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THE CHAIRMAN: Good morning. My name is Graeme Samuem the
Chairman of the Australian Competition and Consur@&smission and the chair
of this Public Inquiry into the Price of Unleaded PetrAk Chair, | welcome you all
and declare this hearing open. | am joined by Commissimter Martin on my
right, and Commissioner Steven King, who are the dikempresiding members for
this inquiry. This hearing is convened under Part VIIA ef Thace Practices Act
1974. It's held pursuant to the Federal Treasurer’s appraveidcACCC to hold a
price inquiry into the price of unleaded petrol.

Matters to be taken into consideration by the inquiallshclude, but not be
restricted to: the current structure of the industhg extent of competition at the
refinery, wholesaler and retail levels, including the m@f imports; the
determination of prices at each of these levels, inotuthe methodology for
determining wholesale prices; and, current impedimereffitbent petrol pricing
and possible methods to address them. During the coutse iofuiry, we will
endeavour to find answers to these issues.

The ACCC is pleased that written submission to theiigduave focused on the
pertinent issues. With regard to submissions, witnessegdstake them as being
read. If time permits, following the questioning of schedwgnesses, | may invite
others here today to give evidence but, as with scheduledssis, anyone planning
on giving evidence to this inquiry will need to be sworn in sungject to questioning
under oath. We understand that the price of petrolimmiense concern to all
Australian motorists. It will greatly assist us ie téfficient and effective operation
of hearings if participants confine their remarks todtical issues and not simply
provide commentary on the price of petrol. | stronglyeuthose of you participating
to abide by this requirement.

The public hearings will enable the ACCC to hear evideratewiil help inform the
ACCC in reporting to the Federal Treasurer. Resultsiofrmuiry will be reported
to the Treasurer by 15 October 2007. Unless directed othethes@CCC must
make its report public after 28 days. We view the primarysgufahis inquiry as
being to increase transparency in the marketplace abaat petes at the various
levels of the industry, and to identify any current impeghts to efficient pricing.

Before we start, | will go over a few procedural issu€ke terms of reference to this
inquiry have been published on the ACCCs website, togetitiean issues paper,
and all public submissions that have been received. AT&C has also published
notes for withesses of this inquiry which outlines thecpdures followed by the
ACCC at public hearings. The names of the witnessesannecheduled to appear
today have also been published on the ACCCs website.

Some important procedural points for taking evidence at tedi@arings are as
follows. All evidence will be taken on oath or affiation. Where a witness
statement has been provided, the witness will be askestifp on oath or
affirmation that their statement is true and corrddte commission will then
proceed to ask questions of withesses. Witnesses wiilllia given the opportunity
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to make any clarifying remarks. These should be confinetatiying or
responding to issues that arise during questioning.

| would also note the conduct of the inquiry is withig thiscretion of the inquiry
chair. Persons who use insulting language or otherwssepdithe hearing may be
excluded from the hearing. The ACCC may wish to questioimesses about
information that has been provided on a confidentiakbasThe ACCC can take
evidence in private if a witness objects to giving evidenaeadnfidential nature in
public and the ACCC considers it appropriate to do so. dfdbcurs, it may be
necessary for all other persons to leave the roompduds of the hearing.

The ACCC intends to hold hearings in public as far asipte, but we do want to be
able to ask witnesses about matters that are comihesgasitive. This means we
may need to close the hearings at certain points. udio aecording of proceedings
will be taken. This recording will be transcribed, angl titanscript of hearings will
be made available on the ACCCs website as soon ablpasiter the hearing.
Evidence given in private will be recorded and transdringt will not be made
available on the website.

With those matters dealt with, | propose to begimasking withesses from the Motor
Traders Association of Queensland to come forward anthdorecord, to please
state your name and position.

MR BLUMS: | am Aivars Blums. | am the Chief Exematiof the Motor Trades
Association of Queensland.

MR KANE: | am Tim Kane, the Chairman of the Serntation and Convenience
Store Association of Queensland, which is a divisiomef\¥otor Traders
Association of Queensland.

MS DEWAR: Kelly Dewar, General Manager, Memben&=ss and Support for
MTAQ.

THE CHAIRMAN: Thank you. You don’t have legal repretsives here today?
MR BLUMS: No, we don't.
MR KANE: No.

THE CHAIRMAN: As | proceed to swear in each of yawétnesses, can | inform
you about the rules regarding evidence of this inquiry3tl¥i it's an offence to
refuse to be sworn, refuse to answer questions or refygeduce documents that
are required of you by summons under Part VIIA of the TRidetices Act.
Secondly, it's an offence under the Criminal Code te gvidence at this inquiry
that a witness knows is false or misleading, or oanits matter or thing without
which the evidence is misleading.
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Further, | advise you that you can either swear undér oatif you believe an oath
would not be binding, or for religious reasons you are ptexkefrom swearing an
oath on the Bible, you may make an affirmation ofdtielence at this inquiry.
Could I ask each of you, do you wish to swear under aaafffion the evidence you
give at this inquiry and, then, if you could either swader oath or make an
affirmation?

<AIVARSBLUMS, AFFIRMED [9.06 am]
<KELLY DEWAR, AFFIRMED [9.06 am]
<TIM KANE, AFFIRMED [9.06 am]

THE CHAIRMAN: Thank you very much. Now, do you wighmake any
preliminary comments? We take the submissions as havergrbad, but do you
wish to add anything to what has been provided in the wstibmissions.

MR BLUMS: Perhaps we can make a brief statemétitat’s okay? Firstly,
perhaps, | could brief the Commission that the Motod&saAssociation of
Queensland is an industrial association of employerspocated pursuant to the
Industrial Relations Act of Queensland. Its membershgpsoximately 2000
members, which goes across the entire value chaire @utomotive industry. This
includes a service station sector which is represeatafid17 operators at various
sites across the state. These 417 establishments inuiiegeendent operators,
distributor-owned sites, independent chains, and small émlgmt operators.

Our submission relates to matters that are within the purieour members or
those issues which are impacting on our members. We tahaethe Commission,
in addition to taking the facts in the submission intoseration, also take into
consideration the context in which the submission idenand that is that we’re of
the view that this Commission should also considersthige of policy settings and
the impact of policy settings, particularly in the @xttof an economy that is likely
to be at near full capacity, and against capacity cansrimr some period of time,
perhaps as long as a decade or longer.

We think in this circumstance that the issue of poli¢iirsgs, particularly in relation
to section 46 of the Trade Practices Act is an impodansideration in relation to
this inquiry. The issue of reconciliation, of policyitsegs for long term competition,
and the issues of intervention in relation to predatopyy, against the mitigation
of discounts, is an issue, we think, that’s importati@ end of the day.

We also think it’s important that, contextually, thism@ission take into
consideration that the present cycle of evolution éenftiel market is not complete,
that there isn’t an ongoing evolution in that fuel markstsuch, and that they should
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take consideration of where that evolution may leadat, dhthis stage change is
continuing at quite a rapid rate and that an equilibriunfaraas the level of
competition and as far as the level of structure, bappear to have been reached,
as far as | can gather in discussing these issuesnyitnembers.

| would also preface our statements by saying that in masgsove have had some
difficulties in evaluating the economic dynamics altimg supply chain, because
often they’re opaque. In some cases, we have tdaayhe positions we have
arrived at have been based on anecdotal information asdinie cases, on
deductions that fit, on a best case scenario, thedaotse can see them because, in
many cases, we’ve got to say that the facts may be hlaetend what we can only
call “the petroleum curtain.”

Based on that, we would like to reinforce some of thegghthat we have said in our
submission, and that is that based on the buy priceufomembers and the margins
that they’re able to command in the market, the fimale to consumers would not
appear to be excessive where it comes to my membersanetibe independent
retailers. To that end, Commissioners and Chairmvarwould like to submit some
information confidentially on the pricing parameters, bhging prices for Central
Queensland as indicative. If we may do that on a corifaldrasis.

THE CHAIRMAN: We will do that, and | think what weight do is take the public
information from you first, and then we will move intlosed session to take the
confidential information.

MR BLUMS: Certainly, Chairman.
THE CHAIRMAN: We will do it that way.

MR BLUMS: We would like to say that in the metro regipthe modal price range
would be in the order of one to three cents as a mergity members, the upper
range is in the order of five cents, and some partsohtfustry at times operate at
negative margins. This information would indicate and sugpattthat we’re going
to supply confidentially later on.

| would also reinforce the submission to say that my bemare price takers, not
price makers. There are caps and collars that opardte market that mitigate
prices a retail level for the independent retailere Trajors, Coles and Woolworths,
set the cap with coupon discount pricing in the form opplko dockets. The collar
is set by the buying price at the terminal gate for my be¥s

There are, no doubt about it, periods of high demandienthe price does move
outside the modal range, and where there can be sameerg of the margins. In
these cases, | do admit that the industry is guilty aétsing capitalism, but usually
it's to claw back the margins. We have also heardudsons about the cycle that
occurs in the retail industry.

.TOWNSVILLE 23.8.07 P-4 . BLUMS/DEWAR/KANE
Public Transcript



10

15

20

25

30

35

40

45

Again, this is beyond the control of my members. Inddee of my members, the
cycle is usually given by the terminal gate price, butiitteresting to note that in
Queensland the cycle is usually three and a half daysrgfaggressive pricing and
three and a half days of less than aggressive pricingvgel. So 50 per cent of the
week appears to be fairly - highly competitive prices2Mhger cent at less than
competitive prices.

| understand that on general terms there are some d@tsisbout the divergence of
the Australian price of unleaded petrol with that ofrinégional benchmarks, and in
these circumstances again we say this situation is bepencontrol of my members,
or beyond the influence of my members. We are pricesake

We are, however, concerned about the circumstancesiyhanembers find
themselves in where the majors, Woolworths and Cdesppear to use market
power and economic power in behaviours that do creasar wiicumstances for my
members, and could be called predatory. We submit that #nesssues that the
Commission should take into consideration as part ofribisiry.

We find it concerning and difficult for our members to cotega circumstances,
and to remain viable where Coles and Woolworths commame8ent of the retalil
market for groceries, and that in some cases in natrap areas, their control over
the petroleum price - petroleum market, is as high as 70egme of those spatial
markets. We recognise that there is a relationshipdsstwthe two, and we also
consider that there is some form of implicit crogbssdisation, and if it doesn’t
happen on a line-item item, it certainly happens at thetndine as such.

We also say in the short term, in this restructurirg'shoccurring in the market, in
the fuel market, there is some consumer benefiteafrtimt end of the restructuring,
but, in those areas where we see that the restrugtoam become relatively mature,
that the consumer welfare benefit appears to contemgtdramatically after that.
There has also been a dramatic contraction in thédeuof retail outlets that are
independent. One of the results of the restructuring imtdn&et, and the evolution
that’s occurring in the retail market, has been a driameduction in the number of
service station outlets, and particularly the indepensiemvice station outlets. |
think that the Commission has, at its disposal, corsiidernnformation on this.

The other issue that is of concern to us is the issterminal gate pricing. There -
we think there is a lack of transparency in that. dula appear anecdotally that the
majors that have economic and market power receiemsiderably greater
advantageous price at the terminal gate than my membend/ddave some
information to submit as well, confidentially, on thathis puts my members at a
considerable disadvantage and, in fact, it's diffitolhave economic sustainability
based on fuel retail business alone, and, as you would, knost outlets have had to
go into convenience store operations and use fuel as &ebuter.

We think that the issue of terminal gate pricing is one /h@re isn’t a justification
for the Commission to consider some form of interiemto increase the level of
transparency at the end of the day. We also thinkliat could be a case to look at
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both some form of establishment of floor pricing so eweeyknows where the
bottom is, not just where the top is, because atsthge, the pricing arrangements
are to cap the price, not to collar the price and tbeeefarious discounts lead to
situations where sections of my membership become non-vablesustainable in
the face of what appear to be, and we say anecdotalily, agpg@ear to be advantages
that are not available to my members.

In some ways, we also submit that the issues relatipgetdatory pricing are
somewhat analogous to the unfair trading scenarios dhatlteen the purview of the
world trade organisation. That is, in some cases, e actions can only be said
to be business at less than fair value which causes®iomjury. In the
international field, this is usually prosecuted with dumplaoges. Some of the
cross-subsidies would certainly attract countervailingeguti international trade
markets, and be the subject of world trade organisatiutisas.

We’'re strongly of the view that economical behaviouthm fuel industry, where it is
below what we consider to be a properly costed levek daese injury and does
drive competition out of the market and we think thatdleuld be a case to
consider these issues under section 46, as it's beerdevis

THE CHAIRMAN: | don’t want to cut you short, Mr Blusnbut | just want to be
sure that you're adding to rather than just repeating whnattee submissions,
because we have read the submission as | indicated apemng comments, and
we’re anxious to get to some questions that - - -

MR BLUMS: Well, we’ll end there, Commissioner,dawe’ll go on to questions.

THE CHAIRMAN: Allright. There’s a few issuesdhyou’ve raised in your
submissions in some of those comments but | just veamy and, sort of, take a line
through. You've talked about a reduction in the numbeénddpendent outlets
which you’d, of course, be aware of through the reductiamumber of your
members over a period of time. Can you give us some spEcific details of that
perhaps in the period leading up to — because you've focusiedrathe Coles
Woolworths entry into the market which was about 2003/dn ¥ou give us an idea
of the pace of reduction of numbers of independent ouitgts before and after that
period of time?

MR BLUMS: Commissioner, we would say in generaigiin our membership
over the last five years, the reduction in the numbenambers, and the reduction in
the number of outlets that are members of the Motadds Association, and our
service station division, we’'d have lost in the orde2@ members.

THE CHAIRMAN: Now how many of those would be outléhtat have been taken
over by the Coles Woolworths and other operations?juamtrying to see how
many have actually exited the market as distinct fr@amstierred to other - - -

MR BLUMS: Ofthose, we agree that of those ayaiwigh number would have
been taken over by Coles Woolworths.
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THE CHAIRMAN: So in terms of exit from the markéhjs is the important thing;
how many do you anticipate over that period of time fzteally exited the market?

MR BLUMS: Well, the actual operators have exitelde tetail outlets have been
amalgamated in a number of cases, but we would havehsdigamewhere in the
order of between 70 and 80 per cent would have been takerbyo@eies or
replaced by Coles operators.

THE CHAIRMAN: Yes, they said they were the — be@Gsles took over the
Shell outlets - - -

MR BLUMS: That’s right.
THE CHAIRMAN: - - - and Woolworths took over - - -
MR BLUMS: That'’s right.

THE CHAIRMAN: - - - of course, a number of independeutlets including the
Liberty chain.

MR BLUMS: Yes, so it would have accounted for 75, tiwerwould have had
another 25 that would have exited because of the competition

THE CHAIRMAN: Right. So what - - -
MR BLUMS: - - -that occurred because of spatialitg @roximity.

THE CHAIRMAN: Yes. So we're talking of approximatéd® that have exited
over the five year period?

MR BLUMS: Yes. About 10 that have been - - -
THE CHAIRMAN: About 10 a year.
MR BLUMS: - - -in addition to those a year.

THE CHAIRMAN: Yes. Okay. | just want to put thatperspective in terms of
the competition. Now — yes, sorry.

COMMISSIONER KING: Sorry. Just on that, how doest tfate of about 10 per
year, if we go back over a longer period of time, dag,last 10 years because
obviously there’s been — nationally, there’s been s@atienalisation in the petrol
industry that’s been going on for a long time, and | ndtieenumbers that you give
in your submission. So what — yes, what are the gstoimbers, if we go back, say

MR BLUMS: Well, historically, the circumstances halenged because there
have been structural changes. The issue is thaanige of tanks on motor vehicles

.TOWNSVILLE 23.8.07 P-7 . BLUMS/DEWAR/KANE
Public Transcript



10

15

20

25

30

35

40

45

and the need to stop has changed. So what we had tedbfee years was that
those that were specifically on highways that wereegpat tank distances for fuel,
and you take into consideration that Queensland is thedeosntralised of the
states, and therefore it has probably the largest kpatiatween stops, so there was,
say, a fuel station stop in between, so we had sosse$ where the longer range on
cars and the better performance of vehicles, techmtability, meant that they

were made redundant.

Then you had a second structural change and that is@sbggassed towns, all of
a sudden, you replace — say, you got two or three smaltotelglaced by a Matilda
or one of those big centres, so probably it's diffitcalcompare apples with apples,
but probably we would have had a rationalisation of twihigge in the years before
based on the information that we have, and that’s gote 1 or 12 then plus the
concentration of the large number into Coles Wooliesson.

THE CHAIRMAN: You've indicated and you're not the fit® give evidence to

this effect that the — it's described the independeit vaeill come back to what is

an independent, just for the moment, but the independéetthat you represent
are price takers, they're not price setters, which sstggand | think without

wanting to put words into your mouth, that the price taksngtaking prices set by
the suppliers, be they the wholesalers or the mdjcompanies as the case may be;
is that correct?

MR BLUMS: What we say is that they set the upper lawer limits to which you
can retain a market share that is worth retaininggouf move outside the limits, the
upper limit set by Coles and Woolworths, you start toatdsenarket share and
below the TPG, you start to incur losses that mearythdre unsustainable so you
have a range that most people operate in. As wethaig's a modal margin but in
some case, and for some periods, there is negativen®avigen you take into
consideration delivery and other on-costs.

THE CHAIRMAN: Yes. No, | understand that. I'm jusgibg to establish who is
actually setting the competitive dynamic in this industdow, | think that you've
given evidence, just in your opening statement and itrdsasith evidence given by
others in Canberra and yesterday in Brisbane, that itespat the pump are largely
not being set by the retailer. There’s a cap andlarcout - - -

MR BLUMS: Yes.

THE CHAIRMAN: - - - they've been set at a highevdéby — that’s the
wholesalers and/or the major oil companies; is tbaect?

MR BLUMS: That's correct.

THE CHAIRMAN: [I'm just interested then in your suggestthat the major oil
companies, if they are the price setters are beirtgeinown way, controlled by the
prices being set by Coles and Woolworths, because | tbuke indicated that
Coles and Woolworths tend to set the cap and you're suiggiéiseén that the major
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oil companies are working in accordance with what Caes\Woolies are setting as
their price?

MR BLUMS: | think there are some interesting situasidhat occur on the pricing,
because there are cross product sales between theiesfmewell. So implicitly,
there is some price setting that occurs at the cibliris based on the buying price
but what we're also suggesting is that there isn’'tqust terminal gate price. There
are a number of terminal gate prices and what we ghegse that the price to my
independents is set at a range above what appears tovweratice and that usually
sets the collar for us, and that collar for us in scases, as we’ll show, may be
above what the retail price sometimes is at thesD@leolworth situation.

THE CHAIRMAN: Yes, I'm sorry. I’'m just trying teut in perspective the role of
Coles and Woolworths because the implication of whatre putting to us, | think
is that Coles and Woolworths are setting the pricetlaaanajor oil companies,
Caltex, Shell with some of its remaining outlets, Maloid BP march to the tune of
Coles and Woolworths, is that right?

MR BLUMS: Anecdotally, that would appear the casean’t say what Coles and
Woolworths do at the end of the day. That’s a deci&iothem, but there would
appear to be anecdotal evidence that what you're sayingpssastially correct.

That market power does work, and it does work withtvigha symbiotic
relationship.

THE CHAIRMAN: Yes, that’s — I'm just trying to teshis a bit further because
that’s fairly extensive market power in pitting youfsejainst the major oil
companies.

MR BLUMS: Yes.

THE CHAIRMAN: Can you give us some more informatiorjust elaborate on
that because it's a very interesting proposition.

MR BLUMS: | think we would probably like to give mastthat confidentially.
THE CHAIRMAN: Okay.

COMMISSIONER KING: Can | just come back to the T&Rl obviously one of
your clear recommendations in your submission to us,limte some transparency
of the TGP and as you've just mentioned, also a colledan the TGP. Now,
you’ve stated that small independents are unable to puritielss the published
TGP prices. In your opinion, why aren’t your members ablaurchase at the TGP
and what price are they purchasing at? Are they purchased GP plus, or what'’s
happening?

MR BLUMS: | think I'd probably defer to my colleague adyut what we're
saying is, that there isn't a single TGP as such. ffeaie are various purchase
prices at the terminal gate rather than a single \Midéle there’s one published, that
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is the overt one, we say that there are other piti@gsappear to act in the market as
well.

COMMISSIONER KING: Okay, just to follow up on thatfbee we hand over to
Mr Kane, what you're really saying is that there maylmiblished TGP but there’s
a variety of other parties, obviously via TGP minus oPThs or - - -

MR BLUMS: We say there’s mechanisms. There apjpebe mechanisms which
impact on or change the real impact, whether the #rpact and the incidents of
terminal gate pricing appears to be different for diffeergtomers.

COMMISSIONER KING: Okay, well, Mr Kane, are youembers unable to buy
at the published TGP?

MR KANE: No, we can buy at the published TGP but tlagngears to be other
TGPs in place for other customers which we cannot hegess to, and we don't
know what they are.

COMMISSIONER KING: In other words, it appears to ybattother parties
receive discounts off the TGP.

MR KANE: It appears that way.

COMMISSIONER KING: Okay, are you familiar with tlagrangements in
Victoria and Western Australia with regards to the T@iese?

MR KANE: | know there is a model in Victoria withair TGP which is a
discountable TGP which somewhat cements my view theg ihe&liscounts available
off the published TGPs. As an independent service sta@aler, we do not have
access to what those discounted TGPs are and whatlésrthey're calculated on
and to what commercial levels of volume or credit Hratgiven to be able to obtain
those TGPs. It's all held in confidence which we cabiiain.

COMMISSIONER KING: It’s a fair thing to say thatyaon’t view the Victorian
and Western Australian arrangements which are sligiftgreint for Queensland
arrangements. Well, let me ask you, do you view thedeeig preferable or
indifferent between them?

MR KANE: Between the Western Australian one and\tledorian one, | can’t
comment on, I'm not familiar with the Western Awdign one.

COMMISSIONER KING: No, that's fine, that’s fineusl in your opening
remarks, Mr Blums, you referred to a collar, so you sall, there should be a —
rather than just a — well, let me clarify it firsthean you're talking about a collar, are
you talking about a collar at the terminal price or a&ne saying at the retail level?

MR BLUMS: No, | said there’s a collar at the retavel which is an index of the
buy in price or the terminal gate price, but we alsorrefeto the terminal gate price
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and suggested that there has to be a review of that suggest to the Commission
to look at that because there seems to be a lacknspaeency, and we suggested
that perhaps rather than just setting a maximum thia¢iétwas a floor price set that
everyone knew where the bottom of the terminal geite could go, that it might
provide a better opportunity for competition than just cappin

| don’t know how we’d do that. | haven’t thought about that certainly just
having a maximum, means that various discount mechanisnteeraoperate to
totally change the comparative advantages that exist.

COMMISSIONER KING: Okay, again, | just want to cefinack — because, you
know, this is obviously an important point from the persgeaif your submission, |
mean, essentially, there’s two main recommendatiOe is the TGP, and it wasn’t
quite clear to me in your submission, were you sayingthieae should be a TGP
that is required for everybody to pay, so whether yoQo&s or whether you're Bob
Schill, or are you saying there should be a range of T@aaBperhaps Bob Schill has
to pay a bit more than Coles because he has lower golum

MR BLUMS: Well, we think there should be the onePr& the end of the day for
everyone and then there can be premiums on thas anthof the day. We find it
difficult or incongruous to reconcile situations wheriging companies appear to get
a better terminal price than even my members get angisthike this. So there’s
mechanisms do seem to act to provide some discounke gmice that is there now
and those discounts aren’t transparent in any way,redha mechanisms by which
those discounts are triggered, are transparent.

So, we think there should be a single terminal gate pridethen there should be
transparent mechanisms on how any premiums above éhs¢tafor the various
classifications of purchaser of fuel at the terminaégso that there is a very clear
understanding, where everyone stands, and what perforremet®trigger what sort
of benefits at the terminal gate. At this stage, asaie these sorts of things are
hidden behind this petroleum curtain.

COMMISSIONER KING: Given, | mean, if the currégetminal gate price
arrangements are part of the oil code, do you view - green opinion of the current
process or current terminal gate pricing process, do yok tilicode is effective at
the moment or has little effect, or quite franklyuigbbe just as well off without it?

MR BLUMS: Well, we have a view that your code has tnaidtended
consequences in relation to the independents and has énveaya disadvantaged
their circumstances. We don'’t think that it has adséshe issues that were
intended to address. It may be a way to manage the beh&etween Coles and
Woolworths and the refiners, | think. That in discossiwith Caltex, they've
indicated that they had some benefits out of the @iecdMy members have not.

The unintended consequences have been to disadvantage tlsaheradnty and in
fact put them probably in a more precarious economicipogiian was the case
before. We are awaiting the review which is goingdpgden early next year and we
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will be putting in a very substantive case for somemaments to the oil code to
allow a more equitable position for my independent members.

COMMISSIONER KING: Would your members be betterwith an amended oil
code or if the oil code was actually just eliminated?

MR BLUMS: | would have to take that on notice. | wbbhve to consider the
implications of having not code whatsoever as suckoltld depend on — quite
frankly, much of it will depend on where section 46 emgst the end of the day. |
think we’ve got to realise that section 46 has now becquite a critical issue to the
economic performance of Australia generally and to ns&ajors in it, not just for
the service station sector, but across my value ¢hdie motor industry. Section
46 and the way it is reviewed will in large part determiveedbility of smaller
participants to exist in a large number of sectors athesgalue chain.

It will also determine, in some ways, a lot of thedarctivity outcomes of the value
chain that | have under my purview. And so | think that twietve have an oil code
or not will depend on - the preference for us having aoaié or not will depend on
what other developments occur in the TPA. So, we'vaajtdke it strategically, not
tactically.

THE CHAIRMAN: | just want to understand the structuféh® industry, as you
would, perhaps, like to see it. Now, can | try and stelstep paint a picture,
because we're trying to get to a picture as you mightheemdustry being, keeping
in the back of our minds the existence of section 4@erms of wholesale pricing,
are you advocating that the same wholesale price sheuttiarged to all retailers, or
that there can be differential wholesale pricing?

MR BLUMS: We think that there can be a differentiddolesale price, but there
should be a base, and then everyone is in - would bgedharpremium above that
to arrive at their price, and that premium that willdbarged will be based on size
and quantities and other such things that would be knowvetyane.

THE CHAIRMAN: Right. So, whether it's a base ahérn a premium, or it's a
level there and levels of discounts. We get to theesasult, though, don’t we?

MR BLUMS: As long as they’re known; as long as itansparent.
THE CHAIRMAN: Right.

MR BLUMS: Yes, you're quite right. We could workeither way. It's just that
the problem is that if you go to a cap and, you know, dissptimre’s always
someone who will want to wangle a different discountrgt you don’t actually
know what the fundamental bottom of the barrel lesel

THE CHAIRMAN: Okay. So, we’re contemplating thefffeliential pricing but
transparency as to the differences?
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MR BLUMS: That’s right. Ithink in a market econopr Chairman, that there
will always have to be a differential for differentatimstances, and | think we will
have distortions unless we have that.

THE CHAIRMAN: Right. Now, | just want to take itsaep further. The
differentials are to be regulated or are to be simplygparent and capable of free
negotiation between buyer and seller?

MR BLUMS: | think that they should be, in the fifdace, free for negotiation. |
don’t think that we should contemplate intervention unielsscomes absolutely
necessary. | think, in a market economy, we shouldf segrket actions will

initially do it, and that intervention should only hevie see distortions occurring, or
unintended consequences occurring from the system thatis. put

THE CHAIRMAN: And one of those mechanisms mightt e effective operation
of section 46 in terms of predatory pricing.

MR BLUMS: Exactly.
THE CHAIRMAN: Right.

MR BLUMS: If we get section 46 right, then the systee’re just talking about
should operate of its own circumstance with recowrseettion 46, if a really severe,
unintended consequence occurs.

THE CHAIRMAN: Right. Now, then, lets move to ofn the wholesale to the
retail level, and you would be advocating a free margetation there, or some
restrictions on the ability of the market to operate?

MR BLUMS: | think if we get the pricing right, and if wget section 46 right,
again, we can allow the market to dictate, based omoacic efficiency, who should
participate in the market.

THE CHAIRMAN: Right.

MR BLUMS: What we're saying at this stage, it is nw@rket efficiency that is
determining participation in the market. It's market poamd financial power that’s
determining it, and cross-subsidies.

THE CHAIRMAN: Okay. Now, | just want to understart- - -

MR BLUMS: Sure.

THE CHAIRMAN: - - - context of the difference #itis point of time from what we
have at present. We don't have the transparencynrstef the negotiated buy-sell

price between wholesaler and retailer, but we do hdfereiitial, you suspect, in
pricing.
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MR BLUMS: We have differentiation that is opaqued as we have mentioned
here, the issue is that we don’t have an effectiegae46 which can accommodate
any very major unintended consequences.

THE CHAIRMAN: Okay. Now, I'll come to section 46 just a moment. So, if
the current, what I'll put down as suspected differentigimg - let’s just put it at
that level at the moment because it's opaque, bu¢ i€tinrent suspected differential
pricing at wholesale level were to continue but benmoae transparent form, what
difference would that have on your members?

MR BLUMS: Well, our members would be able to make ecaoa®cisions and
pricing decisions that were based on real facts and kriweventhey can position
themselves, and understand what efficiencies they netbeir businesses to be
competitive. At this stage, irrespective of what efficies are introduced, they
don’'t know whether they have (a) viability and (b) susthility, and therefore it
makes it very, very difficult to make investment demisi in this business, because,
irrespective of the investment decision you make, theomug of that investment
decision can be totally and completely compromised byaage in the dynamics in
the market, because the majors are able to apply pricisgyses that are simply not
available to my members because, in some cases, theggureissures involve prices
that approximate that terminal gate price that my mentisare available to them.

THE CHAIRMAN: Now, that’s what | wanted to test Wwiyou. If this became a
transparent process, mightn't the differential pricitigresult in the same
consequence for your members in terms of their buy,paiee thus their ability to
discount at the retail level?

MR BLUMS: Maybe my members could, under the arrangeiat allows for
collectivisation, get together and become a colleatiken they knew what was
happening, and how to do it, and there would be a capacitlydor to collect and to
approach on a collective basis, and then become vialileab basis, once they knew
what the collection should be. At this stage, we diomiw what the market
dynamic is.

We know that there’s a collective called Woolwortihat gets a very good price,
there’s a collective called Coles that gets a very go@e, but we can’t actually
construct a collective called Independent because we kioow what the dynamic
is and we are not allowed to know what the dynamidNe. are actually prevented
actively from knowing the dynamic to have this collective

In fact, Mr Chairman, | was the one who approachedPtiree Minister one night
and said that the number for collectives - the cajpdbdective operations, should be
lited specifically to take consideration of the largeneiary volume but very small
margins that exist in this particular industry.

THE CHAIRMAN: Why haven’t your members pursued collectdaggaining to
date, even in the absence of a knowledge? | meartpjpst it in its most simplistic
form: if they collectively got together to negotiatewsuppliers and said, “We want
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a reduction of five cents a litre” - | am just pulling rioens out of the air, but just as
a start, and collectively try and negotiate, why has tiot occurred to date?

MR BLUMS: Because it's very hard to put a model togethat works and you can
put numbers to it. In other words, it becomes an eseiiai herding cats.

THE CHAIRMAN: Well, there’s a difference betwebarding cats and between -
and then sorting out what meal they might all eatmithey’re herded together. |
can understand the problem of herding cats - thatasytiu've got a large number
of members. To try to get them to collectively comea tcollective bargaining
process might be difficult. But, | guess, without vilagtto be too simplistic, if you
can collect the cats together into a single roont witr authority of course -
authorisation - - -

MR BLUMS: Exactly. We would have to approach you askifar authorisation.

THE CHAIRMAN: But that’s probably not an overwhehgitask. | just want to
test this. Wouldn't it then be easier to negotiabetéer price - a better wholesale
price, so that the differential that you suspect isetli@just - - -

MR BLUMS: If you knew - if you knew generally whatetloutcome of the
collective was, because you don’t want to get to thgeswhere the cost of the
collective, and the difficulties of the collectivayjtaveigh the benefits that you're
going to get. And one of the things we have been askirgt are the stepping
stones in benefits, and we can’t get a response.

THE CHAIRMAN: Let’s - | just want to test this a Wiarther and | am just - can |
try to take this hypothesis through as to what we migtitignwith as the structure
you’re trying to put together, and we have accepted diffedevholesale pricing,
we’re indicating that a critical factor is transparngrand then I'm putting aside
section 46 just at the present time as a protectionanéh, if you like. But,
collecting your members together and then approaching theiegalers and saying,
“Look, we just simply want a better price,” if you lgagot no more than one cent,
wouldn’t that be one cent better off than what it ently is?

MR BLUMS: If you got one cent.
THE CHAIRMAN: But the transparency - - -

MR BLUMS: What if we put a collective together and agproached them, and
they said, “No.”

THE CHAIRMAN: Approached who? The wholesalers?
MR BLUMS: Yes.

THE CHAIRMAN: But that will be the case if it’sdnsparent or non-transparent.
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MR BLUMS: No. But if you knew what the trigger ldsevere for various things,
and they had to advise us of trigger levels, then we could@agy. We have put it
together. We have accorded with this trigger level. iBtise price we should be
accorded on the basis of a collective.”

THE CHAIRMAN: Okay. | want to take the scenario @tep further, that is, that
you now know that the price at which a particular reta# let’s not identify who it is
— a patrticular retailer, the price at which that retas purchasing fuel is X cents
below TGP, below published TGP, and you say, “Well, l@olectively, our group
will acquire almost the same level or the same veloifuel as that particular other
volume retailer. We also want X cents.” And theolelsaler says, “Not interested,;
won't do it.” What do you do then?

MR BLUMS: Go to section 46 when you've fixed it up.

THE CHAIRMAN: Yes. | don't want to get into a ldgiebate about section 46 but
| suspect that may be having far, far higher expectatinrii@operation of section
46 than — what would be the basing under section, not prggaicing?

MR BLUMS: Well, we’'d say that they'd acted in an unaosable way.

THE CHAIRMAN: Yes. Okay. Well, we're getting intodebate about some of
the legalities of the Trade Practices Act, but | suspegtmight need to consult
legally on that.

COMMISSIONER KING: Just on this, | mean, there’snpandustries where large
buyers get volume discounts, there’s also a numbieidaktries that have collective
bargaining arrangements in place. Now, the normaltiatythese work, and to
address the exact issues you're talking about, is tttze ifollective goes to one
wholesaler, in which case let’'s say you go to Calteksay, “Well, this is the price
we want, can you do this for us? We want TGP minus&ste just pick, again,
some numbers out of the air — and then if Caltex sag%you say, “Well, our
members are taking our volume and we’ll wander acressodéid and we’ll go to BP.
And if BP can’t do it, well, there’s — they may not barefinery, but Shell
wholesales petrol in Brisbane, so we’ll go to thenmd & most industries you'd
expect to see the collective getting a significant voldimeount simply by playing
off the main wholesalers and there are, of course Vibotesalers. Why isn’t that
practical in petrol in Queensland?

MR BLUMS: Because | would suggest that we have two nefiaad | suggest that
they don’t constitute a perfect market.

COMMISSIONER KING: I'm not saying it's a perfect nkat but, still, why can’t
you play them off against each other.

MR BLUMS: Because they don't constitute an imperfeatket either.

THE CHAIRMAN: Well, what do they constitute?
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MR BLUMS: An olygopolistic market where, because afdarct across sales and
things like that, there are implicit price rigiditiggat both of them seem to work on.
It's interesting that, in a situation where a parthef independent formulas are used
to determine terminal gate pricing, that the terminal gatéengrto my members
inevitably comes in from either of the refineries withitenth of a cent of a litre,
sometimes even finer than that. So basically, tveat the position that your
chairman said, of getting 1 cent is very difficult. Wean go to either of them and,
usually, the pricing response is amazingly similar. Noagree that it’'s only
coincidental; | wouldn’t say anything more, but the calecice is rather amazing.

THE CHAIRMAN: But I think what Commissioner King is pui to you is this, is
not an individual independent going and seeking a discount?

MR BLUMS: 1think - - -

THE CHAIRMAN: And it's a collection of independentsat have, in certain
respects, a much more significant market power tharsiogde independent might
have. Now, if a collection of independents were ta@eeadl to negotiate with a
wholesaler and, potentially talking quite a significantcpatage of that wholesaler’'s
distribution, does that not give that collective group sonarket power and the
ability to negotiate discounts similar to, for examplésiagle collective” as you've
called it, which is one of the supermarket chains.

MR BLUMS: Hypothetically, Mr Chairman, I'd agree Wiyou. | would like to test
that empirically and see what happens and maybe, inaluse; we may ask for
permission to see if we can construct something of #iigre to test it. | would say
that, hypothetically, | would like to test that circuarste. | would agree with you
that logic would indicate that that should be the typeutcome you'd get.

THE CHAIRMAN: Well, let me just ask you, what wouldgpen — and | don’t
want to take this too much further — but what would happefiifi-aot sure what
the “collective” as you describe it, | will say Col@sterms of outlets in this state
would be? Have you got an idea of the number of outleysCsles or Woolworths?

MR BLUMS: No, we wouldn't, but it's very significant

THE CHAIRMAN: Yes, significant, but it may be at tbeder of, what, 50, 75?
I’m trying to think of their total outlets across the ctryrwhich are about 500.

MR BLUMS: They're about 57, I think.

THE CHAIRMAN: 75, yes. So if you were to gather togeth0 to 75 of your own
members and say to their supplier, “Well, look, we’rengdb move from one
wholesaler to another,” or whatever, would that not g senilar to Coles turning
to its supplier, Shell, and saying, “Potentially, we’rengoio move, give us a better
price.”
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MR BLUMS: | agree. Hypothetically, it should happen amve just seen that the
government just finalised a tender for its fuel here ie€qsland and there was a
move to a different supplier and obviously there waspaiitive pricing and there
was contestability for that. And hypothetically I'd agjiethey put a collective
together like that, you would think that there would be estatbility for the business
of that collective.

COMMISSIONER KING: Sorry, just one thing | wanteddlarify just to make
sure that | understood you correctly, Mr Blums, you sdfdhére was no cap,”
when talking about collective bargaining — right at the fr@igg we turned to
collective bargaining and you said something about, “If tikex® no cap we could
do this,” or did | mishear you?

MR BLUMS: I'd have to go back and - - -

COMMISSIONER KING: [ just wanted to make sure thatiyeren’t mistaking —
because, obviously, there’s a number of ways that gawseek collective bargaining
under the law there is a new notification regime whbere’s no cap on the number
of members but there is a cap on the number of - - -

MR BLUMS: No. There was a cap on the size ofdtinaightforward approval for a
collective right?

COMMISSIONER KING: Yes, threshold.
MR BLUMS: Threshold - - -
THE CHAIRMAN: Three million threshold for the buyekay.

MR BLUMS: Yes. And we, in fact, asked for an inceeasthe threshold

specifically in response to the petroleum industry andag increased. But there is
also provision in that threshold to ask for special amrsition of the commission to
establish a cap and we said, “If we put a collectiveondt would we have to ask for
permission to collect but, also, we will probably havesk for a threshold as well.”

THE CHAIRMAN: Do you think petrol prices have been @vas a result of the
supermarkets entering?

MR BLUMS: Yes.

THE CHAIRMAN: Because their bought prices are lowebecause of the
discounts, discount schemes?

MR BLUMS: | think the biggest motivation is that, as sad on the cycle that
they’re running, they’ve actually gone into buy market she8o they've used their
buy-power to go in and get a lower terminal or gate ptieey’'ve contracted
margins; they’'ve cross-subsidised from, implicitlyexplicitly, supermarkets to buy
market share.
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THE CHAIRMAN: Right, but we - - -

MR BLUMS: The interesting thing is what will happen erthey’ve bought market
share and in some of the mature phases of the cyapdars that they restore
margin at that stage.

THE CHAIRMAN: Now, implicit in that commentary yive just made is the
suggestion that they are the ones that are leadingities plown.

MR BLUMS: They are.
THE CHAIRMAN: It's part of the cycle. Yes.

MR BLUMS: And during this part of the cycle, when theyin the formative stage
of the cycle, at this stage of the evolution they paggressively and the intention is
to buy market share and the intention is to commandiafipaquite considerable
areas of market.

THE CHAIRMAN: And then who leads the prices up atpeak ends of the cycle?
MR BLUMS: At the peak end of the cycle, the marketlso led by movement
upwards, initially, by Coles and Woolworths. In someesabe independents do
commit capitalism and do say, “Well, demand has gone We"will try and

restitute some of the market because my members alveasgsa skinnier margin
available to them; a potential skinnier margin than aeysise.

THE CHAIRMAN: Are they guilty of committing capitalin every Thursday?

MR BLUMS: No. Capitalism is committed every Thursa@ayhe terminal gate
price.

THE CHAIRMAN: Right. So it's the terminal gate ithat’s pushing up the
retail price - - -

MR BLUMS: Yes.
THE CHAIRMAN: - --on a Thursday.
MR BLUMS: Yes.

THE CHAIRMAN: And then the discounting that’s takendccur then, the leading
down is, you say, being led by Coles and Woolworths?

MR BLUMS: That’s right.

THE CHAIRMAN: Yes. Information provided to us, evidenceyded to us over
the past two or three days from both representativéseahdependent outlets in
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Canberra and in Queensland yesterday suggest that, it'$attte independents that
are leading the prices down.

MR KANE: | would say we could probably tender some déffe - - -

MR BLUMS: Information.

MR KANE: - - - information in the future - - -
MR BLUMS: - - - empirical information in future thatould show that that’s not
the case.

THE CHAIRMAN: Okay. Ithink it would be useful if weoald get that. It's - - -

MR BLUMS: We can certainly provide that. But I'd kstand by the situation that
we are price takers and that, at out disposal, we ugl@ily have mechanisms —
you’ve got to realise that one of the things that happéwesprices go up at the
terminal gate, that the financial facilities, the drdewns, and the facilities at banks
that my members have to have access to really get dranynvery heavily at that
stage, because my members have to pay COD.

So not only are the other caps and collars in place brd’'thalso a financial
capacity constraint on my members at the end of the 8aywhen terminal gate
prices respond — and one thing | will say, that therensesevidence in all the
research we’ve done, that the prices in Australipaed very quickly upwards and
are sticky in a downward direction against the inteomatii situation.

But when the prices respond upwards, the financial draw omemgbers is quite
enormous because they have to pay COD and they have t@psport and other
things at the same time, so not only is there a capdaltadt price, there is also a
constraint financially because they have to use up ail thalities and draw their
facilities to be able to run the inventories at thesadrigrices.

THE CHAIRMAN: Now, if the independents are not leadihg prices up - in fact,
no one seems to leading prices up if we can observe amfonsation given to us to
date, but if the independents are not leading the pricasdiphe independents are
not leading the prices down, that would be suggesting thatatlegyrice followers
throughout the cycle; is that right?

MR BLUMS: There are some situations where demandvgeyshigh, during
public holidays and things like that where they still fallbut sometimes they do
peak above others, but it depends on spatiality. | nibamnteresting thing is that
when we talk about modal margins, we talk about metitaypohnd areas that have
high levels of competition. There are other areas evimetependents are in a
monopoly position and they can take advantage of thetiatipa

So it’s not just saying pricing situations. It's also mathat’s important and
proximity of competition and — well, we've all see thevie, the Annabelle
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principle does work. The little girl who says, “Daddywyve drive all these miles, the
petrol has to be much cheaper”, so the Annabelle ptendioes work. It's a simple
eguation on spatiality.

THE CHAIRMAN: Now, if they're price following, thendependents, both on the
upward trend of the cycle, and on the downward trend cytiere are they
contributing to the competitive dynamic in petrol pricing

MR BLUMS: They're providing an alternative at the exidhe day because there is
a slight differential and, after all, people do react ®ight differential at the end of
the day, and so that we do have differential pricingdaerovide a service, and we
are competitive because to maintain market share, youttideecompetitive. A lot
of my members have been losing market share becausgehaygsaulted during that
cycle in the week and in a month very, very heavilit,they do provide

competition, and they also have a situation thateifehs a spike by Woolworths and
Coles at times - in fact, we did a quick economic asislgf the market driving in
from the airport. The taxi drivers told us all aboutphiee dynamics of fuel in
Townsville last night.

We got a full enunciation of it and certainly, the indegent, he said, “I don't buy at
the majors any more unless I've got a docket”. So we geavie situation that if
you haven’t got a docket, ours is the best fuel price gaiagnd at that stage in a lot
of areas, depending again on spatiality and where you are.

THE CHAIRMAN: Okay. That would be suggesting though lmat’re just not
price followers, you're price leaders if that’s theesdsecause you're providing a
better price than the board price of the major superrhahins which are those |
think you’re comparing against. So if you're providing adxeprice, then you must
be leading the price, wouldn't you, rather than judofeing it? I'm just trying to
establish the role of the independents in this context.

MR BLUMS: The issue is that you've got to distinguiskween a coupon based
price and a non-coupon based price.

THE CHAIRMAN: No, I'm leaving the coupons out for theoment.

MR BLUMS: Well, if you took the coupons out and youked at it in some

places, and sometimes we do lead the price down, aghepénds on circumstances,
spatiality, but if you take the coupon out and you takedtbeount out, yes, my
people are very productive and very competitive on straigte, and they do
provide an attractive alternative in the market.

MR KANE: May | also just say on that too, is mostependent sites as well also
offer a better shop offer. They discount their otlagige of products, for example
drinks and cigarettes, have normally got a better shaptaand format and a better
shop offer for our customers.
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THE CHAIRMAN: I'm glad you led it back, as the vergxi question | was going
to ask you was the shop offers. Did you want to jumpmpanything before we get
to that?

COMMISSIONER KING: Look, I've got a few more questoon the cycles but
why don’t we go to the shop offer and then come back toytie.

THE CHAIRMAN: : Okay. And actually it's the venext question I’'m going to
ask, with the shop offer, the convenience store operdi@cause it's been suggested
to us that one of the responses that’s — and perhapsettenmnant response that’s
coming from independent outlets to the price challengaiflike, the price
competition on petrol sales, is to offer significanthhanced and beneficial
convenience store operations, shop offers. Could you peelpfasn that a bit

better to us.

MR BLUMS: That the shop offers may include more tfaalitional based
convenience store which they also offer food, food eféexr well, branding with
food, better discounts through their change of producisst Koles and
Woolworths’ specifically built service stations onlyeaa very limited sales room
and very limited products which they don’t seem to discount.

MR KANE: And the real issue is do we have a petrdlsiry with a convenience
store attached, or have we got convenience store induigiina fuel outlet attached,
and do we have in the majors a grocery chain with fii@tled, or a fuel chain with
groceries attached.

MR BLUMS: Also, you'll find with the independent, cagmience stores are open a
longer range of hours. They do offer a better public servi

THE CHAIRMAN: The convenience stores that we'riitey about, and the
independent outlets, are they — well, we've talked abmuegshat have disappeared
over a — leaving aside those that have transferred owpecsBialtex — sorry, to
Coles or Woolworths, but is there a restructure tlwtirring amongst the
independent outlets into — we've heard evidence that sugbastedny of those that
have been disappearing are what were described to ugaptimp outlets with a
tiny convenience store and there’s a move to the muchr lauglets of 20 or 30
pumps and very large convenience stores with coffeetsaitel fast food and the
like; is this the trend that you're noticing with youembership?

MR KANE: Yes,itis. There’s also a lot of oldgtes that are being retro-fitted.
It's either close them down or move with the timgs yes, there is a definite move
towards that, and a lot of that is because of thent@rgins in the petroleum sector.
which can be up to 80 per cent of your turnover of busimassbe at a loss.

COMMISSIONER MARTIN: So isn't this therefore a questiof what are the
business models | think you were saying these are — afighes. It's where is the
consumer taking this market?
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MR KANE: Where is the consumer taking this marketRirlk the consumers are
taking the market — marketing two different ways. Thegitker following the
shopper dockets or they're going for a better conveniefiee Some people are
sheer price driven on their petroleum purchase, and otlwersl w a lot of the time,
too, is the convenience store sales on some of the indepesites are actually
going up even though their fuel volumes are going doWrey're - people who are
going to buy their fuel on a discounted shopper docket ddtgrthey’re buying their
convenience items in the independent sites, and not t&ngetroleum offer.

THE CHAIRMAN: You've said to us — sorry.

MR BLUMS: So that the — so that the model that wigiking about is a model
that will, I think, evolve into not being a fuel statiand not being a convenience
store or a grocery store, but some hybrid of that tliiabacome the future economic
model that will be sustainable and this will — and the Ipeixveen convenience and
groceries and fuel and the resources and the capitas talit in this business will
be looked at in a homogeneous way. We won't look-aintfuture, when we do
these inquiries and in five to seven years’ time when -

THE CHAIRMAN: Can we make it a bit longer?

MR BLUMS: - - - when Inquiry 52 or 55 occurs, Mr Chaam we won'’t be talking
about the fuel; we’ll be talking about this model da®eogeneous issue because
that’s what it will evolve to, and the interestingrtdiis how will Woolworths and
Coles reconcile the spatiality of where fuel is anémhgroceries are, because my
independents have put them contiguous, while Woolworths ares$ Galve kept
them apart and they’re spatially separated.

Now, the issue will be whether the consumer is attchto a contiguous model, or
whether they still find it okay to line up in big long linefser they’'ve bought their
groceries to discount this shopper docket that they'vegataupon for buying
groceries, at the end of the day, or will they beaated to a homogeneous model
where you have a contiguous situation where you buy youafgkeyou go and then
you do your situation.

The other thing is there’s, as Mr Kane has pointedtbat,the hours that are done
are an important component of the convenience attdge sand that my members
can demand and hold a premium in the market for the hioairshtey operate, and in
due course, petrol might just be the loss leader andnmialye the most important
revenue stream in these businesses in future, in thelrti@at we see emerging.

THE CHAIRMAN: To take this one step further, it’s bean to us over the past
couple of days, that in fact the shopper dockets, alththeyh- there have been two
separate strains of thoughts in respect of shopper dodRetsis they ought to be
banned, and the other is that they’re becoming less réletat consumers are
treating them with less enthusiasm and are, perhapnt@dly going more towards
the convenience store or the better food/grocery offehiat might be provided by
those that have expanded their convenience store operation
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And so it's been suggested to us that some of the nmgjepéndent chains are
focusing on the development of their convenience storebpes as a means of
attracting shoppers and at the same time, fuel satesy than trying to compete
with the shopper dockets. Do you want to comment orptiagiosition?

MR BLUMS: Well, I think that anecdotally there’sgfmably been some loss of
popularity in the discount coupon sale as such. | woultigily leave it to Mr Kane
to comment on whether the convenient stores are bagamore popular as such,
but | think that probably, people are questioning the rdaévaf the docket, because
we know the exchange rate between the Australian doithe US dollar and we
can work out the parity price, but it's very diffictidt work out the exchange rate
between a docket and the Australian dollar, and it’s fiarg to work out the
exchange rate between the four cents as the arbitrapsat the end of the day.
So, | think that some of the consumers are probablyingakt this and saying, well,
is this really the circumstance that it portrayslitso be. So, there is some question
about the popularity.

THE CHAIRMAN: Okay, did you want to comment on this?

MR KANE: | think perhaps, with all due respect, you rhaye to ask the question
to Coles and Woolworths on their redemption rateshier toupons to see whether
their docket rate redemption is still as high as whaig initially. | would suspect
that their rates have dropped off.

THE CHAIRMAN: Would you be — if we had the power tosig would you be
seeking the removal of the shopper dockets altogether?

MR KANE: | think the shopper docket program is probablis their commercial
decision to offer a discount, but how they’re fundingt tiiscount is probably what
should be looked into, on the grounds that — are theywiege better terminal gate
price and are they using that with their shopper docketraystge they passing that
discount on?

THE CHAIRMAN: There’s been a suggestion put to us lnyBdwden of the
Service Station Association that shopper dockets oudig tedeemable at any
service station but of course, that the cost of tedidrne by Coles and Woolworths.
It's an interesting suggestion. I'm not sure how Cales Woolworths will react to
that, but how do you react to that?

MR KANE: [ think Mr Bowden may be living in a diffemée world.

MR BLUMS: | think it's commercially and administnaly not possible at this
stage, to run a system — | mean, just thinking abouttputld be very, very difficult
and very complex. | mean, or do we set up another dbsitopper docket
settlement. | mean, | think that - - -

THE CHAIRMAN: We could probably sell the shopper dockaieme to the same
buyer of the Qantas Frequent Flyer scheme.
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MR BLUMS: Exactly, exactly, what a far sightedtight.

MR KANE: But who would pay for the redemption, like vggoing to pay for the
redemption.

MR BLUMS: Well, Woolworths and Coles they say Wwbpay for it, right.

THE CHAIRMAN: | think Mr Bowden suggested it be paid byrColes and
Woolworths, but | think this is — I'm just trying to paidur hypothetical scenario
where things would head and I think what your — if | caratrgg summarise it, you
are saying, if we could get transparency as to wholgsaliag mechanisms and
wholesale pricing, and if we can get collective bargainvgch we can authorise,
but that’s a matter as you described as herding thecatitj and if we can do both
those things, then they're the fundamental changdwisttucture of the industry
you would like to see, and you are then, I think suggestingor’t want to sort of
put words in your mouth but | am just trying to summarigepibisition — you are
then suggesting that the restructuring that’s occurring getogour members, in
particular to consolidate and perhaps enhance their cemanio offering, is the
alternative model to providing straight discounts on pettds, which appears to be
the model that you are putting to us, is the model being plitsu€oles and
Woolworths and that the gradual diminution in the relegaorcattractiveness of the
shopper dockets will see them move into, if you likestvaam of competitive
dynamic whereas your members are moving into anotheamstof competitive
dynamic. Is that a fair summary, or have | vedzhjou?

MR BLUMS: No, that’s a fair summary. | think thi&e other issue that we did
raise and | draw it to your attention again, is thatige think that this has to be a
strategic view of things and it needs some view of se@®at the same time, to
make those things work, at the end of the day, whatewerive do that there, but |
think that if we got those dynamics in place, that weldibhave a strategy which
would allow the levels of competition that are needethi;market to be envisaged.

THE CHAIRMAN: Now, can | just take you to 46, withouainting to get into a
legal debate about what section 46 does or doesniadd, get your perspective on
where you would see section 46 intervening to protect the ¢aivpeynamic and
the structure that we have just described. Where dohyoki gection 46 would
operate? What are the scenarios?

MR BLUMS: Section 46, the important scenario heréhat section 46 should act
to prevent injury, economic injury where sales occuesd than fair value. In other
words, very similar to dumping, when you look at the Custdotsand the World
Trade Organisation, that if there is a circumstancerg/bricing is specifically
brought down to cause sustained injury and to drive people ¢l ofiarket by
taking away market share or causing a price suppressiba fint where economic
damage is intended and occurs, that should be stopped.
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THE CHAIRMAN: Okay, can we put that in lay termsstj for the moment. That
would be a particular service station outlet, or groupubiets discounting to a level
that was designed to drive competitors out of business?

MR BLUMS: That'’s right.

THE CHAIRMAN: Okay, | understand that. That would lmea sense, a classic
section 46 possible scenario.

MR BLUMS: That's right.

THE CHAIRMAN: Now, let’s take it — | want to take ydoack to a proposition
you put before. Let’'s assume you can herd your wildtogesther into collective
bargaining, and you’ve got transparency and you know thatemcdhective group,
it might be a Coles, it might be Woolworths, omiight be a collective group that
belongs to another association, whatever, but thiotivie group was able to
negotiate a wholesale price at TGP minus X and youectole group seeks to
negotiate the same wholesale price but finds it cangetiyf GP minus Y which is
less than X. Do you regard that as a section 46 issités st, that’s the process of
capitalism.

MR BLUMS: That's right. That’s capitalism. tliey can get a better deal and they
sell into the market based on that terminal gate poice properly costed basis.
That is, they add transport and everything into it, s&dl it and beat us in the
market, that shouldn’t be subject of section 46. Bilitey get TGP minus X and
they sell at minus 3X or 4X then it should be considered.

COMMISSIONER MARTIN: You mentioned earlier that paps the market was
moving towards this mix between convenience and petrolpttedl will be a loss
leader. How would you reconcile that situation, becawszever was loss leading,
would they be acting illegally?

MR BLUMS: On a properly costed basis, if the pricirgswt predatory or there
was a reasonable circumstance — see again, | think thatdross subsidy is
intended or causes economic injury then - - -

COMMISSIONER MARTIN: But where do you draw the line beam just
bringing people through the door and selling them more - - -

MR BLUMS: But they can do it under the internatiomatle protocols. You have
counter veiling duties. | mean, there are protocols estedol in international law for
this. Again, if you do a cross subsidy which drops your gadeelow a fair value in
the market — in a sense, if you cross subsidise toewjmrre selling the fuel at
below terminal gate price then clearly you're intendmgnjure. Right, and we’re
not saying that anyone’s guilty but we just say thatefBea case to answer, explain
to us why you are doing this thing. You might say, the guyepdad did it, so |
had to do it to retain my circumstance.
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We just say that there is a case after that — a geoia case has to be constructed
and established beyond doubt and we’re not saying anyonitys @e're just

saying that if these circumstances occur, then theneidlve a mechanism by which
they can be considered at statute.

COMMISSIONER MARTIN: Related partly to how one wasst®ined and - - -

THE CHAIRMAN: Right, can | take you on to the issafgorice cycles. Do your
members like them?

MR BLUMS: Mr Kane, | think would be - - -

MR KANE: | would say no. We all can’t - not all oiiomembers can compete to
the extent that the price cycle is ranging, mainlyabee of the TGP issues that
we’ve already spoken about. So, in fact, probably dmsamers are the biggest ones
missing out with the price cycles, because we all canitpete in the level of
discounting that happens because we don’t have prinetdiscounted TGPs.

MR BLUMS: Mr Chairman, can | make the observatioat there appears to be two
types of cyclical events in this industry. One id thdven by demand and supply.
Certainly public holidays, Christmas, Easter and thirgsthat, where the level of
motoring goes up, there’s a demand cycle driven there, aashwederstand the
cyclical action there. Then there appears to be weaskles that appear to be
induced for reasons other than demand and supply.

In fact, it’s interesting that during the high part & ttycle many consumers avoid
that section and in fact go to the low part of thdesyand it’s difficult to see, with
this move across from consumers to the low part ofyb&e, that this high part of
the cycle on a weekly basis can be attributed to higiadd. This is unusual, or it
seems incongruous that this is the circumstance.

THE CHAIRMAN: Why have we still got them? | medhey have been around
for years.

MR BLUMS: As we said, we think anecdotally that itynee generated higher up
the value chain by changes in price at that level.rerheght be also some cycle
that’s driven to try and gain market share as well atesstages and, then, when
you’ve got the low price, you've got to recoup the matgat you've lost so you
have, you know, one part of the week where you loseimargl the other half of the
week - as we said, it’s interesting that it’s three amalf days and three and a half
days. | mean, | know it’s a coincidence, but, in ecoies, an unusual coincidence
like that usually don't occur.

THE CHAIRMAN: It's fascinating but, to date, everyoseems to say they don't
want the price cycles, but no one takes any blame far the-

MR BLUMS: For generating them.
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THE CHAIRMAN: - - - either going up or down, and no aeems to know how to
get rid of them. But that’s interesting. Regional - - -

COMMISSIONER KING: Just before - - -
THE CHAIRMAN: | am sorry. Yes, please.

COMMISSIONER KING: It's partly related to regiona¥.ou’ve got members who
obviously are operating in areas like Brisbane whenmethee price cycles. You
have got members who are operating in regional area® wene are no price
cycles, or price cycles are much less formal, whaeg tdon’t tend to be every week.
Do you have any feel about whether - in terms of jiigist bottom line, in terms of
the profit that your members can make, are they befftevrith the cycle or are they
better off without the cycle? So, are the Brisbgugs better off than the
Rockhampton guys because of the cycle, or is it jushénd to separate other things
out?

MR BLUMS: Well, before | ask Mr Kane to comment on would just say that
the base buying price at various areas differs - - -

COMMISSIONER KING: Of course.

MR BLUMS: - - - by so much that it's hard to actuadgtermine what profit
margins anyone really generates at the end of theadaube, in some ways, the
pricing available regionally doesn’t make rational seaigbe end of the day. Some
places that are much further out get a better priceuseaaf supply and competition

COMMISSIONER KING: Yes. I think we're about to cerhack to that actually.

MR BLUMS: - - - and things like that, where, in closgou would think there
would be a shorter because of the logistics distaBoein some ways there is some
irrationality, but I think Mr Kane would be better atsavering.

MR KANE: Well, also, too, is: in the regional aseyou have lower volume sites,
and they do need to sustain slightly higher marginsfes eérvice. We have seen in
some regional areas where price competition has leeierse that sites have
closed, and consumers have to drive 80 - 80 to 100 kilonjaste® access fuel. So,
there has to be some sustainability with the lowet ¥olume sites.

COMMISSIONER KING: But there isn't a feel thayeu know, you don’t have
any members who say, you know, “Gee, thank God I'veaat lgot the cycle. | can
make some money on the up side.” Or, you don’'t havelbbeesnwho say, you
know, “Oh, we’re surviving, but, you know, if we had priceleg here, I'd just be
doomed.” | mean, there’s not feel about that?

MR KANE: We have to be extremely careful how akton fuel prices, otherwise
we will end up in court with the ACCC. And margins, yaww, iS one instance,
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but also, too, is just my own gut feeling. The price cyalesmore of an
inconvenience than anything else for a service station dedtar know, we spend a
lot of time driving, out looking at price signs, you knowthink our consumers, if
we had a more stable retail pricing, they would look astiogp offer more so than
the board price.

COMMISSIONER KING: Okay.

THE CHAIRMAN: The regional price differential - arydu’ve almost answered
this just in passing, but | just wanted to get to some, yowkgreater detail on it -
what do you think is contributing to the - you call itfiates, a marginal price
difference, but in some cases we're looking at farensignificant price differences
between what’s happening in the capital cities and whappening in regional
Australia?

MR KANE: | think it's straight - as | said, it's Wome-based, where it's a scale of
economy of running the site. Its’ - you can work omaler margin if you’ve got a
higher throughput. It's, as | said, a straight scalecohemy. If you've got a site
doing 100,000 litres, it has to make more margin on that préadwcete that's doing a
million litres a month. It's sheer economics.

MR BLUMS: But, also, some of the buying prices domivd rationality as well.

MR KANE: Some of the buying price. Also, with thegional areas, you have
different freight differentials. Every site hasiffatent buying price. |, myself, run
two sites and | have two different freight levels. vénawo different buy prices,
even though they're - - -

THE CHAIRMAN: Is there an explanation given foatR Is it transport costs?

MR KANE: It's a straight transport cost. But, thén some areas, the terminal - as
we can - later on we will give you some confidentidbrmation about terminal gate
pricing, how it differs in different ports.

THE CHAIRMAN: It's a bit hard to use some of theseners, but we’ve got the
submission that’s been lodged with us by the Queenslandufyaast shows some

of the approximate distances from the supply termindlthe difference in average
price from the terminal centre in cents per litre, drettd doesn’t seem to be an exact
correlation. Infact - - -

MR KANE: Random.

THE CHAIRMAN: Yes. | was going to say that. Ifar from exact correlation,

it's completely random. For example, if we take Baise Supply Terminal to
Toowoomba, where the difference in average price iserer litre, and the
difference here is 122 kilometres; but, then, if westilackay to Moranbah, which
is just an additional 10 kilometres, 132 kilometres, we’veagdifferential of six
cents a litre; and, then, Townsville as the supplyiteal to Charters Towers, where
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the supply differential - sorry, the price differens&.22 cents; and then we have
Brisbane to Warwick which is 153 kilometres, so that’shieirthan Townsville to
Charters Towers, and the difference there is .19 ehaaf a litre. So, it does seem
to be very random. Has anybody got any idea: is thisarsiof something plucked
out of the air, or what’s happening?

MR BLUMS: | think in some cases there are situatiwhsre the prices are based
on what they consider the market will bear, rathantthe cost structure. And
you’re right. |think we mentioned the term, that somf the cost structures cannot
be rationalised, and we have looked similarly at thasebers, and we have looked
at the circumstances facing our members, and we cawhadise the pricing
parameters, because in some cases, where you thinkvheicebe a cost for a
greater distance from the port, because of other fastimisas competition in that
particular centre, the prices are lower.

In other areas that are in closer where the competisi less, there is less
contestability between the refiners, the prices valhigher because - the only thing
we can put that down to is the market will bear a sigbmium because of the
lower contestability between the refiners.

THE CHAIRMAN: Yes. It looks like we’'ve got some vengolerant people in
Gympie, because they won't bear any differential lat ial fact, they want the
differential to go the other way, that is, minus .45€enlitre - whereas we’ve got
some very tolerant people in Charters Towers bechesenill bear a differential of
6.22 cents a litre.

MR BLUMS: That's it.

THE CHAIRMAN: So maybe people ought to become lessdid@aand less
tolerant.

MR BLUMS: Yes, Gympie, it could be Matilda could be urghcing.

COMMISSIONER KING: So when you talk about the contjat there, it's the
competition and the distribution network, is that afeay — so it's competition from
the local depots in regional areas?

MR BLUMS: [ think it's — rather than competitionthink we should call it
contestability. Right, and if there is a contestedh®e supplier or the retaining one’s
position, then you find that the pencil is sharpened sdraewlf there is a lesser
contest, or if there isn’'t a contest for that patticunode, then you find that the
pricing appears to take up the available margin of tolertnatehe people have.

COMMISSIONER KING: But is the contest between dymepots or is the
contest between a supply depot in a town and someoténgun the fuel?

MR BLUMS: It's a contest between two value chais®, the whole chain
contests for any of these nodes. Again the price cadjosted along the value

.TOWNSVILLE 23.8.07 P-30 . BLUMS/DEWAR/KANE
Public Transcript



10

15

20

25

30

35

40

45

chain to allow contestability by submission from the perat the end saying, why
are you losing market share, because Joe Bloggs abeossatd, has got a better
price, so the value chain adjusts all along. If theshvo retain the market there,
there’s an adjustment by the value chain to allow @espable position to be arrived
at.

THE CHAIRMAN: All right, just one other or sorrjivo other questions and then |
just want to — we will perhaps - - -

COMMISSIONER KING: Okay, why don’t I do that now.n®question which |
keep asking, do your members or do you observe in the maalet, situations

where the members are offered, irregularly obviouslyplubccasion, cheap fuel.
So, for example, is it the situation that your memieses get approached and sort of
say, look, a truckload of fuel quite frankly, |1 need torgeof it - - -

MR BLUMS: A job lot?
COMMISSIONER KING: Yes, is fuel jobbed around like that

MR KANE: Well, I know myself, | haven't been approadhn a number of years.
Some of us are branded independents as well, where welpand fee to the oil
company, so we can accept their cards. So, we're obmatly obliged not to have
any other fuel in the ground apart from theirs but to mykedge | haven’t seen
any.

COMMISSIONER KING: So, if it exists, it's very ma?
MR KANE: That’s correct.

COMMISSIONER KING: Just on the other side, areehany situations where, for
example, it can be difficult to get fuel for a periocaokeek or two weeks, you
know, people have noted that say a refinery issue sbBnie, does that tend to flow
through to your members and so your members are stuckturatici where

perhaps the fuel isn’t flowing at the rate they'd like.

MR KANE: There has been some fuel rationing of laie¢ some products have
been short, but | must say it seems to work downhha@éovhere the company-
operated sites will have first privy to fuel and thenlitended independents and
then the non-branded seem to be on the end of thecfwou for it.

COMMISSIONER KING: Does that mean the non-brandexeetimes actually,
you know, essentially run out or they are starting tdayeton their storage tanks
and so they - - -

MR KANE: They could do, but also because they're-hmanded they probably
have an ability to buy from other sources but they mayagaremium for it.
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COMMISSIONER KING: Okay, | mean, there are obvigusnes when the prices
just seem, to use the colloquial, get out of whack where know, the prices just
seem to be higher than we would expect or lower thawewdd expect. | mean, do
you notice that, for example, when, say, the unbrandexibaving trouble getting
fuel, whether that tends to be a time when the retaiés are high?

MR KANE: Not normally, no.

COMMISSIONER KING: Just as - business as usual j&stn® you just have to
shop around a bit more.

MR KANE: That's correct, yes.

THE CHAIRMAN: You've put a proposal for a petrol oodsman. What role
would that ombudsman play, and how would it differ froat thf the dispute
resolution advisor under oil code?

MR BLUMS: Well, we found that the mechanics for th&pute resolution under
the oil code a bit cumbersome and clumsy for my membéfs thought that,
depending on what the circumstance of section 46 arehthaimbudsman could
attend to those issues that are not of significant mtu&r section 46 and that we
would have — what we really want is a situation thatehasry, very short time
response between when you have an issue and when yoadoidtion for it.

At this stage, the real issue in this industry is thatexposure is financially to the
independents and the issue of viability is, in some stmgepmpromised by actions
that you want a very quick and a short-term resolutoiedues that come up. And
we thought that an ombudsman who was well briefed emthiy be a solution.
We're not saying that, at the end of the day, that wbalthe be-all and end-all; we
still think there should be some strengthening of sedtirbut it would mean the
section 46 and those issues that are of more substande e attended to that way
and that we could have someone closer to the indudtinyawar shorter leave time,
to attend to the more mundane issues that occur.

COMMISSIONER MARTIN: Do you have examples — like, tiecode has been
in operation now for over six months — of this sorttbé types of issues and what
the delays were or inadequacies of the dispute resolutibwlaat may have
occurred after that?

MR BLUMS: Well, we have seen circumstances whezenould like to see the
ombudsman perhaps have a look at the issues of termieghgging because
they’re moving in an irrational way. And he could haveak and see if, in fact, the
terminal gate prices that are occurring are justifiecabse he could look at the
formulations that are being used on a confidential lzagisassure the industry that
they are justified.

COMMISSIONER MARTIN: But was this attempted to be edisinder the oil
code in terms of a dispute and a process that - - -
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MR BLUMS: The process under the oil code would be loraugh for the whole
game to over and the terminal gate price would have changmabée of months
ago, about four or five or six or 30 or 40 times by theetie got to that situation. |
mean, you'd go under the oil code to have a look at théewdidhe actual formula
but the application of the formula and its adminigratvould be looked at by the
ombudsman. So one would be tactical and one would be strategi

We think the oil code and section 46 is strategic but mtyre is a role for a
tactical response as well as a strategic responsean,mve think that it would
benefit the industry, particularly in any transitiorctdlectivisation and things like
that, to maintain levels of competition and to prevectidal issues happening. We
had this interesting situation where we had an indepemiém middle of a
Coles/Woolworths axis and he was getting hit from ba@tbssas well as a very
unfavourable terminal gate price that seemed to be moviogetlithe place for no
reason.

We probably would have asked an ombudsman to have atltlokt decause he
could do something to prevent this guy going out of businessilfl react quickly.
While under the oil code he would have been well and trutyof business before
we got a resolution of the issue.

THE CHAIRMAN: Yes. We've got some confidential taan | just ask you one
guestion, you may want to put this into confidential.otige that you're not
affiliated with the MTAA, would you like to just explathe reason for that?

MR BLUMS: Yes. Well, we were affiliated to the MTad then the board took a
strategic decision to say that the issues and challeagesg the Queensland
automotive value chain were so complex and so seriaizibe we have some very,
very peculiar threats to our industry that we would tikeepresent our own views
and our own circumstances first-hand rather than havem #ggregated in
advocacy. So there was a strategic decision thatowdvadvocate on our own
basis.

THE CHAIRMAN: Now, is that suggesting that you preferte go direct? Or is it
because you think there are different circumstancesi@esland that don't apply in
other states?

MR BLUMS: Both.
THE CHAIRMAN: And the differences in Queensland dapply elsewhere?

MR BLUMS: We have far greater decentralisation hiremore regional and
fragmented areas; far more areas that have sub-dipalations for the industry.
We have the issues of the fastest growing conurbatidwstralia between the Gold
Coast and the Sunshine Coast. And these issues haweel dftings and we have
some very peculiar circumstances as far as exteamapetition are concerned to the
automotive industry, where it finishes up.
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THE CHAIRMAN: All right. I think we’ll move justto take, briefly, some of that
confidential material that you wanted to put to us. $edfuld ask the room to be
cleared. We’ve got two representatives of the ACCC, lseré take it you won't
object if they continue to be present. Yes. And thehewesuming, yes, with
representatives of the RACQ. So we will do thatplld anticipate, by — we’ll take
a 5, 10 minute break. We will resume about 11 o’clock.

WHEREUPON THE PROCEEDINGS MOVED IN-CAMERA [10.41 am]

<THE WITNESSES WITHDREW [10.54 am]
ADJOURNED [10.54 am]
PUBLIC HEARING RESUMED [11.07 am]
<GARY FITES, AFFIRMED [11.07 am]

THE CHAIRMAN: And just for the record, if you wouldate your name and
organisation?

MR FITES: My name is Gary Fites. I'm general ngata external relations for
the RACQ.

THE CHAIRMAN: Okay. Did you want to make an openingestagnt or
comment at all, Mr Fites?

MR FITES: | would appreciate the opportunity to do so airman.
THE CHAIRMAN: Yes, good, thank you.

MR FITES: Again, thanks for the opportunity to représba RACQ at this
Townsville hearing of the inquiry. Our organisation, tHC), was a contributor to
the national submission prepared by the Australian Autom@ssociation.
However, | am pleased on the RACQs behalf to provide hépsbme Queensland
perspective to that submission. The RACQ directly regmtssmore than 1.1 million
members in Queensland, and more than a third of thoge s travel outside
south-east Queensland so we have a particular cotaceee that those members
and, indeed, all motorists in regional Queensland aranfairly disadvantaged in
terms of fuel prices as a result of where they chémseside.

Further, and this point was made earlier by the previous, ihetgeographical size
and decentralised population of Queensland combine to mekgrices a
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particularly critical factor in the cost of goods andvgzes in this state. You can be
assured that the price of all automotive fuels is a ooty hot issue for Queensland
motorists, and this is reflected in the communicatioesantinually receive from
RACQ members on the matter, and | think it’s fair tg, saaffirmed by the most
recent national market research conducted by ANOP éoAtistralian automobile
clubs, including the RACQ.

Noting that the AAA, the Australian Automobile Assoamts submission to the
Inquiry highlighted the national findings of that reséaidovould draw the
Commissioners attention to the Queensland results, whiol in this state less
frequent use of shopper dockets, and that’s 42 per cent fteggee compared with
48 per cent nationally, and 45 per cent of Queensland nistesi® shop around for
fuel as opposed to 49 per cent nationally as indicatdteidANOP research. The
RACQ would concur with ANOPs conclusions that these &égueflect the greater
proportion of regional motorists in this state, many obmrhave less choice of
retail petrol outlets available to them than theirnmgtlitan counterparts.

It's hardly surprising then that 62 per cent of Queenslaspdandents to that research
rated monitoring of petrol prices as “extremely imparftacompared with 58 per
cent nationally. It probably doesn’t come as a surpogbe Commission that the
RACQ and affiliated organisations interstate are verymaic¢he coal face of
receiving and addressing these consumer concerns. Unlikegsniarnment
agencies, our phone numbers seem to be in bold type \Wtihe Pages on a number
of issues and it's not unusual for very senior membessadifto be directly fielding
and responding to the ongoing member concerns on this issum@eed, on a range
of motoring issues, and, sure, it did not take a formaksuto tell us that fuel prices
make motorists angry, and we appreciate and largely supparttimcerns in that
regard.

We make no apology for being vocal about our concermaambers’ behalf
recognising that our role is largely about highlighting pri@ngmalies and lack of
competition in the market place as we perceive it. &¢egnise that it's up to
government and its agency to take matters further if weadnd others observe
warrants investigations for possible breaches of thed Practices Act, or warrants
consideration of new legislative powers or other govemtnitiatives to address
any impediments to motorists getting a fair go at thegsuni'd like to make it clear,
however, that as a responsible motoring advocat&A@Q neither subscribes to
nor promulgates a cheaper fuel at all costs mantra.

Our policy in regards to automotive fuels is in part thay be supplied at
reasonable and competitive prices that reflect the sugply and demand situation
and underlying international pricing benchmarks. We recognéentany would
advocate and they, in fact, do, that the federal goverhamaply cut excise to
deliver cheaper petrol. Instead the RACQ supports a gieaéstment of that
revenue stream into making our roads safer and moreeeftficWe see the flaw in
the logic of lowering excise in times of high oil ardimed product prices - the flaw
in that logic is, of course, the opportunity it preseatde Commonwealth
Government to raise tax again when international pdoes.
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In a era of increasing concern over energy resourcegigeand climate change, the
RACQ believes motorists should be given every opporttaityake informed
decisions about the types of motor vehicles they buy andthey use them based on
very clear market signals as to the internationaldsen the supply and demand of
the fuels they use, whether that be petrol, dieseR,ld? bio-fuels. The problem is
that those signals in relation to petrol prices drenodistorted to the detriment of
Queensland motorists, especially for those in regiomatres who are, of necessity,
far more dependent on their cars than their capifyaresidents who are blessed with
regular public transport services and often far lessrdistato travel to work, shop,
schools, medical services, etcetera.

We believe that such regional price distortions hareatly been evident on two
occasions in the past nine months alone when petrokgrigegional centres
continue to climb well after clear downturns in theegted benchmark price for
Mogas 95 from Singapore. To that, the RACQ does ndititote fair and
reasonable pricing, and we were heartened by the ACCGautarinterest in that
issue within the terms of reference of this inquiry.

We were also very heartened by the market responagbtic pronouncements by
the ACCC in the two instances of such pricing anomaiiescent terms: firstly,
when Chairman Samuel threatened to name and shameattifisglly inflating
prices over the last Christmas holiday period; anchrsdly, when this inquiry was
announced. It seems to us more than coincidental tiianed pump prices began to
fall almost immediately both announcements were maaat suggests to the RACQ
the desirability of the ACCC having the powers and resgurcexert that sort of
influence on the fuel industry in a more overt and preadbrm than it currently
has.

The RACQ has stated publicly that when it comes to gathetl the necessary
information and understandings of the fuel industrystdHe issues that
disadvantage motorists, our organisation is on thedeuksoking in, albeit as a more
than interested spectator. The ACCC has the powgettmside the terminal gate
and behind the service station console, and we trusthikahquiry will elicit the
necessary information and understanding of the industryitoatély enable
motorists to have the competence, wherever theydilthat the price they pay is fair
and reasonable, with the various cost components fa tremsparent than they are
today. Thank you.

THE CHAIRMAN: Thank you very much. If | was to tand summarise the four
areas about which you have raised some concerns, aedtaoe if I've got the
summary incorrect, but it would seem to be this: tlgreal price differential
relative to metropolitan areas, and the slower resgahgou like, to movements
that occur in metropolitan areas relative to that tham sorry, a slower response in
regional areas to what occurs in metropolitan at@g@sice movements, particularly,
the international price. That would be item number. one

The second one would be the lack of a price cycle imnegareas, and | want to
come back to that because we get some conflicting vievisase issues. The third
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would be independent imports, and then the fourth would blagshé&em that you
just mentioned - that is, the divergence away fronihgapore Mogas 95 unleaded
price. So, let’s see if we can take - does thdiinki summarise what - - -

MR FITES: That's fine, yes. Correct.

THE CHAIRMAN: Right. Now, let’s just take each those in turn, and I think it's
a well-recognised fact that in regional areas thertevit to be slower movements -
perhaps, at times, no movement at all, and certaiapadity in prices relative to
those in the metropolitan area. | think you were preaden we were taking some
evidence from representatives of the MTAQ - - -

MR FITES: Correct.

THE CHAIRMAN: - - - when we were drawing attentitmsome of the, shall we
say, random differentials that occur. They don't appeaear a great deal of
relevance to the approximate distance from a termindljtanay be that there are
specific local factors in the various examples thaeHaeen given by the Queensland
Treasury in its submission to us. Do you - in the aglghat’s been taken - I'm
taking from the RACQ, do you have any explanation foistiraewhat random
differentials between metropolitan Brisbane and sofitbese regional areas in
terms of average prices?

MR FITES: Really, none whatsoever. They can sdatoe explained, from our
understanding, by such factors as transport, which, in gie s been, | think,
tended to be over-inflated - overstated. Volumes, onddveasonable expect, and |
think a good example we've seen lately has been thaldtesential between Cairns
and Atherton, for example, where Atherton has begmfgiantly cheaper. Further
away from the terminal, one would reasonably conclude, digamthe outside
looking in, that the volumes in a town like Athertwould be much smaller than in
Cairns and, so, frankly, we see no logic at all in ¢hests of anomalies.

THE CHAIRMAN: s it - | think the MTAQ has suggestedtlit was what the
market will bear, which is essentially, in other terjast putting it down to the
competitive dynamic, ie, that you might find larger difieces in average price
where there was less competition and, of course, levesver differences in average
price where there was strong competition. Is yourmbsen that that might be
correct?

MR FITES: Well, that’s right, but, again, you knoww& can just come back to
this example of Cairns, and | know from the amount eflia interest generated from
that town, it is a particularly hot issue there.eQvould, on face value, conclude that
there would be far more competition at the retail lleaeleast, in a city such as
Cairns compared with a smaller centre on the AtheFadreland, which leads one to
conclude, or to think along the lines of, “Well, is thenpetitive problem at the
wholesale, as opposed to the retail, level?”
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THE CHAIRMAN: Now, that’s interesting. So, you’seiggesting that the problem
might be the competition at the wholesale level asrdit from the retail level. Why
would that differ in regard to the regional centres?

MR FITES: Well, we can drive around the streets afr@aand count the number
of service stations, do similar on the Atherton Tablgland we - | haven’t done the
exercise, but | am sure we would come to the conclusiderms of sheer numbers
of retail outlets, there is far more choice for t@sumers. | think the interesting
point would be, though, how much - what choice do thasdéees in Cairns have in
terms of their source of supply compared with in Maredbanay be much the
same, or less.

THE CHAIRMAN: What - just to get his clear, that teere an equal number or
more service station retail outlets in the Athertabl&lands than there might be in
Cairns or - - -

MR FITES: No, that - you know, that there would t&slehoice of retail outlets,
but perhaps those retailers - the retailers in Caiane no more choice when it
comes to their source of supply than that fewer nuobegtail outlets in a smaller
centre of the Tablelands.

THE CHAIRMAN: Yes. Can you just - because | am fastinated - the supply
terminal for Atherton and Cairns is the same sorn just trying to understand why
there would be that differential at the wholesalellewehy there would be a
difference in source of supply.

MR FITES: |can't explain that. I'm sorry. | wioin't see a difference in a source
of supply, but there would certainly be no - the Caiatailers would have no more
choice in terms of where they source their petrai tihe few number of retail outlets
in Mareeba.

COMMISSIONER KING: Do you know if Atherton has mattepots than the
Cairns area?

MR FITES: That I'm not aware of, Commissioner, Sorry.
COMMISSIONER KING: Okay.

MR FITES: But it could be a factor, because certaimdye is that greater overlay
of distributorships within the supply chains in regional Ensdand than there is
metropolitan Queensland, and | suspect that’s the saotben states as well.

THE CHAIRMAN: The difficulty is that we don’t seeto have at the moment - we
will get some more information as we proceed with owrudisions with the
suppliers, but we don’'t seem to be getting a lot of in&diom as to why these
random differentials occur. What we do know is thedoan regional - - -

MR FITES: Absolutely.
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COMMISSIONER KING: It could be explicable. We justrdicknow why.

THE CHAIRMAN: It could be explicable, yes. It doelsappear to be rational at
the moment, but maybe there’s some irrational mamdeaaour occurring.

COMMISSIONER KING: It’s got to be driven by something.
THE CHAIRMAN: Yes. So you can't help us further tiat?

MR FITES: 1am sorry, | can’'t. We would love to. Asay, we're outside that gate
looking in. We would love to be inside.

COMMISSIONER KING: Okay.

THE CHAIRMAN: Okay, price cycles. We get extraordihaconflicting views

on these. Most of the suppliers and retailers saywlepd like price cycles to
disappear. Everyone denies that they are leading up or, tleeyfre all price
followers - but someone has got to be leading it one w#lyeoother, but we haven’t
out who'’s leading - and they say that the price cycdese them costs, cause
disadvantages to them, and, they say, equally causevaiigage to consumers. Yet,
| think the RACQs submission is to the contrary.

MR FITES: | think within the current broad structurelwd industry, we think it
would be a disadvantage to south-east Queensland congtithersurrent price
cycle was to disappear, in that at least it providesuple of days a week that
consumers have the opportunity to buy at a lower priz] #hink it's a
phenomenon - as much as it frustrates, and annoys, atidi@syconsumers - which
motorists in a city such as Townsville would be pleaseske happening in their
town. The opportunity at least for a couple of days &weduy lower than the
sorts of prices that they see usually on a one to tvek wattern, rather than on the
cyclical pattern we see in south-east Queensland.

THE CHAIRMAN: If price cycles were removed all taber, or dampened, but the
result was that the price that was set on a motterflaasis was below the average
price that you would otherwise see in a price cycle, evthat be to the advantage of
motorists or a disadvantage?

MR FITES: Well, it strikes us that — here’s a cadere the idea of an average is a
bit nebulous because it, you know, appears to us thatpeopte are queuing
outside the garage driveways on Tuesdays and Wednesdayshart®, that’'s when
the volume is pumped. So the smart and savvy motoristkaden to buy their
fuel. Sure, it does disadvantage people who get caughtastjost aren’t thinking
ahead about it, but | would suggest that most motoristsuthsast Queensland
know the cycles well. Sure, over a couple of yeargtheended to drift from
Tuesday probably out to Thursday morning these days, but noostists get to
know that cycle and buy their petrol accordingly.
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THE CHAIRMAN: It's interesting that the externalsdyver, such as the motoring
organisations and the like, tend to get most irritablepunldic sense when the price
cycles are operating, particularly when they’re opegatip.

MR FITES: Here in Queensland we don’t have a partiguigation in regards to
the price cycle. Our major irritation lies in thisu® of the city/country differential
where | —when | took the taxi ride in to the hotel — brmalist get a life, you know,
watching petrol prices seems to be my lot in life — butticed it was around about
115, 116 cents a litre here and, again, although there’sgedanaverages, | looked
at the average price for Brisbane in the past weekpvadmably about $1.08 for
unleaded petrol and it begs the question, to me, why shaarlel e an 8 cents a litre
difference, 7 to 8 cents a litre difference in therage prices between Brisbane and
a major provincial city such as — and seaport — such asswie. | don't think it

can be explained either by freight transport or, as rasdhcan understand of the
industry, by volumes as well.

THE CHAIRMAN: What was the high point of the cycteBrisbane? Just to take
those examples to the high point of the cycle.

MR FITES: Around about 114, 115 in the past week dowhdoaita$1.05 for
regular unleaded.

THE CHAIRMAN: So what it's suggesting is that Townsiis copping the high
point of the cycle and it’s not dropping at all.

MR FITES: It is suggesting that within the contexttim the last few weeks we
have seen a downward movement, grateful to seeagiomal centres, but still, to
us, it's indicating not only a lag between what happensd®ividrisbane prices and
the regional prices, but year round there is a diff@aebetween metropolitan and
regional city prices which can't be explained by the usuapects, if you like.

THE CHAIRMAN: Okay. So then just to summarise wheeggrevat at the

moment, you see two areas of concern: the firstaisthe absence of the price cycle
in regional centres means that, consistently, thas®rists in regional centres are
paying prices that tend to be at the upper level of whedutid otherwise be - - -

MR FITES: Yes.

THE CHAIRMAN: ---thecyclein- - -

MR FITES: Absolutely, yes.

THE CHAIRMAN: Right —in metropolitan areas. Arten you say you have less
concern — | won't say the RACQ has less concern aheutnovements of the price
cycle either when they’re going down or when they’rengaip, you just accept that

as a fact of life but that that has a potential acagato consumers in that they can
pick the bottom of the cycle.
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MR FITES: Well, within the current structure of timelustry, we don’t share the
same concern as other groups in regards to that, neesghgbu know, it leads us
to wonder at times what gives the major oil compariegsxample, the capacity to
maintain that sort of regular cycle each week whatréimes, it can be seen to be
selling below the terminal gate price. It leads our tadithought to the make-up of
what some people have called that “indicative parigyarhprice” which includes, to
our understanding, something like a seven to seven and @h&dfcomponent to
cover marketing-type activities, etcetera. Is thissibre of make-up of that
commonly-accepted indicative price which gives the aihpanies a wherewithal to
sustain the sort of regular or weekly price-cycling irtnoy@olitan areas.

THE CHAIRMAN: Yes. There would be some observéed tvould suggest the
reason they can sustain the price cycle is becaubke &ip end of the cycle they're
making enough to compensate for the potential that thdy&ing at the bottom end.

MR FITES: But that would be an interesting line afuiry, again, to see actually
how much fuel is being sold in a city such as Brisbamepemed with the lower end.

COMMISSIONER KING: Is it your view that the petrobijors are the driving
factor behind the price cycles?

MR FITES: On the evidence and observations available tioatisvould seem to be
the case. The more so, we think since the effectivesgenfithe major independent
importers of fuel — again, are coming back to this point@fttioice or lack of
choice that retailers, particularly the independenilegsa have in terms of their
source of supply. The oil companies, it would seem toeadly do have the market
power there at the wholesale level.

COMMISSIONER KING: | wonder then, if you're running then the metro areas
why wouldn’'t the majors want cycles — now, let’s asstthey’re doing it for a
reason, but it must be profitable for them in some semngky wouldn’t they want
them then in regional areas as well?

MR FITES: It's a good point. Again, look, thisrmserely speculation — is the
market situation somewhat different in these regioaatres because of the injection
of the distributor networks into the distribution chaihieh you don’t have in
metropolitan areas where the distribution tends tmbee direct from the refineries
or the major oil companies itself.

COMMISSIONER KING: | don't know why we have the pasity, | don’t know
why we have the cycles, but keep going.

THE CHAIRMAN: Yes. Well, | guess if you can hold yquetrol price cycle at the
high point day in day out, week in week out, you'd prefdrtadiave a price cycle.

COMMISSIONER KING: | guess, actually - - -

THE CHAIRMAN: Sorry, when you - - -
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COMMISSIONER KING: Sorry, just on that point, lelan, just on what you were
saying before, | mean, another way to view the pricéeayauld be the petrol-savvy
customers turn up on a Tuesday in the forecourt, or Tuesdaing in the forecourt,
because that’s when they expect the low price. Ifngorinning your retail outlet
you know you'd better be moving volume on Tuesday otheryds&e going to be

MR FITES: Miss out.
COMMISSIONER KING: - --it's a lot of fuel.
MR FITES: Yes.

COMMISSIONER KING: And you know they're the savvy ausiers so you'd
better be pretty price-competitive on the Tuesday, wkesaahe weekend or when
the guy turns up with the fuel card that was given by thal@yar — quite frankly
they don’t care what their fuel costs.

MR FITES: They don't care, that’s right. Yes.

COMMISSIONER KING: | mean, in that situation, isactually the customers
driving the cycle. Is it the fact that the customers up on Tuesday, and they’re the
savvy customers that you say, “I've got to move my peétrédy so I've got to be
price competitive.” They've gone on Friday, so I'll pyd my price and take the
fuel-card business and next Tuesday I'll expect them agdith kave to push the
price down?

MR FITES: Yes. Look, it's a fair point but, agaimuyknow, we just wonder how
the — and I've listened to the evidence from the Regaikessociation today and I've
heard how tough they're doing it there — it leads us toudgiechow the oil
companies, then, can continue to maintain this typsaé in metropolitan regions
without having some margin built in somewhere alongsthgply chain and that
margin is going to them.

COMMISSIONER MARTIN: Mr Fites, having heard what thegre, the
association was saying, if you'’re looking, you're thesiamer representative here,
and they're saying the business model is probably movingrimstef what is
presented to the consumer, why would you be arguing forahisdisruptive price
cycle when petrol is only going to be one part of thenemics that go into the petrol
station? You know, where people have got to queue and thgytysort of, work
out when they should go and buy this commodity, why @aube favourable to the
consumer that there’s all this market intelligence’theegot to get, whether it's
Tuesday afternoon or whenever?

MR FITES: Because in our view it’s price, price, priCehere’s very little, or no,
brand loyalty.

COMMISSIONER MARTIN: But who is telling you that?
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MR FITES: That's what our member feedback is abouh lmdormally and by
research including the ANOP research.

COMMISSIONER MARTIN: Butthey - - -

MR FITES: They will make full use of those shoppeckkts wherever they can.
They will chase a couple of cents a litre cheapdraytcan get it. We don’t hear our
members saying to us, “Look, | prefer that BP over that Mmtihat Caltex fuel,”

the prime concern is the price of the fuel.

COMMISSIONER MARTIN: But, for instance, with shoppdwekets, do you think
that the usage is as high as it was initially when tiee @f petrol was 80 cents — it's
now $1.10 — or is there - - -

MR FITES: Well, | can — |, again, refer to the AN@earch which indicates there
is an increased take-up of, and use of, shopper-dockets thbghe available.

COMMISSIONER MARTIN: An increase?

THE CHAIRMAN: | thought — I'm sorry, | wasn’t surehgther it was your figures
or the MTAQs that suggest that, in fact, that the shegdpeket take-up had
decreased from, didn’'t you say, 48 per cent to 42 perocdrdve | misunderstood
you?

MR FITES: Well, I'm referring to that ANOP resehrwhich, | understand, is
guoted in part in the Triple-A submission, that is, thatarket research in terms of
asking the consumers themselves whether or not thepeiselockets and have a
preference for them, and that indicates to us thatsbeof them is as strong as ever.
Of course, you know, it's one thing for consumers tossagething in market
research; the bottom line is where they hand thoskettom, but on the evidence
and research available to us, they are still very niaebured by motorists where
they can get their hands on them.

COMMISSIONER MARTIN: But do they do it on Tuesday afi@on or do they —
or is that through the week? | mean, these aressssieo how it interacts with the
price cycle.

MR FITES: Well, purely on anecdotal and personal expeeiewhen | was filling
up at a Woolies on Tuesday night, people do pick the timeeoiveek they use
them.

THE CHAIRMAN: There’s been a number of propositionstputis about the
shopper-dockets, ranging from, “They ought to be bannedy, fftdhey ought to be
redeemable at any service station and not just a Col&salvorths one but Coles
or Woolworths should bear the cost of them,” througliltopk, the diminishing
irrelevance and we can offer an alternative servicadtrists which is the better
convenience of operation.” Do you have a view, one wanother, in respect of
those, sort of, three ranges of propositions?
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MR FITES: First of all, we do have some concemierms of the overall effect on
competition in the marketplace which has come aboattjir the increasing
dominance, at the retail level, of the two major grocdins. Having said that, we
recognise and support any organisations right to say, “Lwerk’s a reward for your
loyalty,” if you like. To us, it's no different to Fly48/s or frequent-flyer schemes,
so we wouldn’t be suggesting that Woolworths or Coleohbeefl to move to a
model whereby people could redeem anywhere.

But, yes, look, we do — the point is if people havepgleal at Woolworths and Coles
—and let’s face it, in this country, they have vemyelichoice otherwise, it is quite
unreasonable — in fact, we’'d say it would be foolish ofesmme not to take
advantage of the four cents a litre on offer. So evéamly wouldn’t support any
precipitous moves to outlaw or, any other way, respactple from being able to
avail themselves of what benefit those shopper-dockétede

THE CHAIRMAN: Now, other members of the Australiantomobile
Association, with which you're affiliated of course veahad some somewhat
stronger views about the shopper-dockets and have suggestedrtiexample,
they’re adding four cents a litre to the cost of pettolyou share those views?

MR FITES: Well, look, the inquiry’s investigations maspu know, receive some
evidence and will confirm some evidence that it is haviag pnessure. Again, I'm
talking about the here and now under the current stryatader the current market
conditions we would very reluctant to say that peoplétd@ve some opportunity to
get some reduction in the price of that fuel whetherhigre in a regional centre
where the price is going to be the same throughout te&,vee in a metropolitan
area where, if they’re smart enough — and | think mosonsi$ are — they will make
use of that docket at the low point in the price cycle

THE CHAIRMAN: You've suggested that competition in thikolesale market
could be fostered by encouraging independent importers tdeetba market. Are
you familiar with the reasons why they exited the market

MR FITES: Yes. Well, our understanding is it wagéddy because of fuel
standards, fuel quality issues, and that led to the erebsétglory days, if you like,

of the liberties in traffic, etcetera, they're alyilib source a standard of fuel overseas
which provided Woolworths, in those days, the opportunityell at a very
competitive price.

Let me say this. We appreciate and support moves to makéhstifuel standards
are higher these days and that that may, as a resalighjy has put potential or
current independent importers in the situation, now,ttiegt may find it particularly
difficult to source fuel of appropriate standards to mesel; to meet Australian
standards at a price any better than anyone else,ytamiyaf they’re going to Asia
where our understanding is there is a continuing stréongt rising, demand. And
so | suppose the days of buying cheap fuel overseas isfgotiee time being at
least anyway.
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THE CHAIRMAN: That certainly seemed to be the evidepoovided to us
yesterday, which was that import competition was miursory than real. But even
if importing were available, or the if the terminalsrevavailable to take the imports,
that the price at which fuel is offered by the Australiefiners to Australian
distributors and retailers, tends to be marginally, albarginally, cheaper than that
that could be obtained on the overseas market.

MR FITES: That could well be the case and, you knbat's — although we, you
know, we — there is a model we’d like to see, have roongpetition at the wholesale
level, we do recognise those realities as they extsieatnoment.

THE CHAIRMAN: You talked, in a number of commentsttpau’ve made
yourself and Mr Ken Willard has made, about the TPA b&iadequate and this
limits the ability of the ACCC to deal with anti-contpire behaviour in the oil
industry and you've just — if | can quote a couple of refezen

The ACCC can only go by the Trade Practices Act that is totally guede to
deal with the anti-competitive behaviour in the oil industry at the ptdsee.
Though it has to show explicit collusion between the oil companies, which i
extremely difficult to do, they might best be described as a “esghiger.”

What do you see as the inadequacies — well, let me — Idsgouwlack — what do you
see as the anti-competitive behaviour in the oil indwsttize present time and the
inadequacy in the Trade Practices Act to deal with it?

MR FITES: We would see that, primarily, in the aoégéhe exercise of market
power which isn’t related to collusion, as such, in tteaa of — well, it could be
construed as predatory pricing, where it just takes otigeahajor players to put the
squeeze on prices acting quite independently. Thatardseof concern to us, where
it's not a matter of a couple of representatives ofipeting organisations gathering
in the golf club on a Saturday afternoon to talk abosepror fixed prices but,

rather, within a market with a shrinking number of larigg/grs, the ability of any
one of those players to exercise their strength tdetdment, particularly, of the
independent players.

THE CHAIRMAN: Okay. Can I test that a bit, becatise independent players are
often thrown up as the parties that are victimised bygtoed pricing, but we've
heard evidence over the past three days that the indapgpidyers actually don't
set the prices, they take the price offered to them hiyghppliers, for the most part,
the major oil companies. Now, as we’d be aware, preglaticing involves
someone who has got substantial market power exerciganhgaower to damage or
to try and destroy a competitor.

If it’s true that “the independents,” as we’ve descritiegin, are price-takers and that
the parties that are setting the price are, in fhetpil majors, that is, their suppliers,
then where would we see — what would you see as reallyraag in the competitive
dynamic where a major — and | assuming for this purposeeytalking about a
Coles or Woolworths — are offering fuel at very lowcps, let’s suggest even below
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cost, but the response from the suppliers, thatesptice-setters, to the independents
is that they don’t seek to match it; they don't seeksgisatheir independent
distributors, their independent retailers, to match pniate.

MR FITES: Yes. Look, again, you know, | noted wittenest, you know — the
evidence from people within the industry, the retail industis morning, but going
back over time, within the last decade as we’ve rampedhap monitoring we can
do of prices — it's been interesting to note, for examptane quote the example of
United Petroleum, the role-out of their site, it's ahin a, sort of, progressive
northward movement, they got a little further northhegear, our observations as to
pricing in regional centres over that roll-out of Uniteetroleum was that it seemed
to us more than coincidental that when United came ta tbes existing outlets at
that stage that the oil majors — | think the grocerynshavere up and running then —
they sharpened their pencils and prices, overall, canve.do

So that was evidence to us, or it indicated to us, dt lagain, from the outside
looking in, that an independent chain with some @itiass to it did have the
ability to influence prices at the retail level. So | suggbput that up as an
observation somewhat counter to claims otherwisethiosie sorts of larger
independent chains don’t have some influence in the soewidawering prices.

THE CHAIRMAN: Let me put this scenario to you, this pogition to you, which
we’re just trying to puzzle through at the moment; wejoe price-takers, which are
the independent retailers; we’ve got price-setters,waie — I'll simplify — just for
current purposes remove the, if you like, intermedidnglesalers out of the process
— but we’ve got price-setters, which are the major aihganies; and we've got
price-setters, in part, that may be Coles and Woolworth

MR FITES: Yes.

THE CHAIRMAN: If we took the propositions put to us twe independents,
which is that Coles and Woolworths predatory price withdbjective of driving the
independents out of the marketplace and the independerits@apete, and we
were to look at who is actually setting the prices,twhat would be suggesting is
that Coles and Woolworths, with the assistance aif suppliers Caltex and Shell or
Shell and Caltex conversely, are purchasing fuel andhgedti a retail level that is
designed to drive out the independents, which is reatietimg their suppliers - that
is, BP, Mobil, Caltex with its own large independentitetatlets, and, in small part,
Shell.

That is a strange scenario, because it's suggesting oted Shell, Caltex
Woolworths, are trying to drive out of the market Caltekell, BP and Mobil, and
the BP and Mobil are not responding by saying, “We willinllke competition being
provided by Coles and Woolworths.” Does that sound rafional

MR FITES: No. It doesn't, and, look, our difficylin all of this is that all we see
are the posted prices. We have no knowledge whatsowvarsight whatsoever,
who is making the moves here. You know, the traditiomadlel, as we understood
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it, of the Woolworths pricing regime was to simply comand match the price that
- the posted price of their competitors within a dartgeographical area, and, again
going back a few years at least and looking at the datavéehbad, it indicated to us
that at that stage, at least, in the early yeaesyiholworths-type operations
certainly weren’t the price leaders. They were sinmpdgching the local prices and
offering the benefit to their loyal grocery customdirgou like.

Now, the suggestion that we’re hearing now, is that theved or changed that
model in recent years to actually going on the front,fbeing more aggressive, to
the extent that, you know, they could be accused of inalylligia competitiveness
which some people may construe as being predatory pricing.

THE CHAIRMAN: Yes. ltis, indeed, a strange scenagn't it, when, if we look
at these independent retail outlets as being, cantheati, distribution arms -
they’re not, | know that they have different struesjrfranchises and commission
agents and the like - that they are distribution ariteeomajor oil companies. But
what is being put to us is that the major oil companieappy to sit by - sit back
and allow these independents to be driven out of the mbaylk€altex - start again,
by Coles and by Woolworths, which is suggesting that, yowktiwat the BPs, the
Mobils, the Caltex and Shells of this world, are sittiagk and basically saying,
“Well, we're happy for the BP outlets to go out of iness.

We're happy for the Mobil outlets to go out of businass for the Caltex
independent outlets to all go out of business, and, you kihew§hell’'s few
independent outlets, all to go out of business, and thigusti all leave us with
Coles and Woolworths dealing with Caltex and Shell.sekms all just a bit
irrational, doesn't it?

MR FITES: Or, another way that scenario could gbas it may - and | stress may
- present an opportunity for the BPs and Mobils to takepipertunity to
consolidate their operations into company-owned and ageksites, consolidation
into larger super sites. Some may contend that thaldvewit their purposes.

THE CHAIRMAN: And if it did, then you might have amteresting competitive
dynamic between BP with its company-owned sites whiglyeunderstand, most
of them are; Mobil with, as you described it, potentiampany-owned sites;
Caltex, with a number of franchised sites, 11 to 1400 in;t@altex with the
Woolworths sites; Shell with Coles running its metrdpalsites and having the
regional sites. You could have some interesting cotneetiynamics between four
major oil companies and two major retailers.

MR FITES: Well, to us, you know, | don'’t think theregigything inherently
anticompetitive about a situation where you've got, say, major oil companies in
or out of alliance with grocery chains, and a numbdarge independent chains -
and by large, | say, in the Queensland context, the Fneedbe Matildas and the
Neumanns. To us, we don’t see anything inherently anticanapen that at all. As
much as one empathises with the battler running mayberdme® sites, or
something like that, | don’t think with the best willtime world, operations such as
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that were ever going to make a real contribution to mdoepetitiveness as far as
consumers are concerned.

THE CHAIRMAN: But they would if the people that gbe price that they
ultimately are able to charge at the bowser weredsted in their continuity, given
that the price setters, as they put it to us consigtaatoss Australia, the price
setters in these cases are the four major oil companie

MR FITES: Yes. Look, you know, this is maybe perfeotld stuff to us, but, |
mean, again, in a perfect system, even a relatieslynumber of large competitors
benefiting from the economy of scale, volumes, and #hiikg that, shouldn’t be
inherently anathema to the situation where motorigtgatting a fair deal.

COMMISSIONER KING: [I've got one question, actuallyightly going back to
where we were talking about fuel standards earlierayu noted that the
independent, or the demise of the independent importersaledsd to the change in
fuel standards but, at the same time, we all like highstaedards. Was the problem
that the Australian Government went it alone in &tahdards, that, perhaps, we
should have gone in lock-step with the Europeans or theri&ans, or you just don't
think that would have mattered?

MR FITES: Look, that’s an issue, and it's a conderas on a number of levels as
well - you know, environmental and other issues as watl] think it also relates to

- in terms of pricing and benchmarks for pricing, we'véthis anomaly, as we see it
at the moment, that the benchmark for our regular unleasd#dsfin fact what we

call premium unleaded here. You know, we're using 95 Mog#sedsenchmark for
regular unleaded - 91 unleaded, and, to us, | think that alsoaglitds bit of fat in

the margins for the oil companies as well, you know. r&Megenchmarking the price
on something which costs the consumers five to six @elitit® more at the pump
here as well.

COMMISSIONER KING: But does that, again, reflduat our fuel standards, you
know, are just a bit out of whack - you know, maybe wesagnahead of
everywhere else in the world?

MR FITES: In a broader sense, you know, it's our vieat we should really be
catching up here in Australia in terms of our - how we lip with the Euro
standards, etcetera, for fuel.

COMMISSIONER KING: Sorry. What do you mean by catchip@

MR FITES: Like, you know, getting up to the Euro 4, Eutypge standards;
working more in sync with the world in terms of, you indead content - sorry, not
lead content, sulphur content, etcetera.

THE CHAIRMAN: John? Allright, do you have anything mag/ou want to add,
Mr Fites?
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MR FITES: Look, if | may, thank you, Mr Chairman, tigscouple of observations
which the inquiry may - the Commission may want to tiake account as you
continue your investigations and deliberations. To comglicatters a little bit, you
might want to take into account the Queensland fuel sylssideme and what
complications that presents in here, and you woulduageaof a now concurrent
inquiry running as well. Just what we needed; we wéiegsaround waiting for
another one. But another thing | would like the inquirgit@ some consideration to
in looking at price structures as well has been theasing availability of ethanol
blend fuels, particularly here in Queensland.

Frankly, we have a concern that at this stage, st, 6@t ethanol blends are not
bringing the price benefits to motorists which | franink have been over-
promised. We have a situation here where we have a chnljgcounts from about -
on the pump, from about two cents a litre up to abouethteo to three cents is the
common range of posted discounts. Taking into accountdmsiumption issues, we
believe that doesn’t deliver cheaper motoring to our mesrierause - simply
because those sorts of discounts don’'t compensate adgaqraiagh for the
recognised fuel consumption penalties in E10.

But there are also some issues we’re aware of througgrvdiion and anecdotal
evidence, that the way those discounts are delivered amsistent even amongst
the chains. And | mean, to be specific about it, thes@®me where one requires a
discount card - a specific discount card to receivehiee cents a litre discount,
seems to be applied very unevenly from outlet to outhet tlhose difference can be
actively being invited to take the card on your first fiittwthe E10 and then - and
receive a discount, to some instances where it's gimgl mentioned, and that
simply means that there’s an extra three centseaftir BP or the operator there as
well.

So | think that’s another issue, particularly as we&eing — although Queensland is
allegedly heading towards a mandate, an E5 mandate by 201it@irlgein south-
east Queensland, as we look at the increasing avaiaifilE10 amongst the various
chains these days, essentially, | see, in the naaefuihotorists won't have a lot of
choice in that matter as well. So the price of EIfleisoming a real issue in terms of
the overall cost of petrol and the overall cost ofaniag as well. So that's an
avenue of inquiry which the commission may wish to puesueell.

THE CHAIRMAN: All right. Thank you very much. Thhryou for your
attendance and for your assistance today.
MR FITES: Thank you.

<THE WITNESSWITHDREW [11.54 am]

THE CHAIRMAN: And at that point, we will — sir?
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MR AGACY: Could | say something?

THE CHAIRMAN: [I'll have to swear you in under oathdait would need to be —
can you make a contribution to the issues that we'asrgpwith?

MR AGACY: Maybe because ..... but | can affirm.

THE CHAIRMAN: Well, okay, if you'd like to do that. ¥\ve got a limited
amount of time but happy — you've signed the registes lyau?

MR AGACY: No, but I can if you want me - if you wamte to do that now.
THE CHAIRMAN: Yes. Okay. Why don’t you take a seaepthere and - - -

MR AGACY: I'mjust an ordinary member of the publiclivie in Townsuville, |
have done for many years.

THE CHAIRMAN: Well, if you'd like to state your namand then perhaps take the
affirmation or oath.

MR AGACY: Rex Agacy is my name.

THE CHAIRMAN: Sorry?

MR AGACY: Rex Agacy.

THE CHAIRMAN: Rex Agacy, yes.

MR AGACY: | can spell it out for you later.
THE CHAIRMAN: And - - -

MR AGACY: Where do you want me to affirm?

THE CHAIRMAN: Affirm.

<REX AGACY, AFFIRMED [11.55 am]

THE CHAIRMAN: Thank you very much.

MR AGACY: I'mjust speaking as an ordinary member @f plublic, and I've lived
here for many years and the price of fuel in Townssg#lems to be higher than that
in Brisbane, for example, and has been for a long.tieople complain that it’s due
to freight costs, etcetera. I've got the Shell subimisi front of me and it says:
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In Queensland, for instance, Shell typically imports directly intaatsh
Queensland terminals mainly from its Singapore oil refinery but buy$duel
the Brisbane market from a refiner in that state.

That being the case, when it says “north Queenslandiawe oil tanks a few
hundreds metres from here and | would imagine it cones tbr else it goes to
Cairns or close by. Why are we paying such a high priéd@wnsville compared
with Brisbane when we’re getting refined petrol presumébly the Singapore
refinery of Shell, say; that's one situation. Thatiself, the price in Brisbane and
Queensland, we are subsidised by the government and shagetting an 8 cents
difference between Queensland prices and New South Wades. Now, why,
indeed, is that happening? | mean, why, indeed, is itabe that the prices do not
exhibit an 8 cent, or whatever, difference? They're nooidess on parity, Brisbane
and New South Wales, or it has been.

Mainly, I’'m concerned with the situation in Townsviliere | think it should be
cheaper, in fact, than Brisbane, but it hasn’t beemfoybe 20 or 30 years
whatsoever. Insofar as your item — perhaps thinkingitalvbere collusion is
concerned between the major oil companies, | thinkikésdoing to the races where
you see the bookmakers have their boards up and thelyfoekihg at each other’s
prices and within about five seconds everyone has got the gdce if the first
person lowers it. So I think it’s like that, that adlmpanies set their price, they don't
actively collude, but they just observe, very quicklythi half an hour the prices
have changed, for example. | think that’'s how it goes.

The other point I'd like to make is that the prices halbmut three months ago, were
maybe $1.33 that’s including the shopper-docket, but have dome dramatically

to about $1.14 or whatever. And | think, maybe, apart fleermAustralian dollar
going - increasing, the real reason for that is becatidee announcement of this
inquiry with its powers to subpoena and compel withessasgwer questions,
etcetera, and really it’'s a matter, | think, of the@xive just soiling their underwear
— please write that down. And let me - - -

THE CHAIRMAN: Do you want to express that .....

MR AGACY: Let me — and I think that’s the reason hinhk, therefore, that if you
did have strong powers and, indeed, someone else mentie@echbudsman,
certainly if Labor gets to power they will have a pramommission, perhaps under the
authority of the ACCC, but otherwise it doesn’t matt#o is in power. | think there
should be an ombudsman just like there is for thededaunications industry and
the banking and financial sector. The other mattenisuld like to see some price
control. 1 would like to see price control of fuel tlzaimes into Australia and, at the
very least, there should be transparency within the ingaswholesale level,
perhaps not at retail level, | would like to see that ba,| don’t think | want to wish
us to pursue that.
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| would say that, for example, just in May last yewolivia nationalised the oil
industry. So people wanted privatisation, they got priattia of Telstra. With the
oil companies we have privatisation and now we araegegbe consequences of it,
they’'ve had so many inquiries. So | would like to seeAGEC, along with the oil
companies, indulge in a mechanism for price control dfthe’s coming in to
Australia, that way we control it to an extent. ée you can put licence conditions
on fuel imports, such as you put licence conditions ostielfor example. Those
are the points I'd like to make. | hope it has been sconéribution to your inquiry.

THE CHAIRMAN: Thank you, Mr Agacy. Thank you for yowrdribution and
those points will be taken into account as part of eguiry. Thank you very much.

MR AGACY: Thank you.

THE CHAIRMAN: You may be seated.

<THE WITNESSWITHDREW [12.00 pm]

THE CHAIRMAN: Now, | will formally close the hearg. Thank you.

MATTER ADJOURNED at 12.01 pm INDEFINITELY
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