

* Bielik M, “Organizational Change in the Australian Grain Industry: A Cooperative Life Cycle Approach”,
Unpublished MS Thesis, Department of Agribusiness and Agricultural Economics, University of
Manitoba, October 2004.
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Figure 3.4  Overview of AWB Corporate Structure
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AWB has six business segments: pool management, financial and risk management products
and services, grain acquisition and trading, supply chain and other investments, grain
technology and Landmark. The before tax profits of the business segments are shown below
(the grain technology segment is now reported with the pool management services segment).

Table 3.3 Profits Before Tax by Segment of the AWB, 2003 and 2004

Profits Before Tax, By Segment, M of AU $

2004 2003
Pool Management Services 275 18.9
Grain Acquisition & Trading 81 247
Supply Chain & Other Investments -99 -204
Finance & Risk Management 30 36.1
Landmark 72.6 3.6

Source: AWB, Investor Presentation, December 2004

Pool Management Services “primarily involves the aggregation, management and global
marketing and distribution of Australian export wheat.” AWBI has no assets or employees and
contracts with AWB Ltd for 77 services. AWBI compensates AWBL using a base fee and a
performance incentive.®' The pool management costs are shown below in Table 3.4.

T AWBI pays AWBL a base fee (1.5% of gross pool value) of between $45M and $60 M and a
performance incentive paid for pool returns greater than the Wheat Industry Benchmark plus hurdle. The
total management fee is capped at 3% of the gross pool value. The Wheat Industry Benchmark consists
of three components: $US Wheat Price Benchmark (85%), Foreign Exchange Benchmark (10%) and a
Supply Chain Benchmark (5%). The hurdle rate was set at $5/tonne supposedly to reflect Australia’s
price premium. (Accenture, “Appendix: 2002 Submission to the Wheat Export Authority”, 2002.). This
arrangement has now changed for the 04-05 pool following the 2004 WMA Review. The base fee has

been removed from concept of pool value and is set to reflect the costs & risks of running the pool. A
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Prepared for AAFRD March 2005



Deregulation of wheat and barley marketing in Australia and potential application to western Canada

Table 3.4 Pool Management Costs of the AWB
Pool Management Services M of AU $
Sept 30 2003 - Sept 30 Sept 30 2002 - Sept 30
2004 2003
2002/03  2003/04 2001/02 2002/03

Pool Pool Total Pool Pool Total
Base Fee 4.6 57.2 61.8 6.0 41.8 47.8
Out Performance 4.1 29.4 33.5 14.0 15.3 29.3
Administration Costs -62.6 -62.6 -53.8 -53.8
Profit Before Tax 8.7 24.0 32.7 20.0 3.3 23.3

Source: AWB, Investor Presentation, December 2004

The Grain Acquisition and Trading component, “consists of trading, as principal, of grains
and grain related trading flow.” In 2003-04, AWB traded 3.2 M tonnes of wheat and 0.953 M
tonnes of other grains domestically. AWB has a trading operation in Geneva that trades non-
Australian grain (2 M tonnes in 2003-04). A chartering business is also part of this business
segment. In 2003-04, AWB had 16% of world wheat exports, 1.3% of world oilseed exports,
The players in the world wheat industry have changed
strategies over the last five years as shown in Figure 3.5. According to AWB this has allowed it

and 1.4% of world corn exports.

to adopt a “global niche market position.”

Figure 3.5 AWB'’s View of the International Wheat industry
y . .
AWB'’s View of International Wheat
1999 Indu Stry Current
Heavy ADM Cargill
Cargill
Wilmar
ConAgra  Apm Bunge
ConAgra
Assets Bunge LDreyfus
LDreyfus
Glencore Andre
AWB Cont
Nidera
1
Light CWB Tradigra{gIencore
CWB AWB
Trading Risk Profile
Low High
AWB, Investor Presentation, December 2004

fixed base fee of $A65.1m has been negotiated between the respective Boards for 04-05. The out

performance incentives (20% of OPI) have been separated into 2 tiers, the first set between the Wheat
Industry Benchmark and Hurdle is capped at 0.375% of pool value, the second is capped at 1.125% of

pool value.
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The Finance and Risk Management component provides finance and risk management
products to growers and end-users (see Table 3.5). AWB charges interest and underwriting
fees on financial products. In the pre-corporatized AWB, it had the advantage of being backed
by the Government through the various underwriting schemes and was able to obtain funds at
preferred rates and charged growers on a cost recovery basis. Banks and other grain
companies such as ABB Grain Ltd and CBH also offer financial products.

Table 3.5 AWB'’s Finance and Risk Management Products, 2004

AWB'’s Finance and Risk Management Products

Category Products Offered
Harvest Finance Harvest Loan, Flexible Drawdown Loan, Advanced Payment,
($1.5 B Book) Deferred Payment
Lending Term Loans, Seasonal Finance, Line of Credit, Fastrak Finance
($1.1 B Book)
Deposits Call Investment Account, Rural Cheque Account, Rural Card,
($303 M Book) Term Deposit
Insurance General Insurance, Crop Insurance, Stud Livestock Insurance,
($120 M Book) Transit Insurance
Net Access Landmark Finance Online Plus, Transfer Funds, Views
(2,800 Clients) Statements, Pay Bills
Wealth Management Financial Advice, Master Trust Platform, Investment Products
(New Business)

Source: AWB, Investor Presentation, December 2004

The Australian wheat grower can receive their money from AWBI in five ways. AWB National
Loan Distributions are periodic payments made to growers as the National Pool sells wheat
and receive payment for it. If the producer chooses to take only the National Loan Distribution
they receive those payments when and as pool equity is available. The distributions are not
underwritten and the timing of the payments and the amount of payment is uncertain. The
grower may also chose from two types of loans and two types of deferred payments.

The loans are non-recourse, meaning that if the distributions from the National Pool are
insufficient to pay off the loan growers are not required to make up the difference. The product
options are:

0 Harvest Loan: A loan, based on 90% of the Nominated Estimated Pool Return less
estimated costs, provides growers with the majority of their cash flow at harvest.
Repayment occurs automatically from AWB National Pool Distributions (plus GST).

o Advanced Payment: A grower receives 80% of the Nominated EPR less estimated
costs as a non recourse payment at harvest. Two more payments may be made (in
May and at pool finalization).

a Deferred Payment: In July, a grower receives 90% of the July EPR less estimated
costs. The final payment is made when the national pool is finalized.

a Flexible Drawdown Loan: A line of credit with total available credit based on 90% of
the Nominated EPR less estimated costs. Repayment occurs as distributions of the
National Pool are made. This is a non-recourse loan.

The Supply Chain and Other Investments component consists of AWB’s handling facilities
(1.8 M tonnes in 2003-04), the Melbourne Port Terminal which is a joint venture with Australian

Bulk Alliance (ABA), and various overseas investments. The supply chain and investment
____________________________________________________________________________________________________________]
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segment built a storage and handling facility in Victoria in 1999. AWB entered the handling
business in order to increase competition and cost efficiency and gain a strategic share of
production. AWB’s entry into this area created tension with bulk handlers, especially in WA.
Using a different strategy, AWB and CBH announced a Joint Venture (JV) to unify logistics in
WA in December 2003 but this has not been implemented. AWB does have a JV logistics
venture (EGL Pty Ltd established in 2004) with GrainCorp on the East Coast to handle export
logistics. AWB unsuccessfully attempted to merge with GrainCo but that company was
subsequently acquired by GrainCorp in 2003. AWB also attempted to acquire the assets of
Australia’s largest miller but the Australian Competition and Consumer Commission did not
allow the deal to go through and again GrainCorp became ultimately the majority owner with
Cargill. This AWB Ltd’'s business segment is also responsible for off-shore investments which
include a 30% share in Egypt’s largest private mill, interests in Vietnamese and Chinese mills,
and a JV with Japan’s largest cooperative.

The grain technology segment is responsible for establishing receival standards in the
country and approving and classifying new wheat varieties. AWB has a JV with Syngenta to
develop new varieties as well having a wholly owned subsidiary that commercializes new
varieties.

The Landmark component “provides customers with rural merchandise, fertilizer, livestock,
wool, agronomy, insurance, real estate and financial services.” In 2003 AWB Ltd purchased
Wesfarmers’ Landmark Ltd, the largest supplier of agricultural inputs in Australia, for AU$825
M. The largest contributors to Landmark’s gross profit in 2003-04 were fertilizer/merchandise,
livestock, finance, and real estate.

In November 2004

o AWBL'’s market capitalization was $1.6 B

o AWBL had 342 M shares (B)

o Shareholder equity was $1B

o There were 26,161 Class A shareholders and 64,383 Class B shareholders.
Institutional investors held 25.89% of Class B shares. Growers represented 73.2% of
retail shareholders.

a The following share price history

Figure 3.6 AWB “B” Share Price History

AW B B Share Price History
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The history of dividends for AWB is shown in Table 3.6, and AWB'’s financial history is shown in

Table 3.7.

Table 3.6 AWB Ltd’s Dividend History

AWB Ltd's Dividend History
Financial Amount per
Payment Date Record Date Year Type share

17-Dec-04 03-Dec-04 2003-04 Final 11 cents

02-Jul-04 18-Jun-04 2003-04 Interim 14 cents

19-Dec-03 05-Dec-03 2002-03 Final 11 cents

04-Jul-03 23-Jun-03 2002-03 Interim 14 cents

20-Dec-02 06-Dec-02 2001-02 Final 11 cents

05-Jul-02 24-Jun-02 2001-02 Interim 14 cents

04-Jan-02 14-Dec-01 2000-01 Final 8 cents

04-Jul-01 2000-01 Interim 14 cents

14-Dec-00 1999-00 Final 22 cents

Source: AWB
Table 3.7 AWB Ltd’s Financial History, 2000 to 2004
AWB's Five Year Financial History
2004 2003 2002 2001 2000
($A million)

Revenue from ordinary activities 5,344.6 2,211.9 2,319.6 1,956.8 1,758.7
Cost of sales -4,612.1 -1,889.2 -1,926.3 -1,608.1 -1,474.6
Depreciation and amortization -83.3 -29.9 -14.5 -8.0 -5.6
Borrowing costs -113.9 -70.5 -98.6 -95.9 -89.9
Other -388.2 -163.4 -127.0 -122.2 -90.1
Operating profit before tax 147.1 58.9 153.2 122.6 98.5
Income tax expense -14.7 -45.4 -38.4 -34.8
Operating profit after tax 44.2 107.8 84.2 63.7
Outside equity interests -0.3 -0.6 -0.5 -0.4

Source: AWB
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WEA

The role of the Wheat Export Authority, established under the WMA, is to control wheat
exports and to monitor the performance of AWB International in exporting wheat and
examine and report on the benefits accruing to growers from AWBI's performance. With
respect to wheat exports, the WEA can issue export permits for wheat exports in containers or
bags; however the WEA must obtain permission from AWBI to issue an export permit for bulk
wheat (AWB has veto power on other entities being able to export wheat in bulk). The WEA is
accountable to the Parliament and the Grains Council of Australia.*

The WEA monitors the performance of AWBI in the following areas:

a Wheat export arrangements: AWBI export rights, AWBI role in export consent
arrangements, niche and complementary market facilitation, impact on National Pool
returns and non AWBI exporter compliance

a Pooling operations: market characteristics and customer analysis, pool management
and pool returns

a Pricing performance: gross sales revenue, price discrimination, pricing, commodity
hedging, and foreign exchange

O Supply chain: port costs, storage and handling, and freight

o Operating environment: corporate governance, service agreements, delivery and cost

a Grower Services, products and benefits: grower perceptions and satisfaction

Durum Wheat

The export of durum wheat falls under the WMA 1989. Prior to the 1990’s, durum was grown
for domestic use. When exportable surpluses emerged in the 1990’s at first AWB issued
permits for its bulk export by private traders. In 1996/97 the AWB established a pool for durum.
Durum wheat is now marketed in the following ways: **

o Contract between grower and domestic user

a Producer cooperatives that organize domestic or export sales

a AWB Ltd via pool or cash sale

o Private traders

%2 «|ssues Paper for the National Competition Policy Review of the Wheat Marketing Act of 1989”, May
2000.

% Irving M, J Arney, and B Lindner, “National Competition Policy Review of the Wheat Marketing Act
1989, 2000.
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3.3 Recent Reviews of Wheat Marketing and Associated Changes

2000 Wheat Marketing Review

The WMA 1989 was reviewed in 2000 under the National Competition Policy. Under the
terms of reference the independent review panel was to assess the appropriate regulations for
the export of wheat taking into account: the public benefits test and alternative approaches;
sustainable development, welfare and equity, occupational health and safety; economic and
regional development; consumer interests, competitiveness of Australian business, and
efficient resource allocation; and compliance costs and administrative burdens for small
business.** Characteristics of the Australian wheat industry and implications associated with
change highlighted by the review are noted in Annex V.

The committee examined alternatives to the WMA 1989. It was determined that full repeal
of single desk selling authority would provide growers with greater choice, have a greater
emphasis on cash sales for growers, increase competition, and possibility result in industry
consolidation. Even without its single desk, it was thought likely that AWBI would remain the
dominant player in the export market because of customer and grower loyalty.

The committee examined five modifications of the WMA 1989. These modifications were (with
high level assessment noted after each modification):

a Increasing competition in export market by issuing or auctioning export licenses.
o The auction was considered to not be cost efficient because of administration and
compliance costs
a Increasing competition in export markets by allowing multiple exporters for specialty wheat
o Would work for durum; however because of distinguishability problems would not
work for noodle and soft wheat
0 Increasing competition in export markets by allowing multiple exporters for non-premium
markets
o Would increase competition
o Because AWB would be able to offer a higher price (cross subsidization from
premium markets), competitors would have to find cost savings to compete
0 Increasing competition in export markets by auctioning off single desk
o Auction not cost efficient because of associated administration and compliance
costs
o Changing domestic arrangements
o Look at contestability of service AWB’s service arrangements in 2004 review

The committee noted that there were some major obstacles that would have to be
overcome prior to instituting competitive marketing. The following issues would have to be
addressed:

0 Improvements in communication technology (mobile access, high speed internet)

available to growers

a Grower access to education on risk management and financing

a A system to ensure Australia continues to produce and market high quality wheat

o Demonstration and communication of the benefits of deregulation to Australia

% This section is based on material from 1) Irving M, J Arney, and B Lindner, “National Competition
Policy Review of the Wheat Marketing Act 1989”, 2000 and 2) Bielik M, “Organizational Change in the
Australian Grain Industry: A Cooperative Life Cycle Approach”, Unpublished MS Thesis, Department of

Agribusiness and Agricultural Economics, Universitx of Manitoba, October 2004.
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o Industry and government planning process to manage a smooth transition

The Committee made the following recommendations:

. Amend the WMA so that the objectives of the legislation are clearly stated. This would
provide future reviews a common reference point. Because the act is silent on its objectives,
the Committee used the following objective in its work: “for the Australian Government to use
its control of wheat exports to ensure direct grower access to marketing services and export
markets, and to ensure that growers receive the highest net return from sales of wheat in

export markets”.

. Amend the WMA to ensure that the Wheat Export Authority carries out its functions
completely independently from AWBI and recommends that the process for administering
non-AWBI wheat exports be simplified and WEA board members be chosen with business
skills such as management, marketing, and finance.

The WMA 1989 affects competition directly in two ways. It restricts the entry of firms by
allowing one firm an export monopoly and it restricts grower choice, discriminating against
growers who do not wish to export through the single desk. The WMA grants a monopoly to a
private firm. The government and growers should consider some of the implications of this
such as WTO. The committee observed that the service agreements between AWBL and
AWBI should be clarified in order to ensure consistency with the WMA.

The WEA should test a simplified export control process for a three year period. Under the
simplified process the WEA would issue annual licenses for a fixed fee to exporters who can
meet criteria such as integrity, competency, financial standing, and commitment to providing
required information. There would be penalties for non-compliance and an appeal process for
rejected or withdrawn licenses.

The current process gives AWBI more control over exports than intended. One way to remedy
this would be to modify or remove the requirement for the WEA to consult with AWBI prior to
approving exports in containers or bag or to obtain written consent prior to approving bulk
exports. This option would, however, require changes to the WMA. The recommended option,
simplifying the export control process, can be implemented immediately.

The 2004 review should incorporate the NCP principles into its assessment and that the
process to be used for the 2004 Review is clarified and communicated within 90 days after the
government responding to the 2000 review recommendations.

The government should establish a joint industry-government forum funded by government
and industry and without regulatory power to discuss policy issues and processes such as
performance indicators for the 2004 review.

Retain the export single desk until the 2004 review of AWBI’s operation of the single
desk by the WEA. The objective of this review should be changed in order to examine the
public benefit of the single desk for a final time. This approach would allow further information
about single desk price premiums and the ability of AWBI to reduce supply chain costs for
growers. If no public benefit is found, then the single desk should be discontinued. If a net

% Irving M, J Arney, and B Lindner, “National Competition Policy Review of the Wheat Marketing Act
1989, 2000.
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public benefit is found, then the single desk should continue with regular reviews by WEA and
perhaps a NCP review in 2010.

“Regarding the public benefits test, the Committee was not presented with, nor could it find,
clear, credible, and unambiguous evidence that the current arrangements for the marketing of
export wheat are of net benefit to the Australian community. As the NCP guidelines place the
burden of proving that the current system delivers demonstrable net benefits to the Australian
community on those arguing for the retention of the legislation, this suggests that the WMA
should now be modified, or repealed.”*®

Estimating the impact of deregulation on net returns is complex and involves uncertainty.
Conflicting evidence was received about AWBI’s single desk price premium. Evidence that
single desk exports inhibited innovation in marketing (niche markets, specialty wheat, etc) was
convincing. Conflicting evidence was also heard regarding the impact of the single desk on
supply chain costs. AWBI's evidence that its scale and scope gave it negotiating power with
service providers thus lowering costs was directly contradicted by service firms and by
evidence from other countries. “On balance, the Committee came to the view that the
introduction of more competition into export wheat marketing in the future would more likely
deliver net benefits to growers and to the wider community than continuation of the current
arrangements without modification.” *Continuing the single desk with some modifications
would provide more evidence about the impact of the newly privatized AWB on supply chain
costs, price premiums, and marketing innovation. Because of the recognition of the complexity
of single desk analysis and the limited time period between the privatization of AWB and the
review, the Committee concluded that it would be premature to recommend the appeal of the
WMA at this time.

. Amend the WMA so that the WEA does not have to consult with AWBI about applications
for bag and containerized wheat exports except for markets where the transport cost
differential between bag, container, and bulk movement is small. This would allow for the three
year trial of a simplified process for non-AWBI wheat exports.

Continuous marketing innovation and market development is necessary for long term success.
Multiple sellers may be able to service small, niche market better than a single large seller.
Opening up exports in bag or containers to markets with a high freight rate difference between
bulk and container or bag shipments would stimulate innovation without reducing the protection
offered to AWBI.

. Amend the WMA so that the WEA does not have to obtain written approval from AWBI
before allowing exporters to export bulk durum and so that AWBI does not have to
purchase all the durum offered it. This would allow for a three year trial of more competitive
durum exports.

Durum is distinguishable from wheat and has a different end use which eliminates separability
issues. There was also no evidence that AWBI obtained price premiums for durum.
Consequently, changes in durum exporting should occur. However, separability problems with
noodle wheat and soft wheat preclude changes at this time. Many stakeholders suggested that
other exporters should be allowed into non-core markets. However, it may be difficult to

% Irving M, J Arney, and B Lindner, “National Competition Policy Review of the Wheat Marketing Act
1989”, 2000.
87 Irving M, J Arney, and B Lindner, “National Competition Policy Review of the Wheat Marketing Act

1989, 2000.
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identify non-core markets and it would be difficult to ensure that exports to non-core markets
were not diverted to core markets.

The federal government retained the single desk for export wheat and declined to have
the 2004 Review comply with NCP principles. The rationale used for the government’s
decisions was to avoid further uncertainty about the future of single desk exporting and to not
interfere or harm AWB’s IPO. Political reasons appear to be the primary reasons for the
government’s behaviour. The review coincided with a Federal election where rural seats were
important. The government did, however, improve the WEA’s export approval system.

2003 Senate Inquiry

In 2003, the Federal Senate launched an inquiry into the WEA'’s ability to monitor AWB’s single
desk activities and its effectiveness as a regulator. A broad range of concerns were raised,
most of them beyond the scope of the inquiry. Significant concerns that were raised about the
AWB included: *

o Conflicts between grower and shareholder interests

o AWB'’s unfair advantage in storage, handling, and other activities because of AWB’s control

over the export supply chain.
0 Lack of transparency and accountability to growers

The government agreed to strengthen the powers of the WEA but again refused to have the
2004 review use NCP principles.

2004 Wheat Marketing Review

The 2004 Wheat Marketing Review conducted by the NCC has just been completed. The

scope, which explicitly excluded a review of single desk exporting, was as follows: *°

0 Review AWB International’s performance as the commercial manager of the export single
desk

0 Review the operation of the export consent arrangements

o Review the performance of the Wheat Export Authority in monitoring and reporting AWBI’s
performance and controlling non-AWBI exports.

AWBI’s Performance

The review found many positive aspects such as improvements to corporate governance,
implementation of a sound risk management system, development of key performance
indicators and the Wheat Industry Benchmark, increasing the amount of transparency and
communication, and maintaining grower returns.

Suggestions for improvements were as follows:

% Bielik M, “Organizational Change in the Australian Grain Industry: A Cooperative Life Cycle Approach”,

Unpublished MS Thesis, Department of Agribusiness and Agricultural Economics, University of

Manitoba, October 2004.

% This section is based on information from “2004 Wheat Marketing Review — Report to Growers”,

October 2004.
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o Increase AWBI's independence from AWBL both corporately and operationally through the

following:

o Appoint an independent board chair and a majority of independent directors and
establish its own board committees

a Have its own staff to manage the national pool (sourced from AWBL) and create
incentives to align their performance with the objective of maximizing pool returns

o Make the manager of the national pool only accountable to the board of AWBI

o Develop quality assurance processes for the management of the national pool

a Develop criteria to determine the appropriateness of service providers for the national
pool

AWBI’'s performance in the management of the national pool is measured by the Wheat
Industry Benchmarks and WEA’s performance monitoring framework. The Wheat Industry
Benchmarks should be reviewed to ensure they are measuring and aligning AWBL's
performance with the objective of maximizing grower benefits. The WEA should enhance the
performance framework in the areas of grower relations, innovation, financial management,
process and risk management, market development and customer relationships.

Remuneration to AWBL should provide it with the incentive to maximize net pool returns. The
base fee has not been unfair to growers. However, the model should be changed to include
costs. Penalty provisions need to be refined and then utilized.

Supply chain costs for the national pool have been falling because of AWBL’s actions in
implementing logistic systems, obtaining favourable freight rates and using least cost paths.
‘AWBI should continue to control the negotiation of storage, handling and freight for the
National Pool and retain an “at silo” model, to maintain Australian wheat quality and decision-
making control right along the supply chain. AWBI should develop strategies to improve supply
chain transparency — e.g. classifying supply chain information according to sensitivity and
allowing greater access to industry members, as appropriate, to test contestability of supply
chain services.”® A move to the port, according to the review panel, might prove costly to
AWBI if it involves the loss of quality and negotiating power.

Other areas requiring improvement were risk management, information sharing and
communication.

Export Consent Arrangements

The review did not find evidence that AWBI's veto over bulk exports resulted in the loss of
viable commercial sales that would have benefited producer returns. WEA and AWBI should
still consult on bulk exports but should provide greater transparency by making public the
approval criteria and providing feedback for unsuccessful applications.

The export consent system, in its current form, is unlikely to maximize grower returns and
provide an environment appropriate for the development of markets. The panel suggested a
longer term consent system that would issue export consents for bags and containers for 12
months (non-niche markets, volume limits) and 24 months (niche markets, no volume limits).
This would provide non-AWBI exporters with greater certainty, timeliness and incentive. The
new system would be trialed for three years. The system would include mechanisms to
safeguard pool returns. Improvements would be made with respect to the application process,
consultation arrangements, business rule, compliance, and fee structure.

4042004 Wheat Marketing Review — Report to Growers”. October 2004,
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3.4 Changes in Barley Marketing in Australia

The Australian Barley Board (ABB) was established under the National Security Act in 1939 to
coordinate the acquisition and marketing of all barley produced in Australia. In 1942 the ABB'’s
jurisdiction changed to only Victoria and South Australia when the federal government
transferred responsibility to these States. The State acts gave it the sole authority to acquire
barley.*' It ultimately has ended as ABB Grain Ltd with export powers only in barley from
South Australia.

New South Wales established statutory marketing entities for barley, sorghum, oats and
oilseeds (canola, safflower, sunflower, linseed and soybeans) in 1927 under the Marketing of
Primary Products Act. Under the legislation, a majority of growers had to support the
establishment of a marketing board for a crop. The Act was replaced in 1983 with the
Marketing of Primary Products Act 1983. In the late 1980’s when the marketing boards for oats
and oilseeds became insolvent, new legislation was enacted, NSW Grains Marketing Act 1991.
The 1991 legislation created a single entity, NSW Grains Board, to handle marketing for all the
listed commodities. The NSW Grains Board had single desk marketing powers in the domestic
and export markets for barley, sorghum, oats, canola, safflower, sunflower, linseed, and
soybeans. It became insolvent in 2000 and was acquired by Grainco.

In 1975 the Grain Marketing Act gave the Grain Pool of Western Australia single desk selling
rights in the domestic and export markets for barley, lupins, and canola. The act mandated an
elected board of directors. The Grain Pool originated in 1922 as the Wheat Pool. It acted as
an agent of the AWB during WWII. The organization took over the marketing and
administration functions of the Western Australian Barley Marketing Board in 1952. In 1962 it
became known as the Grain Pool of Western Australia and in 2002 after merging with CBH
trades as GPPL.

Queensland established the Barley Marketing Board Queensland (BMBQ) in 1930. During
WWII it acted as an agent for the Australian Barley Board. From 1942 to 1991 the BMBQ was
the compulsory buyer of barley in Queensland. In 1991 it became part of Grainco Australia Ltd
that in 2003 was acquired by GrainCorp Ltd.

Figure 3.7 provides a snapshot of changes in marketing arrangements for non-wheat crops that
have occurred since 1989. The marketing of non-wheat crops like barley and canola is
controlled by the States. In 1989 Queensland had restrictions on domestic and export
marketing of barley and sorghum. NSW had restrictions on the export of eight commaodities.
Victoria had marketing restrictions in the domestic and export marketing of barley. South
Australia restricted the domestic and export marketing of barley and oats while WA had export
marketing restrictions for barley, canola, and lupins. By December 2004, Queensland and
Victoria had completely removed their marketing restrictions. NSW currently has restrictions on
domestic sales of malting barley and on exports of barley, sorghum and canola, but these will
end October 1, 2005. South Australia still retains a restriction on barley exports and this single
desk authority is entrusted to the ABB. West Australia retains a marketing restriction on barley,
canola, and lupins and is entrusted to the GWPA.

“! This section is based on information from 1) Kronos, “A Review of Structural Issues in the Australian
Grain Market”, September 2002 2) Government of New South Wales, “Review of the NSW Grain
Marketing Act 1991, Final Report”, July 1999 3) Grain Pool of Western Australia 4) National Competition
Council, “NCC Occasional Series: A Review of the NCP Grain Market Reforms”, 2004 and 5) NCP
Wheat Review 2000.

- - - -
37
Prepared for AAFRD March 2005



Deregulation of wheat and barley marketing in Australia and potential application to western Canada

Figure 3.7  Changes in Marketing Restrictions
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Grainco Australia was formed in Queensland 1991 through the merger of a number of
marketing authorities and obtained single desk responsibilities for barley and sorghum along
with the provision of Queensland’s storage and handling services. The domestic markets were
deregulated and export barley was deregulated in 2002. (sorghum deregulated prior to 2002).

The State of Victoria ended the barley export monopoly of ABB in 2001 and ABB’s domestic
monopoly in 1999. Oats was completely deregulated in SA in 1999. ABB’s export monopoly
for bulk barley in SA was extended indefinitely even though a review under the National
Competition Principles found it did not extract price premiums for barley exports.

The Government of South Australia faced a $2.9 M penalty for not complying with its NCP
obligations. The Grain Pool of Western Australia (GPWA) was established in 1923 with
responsibility for the sole exporting of feed grains since 1952. In 1975 the GPWA received
exclusive export power over exports of barley, lupins, and canola. In 2001, Western Australia
began the process of privatizing the GPWA. In 2001, GPWA and ABB established a joint
venture, Grain Australia. Grain Australia is the single export face for ABB and GPWA (barley
from WA and SA). The GPWA merged with the Co-operative Bulk Handling (CBH) in 2002 and
trades as GPPL.

Table 3.8 summarizes the regulatory changes that have been made by states regarding non-
wheat marketing since 1989.

]
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Table 3.8 Summary of Regulatory Changes Applicable to Barley
Grain Legislation by State
State | Legislation Restrictions Reviews Reforms
Qld Grain Industry Monopoly to Grainco for 1997 review recommended removing Legislation amended
(Restructuring) Act domestic and export domestic monopoly and extending accordingly
1993 marketing of barley export monopoly until at least mid-2002 | Export monopoly sunsetted
June 30, 2002
NSW | Grain Marketing Act Monopoly to NSW Grains 1999 review recommended removing In 2000 announced

1991

Board over domestic and
export marketing of barley,
sorghum, oats, canola,
safflower, sunflowers,
linseed and soybeans

domestic restrictions for malting barley
by Aug 31, 2001 and for all other grains
by Aug 31, 2000, removing export
restrictions for canola by Aug 31, 2001
and for sorghum, oats, safflowers,
linseed and soybeans by Aug 31, 2000,
and retaining export restrictions for
barley exports for markets where have
market power or access premiums

restrictions retained until
2005 for domestic malting
barley, export barley,
sorghum and canola

Vic Barley Marketing Act
1993

Monopoly to ABB for
domestic and export of
barley

1998 review recommended removing
domestic monopoly, retain export
monopoly for a short transition period,
and restructure ABB as private grower-
owned company

1999 amendments
removed domestic
monopoly July 1, 1999,
removed export monopoly
July 1, 2001, and
privatized ABB

SA Barley Marketing Act
1993

Monopoly to ABB for
domestic and export of
barley

1998 review — same recommendations
as in Vic

Gov't removed sunsetting of export
monopoly

2003 review recommended controlled
deregulation using a licensing authority

1999 deregulated domestic
barley market, single desk
for exports retained

WA Grain Marketing Act
1975

Monopoly to GPWA for
export marketing of barley,
canola and lupins

2002 review recommended establishing
a licensing authority for bulk grain
exports and allowing unrestricted export
of grain in bags and containers

Grain Marketing Act 2002
establishes a bulk grain
licensing authority (for
exports) which expires
when Commonwealth
removes restrictions on
wheat marketing

Source:

National Competition Council, “NCC Occasional Series: A Review of the NCP Grain Market Reforms”, 2004.

Significant events in barley marketing are shown in the following chart. These events are

discussed in the remainder of this section and in the next section of this report.

Overview of Significant Events in Barley Marketing
1997 Review of barley marketing in Victoria and South Australia
1999 Corporatization of ABB
2002 Review of marketing in West Australia
2002 Review of barley marketing in South Australia
2004 Report of WA'’s Grain Licensing Authority

Corporatization of ABB

The governments of Victoria and South Australia decided that the ABB would be corporatized
and established a working group to examine options in 1998.* The working group had
representatives from ABB, grower organizations, the two state governments and consultants.
A dual class structure model similar to AWB’s new structure was chosen because it was

2 This section is based on information from 1) ABB (various annual reports and merger information) and
Bielik M, “Organizational Change in the Australian Grain Industry: A Cooperative Life Cycle Approach”,
and 2) Unpublished MS Thesis, Department of Agribusiness and Agricultural Economics, University of
Manitoba, October 2004.
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viewed as being able to “unlock the value embedded in the organization and attribute it to
individuals, while at the same time ensuring that growers would retain control of the new
company.” (Day) *®

The Australian Barley Board was transformed into a private grower owned corporation, ABB
Grain Ltd, in 1999. ABB Grain Ltd is responsible for domestic and export grain trading, quality
control, financial services, and logistics. ABB Grain Export Ltd, a wholly owned subsidiary has
the single desk rights for exporting bulk barley from South Australia which operationally is
conducted by ABB Grain Ltd.

There is a s