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MRS OWENS: Good morning and welcome to the public hearings of the
Productivity Commission’s inquiry on Progressin Rail Reform. This public hearing
in Perth is the second of four sets of hearings. We held one set last week in Sydney,
on Thursday we're in Adelaide and next week we'rein Melbourne. The hearings are
designed for people to raise issuesin relation to our draft report, Progressin Rail
Reform, which we issued in March, and to give people the opportunity to provide
input into the final report, which is due to be released in August. While people who
provide information are protected in thisinquiry as if they were giving evidence to a
court, thisis not a court of law.

We try to make the hearings as relaxed as possible, despite the microphones.
However there are some formalities which we try to follow each time we conduct a
public hearing. First, for the benefit of the transcript, we ask participants to introduce
themselves and to indicate in what capacity they appear, and I'll come back to that in
aminute. Secondly, information provided at these hearings is often used in our
reports. We therefore ask participants to be as accurate as possible and if they've got
any doubt about the accuracy of something they say, or are not sure, they can come
back to us later and verify it one way or the other. Finally, transcripts from today’s
hearings will be provided to al participants.

| don't think | need to do this but | will introduce my colleague, Derek Scrafton,
who's the associate commissioner for the duration of the inquiry, and | think well get
started now. Could you both introduce yourselves and your position with the
organisation for the transcript.

MR JAMES: Wayne James, acting commissioner for Westrail.
MR RYAN: Tim Ryan, general manager of the network group, Westrail.

MRS OWENS: Good, thank you. Thanksfor coming and thanks for the
submission. We've read the draft submission that you gave us, and thank you for
that. | think you've given us afinal version today, so thanks very much for that but if
there are any changes between the draft and final we won't obviously have picked
those up and our questions are relating to the - - -

MR RYAN: There's nothing substantive that changes between the two.

MRS OWENS: Fine. | understand you've got some opening comments you'd like
to make.

MR JAMES: Yes, thank you. We're appearing here today because we are
concerned about the future of the rail industry into the next decade. It's essential that
the Productivity Commission actually clearly states the current plight and state of the
rail scene asit exists today and from that the real issues that need to be
comprehended for the rail industry to re-emerge as a viable, robust transport mode for
the next decade are really the concerns of Westrail today. Asaresult of that we have
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provided
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a supplementary submission to the Productivity Commission which, as you noted,
you have received.

I'd just like to highlight the key points in that submission and I'd just like to go
through those now from our point of view so that they're actually recorded in the
public arena. If | refer to our supplementary submission, item 1 really isfor
information only and that’s on the key reform initiatives. We believe there have been
a couple missed out there in terms of the West Australian scene.

MRS OWENS: Thank you.

MR JAMES: Initem 2, Performance of the Australian Rail Systems, | suppose
there are two key points that we wish to emphasise in that section. Thefirst point is
that there is a need to ensure that the scal e effects and the policy and market
environment are taken into account when considering the Australian rail scene. The
second item that we wish to draw to the commission’s attention is that on-time
running is not the most important key performance indicator when transport service
Is part of alogistic chain.

In terms of the section on structural issues, there are a number of points we
wish to make there and I'll just summarise them one after another. The first point
that we'd like to make isthat thereis alack of definition of high volume. Westrail’s
highest track section carries 9 million tons per annum compared to aUSclass 1's
average 27 million tons. Secondly, separation models work against economies of
scale and can have a high interface cost. Thirdly, the best model for regional
railways - and thisisin Westrail’s opinion - is integration with effective access
regimes. Fourthly, the USrail industry is vertically integrated without formal access
regimes. If we are to be compared to them, why not examine that model ?

The next issue that we wish to highlight: the one-stop shop model for the
interstate track is, in our opinion, the most pragmatic solution at the moment. Path
pricing, whilst suitable for interstate market, may not be suitable everywhere and a
number of pricing methodologies are likely to be used. The last point that we wish to
highlight is that gross replacement value is an appropriate asset valuation
methodology and is contestable and transparent.

Initem 4, Safety and Regulatory Issues, we have three points that we wish to
highlight. Firstly, there are a number of myths and generalisations that need careful
analysing, and the industry lacks an appropriate framework to conduct this work.
Secondly, uniformity can impose unnecessary costs and stifle innovation.
Interoperability is the answer for the Australian rail scene. Thethird point: safety
regulation must be based on compliance based approach and not on a prescriptive
one. Lastly, competitive neutrality: the item there we wish to bring up is the lack of
aframework for long-term transport planning leads to inequity in the treatment of
road versusrail, especialy in the investment decision-making processes. Thank you.

MRS OWENS: Good. Thank you for that and thank you for those introductory
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comments. | think they were very useful for us. | think what we'd liketo do is
actually go through each of those areas and we might actually take the order in which
you've done them in your presentation then and as in your submission itself. | will
take on board those reforms that you have listed there. We are changing the nature of
our reform chapter to make it less state based and more issues based. Y ou'll probably
find it's going to be a bit different in the final report. It was a bit of both, so we
thought it didn’'t work particularly well, but we will take those and absorb those into
it.

Can | just ask you, in terms of reform, when we were in New South Wales they
suggested that we actually should be looking at the investment in rail asareform
Initiative, not just - we've listed various reforms - structural reforms and so on. They
said why don't we look at the increased investment that’s been taking place in the rail
system. Do you see investment in rail asreform or just an ongoing thing?

MR RYAN: | guessour first reaction was it would be difficult to identify any
significant investment that was perceived to be part of areform process, with the
exception of the $250 million which has yet to have any effective expenditure on the
ground. That at least istargeted at achieving national standards but most of the
money that’s gone into rail has been replacement capital or new project driven. You
wouldn’t argue that very much of it came from areform agenda.

PROF SCRAFTON: | appreciate that comment because that has been a problem
for us and it's obviously a problem for the rail industry also, who would want to
ascribe everything that has happened to areform agenda, whereasin practice alot of
it is the management that would have taken place. In fact you made that comment
about a couple of things in your documents. That’s difficult to separate out. We left
that out but others argued that it should go in, SO we appreciate your comments on
that.

MRS OWENS: | think interms of the performance, you've given us some useful
comments there as well in relation to scale efficiency and in relation to quality.

| think in terms of on-time running, we used that as a measure because it’s very
difficult to get anything else on a comparable basis, and the question is whether you
canreally - isit better to have on-time running information than nothing at all, or do
you think it is possible to collect other sorts of information?

MR JAMES:. We report in our corporate intent statement our performance
measures, which are about on-time delivery of tons, and have got public documents
inthe arenain areas of bulk haul. So | don't believeit's hard to do that and | believe
the information should be available on the bulk haul side. We do also have on-time
running in terms of passenger services and afreighter service, which is an on-time
running service, but the bulk haul is tons delivered as against program.

MRS OWENS: So that isan on-time running indicator?

MR RYAN: Wsdl - --
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MRSOWENS: Orisit?
MR RYAN: No, it's not.
MR JAMES: No.

MR RYAN: | guessthe reason we raised the issue was there's a fascination with
on-time running driven by a fascination with the interstate market, which represents
very few tons compared to the total rail haul, and we don't argue that in the interstate
market on-time running is the critical performance measure because it is about
delivering, essentially, consumer goods and isin the distribution chain, but to most of
our bulk customers on-time running is somewhat of an irrelevancy and our principal
measure for them is tons delivered as against programmed tons. What time the train
arrivesis practically irrelevant to us and allows, in fact, for flexibility.

| suspect if you took the Hunter Valley, for example, and looked at on-time
running, (a) it would take you a hundred years to work out what the actual schedule
ended up being against the program because it's driven by the shipping system, so
that can stop trainsin mid-stream. Then the issue for the Hunter is: are you putting
theright variety of coal into Port Waratah at the right time?

MR JAMES: Which isthe same as our grain transport to all our ports around
West Australia, meeting the shipping program and meeting the batch that's needed to
go into those individual ships as they hit the wharf in line.

MR RYAN: The other point isthat in the bulk transport area you can get a
hundred per cent on-time running and fail to deliver the service.

MRS OWENS: Thedilemmafor uswas readly trying to get comparable data both
across states and then we were trying to look internationally. | think that the only
thing that we could come up with - and John’s here and he probably can say more
about this - was this on-time running indicator. | don’'t know if there are any other
indicators that have been used on aregular basis that we can fall back on.

MR RYAN: That will bethe practical difficulty because we've had internal
dilemmas in getting away from on-time running ourselves to actually measuring and
collecting the data about delivering the tons, for example, in the grain area where the
industry has spent an awful lot of money on very powerful logistics and recording
tools. So in comparative terms, | think it's going to be very hard to find a measure,
but it is the only quality measure that you raise in the report and we think it
understates afair bit of the rail business.

MR JAMES: In the public arena, because most of the bulk haul operations, evenin
Americaand that, are a private clientele arrangement, they aren't publicised.

MRS OWENS: That makesit even harder, and it's going to make it even harder in
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future in Australia as more of the system becomes privately owned and operated. It
may be something that we'll never be able to pin down.

MR JAMES:. Weéll, you would be ableto if you had the approval of the client to
show what his system was working at.

MRS OWENS: Sowe might be just the victims of time, atiming issue, but | think
the best we will be able to do is acknowledge the difficulties of measuring quality
across systems and say, "Thisis difficult at this point in time."

MR JAMES: We could give you some examples to show an example of the bulk
haul measurement.

MRS OWENS: That would be useful.
MR JAMES: Wecan do that.

MRS OWENS: That would be very useful. We could put in alittle box, saying that
thiswould be the way it should be measured.

MR JAMES: A typical example of what happensin bulk haul logistics
management.

MRSOWENS: Yes.

PROF SCRAFTON: Others have made similar comments, so | think we need to
somehow accommodate this comment that you've made. Recognising that we will
not be able to get some comparative data, we need to qualify what we've got much
more than we have done already.

MRS OWENS: Interms of scale efficiency, | probably don't want to get into that in
too much detail now. It'sabit hard to do it in this sort of forum. It might be better if
perhaps John talks to you later about that issue, but | think it's the issue of whether
we use loco numbers or loco horsepower and you've given an example of Westrail
versus Burlington Northern and | think we'd just like to explore that a bit further with
you, but maybe the hearingsis not quite the right time to do it. Did you have
anything else in performance measurement?

PROF SCRAFTON: Therewasjust this, on scale efficiency: you had alittle
comment in there about comparing tons hauled and | had a bit of difficulty in reading
that to understand the significance of that. On the first page, down at the bottom, you
make a comparison of tons hauled per thousand tons of locomotive horsepower and
you mentioned that the comment in the report that we made about horsepower in
Australia catching up, aswe put it almost, is not all that valid; that at the same time
as Australia has been moving to 4000 horsepower, the Americans are introducing
6000 and so on, presumably. | think that's a good comment and | appreciate that but
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the second one | had a bit more difficulty with, the tons hauled per thousand tons of
power. | don't quite understand the significance of that as a measure.
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MR RYAN: Againit’sjust smply attempting to compare, to equalise the question
of locomotive numbers. There's no question the US have probably increased their
average horsepower per locomotive by twice our rate. We did a huge catch-up with
the NR fleet, for example, and that looked like a quantum leap, but at the same time
that we built 124 locomotives Burlington North ordered 1100 6000-horsepower DC
traction in the sameyear. All were saying isthat if you look at tons hauled by a
locomotive in the Wheat Board study, you've got the reverse of that result, but if you
look at it astons per thousand horsepower, we in fact are using our locomotives
much smarter. But if you look at it on absolute numbers of locomotives - so it’s just
neutralising the use.

MR JAMES: It'sabout capital resource management. As a productivity measure,
we are ahead of the US.

MRS OWENS: Yes, but | think you came out |ooking pretty good, at |east
internally.

MR JAMES: The Australian average is above Burlington North, which is
considered the benchmark measure in the US.

MR RYAN: Sorry, we should qualify that. That'saWheat Board study, which I'm
not quite sure has ever been made public in full and it only related to grain haulage.

PROF SCRAFTON: Yes, but thanks anyway.

MR JAMES: It'sworth having aview and I'm sure the Wheat Board would give
you aview of that study, because they did benchmark it and neutralise - - -

MR RYAN: And they actually ran it both ways on this scale efficiency thing. They
just ran it out as an absolute number and then adjusted it for scale and you got quite
diametrically-opposed results.

MRS OWENS: | think we will follow that up and have alook at that.

MR RYAN: | don't know that it's ever been publicly released but the Wheat Board
have certainly used it in public forums and it’s getting a bit ancient now - that’s 1994.

MR JAMES: Butit'sthe principle. It'sthe principle of how to measure the
productivity improvement in the system.

MRS OWENS: Again | supposeit’s going to come back to what data is actually
available to do the measurement but we're still trying very hard to look at these other
ways of measuring and make sure we're getting it right and, if we're not getting it
totally right, we'll have to qualify like mad what we've got there. | think the next
thing wed like to talk to you about is the structural issues, and again you've given us
very valuableinsights there. In terms of high volume and low volume, we've been
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looking at high volume as being rail carrying coal and iron ore and so on, and low
volume as being the rest, so the high volume are the specialised railways and then
there'stherest. Would you see yourselves as being alow-volume carrier or a
high-volume carrier?

MR JAMES:. Low volume.
MRS OWENS: Low volume. | just wanted to clarify.
MR JAMES: But | would question whether - - -

MR RYAN: Our most intense traffic is the bauxite traffic from Pinjarrato
Kwinana, it's short haul, and on that section of line we carry 9 million tons a year.
That’s the highest we get and the USclass1- - -

MRS OWENS: You said about 27 million.

MR RYAN: About 27 on average, and | don't have the numbers, but if you took the
Hunter Valley and the number of tracks they've got in there, and you actually
measured the tons per track, | don't think you're going to get much higher than 15 in
the Australian environment, and the only exception to that will be the Pilbarairon ore
railways. The other problem isthat none of our alleged high-volume railways are
stand-alone regional systems, they're part of in-service - you know, attached to
low-volume stuff as well and there's no discrete regiona high-volume railway.
Where we carry the bauxite we have 9 million tons on the end of that line, which is
our south-west main, and 4 million at the other end and it has some spur lines coming
off it. So we've found it very difficult to understand, for the structural debate, this
concept that you've got some isolated low-volume railways and then some
high-volume regional railways and that in some sense they were separable.

PROF SCRAFTON: I think one of the things that is apparent to us from hearings
Isthat our report is read that way far too strongly. It was not meant to be arigid
taxonomy in that sense, it was more just to say there are certain characteristics about
railways, but it's not to say that they don't all apply in different proportionsin
different places and | think we take your comment on board. But that’s why Helen
asked the question about how you see yourselves, because in terms of the way that
we saw it, we saw it as alow-volume railway, and your comment about the Hunter is
very pertinent too, that even that would just be on the margin of what you might
consider to be atrue high-volume railway. But having said that, you make the
professional judgment that you feel that if yours or any other railway that you run was
a high-volume regional railway, you would have a strong preference for integration
on that railway, vertical and horizontal integration on that network?

MR JAMES: Yes.

PROF SCRAFTON: We appreciate that.
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MR JAMES: And | want to make the point again that | think when comparing us to
anybody else around the world, the ones being compared to are vertically integrated.

PROF SCRAFTON: Yes, we picked that up.

MRS OWENS: Isthat because you want to strengthen your position in terms of
intermodal competition? What's the argument that you're using?

MR JAMES: The argument iswhat actually is happening elsewhere in the world in
a competitive deregulated rail system? That's what Americais and that model would
appear to be working very well, considering that's what the benchmark is for
productivity.

MRS OWENS: You tak about the US not having regulated access regimes, but
you before that say that you are in favour of - you say that Westrail believes - thisis
on my page 5, | don't know what page number - I've got afax page number - but,
"Westrail believes that the appropriate model for high-volume regional railwaysisa
vertically integrated railway with an effective access regime,” but then you cite the
US, without a very strong access regime, as being okay. | couldn't quite work out
whether you think you need the access regime or not.

MR RYAN: If you go back to have alook at the argument about separation, our
argument for integration isit leads to the most efficient provision of the infrastructure
because there are key business drivers. Thereisalink between the above-rail and the
below-rail operation and there are economies of scale. If you're worried about
monopoly rent, then you have to have an effective access regime to avoid that. You
have to have the access regime so that the price the track owner charges is regul ated
and you can't extract rents. The difference we see with the North American market is
that the first test in Australiais whether the market would sustain, economically and
practically, duplication of the infrastructure. In alarge part of North Americait can.
The market is so big that an operator is not necessarily locked out of building his own
infrastructure because the market will support it, whereas the Australian market, in
almost every case you can think about, would not support duplication, so that’s the bit
that’s missing out of the American system.

MRS OWENS:. Yes.

MR JAMES: Hence our support in the Australian system for the access regime.
MRS OWENS: Yes. That'sclear, and that’s then consistent.

MR RYAN: But whether that access regime, in terms of preventing monopoly
rents, needs to extend to above-rail competition is an interesting argument. The
Americans seem to survive with the combination of commercia negotiations and the
Monopolies Commission’s power to ensure that there is competition in markets and

they do have some regulation about service provision, but they certainly don't have it
down to the nth degree that we have it herein Australia, so we're saying it's
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potentially possible we have gone too far with the model here and if your prime
concern is stopping monopoly rent, you can do that without necessarily having to
have formal above-rail regulation for competition. The Americans don't haveit, so
effectively they've got two essential differences, but we certainly think in the most
part in the American market you can duplicate the infrastructure so that that argument
Is quite different.

PROF SCRAFTON: Yes, good. | think on high-volume regional that’s fine.
Could we just take that a bit further in terms of your own operation in Western
Australia. We have heard in some of the responses about the potential for above-rail
competition in what we categorised as low-volume regional railways and | don't
know whether it's easy for you to tell us, but would you describe the competition for
the business you've got in Western Australia as very strong, the intermodal
competition that you're facing in Western Australia? And isit possible to illustrate
that by trendsin freight rates?

MR RYAN: If weretaking low volume, essentially you're talking about our grain
business and it is totally exposed to road competition. The pricing methodology that
we useisthat we price alocation against the best available road distance and
road-truck combination.

MR JAMES: Not thelength of the railway.

MR RYAN: Not the length of therailway. Soif you can useroad trainsin that
district then that generates a different price than if you've got alimitation on truck
size, for whatever reason. So our price is based directly on what the competitor, the
road competitor, will give you, and the only way you survive in that businessis that
you manage the whole - we have a contract to shift all of the grain that’s delivered to
the nominated points. We still have grain that goes past those on-road competitors
directly into port but if you've got the whole business you can manage the
competition. If you begin to desegregate that business we think that rail will be in
trouble competing with road freight rates.

MR JAMES. We are avolume-sensitive transport mode - rail. Long distance,
volume-sensitive, isour efficiency.

MR RYAN: But even in other markets, for example the intermodal container
market between here and Kalgoorlie, the goldfields, a reasonably significant market
of all the traffics we have on rail, there are road trucks running along beside us with
the same stuff onit.

MR JAMES:. That'sright.
MR RYAN: Very competitive environment. It's only probably when you get up to

the real heavy bulk hauls, like the bauxite, that you start to question whether road is a
feasible alternative.
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MR JAMES: Ironore
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MR RYAN: Yes.

PROF SCRAFTON: Which, interms of what we were talking about earlier, sort of
pushes you towards the high-volume-type railway, even if the totals are not very
large, in the sense that you mentioned earlier. So that’s alittle bit different. 1t was
those other markets that we were interested in and we appreciate that comment.
Again, if | could just take you that little bit further, it has been put to us that thereis
potential for competition and it’s hard to describe this, but | would describe what you
have said existsin Western Australiaas real competition. It has been put to us that
there isthe potential for real rail-on-rail competition in these markets. Would you
agree with that in light of what you've just said? | will put my cards on the table first
and say that given that situation, | don't think there isalot of scope for rail-on-rail
competition but we would like to hear what the rail operators believe, and we have
come out in our report suggesting that it isn't that great but we have been criticised
for that.

MRS OWENS: Wewerecriticised in New South Wales last week. Therewasa
very strong suggestion that thereisagreat deal of potentia for rail-on-rail
competition in those markets and our view had been in our report that low volumeis
relatively low volumein Australiaand if you've got sufficient intermodal competition
that's probably all you need, but what do you think?

MR RYAN: No, isthe short answer.

MR JAMES: Yes.

MR RYAN: No, we don't think there’'salot of potential.

MRS OWENS: What about niche operators coming in on some of those lines?

MR JAMES:. Thereisthe potential for margina competition. Our intrastate
movements to Kalgoorlie, where we have an interstate operator coming down the
same pathway, that obviously will provide some rail competition.

MRS OWENS: Butit'sonly going to be avery small part of its business, isn't it?
MR JAMES: It'sonly avery small part of hisbusiness. | suppose the only other
comment | would make, it would depend on what is the competitiveness of the other
mode that rail was competing against, and if the road competition for some other
reasons is highly priced, such asterrain, configuration possibilities, lack of bridges,
structures, then the competitiveness will then be able to be managed in terms of
above-rail competition.

PROF SCRAFTON: Thanksfor that.

MR JAMES:. And ] think that's the key.
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MRS OWENS: Arethere many circumstances where you would say that road
competition would be limited because of those constraints?

MR RYAN: Notin Western Australia.

MR JAMES:. NotinWestern Australia. In Australiathere may be.

MRS OWENS: Butin maybe New South Wales?

MR RYAN: Yes.

MRS OWENS: Maybe that's what they're talking about.

MR RYAN: | guessthe reverse example was a better way of saying it. We, asyou
know, had an exercise in attempting to set up above-rail operationsin the

Hunter Valley. The attractions to us of the Hunter Valley were (1) there was no
possibility of road competition in reality at the end of the day. Thereis some road
competition but at the end of the day there’s no way road can haul that task or
politically would be able to.

MR JAMES: But the uniqueness of rail is competitive edge.

MRS OWENS:. Yes.

MR RYAN: Soif you didn't have intermodal competition - we had a view that the
provision of the current service was inefficient and we were more efficient at
operating trains, we were better at |ogistics management than the current operator, so
we could shave the margin and, thirdly, there was an element of monopoly pricing
still in the existing pricesin New South Wales. So we thought you could have ago
at that.

MR JAMES:. And there are other marketsin Australiathat are that way.

MR RYAN: If you run those reverse tests on most of our business we've nearly
always got road competition.

MRS OWENS: Do you want to finish the story for the record?

MR RYAN: We are still having negotiations but predictably, and it's on the public
record, FreightCorp dropped their freight rates whenever the competitive pressure
came on, and presumably had achieved sufficient reforms to allow them to do that in
aprofitable way. It'sabit hard to tell but we assume that’'s what they did.

MRS OWENS: So they seethat - you might not want to comment on this -
contestability is enough, that actually getting to the point of actually letting the
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competitives in may be a different story?

MR RYAN: That'sright. There are very high changeover costs for an operation to
go to anew operator and new rolling stock and there are risks for the business, the
coal business.

MRS OWENS: Although they have done it in Leigh Creek.

MR RYAN: They'vedoneitin Leigh Creek but that was a pretty standard and
Isolated operation.

MRS OWENS: Yes.

MR RYAN: $So certainly thereis no doubt that contestability immediately induces a
result, whether or not you get the competitor.

MR JAMES:. How robust that isfor the long term isreally the issue that is yet to be
tested.

MRS OWENS: Yes.

MR JAMES: Because once the contestability is there will the operator go back to
itsold style?

PROF SCRAFTON: Yes, thanksfor that. That really is helpful to us and we
appreciateit.

MRS OWENS: If you think that the potential for rail-on-rail competition in the low
volume - in inverted commas "low volume" - rail is probably quite modest in
Western Australia, what do you think that implies in terms of access regimes here for
those routes? Do you need a strong access regime or not?

MR JAMES: | believe you've got to have a strong access regime regardl ess.

MRS OWENS: But why? If you're not going to get others coming in do you need
the complexity?

MR JAMES: | don't believethat oursiscomplex, to be quite honest, because it
starts off with acommercial negotiation and only is affected if those commercial
negotiations fall over for some high level reason. | believe that what we are setting
up is the future transport system and to have thisin place and be sitting back behind
the structural framework is going to be very valuable in the future to leave all options
open to any client, so he does get a choice if he wishes to make that choice, and |
think that's very important, and there may be other commercial imperative later on
over the next decade that may have been not available if we do not go down this
pathway. So it isabout opening up the market and then allowing the market to
respond accordingly. There is no more competition that you can - you know, you've
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opened up the market totally to the competition and there can be no more argument
about it. It comes back to aclient’s decision., right, wrong or otherwise.

MR RYAN: If you go back to one of your themes about how do you - you know,
given all sorts of reform at the end of the day you've got to get a more commercial
focusinto the rail industry. Our people have competed against road and know we can
beat them in open competition, so the next commercial driver for usisthat thereisa
threat of another above-rail competitor and there is no doubt that just the perceived
threat of above-rail competition has provided a strong commercial focus, and to the
extent that could pose an advantage our guessis it outweighs the cost quite
considerably.

MRS OWENS: But asaperceived threat that's not areally great threat, if you think
about what you were saying before about the need for economies of scale and the
dangers of dividing up a particular market. It's not areally strong threat, isit? But
you're saying it’s just enough to keep you on your guard?

MR RYAN: It'sjust apackage of driversyou've got to focus commercially, because
their prime driver will be the road competition in this state, but at the end of the day,
if they let their performance dlip, then other rail operators will comein.

MR JAMES:. That'sin service delivery. That's the other equationtoit. Oneis
price and the other one is service delivery.

MR RYAN: You haveto remember that we have seen competition on our interstate
route where we're not involved, other than as the access provider, and our people
have seen what competitive pressures do to operators and how they behave.

MR JAMES:. And actual operators coming into the market for service delivery
reasons, not pricing reasons, and an example thereisreally the SCT starting off.

MRS OWENS: | think we've talked about low volume. We've talked about high
volume. The other issueis this relationship between the urban network and the rest
of the network. Isyour urban rail network here pretty well independent from the rest
of the network?

MR JAMES: Pretty well independent.

MR RYAN: Intermsof freight.

MR JAMES: Intermsof freight.

MRS OWENS: Youdon't have the Sydney issue?

MR RYAN: No.

MRS OWENS: But interms of what you've been saying you tend to have some

18/5/99 759G.W. JAMES and T.F. RYAN



degree of sympathy for the Sydney issue in terms of - we had suggested this
horizontal separation of the urban network and you were - I'm trying to find where
you've got it, but you said that you had some concerns about that.

MR RYAN: No, essentialy what we're saying is when most people have got the
interstate model they either, like us, think the pragmatic solution isto deal with the
ARTC and manage that as best we can because of the number of interfaces that are
going to end up, or you dedicate an interstate track, which is the other model, and our
suggestion is that no-one, when they talk about the dedicated interstate track,
includes the urban interfaces and that in fact drives the majority of problems for that
business. We don't have an urban interface with our interstate business but it
certainly causes us major headaches because the entry and exit times for the trains out
of Sydney and Melbourne, in particular, control how you can use the - - -

MR JAMES: Control how you manage across the network.

MR RYAN: Sowe get 16 interstate trainsin aperiod of seven hours and otherwise
don't use the track for the rest of the day, and that’s causing major problems. So all
we're saying is even if you got the interstate network as a horizontally separated
thing, unless you resolve the urban issue, particularly in Sydney, you are not going to
get anywhere and that’s particularly important for the north-south corridor, which is
the worst performing corridor.

MRS OWENS: But whether you have an integrated urban system or separated out,
you've still got the problem one way or the other.

MR RYAN: Yes, that'sright.

MRS OWENS: And that problem is partly a political problem, as| understand it, in
Sydney. The politicians have decided that the passengers will take priority.

MR RYAN: Yes.

MRS OWENS: So that’sthat, but there may be other efficiencies to be gained by
separating out the urban network, even recognising that constraint and talking about
having a vertically integrated urban network such as the model that they've adopted in
Victoria

MR JAMES: Yes, wewould support the vertically integrated urban model.

MRS OWENS: But we tak about it being horizontally separated.

MR JAMES. Wedon't support that in passenger terms.

MR RYAN: Sorry, horizontally separated.

MR JAMES:. Yes.
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MR RYAN: Urban on itsown.
MR JAMES:. Yes, that’sright.

MRS OWENS: So you support being vertically integrated but you want to seeit as
part of the overall network?

MR JAMES:. No.

MR RYAN: No, were happy with horizontal separation.

MR JAMES:. Horizontal separation of passenger and freight.

MR RYAN: Until you get the horizontal separation you are going to have this
continual bloody problem with freight trying to go in and out of there and then at the
end of the day the only solution in Sydney is to separate the two networks.

MRS OWENS:. Yes.

MR RYAN: It'sthe only solution.

MR JAMES:. Itis. Weve been around that bush more timesthan | care to think
about, and you can argueit till the cows come home but until you do that you will
never be able to give freight due consideration and you'll never fix the north-south
corridor.

MR RYAN: Yes.

MRS OWENS: Asyou can understand, we received adifferent view last week in
our Sydney hearings.

MR RYAN: | understand some of the current views might reflect nervousness
about doing anything before the Olympic Games.

PROF SCRAFTON: Which isan extraordinary situation for a two-week event. |
guessit just addsto - - -

MR JAMES:. Butvery redl.

PROF SCRAFTON: Yes- just adds to the comments that have been made, yes,
about how these political influences can dominate.

MRS OWENS: There are arange of issuesin relation to the interstate network and

we've just touched on that when we were talking about the urban issue. But we have
aproposal to establish what we've called atrack manager, which isn't really an
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ARTC,
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it could be something else. But whoever the manager is wouldn't be the owner of any
of the track and we've suggested that it actually runs or manages the track on behalf
of the track owners, which could be Westrail or it could be the RAC in New South
Wales, and it could be the ARTC representing the bit in between. And we suggested
that you could have then the same access regime covering the whole caboodle, the
whole lot, and that you wouldn't be treating intrastate and interstate operations any
differently.

So we had a different model, which was this management model, so that we
could then start to think about fairly innovative ways of determining who gets on to
the track at different points and how to actually deal with the intrastate versus
interstate tensions. And you have actually argued for a different model, and that is
ARTC asaretailer, and | was wondering, in terms of your model, what that actually
means. What doesthe ARTC do as aretailer?

MR JAMES: Themodel, and that is the model that's currently being pursued, in
my view is probably the only pragmatic outcome we're going to see. The ARTC asa
retailer sells access for interstate operations. It has the functional relationship with
the access seeker in terms of paths, priorities and pricing and we simply sell them a
block of accessto our track. It will generate a national access code, and that’s
intended, and we will prespecify the basis of that access in terms of operating
standards - at the national standard but in terms of the interface issues- and hopefully
the customer will deal with one body. So we will have aformal legal contract with
the ARTC about allocation of paths, about change, about new business and so on,
and there will be a national access code; and | think that’s as close as you get to a
model.

The problem we haveisthat at the end of the day there isn't athing called the
interstate track. For large slabsof it it is part of intrastate or regional networks - you
can probably forget the state boundary bit - and if you hand over the nominated track
to the interstate people, then the interface difficulties become much greater because
there are many more of them for the intrastate people who run across the tracks. And
so we think you'll get a pragmatic outcome with the ARTC solution, and the
customers in some senses are already reacting that they see even this model as putting
amiddleman into the process, and whatever happens they want to avoid that as far as
possible.

I think it's workable but it may take awhile to get people in other jurisdictions
on the other side of the country to agree to a more open approach to any ARTC
manager. Thereisapenchant for being a bit prescriptive about how it operates and
that shows up in awhole range of accessissues. Our view isthat we sell access, you
warrant that you're a safe operator, and let’s go; and we have five years of experience
with that and we don’t have any problems with it. But there is a penchant to impose
detail and that will just take some time to wind out of the system. | guess we don't
need to tell you what jurisdictions that's happening in.

MRS OWENS: For therecord you might. | think we've already - - -
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MR RYAN: You'veaready heard.
MRS OWENS: | think we've already been given the story.
MR JAMES:. Thereareonly two.

MRS OWENS: No, we've been puzzling over this whole interstate/intrastate
dilemma and how you determine who's going to get access to which bits of the path
when, and how you actually ensure that those that value the access most highly get it,
so we were thinking about this issue of auctioning train paths and so on. Everyoneis
not looking very convinced about that. Would you like to give us your views on that
proposal ?

MR JAMES: | think we said in here the clientele at the moment are responding to a
structural way the system is set up. In other words, in the interstate market, in the
east-west market, they’re coming out because of curfews on the entrance to the
system coming from the eastern seaboard and that's the market that they’re in at the
moment. | just think that the flexibility of people offering different services and
running different trainsis going to be absolutely closed off when you start to think of
it in train pathways. | don't know what the amount of differenceisin terms of trains
running, but sometimes trains can run three or four hours late. Now, what happened
to the pathway that you auctioned? It's just not practical when you're running the
long distances, so that's oneissue. The other issue is the different types of markets
that people wish to operate in. At the moment, yes, they're very focused on
intermodal container train movements.

MR RYAN: Let megiveyou an example. SCT are essentially in the business of
product warehousing and discount.

MR JAMES: Yes.

MR RYAN: They'renotintherail business, never have been. And again, if you
look at performance standards, their contracts exist with customers that require them
to keep a certain amount of stock on a certain market shelf in Karrinyup in Western
Australia. It doesn't say they'll run their train on time on Wednesdays. It simply says
there will never be less than 10 boxes of Uncle Ben's dog food at Karrinyup, so they
manage their process in terms of getting access to maximise the use of their train, and
because they control the process they can choose their departure times. So they seek
paths where they can get maximum train links and maximum tonnages on, whereas
others, such asthe National Rail Corporation, are ataker and you sit your train in the
terminal and you say, "Bring all your containersin here. We'reloading at 7 o'clock.”

If anew buyer of National Rail, for example, wanted to extend that business
into direct distribution contracts - and we would have to say that we see the
elimination of the middleman of the freight-forwarding business as one opportunity
for efficiency - then again the problem of what you want disappears and it doesn't
necessarily - at the moment the paths are critical because they need to leave
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Melbourne on Friday night for delivery into Perth on Monday morning because the
customer wants to pick his stuff up on Monday morning. But if you were running his
entire distribution process, whether you get in Monday or Tuesday, providing you're
managing it, doesn’'t matter.

MR JAMES: Or Sunday.

MR RYAN: And then when you get out of the interstate mode and start to talk
about the sort of access, | don't know how we would ever describe grain pathways.
We havefive trains that sit in Avon and on any morning we might have them
programmed to go five different ways and a different ship arrivesin port and we just
go five different ways to what we even had planned on the weekly program. So when
you get out of the direct interstate customer base, then your access - the example |
used there was the Hunter Valley. You could have all the pathways in the world in
the Hunter, but if your coal doesn't get caught up at Port Waratah, it will sit and rot
and never get to use your pathway.

So in the Hunter the access you would want to negotiate is the capacity to get a
number of tons to port on any given day in accordance with the shipping schedule
and not at a pathway. So we think that at the end of the day there are awhole range
of variables that go into negotiating pathways and in determining for the operator
what's value for money.

MRS OWENS: Maybeif that's an argument for spot prices.

MR RYAN: Yes, spot prices, and some people want certainty about tons, others
might take opportunity tons - you know, fit the train in where we can.

MRS OWENS: You see, all those people are going to all have different valuations
on how they use that system.

MR JAMES: That'sright. | think there is another aspect, and whilst we are
concentrating very much on what is today’s environment, | have aview that the
environment that rail is moving into in the next decade is one of land transport
competing against sea. | believe that ports will get more efficient. | think that's
inevitable in Australia. | believe that cabotage will be removed at some stage. From
that point of view that offers another competitive mode out there and we have to be
very careful at the moment that we don't structure a land transport framework that is
not flexible enough to respond to the competitive pressures that that system may offer
to us. In terms of that we may see more reversal back into regional entrances and

S) - -

MRS OWENS: Sorry, what do you mean by that?
MR JAMES:. What | mean is that the shipping services may turn around and we

may be taking rail out from ports back into the hinterland further, rather than
dominated across Australia. So it may change the framework of how we do business.
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And | just believein this period of change we want to be very, very careful about
putting any structural reforms in place that do not allow the land transport market to
respond to any sea mode transport because of the reforms that will occur in that
industry. And then what does the actual structure of our market look like? Because
there's no doubt in my mind that land transport is going to compete against the sea
and it may throw up different configurations, and for goodness sake don't close us off
now by thinking about what is the structure model now. It should be |eft flexible.

What is wrong with the current situation? Isit flexible enough to ensure the
maximum amount of competitive pressures left in the system? So then | come back
to pathways. Auctioning pathways and having people locked into pathway
management may be thrown out the door in three years' time, and | just believe that
the market should determine those situations and not be structurally imposed upon
us.

MRS OWENS: Yes. | suppose as an economist we'd see auctioning pathways as a
sort of a market response rather than an allocation or an administrative method. Itis
away of the market dealing with it. | think David Marchant - I've seen him at
conferences talking about this proposal. Y ou probably have, too.

MR RYAN: Yes, but he'sgot a single section of line.
MR JAMES:. Yes.

MR RYAN: Theonly things he's got running are interstate trains that are currently
running on strict customer-based timetables.

MR JAMES:. Timetables, yes.
MR RYAN: Of course hell do that. Yes, of course helll do that.

MR JAMES: That's his segment of the market, so that works well for him; that's
his. For another part of the same network, no, it doesn't work for it. Hence I'm just
saying leave the options open. He can do that, and if that's good for his part of the
market, so beit. But don't impose it across the whole system is where I'm coming
from.

MR RYAN: The other thing we need to be mindful of isthe cost of the investment
inrail for an above-rail operator to get operational, someone like SCT, and then some
long-term capability of guaranteeing their business. They have along-term interest in
access or aright to access without necessarily defining the specifics of it. Sointhe
case of most of our access contracts we have a variation between 10 and 20-year
terms with a broad right to access and a specific operation schedule that we can
amend from time to time.

MR JAMES:. We\ve had no difficulty in achieving clients requirements in that
five years of our experience, and they have changed.
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PROF SCRAFTON: And making changes.

MR JAMES: And making changesin that. The nature of the business so dictates it
that way.

MRS OWENS: Isthat because you don't have congestion or agreat deal of
competition?

MR RYAN: Wedo. One of the problems of the interstate is that at the time when it
runsit is extremely congested because it comes - - -

PROF SCRAFTON: Inthat 5 o'’clock or whatever you've got.
MR JAMES:. That'sright.

PROF SCRAFTON: Theoneearlier.

MR JAMES:. Wecall it apack. It comesin apack.

MR RYAN: But there are still ways of managing that.

MRS OWENS: I'mtrying to understand how you actually manageit. Do you do it
manually or do you negotiate?

MR RYAN: We negotiate. They have fixed timetables but when we have
variations - we have an agreed negotiation process in the access contract which
includes an obligation on us to negotiate with other operators. So if an operator says
to me he wants to change his path, | can't say, "Y ou can't because there's another
operator where you want to be." I'm obliged to attempt to negotiate with that other
operator and that happens regularly.

PROF SCRAFTON: I'djust liketo comment on Wayne's little discussion there
about keeping the future open. We tried in our report to make a point very strongly
that there are no perfect models for any situation. | think that you've given us arather
different outlook on that; that we need to think about what it might be likein

10 years time. Your discussion about the competitive influence - we did mention
that occasionally in the report but it doesn't get any emphasis and maybe we will
think alittle bit more about that in light of your comments.

MRS OWENS: Yes, | think we haven't really talked alot about logistics
management.

PROF SCRAFTON: That'sright.

MRS OWENS: And I think that our next participant will probably tell usthat we
haven't spoken sufficiently about the broader environment in which therail systemis
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going to be operating in the future in Australia. So we haven't tried to look to the
future too much. We're not futurol ogists but on the other hand we need to
acknowledge that things are changing and that we don’'t want to lock the system into
the status quo.

PROF SCRAFTON: At least that was the message we did try to give.
MRSOWENS: Yes.

MR RYAN: Wehaveaview that the current round of privatisations and structural
changesisround 1. We think there are probably too many interstate operators, or
would-be interstate operators, already in a skinny market.

MRS OWENS: That leadsto the issue of ownership. And with Westrail thereisa
proposal to privatise you at some stage. 1I'm not sure what the timing of that is now.
Isit still meant to be this year?

MR JAMES: The program isfor this year.
MRS OWENS: Laterintheyear?
MR JAMES: By the end of the year isthe objective.

MRS OWENS: Haveyou found asacommercial entity that you have been
constrained by government ownership at any stage? Hasit been a problem?

MR JAMES:. Yes, itisaproblem interms of flexibility, first of al in user capital;
secondly, in terms of scope of business outside of the government’s boundary in
terms of its responsibilities to the taxpayer; thirdly, thereis the issue that the reform
of deregulation has gone about as far asit can in terms of Westrail under public
ownership. The government needs to take a position or to analyse why it needs to be
in there when we have a competitive transport market here within West Australia,
and can it, by bringing privatised operation in, lead us to another plateau level in
terms of cost efficiencies and focusing on service requirements rather than maybe
some of the political influences that are there.

That’s not saying that the political influence can't be dealt with. If thereisa
need for a state infrastructure to be built or operated, then it would be no different
under private ownership or Westrail in dealing with putting funds into that as we deal
with getting new resource businesses off the ground. Personally, we at Westrail see
that we have a growing market. We have the introduction of now third-party
operation into our market. In other words, we've lost the monopoly of intrastate
business to enable us to compete, and we believe that we can compete and take this
business to the next level and that it isalogical step.

The decision is not a philosophy of government. It is strictly a business
decision. Westrail is considered as the leading government-owned railway in
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Australia. Itisprofitable. 1t will come under more competitive pressures with the
introduction of third-party track access which the government has legislated,
therefore the decision to privatise is strictly one of a business nature and one of a
government’s decision-making of whether it needsto be in the business any longer or
whether it should be putting its capital borrowing power into other areas of
government - isthe way that | seeit. It will take anatural course of action but |
personally believe that the Australian rail scene, in freight, will be fully privatised -
an environment change in the next decade. That is the competitive model that will
exist out there.

MRS OWENS: What about Queensland? Can you comment on Queensland?
MR JAMES:. Queensland will always be last cab off the rank.

MR RYAN: Hedid say "the next decade".

MRSOWENS: Yes.

PROF SCRAFTON: Yes, okay.

MR JAMES: Intermsof passenger transport, that’s a different aspect. | believe
that the government should own the infrastructure for passenger transport. They can
always fund it cheaper than what private enterprises can with their credit ratings and
that. Theissuethereis about value for money in terms of providing the "operate and
maintain” side of the business. So therefore that is the contestable market that is
available to be tested there from a government point of view. | think it'svery clear
and that's what our scoping study indicated at the end of the day.

MRS OWENS: Intermsof capital asyou're currently set up, have you had
problems in the past trying to get access to capital when you've needed it for
Investment purposes? Y ou have had afair bit of investment, haven't you? You've
done quite alot.

MR JAMES:. Weare debt funded. Currently | think Westrail’s debt isin the order
of about $730 million. That includes freight and passenger, although we are
profitable in terms of the freight business. | think it'sinteresting, rather than look at
the past, if welook at the future, where there is a direction being put forward about
being low debt or debt-free in terms of the state managing its own business. It'sa
high priority in this particular state’'s way it wants to manage its business, and
therefore where does it want to spend the limited capital borrowings that it’s prepared
to make available - in which areas? | believe that's a major reason out in the future.
In the past it's been very much one of winning political support for the initiatives.

MRS OWENS: So you're expecting, when your businessisfinally sold, that the

new owner will continue investing in the rail or will they go to government and say,
"We want the government to put in."
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moment is supporting itsinfrastructure investment. When | said about the
government, there will be external reasons - either community service values or
resource payoffsto this state - for them maybe to invest in or contribute to some sort
of infrastructure development. It isno different than us seeking contribution from the
ARTC for the upgrading of the Koolyanobbing to Kalgoorlie railway for a national
standard reason, not for acommercial reason from our point of view.

| believe there will be issues like that - resource driven, national productivity
reasons, maybe community service obligations in the future. They should be seen
transparently and treated as and when they come up but the business should have to
stand on its own, given its commercial revenue coming in. We believe that it can and
are demonstrating that with good management you can put alow-volume railway in
place and it will be robust and viable.
MR RYAN: We've been running afairly aggressive capital investment program and
having to do it out of our profits, despite the fact that we have a very high gearing
ratio. We're about 80 per cent debt funded.
MR JAMES:. 87.
MR RYAN: So that hurts and you would normally expect in this sort of industry for
about afifty-fifty model, and that would make an immediate difference to us of about
30 to 40 million on the bottom line.

PROF SCRAFTON: The urban investments are not part of that. Were they grant
funded?

MR RYAN: The urban investments are debt funded.

MR JAMES: They're debt funded and are under Westrail’s accounts at the moment.
PROF SCRAFTON: But they're not in that 730 million.

MR RYAN: Yes, they are.

PROF SCRAFTON: They are?

MR JAMES:. That'stota Westrail.

MR RYAN: But they're accounted separately.

MR JAMES:. The business, whenit's sold, will be sold debt-free, so it will be up to
the new owners to decide how they want to structure their business - if it's sold.

MRS OWENS: There are not going to be any hooks in the contract that say, "You

shall invest so much in Western Australian rail operations for the next five years," or
whatever?
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MR JAMES: Therewill be. There are some stakesin the ground about supporting
acouple of projects.

MR RYAN: Oneexampleisthat the new owner will be required to upgrade the
Esperance railway line in accordance with our plans but only if the iron ore contract
to Esperance is extended, so it's got acommercial link toit.

MRS OWENS: Yes, and that will just affect the price in whatever way.
MR JAMES: That'sright, that'sal.

MRS OWENS: If they seethat that's avalue to them, it won't affect it much but if
It was something they wouldn’t have otherwise done - - -

MR RYAN: Theonly effect it will have on the valueisif our guess about the
Investment iswrong in terms of commercial returns because if they get the contract,
there'sacommercial benefit for them to have the investment. So it’s going to be
pretty marginal play unless we wildly guess the investment wrongly.

MR JAMES:. There asowill be acondition to support the current grain network to
possibly the year 2005, given that we have embarked on a - the Grain Logistics
Committee in Western Australia, the industry, has predetermined the tracks that will
want to be in place, and are matching that with a strategic receival point plan with the
cooperative bulk handling. So there are just afew of those but they are business as
usual, asfar asI’'m concerned. They arein our strategic plan and are in our forward
estimates anyway, so al of the onesthat | know of are the way we want to do
business. It’sjust locking up the way we're doing business now for perhaps the first
five years, and that's good for atransition period and makes everybody comfortable.

MRS OWENS: | was aware they've got these sort of conditionsin Victoriawith the
franchising.

MR RYAN: There aren't the hooks.

MR JAMES: There are no hooks like that proposed in this sale at the moment that |
can see.

MRS OWENS: Why do you call those hooks? Y ou don't have to answer that - we
can ask them next week.

MR RYAN: Becausethey are like abale hook. Have you ever seen awool bale
hook? When someone grabs you with one of them they usually get you pretty
severely.

MRS OWENS: Do you want to ask anything about the safety regul ations?
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PROF SCRAFTON: | would like to acknowledge, though, that we appreciated the
supplementary submission and we appreciate al the cooperation we've had from
Westrail. | would just like to put that on the record. | think this discussion has been
very useful to us, as have al the discussions we've held with you.

MRS OWENS: Youvegot alittle bit here on safety regulation. | don't think there's
very much in that that | actually disagree with. Y ou worry that absolute uniformity
can stifle innovation and flexibility. | hope we haven't given the impression that
we're actually advocating absolute uniformity, and if we have we will try and address
that.

MR JAMES: No, that message wasn't aimed at you.

PROF SCRAFTON: | think you used an expression earlier, "interoperability"”,
which is something that | thought was very useful.

MR JAMES:. Yes, that isthe key to where therail industry needs to be going from
a competitive business model.

MRS OWENS: | think in our very first meeting with you last year you raised this
issue and this way of thinking about it and | think it has stuck in my mind. | don't
know whether it has come across sufficiently strongly in what we've written yet but
we will try to fix that. | think that was about all. You do make apoint - again | don't
have a page number but the second-last page. Right at the bottom you say, "While
there’'s a number of initiatives under way in thisared' - that is on safety regulation -
"the lack of arail body equivalent to the role performed by the Road Transport
Commission in researching and introducing national standards continues to
disadvantage thisindustry,” and | understand that the proposal for a national land
transport commission seemsto have died. So where do you think we should go from
here if we don't have that sort of body? Maybe arail body?

MR RYAN: I'm not sure the ideafor anational land transport commission has died
but the principal role for the national land transport commission was to have a
sensible and intelligent look at investment in transport infrastructure totally as a
planning body, and if you look at the NRTC it’s had two roles. It's had that role for
roads - in other words where do you take road infrastructure, investment and planning
- and it has also had a standards body sitting beside it as part of itswork and it had
some legislative backing and introduced a whole range of reforms. We have a
plethora of subcommittees.

MRS OWENS: You've got some new ones, | see.
MR RYAN: And we've got another new one which isavoluntary body to - only
into actual rights - do some voluntary standards and all we're saying isthat if you sit

back as an operator and you're going to wait for that process to deliver you anything,
then you will go broke waiting. So the road industry has had both. The bit that we
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like about the investment planning - and it has had some support for its technical
stuff and we're still setting up subcommittees.
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MRS OWENS: So, what, you would like to see some sort of commission, whether
It's aland transport commission or something, that has this responsibility?

MR RYAN: Our reluctance to agree with that position is based entirely on aview
that a number of people think that they can get away with giving us a body that does
the regulations and then the argument about transport investment will go away and so
we've not been prepared to support that as a policy because there is aview that the
sop to therail industry is, "Well give you this regulatory body that fixes up your
standards but we won't have the Land Transport Commission,” and we say the
Investment - you know, strategic planning issue - iscritical.

MR JAMES:. Absolutely critical.

MR RYAN: Andthen it can have as two of its arms the road and the rail standards
awards.

MR JAMES:. That's about making land transport competitive for the next decade
and see how we do it - you know, what is the logistics model of Australia?

MR RYAN: So we say anational logistics model.

MRS OWENS: So where are you now? Where do you sit now?

MR RYAN: We say we need abody to fix up the regulatory issues but the minute
we accede to that publicly we will get one and everybody will ignore the bigger
issues. So for the moment we're saying the Land Transport Commission is drop-dead
critical, the most important issue, and we will live with the rest of it until we get that.
MRS OWENS: Isthat likely? You haven't given that away as an idea?

MR RYAN: No.

MRS OWENS: What about this other role it was going to have in investment,
looking at the relevant investment of road and rail.

MR RYAN: Yes, that's the issue we're talking about, the planning and the
Investment decision-making.

MR JAMES:. That'stheonewedont seeas- - -
MR RYAN: That's the one we want to keep.
MRS OWENS: Y ou want to keep that but not the other?

MR RYAN: No, we need the other as well but strategically we've been offered the
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other as a sop to the first one and we're not interested. We want the first one first.
We can live with our problems with standards.

MRS OWENS: So thisintergovernmental agreement that has been agreed to, ATC,
and the review of rail safety arrangements, did you agreeto all that?

MR RYAN: That'ssimply areview of the existing IGA.

MR JAMES:. And currently whereisit up to, given that it has been some two years
now that we've actually started to tackle - and the gap analysis.

MR RYAN: We're only having that because nobody is brave enough to say the real
problem in safety administration restsin New South Wales and if you fix that there
probably wouldn't be a significant issue.

MRS OWENS: Would you like to expand on that?

MR RYAN: It'ssmple. They are the only people running prescriptive and
Inspectorial-based regimesin the country. Everybody elseis running
compliance-based schemes and, secondly, they're running two of them. They've got
the Rail Safety Bureau and the RAC, both effectively performing the same role and
they're doing it on the basis of some local advice about duty of care but they impose
on their operators and their owners things we would never dream of imposing and
there is no evidence of any sort that their system is inherently safer.

MRS OWENS: So they're not getting better outcomes at the end of the process?
MR RYAN: No, and it’s high cost to the industry, and if you examine al of the
issues that have had the drum banged on - the Maunsell inquiry and everything else -
if you follow the detailed path back, you will end up in one place.

MRS OWENS: Good. That's very useful, thank you. We are actually going to be
talking to the RAC again in Melbourne next week. We didn't have an opportunity
last week to talk about safety issues and we will be doing so next week. Have you
got any other questions, Derek? Isthere anything else you would like to say?

MR JAMES: No, | don't have anything to say.

MRS OWENS: We've held you up abit too long, I'm afraid.

MR JAMES:. That'sal right.

MRS OWENS: | think what we might do now is break for five minutes and resume
at 11 o'clock. Thank you.
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MRS OWENS: Our next participant today is Mr Brian Fleay. Would you please
give your name and in what capacity you're here, for the transcript.

MR FLEAY: My nameisBrian Fleay. I'm aretired engineer, ex the Water
Authority of Western Australia, and since retirement | have a connection with the
Institute of Science and Technology Policy at Murdoch University. | am an associate
of that body, which | think puts me on an even lower level than being a student, but
still the main purpose of it has been, from Peter Newman'’s point of view, to give me
access to the ingtitute and the university services for the work that | do. | think that
sumsit up.

MRS OWENS: Good, thank you. And thank you once again for coming to see us
at our hearings and thank you for your supplementary submission, which Derek and |
have read.

MR FLEAY: Good.

MRS OWENS: Andwed very much like to ask you a few questions but meanwhile
you have some opening remarks | think you'd like to make.

MR FLEAY: Yes. | hadn't originally thought about putting a submission in this
round, but when the report turned up in the mail |1 was prompted to do so. My
submission and my remarks are dealing more with broader global issues than some of
the intricate detail of rail reform which, not being in the industry, | didn't feel too
inclined to tackle. In any case | thought my best contribution would be the things at
global level.

| had just read Dr Brain’s book, which | found an inspiration. It fitted in with a
lot of other things that | had come to from my other reading and looking at economics
of an ecological and energy aspect, and | suppose in afit of enthusiasm commented
on that, and perhaps | think the important question that came out of that discussion of
Dr Brain was the importance of appropriate leadership from government, particularly
from countries like Australia, and various facets related to that. There are alot of
things | don't agree with him. | don’t want to go into that. The second question |
dealt with, of course, isthe onethat | dealt with last October when | spoke to you,
and | think | gave you a copy of my paper to the Chartered Institute.

MRS OWENS: Yes, you did.

MR FLEAY: And the outcome of that conference greatly exceeded my
expectations. They took on my agenda to the extent that scared me, if you know
what | mean, and that prompted Peter Newman - that was what |ed to this publication
- what prompted me to write a postscript, as | think there were afew issues there
related to nonconventional oil and things like coal that needed statement, plus afew
things; particularly, as | mentioned to you awhile ago, the recognition that the
salinity problem in the southern part of Australiais much more serious than |
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the time we last met, and that this has very important transport implications because
the whole question of dry-land agriculture in southern Australiaisreally in question.

And then | dealt with afairly local issue that | was aware of for the south-west
of Western Australia - declining rainfall. My last yearsin the Water Authority were
spent in the role as manager of the operation and maintenance of Perth water sources,
so it'sasubject I'm familiar with. And as| said in my submission, the Water
Corporation here has been forced to come to grips with thisissue, which | described
in my submission. It'sinteresting in this respect: if you look at the wider perspective
of the way | perceive the development of the 21st century will be, perhaps the Water
Corporation of Western Australiaiis at the forefront of what will be the focus of
business in the 21st century, because you go al around the city here and you will find
billboards from the Water Corporation pleading with people to use less water; that is
to say, to buy less of its product. | think perhapsif we leaveit at that.

Just one final point: some of the things | put in my submission in relation to oil
and the International Energy Agency’s position on this. | got an e-mail from Colin
Campbell - and | think if you've read my submission, the central point - | got an
e-mail from him on Friday on this question that relates to that Australian Financia
Review article that | sent to you. | can give you the copy of that e-mail.

MRS OWENS: Thank you.

MR FLEAY: Theessence of it isthat the International Energy Agency, in putting
out areport basically accepting the timing of the decline of conventional oil, and then
saying that the gap could be filled by unidentified nonconventional oil, whichis
primarily things like tar sands and shale oil - was put in there deliberately to provoke
people like the author of that article in the Financial Review that | sent to you, to
challenge them on the question so that they would be in a position to change their
position, but doing it with pressure from outside rather than saying it themselves. So
that isreal dynamite. Anyhow, I'll leave that as my opening remarks.

MRS OWENS: Good, thank you. | think there’'s awealth of information in both of
your submissions and in the other material you sent us, and | don't think we can do
justiceto it all today.

MR FLEAY: No, | wouldn't expect you to.

MRS OWENS: And I think | mentioned to you at morning teatime that | haven't as
yet read Dr Peter Brain's book.

MR FLEAY: Yes
MRS OWENS: I'd very much liketo. It'sjust that I've been reading submissions
and doing rail things recently, but it is one of the books | will get round to. But there

has been quite a significant amount of media attention, especially when it just came
out, and | think what we might do, if you don't mind, isto send him a copy of your
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submission.
MR FLEAY: Right.

MRS OWENS: | think he would probably enjoy reading somebody’s views on his
views. But | think what we might do, if it's okay with my colleague, isfocus on some
of theissuesin relation to our inquiry that are directly related, and there are afew
which we might run through.

MR FLEAY: Yes.

MRS OWENS: But | thought what we might do is start with thisissue of transport
planning. And you do mention in your submission, right at the beginning, that there's
a state planning strategy for Western Australia which does include transport
strategies.

MR FLEAY: Yes.

MRS OWENS: And there has been quite alot of interest in developing a national
land transport strategy and | was wondering if you had any knowledge of that, the
momentum that’s being built up on that, and any views on that.

MR FLEAY: Not really, no. Working by oneself in the range of issues| cover, itis
very difficult to keep afinger on everything and still remain married, if you know
what | mean.

MRSOWENS: Yes.

MR FLEAY: | amjust finishing off a paper on the subject of the Australian
Transport Research Forum, which is here in Perth later - | think it's the end of
September - and in that | am outlining awhole series of what | see asresearch
projects that need to be done and scenarios that need to be developed, and to some
extent | think it's focusing on the sort of issue you've said we're talking about.

In terms of the question of agriculture, salinity and oil, the position of salinity is
far more serious than people previously thought. It is starting to come out in the
news. There was asession on the 7.30 Report last Thursday - | think it was - for a
quarter of an hour that had the scientists going out and complaining, and | just picked
up from the newspaper this morning, from the West Australian, an article that is
reiterating that point. So it iscoming out into the open.

The second question that relates to that, as far as I'm concerned, is that another
Issue that has to come into that agenda of the radical transformation of agriculture
that has to take place is the extent to which our agriculture, as | think | put it, isaway
of converting petroleum into food. If you put the two together we have atitanic task
against us. It's probably the single most important one to deal with, and of courseiit
has enormous transport implications. If, as the scientists are saying, as much as
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60 per cent of the wheat belt in Western Australia has to be revegetated to saveit,
then that has aradical impact on the entire - it calls into question the future of cereal
production in the state and the economic viability of farms.

And what isemerging is that the same problem exists in the Murray-Darling
Valley which, as these scientists say - and | have here an extract from a chapter of the
forthcoming book that | referred to in there, where basically practically al - the
Murray River isthe main source of public water supply for South Australia, the
whole state and so forth, so if you think of some of the medium-to-worse scenarios,
the future of South Australiais at stake. So these things have enormous implications
for the future of transport and the like. And I think | make the point in my report that
in my view the proposition for privatising Westrail freight in this state, insofar as an
important part of that freight isin the wheat belt - with that scenario in mind a private
company would be insane to go into that business without |ooking at what the
implications might be for the future of carting the wheat crop.

And | think when talking about rail reform we are talking about a 30 or 40-year
time-frame; we're looking into the middle of next century in terms of perspective. So
these things are of extreme importance, and just listening to the extent | could hear
the two Westrail people here this morning, | got the impression that notion has not
yet entered into their thinking. I'll make sure | contact them in the next few weeksin
that regard.

MRS OWENS: They might be worried about the price they'll get for their business.
But in terms of entering into the thinking, the state transport strategy that you
mention in here, does that take into account these broader environmental variables, or
sufficiently well, in your mind?

MR FLEAY: No, but asyou can imagine, | have been talking to peoplein the
transport department here for three or four years now and | think they recognise -
they'd even accept the sort of things I'm saying, certainly about oil. I've only just
taken up this question of the salinity issue. But | think the political environment they
work in means that they have to be very circumspect to what they say but one can
certainly see a shift of thinking in thisregard. In fact I've got an hour session with
Simon Holthouse, the chairman of the State Planning Commission, and people from
the Planning Commission next month, and | can see in the way their strategies are
developing they are responding to thisto the extent they are.

But you know what the road lobby is like at the present time, and | think in my
submission | suggested thereis areal conflict between what the present government
Istrying to do - one thing, it has got this southern suburbs railway which, if it's done
properly and in the right place and really developed, will diminish the car dependence
and at the same time reduce congestion; and at the same time they've got a massive
road program that is doing just the opposite, and the whole thing doesn't mesh.
Something | would like to develop further at the end of my submission - | think one
of your questions of future inquiries that you had in your recommendations was
about - - -
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MRS OWENS: Thisisthe futureroad inquiry?

MR FLEAY: Yes, theroad inquiry. | think that needs to look at the broader
question of the lack of alevel playing field in the way in which roads are financed as
against rail.

MRS OWENS: That was an issue that we raised in that particular chapter and |
would think that that would be something that would be encompassed.

MR FLEAY:: 1 think you're aware of that without me having to tell you. Interms of
the oil future we face, | think this becomes an even more critical question, doubly so
when you consider the impact of heavily laden trucks on roads where one truck
causes about seven to nine thousand times as much damage to roads as doesrail. In
my perception, | think if that was looked at in depth - and in that Australian Transport
Research Forum paper I'm writing | am raising the whole - | have got about four
pages of awhole list of things that pick up general issues | have in this paper and try
to spell them out as being what should be research or strategic planning or a scenario
development in this connection.

MRSOWENS: Yes. What isyour timing on that work?

MR FLEAY: Itisthe end of September, beginning of October.

MRS OWENS: That isgoing to be abit late for us.

MR FLEAY: Yes

MRS OWENS: It would have been quite a useful document to have had.

PROF SCRAFTON: Brian, just picking that up, alot of people have said to usin
summations that we need to have - and in fact you might have heard it from the
Westrail people. We need this sort of strategic planning for transport investment and
all of that.

MR FLEAY: Yes

PROF SCRAFTON: But inyour paper you point out a big weaknessin it and that
isthat very often in these strategic plans they are somewhat removed from reality.

MR FLEAY: Yes
PROF SCRAFTON: They present agolden future and | have found thisin my
career that, providing that’s all you ever produce, the government will release it but if

you try to tell them that life might not be quite so rosy in the medium or
long-term future, they don't want to know about it.
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MR FLEAY: Yes, you are quite right.

PROF SCRAFTON: I don't know how you get over that. On the one hand these
strategies are desirable but they ought to tell the truth.

MR FLEAY: |think perhaps| will answer it inthisway: | think the population at
largeis getting increasingly sceptical and disbelieving on these optimistic scenarios
and that is part of the reason why at a political level the general political support for
the major political parties has never been lower than what it isnow. Thereisaslow
shift of people’s thinking taking place and | think to this extent alarge part of the
population is ahead of the politicians and ahead of many business leaders, and | have
been aware of thisin wanting to go to conferences to talk to this - | wanted to go to
the last month’s Australian Water and Waste Water Association to point out that all
the assumptions that the water industry makes about plans for 40 to 50 years assume
that the energy environment will not change - but | couldn't afford it. Thiswhole
guestion means that all these discussions don't allow, you might say, heretical views
that comein, which is essential, as you know, that a question - you tend to work in a
closed shop.

MRSOWENS: Yes.

MR FLEAY: Part of this, of course, involves awhole cultural system, and if you
think we've been going down a certain pathway for 200 years or so and then having
to change direction, these things are hardly surprising.

MRSOWENS: Yes.

MR FLEAY: But | do think the question of - if | might just come back to the ail
guestion again, which is essential to this whole set-up - that the whole business of
what is happening with oil is, | think, going to come out into the open in the next

12 months and that e-mail that | gave you from Colin Campbell is certainly
suggesting that it's already starting to happen. It is already happening in the main oil
industry journalsin the world and, in particular, the things that have happened in the
last nine months, which | touched on in my submission on this, are suddenly sharply
defining what the future is going to be, and the first thing is that what is now
absolutely set in concrete is that the oil production in the world outside the

Middle East is going to peak in the next year or two. There's nothing can prevent that
from happening now.

The corollary to that is that now oil production is going to shift during the next
decade to the Middle East because it’s the only place where it can happen and that |
would expect within the next 12 months the current negotiations between the oil
companies and those countries about the oil companies coming back to invest in oil -
and the countries need them because the oil companies have the expertise - will
surface. At that stage it will be very hard to deny what is happening - it will all break
out into the open - and the scale of that shift is from those five countriesin the
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Middle East currently producing about 30 per cent of the world’s ail, it will go up to
45 or 50 per cent, and that is 45 or 50 per cent of ahigher level of production now.
That is assuming that there aren’t too many extreme political and economic upsets
that alter the fact.

Once you recognise that, the question will then start to be raised in people’'s
minds - quite apart from all the implications of dependence upon that part of the
world - that when are they going to peak? And the particular position is coming out -
that will probably occur somewhere between 2007 - about the end of the decade - and
the immediate consegquence of thisisthat it is now avery much higher financial risk
for any oil company to invest in oil and gas development - exploration - anywhere
elsein the world ssimply because of the huge difference in the production cost
between Middle East oil and the rest of the world and, equally, the devel opment cost.

MRSOWENS: Yes.

MR FLEAY: Economicsisnow taking over and there is nothing that can stop that.
The only thing that is uncertain over that decade period is how political and
economic events are going to affect it.

MRSOWENS: Yes.

MR FLEAY: The consequence of thisis. amplified by the problems that are
occurring in Indonesia, where the least explored areain Australiais the Timor Sea,
that political instability makes that an even higher risk area and therefore, starting
from this year, we're going to have a dramatic and rapid increase in the level of ail
importsin this country on a business-as-usual consumption scenario of something in
the order of afivefold volumeincrease. At present exchange rates and oil prices that
is an increase from $1000 million dollars a year to $5000 million ayear. You can
make all sorts of speculations about changes and exchange rate and oil prices and
what it might actually be in 2010, and the whole system at the moment is oblivious to
this and there are plenty of people in this country who are now aware of it because of
thework | have done. Certainly | think most transport departments and main roads
departments - the Australian Automobile Association knows about it. | have had
talks with them on this subject, but | don't know that they sure know what to do about
it. Doesthat answer your question?

MRS OWENS:. Yes.

MR FLEAY: It'sabit rambling.

MRS OWENS: No, no.

MR FLEAY:: 1 think you've got the general picture.

PROF SCRAFTON: It'simportant that we get on the record that many of these
strategic plans don't acknowledge some of these realities.
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MR FLEAY: Yes. Could | just make one point on this question of strategic plan?
Planning is a hazardous business at any time, as you well know, and the one certain
thing you can say about most strategic plansis whatever they propose, the outcome
will be different. But that is not the reason you try to develop scenarios; itisan
attempt as best you can to find out. The unique position we are in with respect to
these petroleum fuels - and | include gasin that - isthat becauseit isafluid and
comes from geological formations, once you have reached the point of peak, the
primary constraint on how much oil you have got is the physical performance of
oilfields.

The rate of declineis predictable and, again, assuming that there are not too
many political and economic disturbances, you can make a broad forecast of what the
rate of production will be for the next 50 years; that is built in to the physical
performance of these oilfields as we know them now and the database - the only
database in the world - that could describe that is that one by Petroconsultants, and |
find the behaviour of that firm in that context at the present time very interesting.
When afirm like that, better informed than anybody else in the world of the state of
things, when they behave the way they are, and the way they have helped and
supported me with reports that cost 40 and 50 thousand dollars a copy - when they
start behaving that way, when the heart of the oil industry - we know where we stand.

But coming back to strategic planning, if we look at that at a global level we
have there, you might say, an agenda of which we have to - the world has to adjust,
and it'satitanic task, but this gives a prospect for more reliable strategic planning
than perhaps might be in any other circumstances and therefore it has arole and there
Is an important role for government in this, but | don't need to talk to you about all
the difficulties and problems with this.

MRSOWENS: Yes.

MR FLEAY: So thisissomething that can be done and, in that respect, in this
country, if you take the question of the problems of southern Australian agriculture -
indeed, for agriculture of the whole of the country - because of the extreme infertility
of our soils, because of its geological history, something that is unique in the world,
and the fact that we are only making that agriculture work because we apply and use
petroleum fuels and all the inputs that go in, then the first priority for the remaining
fuelsin this - those fuels here, and that must be natural gas because thereis no way,
once we get to about 2020, that we can rely on being able to import oil from about
the only place in the world where you can - the Middle East - that the first priority for
these fuelsin this country has got to go to that agricultural transformation.

The corollary to that is the least justifiable use for these fuelsis by private car
travel in cities and so therefore the central task we face isto restructure our citiesin a
way that can cope with it; that is the message I'm trying to get across. It raisesa
guestion, of course, about the viability of the cities themselvesin this context and |
start raising all these issuesin this Australian Transport Research Forum, including
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the question - when | say the first priority has to go to this transformation of
agriculture
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through to the middle of next century. What does that mean? I’'m not sure what it
means yet, but | think it's a correct strategic judgment. | don't need to draw to your
attention that the question of the future of transport and the role of rail inthisisa
very central question to thisissue, which is not yet on the agenda

MRS OWENS: | wasgoing to ask you, are you aware of any other countries that
are looking at these sorts of issues, such asthe oil issue, and trying to incorporate that
into their planning for their future transport needs? Have we got any examples of
anywhere in the world that is doing it right or thinking about these things at least?

MR FLEAY: Not redlly.
MRS OWENS: No.

MR FLEAY: But I think we're on the threshold of that happening. Just to illustrate
that, | got aletter from Buz Ivanhoe in Los Angeles - he's the counterpart of Colin
Campbell in - outlining the major transport projects for California over the next
couple of decades, which was essentially - a great extension of the building of
freeways in Los Angeles was the main part of it.

MRS OWENS: They'rebuilding afew train lines aswell at the moment, but fairly
limited.

MR FLEAY: Yes, there are changes taking place. | think | mentioned in my
submission the latest book by Peter Newman and Jeff Kenworthy, Cities and
Sustainability, in which they see to get more sustainable cities essential isto end car
dependence - | think broadly their views.

MRS OWENS: Yes.

MR FLEAY: They have raised the oil supply issue on that. In fact my paper to the
Chartered Institute of Transport was one of the references in that book just rel eased
in January of thisyear. Significantly it was released at a seminar at the White House
in Washington, | gather at the White House's invitation. So things will start to
change. 1 think historians in the years to come are going to be debating for hundreds
of years about this period in history, asto how we could have got ourselvesin this
situation.

MRS OWENS: If we have historiansin hundreds of yearstime. Most kids seem to
be not doing history any more. | think there's another worry there, that's awhole
other story there about education and what people's prioritiesare. But you raised a
very important issue about private car travel in cities.

MR FLEAY: Yes

MRS OWENS: | suppose the question is how you actually deal with that issue.
Y ou can either deal with it by trying to have a very good public transport system in
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your cities, or as your submission points out - | think you do - you could actualy -
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well, maybe your submission hasn't raised it, but you could have some sort of charges
on cars going into cities, like they do in Singapore for example.

MR FLEAY: Yes.

MRS OWENS: Soyou cantackleit at different levels. Have you got any views
about that? Weraised in our draft report the possibility of separating out the urban
network and trying to get that operating more efficiently.

MR FLEAY: Yes, no problemswith that. That's a sound approach. | think | make
that point that where you split rail freight into the four categories is a sound one, and
there's no question that things like coal and iron ore will continue to run on rail.

MRSOWENS: Yes.

MR FLEAY: And certain levels of bulk freight like cereals. My strong feeling is
that the shift from rail to road here is wrong on two grounds, and it's partly because
rail has been the poor cousin, it's partly because there’'s more people in road transport
so they have more political clout. But thereal question that | think one needs to ask
about thisisthat the road people are always wanting more funds for roads, and
they're always wanting to increase axle loads. Thereis aways the fundamental belief
that it would be just as easy in the future to rebuild aroad as it has been in the past.
Thisisnot the case. | meant to put into the end of my submission discussion here on
the question of discounted cash flows. | might finish it off and send it to you asa
supplement.

MRS OWENS: Thank you.

MR FLEAY: Theessenceof itis- and thisagain arises from my exploration
connections, ecology, economics and energy - that it is only appropriate and
legitimate to use a positive interest rate in such calculations in a period when you
have an expanding availability of energy of increasingly high quality. It arises from
considering economics as a metabolic process rather than a mechanical process, and
If you look at the implications of the move into the next century, wherein fact we are
heading into a period of declining availability of low energy, you should be using
negative interest rates. Now, | think you know enough about what the implications of
that are.

Therefore I'm raising this question in my ATRF paper. This question needsto
be looked at in terms of the viability of rail versus road in this context. It'sas much a
political question if anything, because to solve these problems you have got to take
into consideration how you restructure the whole trucking industry and the like.
| think you know the sort of problems that exist there.

PROF SCRAFTON: If the politicians won't face up to some of these issues, surely

in the end the shortage of petroleum-based fuels and the higher costs will bring about
thisreduction in private car use.
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MR FLEAY: Yes.

PROF SCRAFTON: Sowell get therein the long run but it might be arather more
painful process than what was planned for.

MR FLEAY: Exactly, yes. | think the interesting experience here, and you're
probably aware of this, about the introduction of the electric rail system in Perth,
particularly to the northern suburbs, resulted in a significant shift of people out of
carsinto thosetrains. | think in about the first year of operation they reached the
level of passengers that they didn't expect to get for about five or six years. In fact
they've had to buy more carriagesto cater for the traffic. That, | think, isapointer to
what is possible. My contact with people isthat the politicians underestimate the
extent to which people can change. Doubly so if you get some feeling of the things
I'm saying, and | am making headway in this state. Thereisafurious fight going on
at the moment about roads versus rail in the western suburbs from Fremantle through
Cottesloe on this question. That is on the agenda.

PROF SCRAFTON: Of course, if you make the wrong investments now, that
infrastructure is there for 30 years plus, without even major repairs as you were
talking about.

MR FLEAY: Yes. Now, thiscomes back to the question you were touching - |
think what you might say congestion pricing. What we're dealing with hereisa
systems problem, and you can only deal with it as a systems approach. The transport
system very much shapes the character of acity, its energy expenditure and
everything else. Thisisthe central theme of Newman and Kenworthy’s new book
and they have got documented evidence on this from very detailed and
comprehensive studies of 46 cities around the world, including Asian ones, most of
which was funded by a World Bank project.

MRS OWENS: | think you mentioned that the last time we saw you.

MR FLEAY: Yes, right. Therefore, and thisisthe point I’'m wanting to make here,
any investment in things like urban transport should not be seen as an investment in a
transit enterprise, but an investment in the city as a system. It'swrong, therefore, to
think in terms of the financing of that just from fare box, which | don't think - - -

MRS OWENS: | don't think governments do seeit just from fare boxes.

MR FLEAY: No, but part of the difficulty here is grasping that concept and then
saying, "Right, well, in looking at the finances of it, you've got to look at it in amore
comprehensive question way of doing this." This again comes back to the question
of how roads are financed, how rail is financed, and the real problem we havein this
country, and particularly here in Perth, of having built a sprawling city - is how the
hell do we now adapt to survive? | think the reality isthat parts of the city are going
to die because of this. There are enormous problems there, but there are enormous
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potential and opportunities too.

MRS OWENS: | think if you'relooking at using, as you call it, a systems approach,
you need to, and | think we identified in our draft report, look at how people make
journeys.

MR FLEAY: Yes.

MRS OWENS: You know, what people actually do in cities. We pointed out that
there's less commuting or fewer journeys from suburbs into a central city and there's
more journeys traversing the city and so on, and that led to the growth of the car to
deal with that. But | think the other thing that you need to think about in that sort of
system’'s wide view of the world is just what's going to happen in the future in terms
of people's habits in terms of journeys to work - whether they do go to work. There's
going to be teleconferencing and there’'s new technologies. Are people going to travel
for the same reasons and in the same way as they have in the past?

MR FLEAY: Yes---
MRS OWENS: So thefutureisgoing to be different anyway.

MR FLEAY: My view on thisisthat the future role of what you might call broadly
information technology is greatly exaggerated. To some extent my thought hereisa
little bit theoretical in the sense that information is far more energy intensive than
peoplethink. A lot of what is now in the way of information technology will shrink
as we move into the next century. At the sametimeit is going to have an important
role to play because of some of the things you say. But | think those issues are
peripheral. The more fundamental questions that are going to confront everybody are
the questions of - there has always been a question of food, shelter, clothing and
things of that kind.

The other side to thisis that we shift to a much greater role for walking and
cycling. Thisisone of the things that come out of Newman and Kenworthy's
exercise. Inthose cities where thereis atransit orientation there is a much greater
number of al trips, including trips to work, done by walking and by cycling. The
practice of town planning that has occurred in this country, and this raises the
Important question of integration of land use and transport, has tended to areduction
in the approach - there's residential there, there's commercial there, there's industry
there, which isvirtually forcing people to travel in carsto get to work. We've got to
break this down to have more commercial and industrial enterprises of the right type
scattered amongst residential of a higher density, so that you can have a greater role
for cycling and walking and there has got to be afundamental change in the way that
traffic forecasts are made for roads.

Where the present methods look at the local area, aggregate it up into a number

of trips and then work on that and as a result they completely devalue altogether the
role of walking and cycling, which ismostly at that level. So again there’sawhole
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of conceptual questionsinvolved here. Does that answer your question?
MRS OWENS: Yes, itdoes. Thank you.

MR FLEAY: Youreaware of all of theseissues. All | am sayingisthe sort of
perspective | talk about in the future - oil supply and its connection - the special
problem that this country faces with its agriculture gives a different perspective and a
different proportion of weight you give to all these issues.

PROF SCRAFTON: | just have onelittle technical comment to make to you. You
mention in your paper about the need - because of the petroleum issues that you've
raised, we need to plan to shift to use of natural gas asafuel. Thisseemsto meto
have been fairly successful already in transit buses, hasn't it?

MR FLEAY: Yes.

PROF SCRAFTON: I think most transit fleets have a proportion of LNG buses but
you mention that rail operators have not thought about it much, or truckers for that
matter. Isthereareason for that? Isit because local transit fleet operations lend
themselves to the refuelling processes and so on that are used? Why do you think
there is that imbalance?

MR FLEAY: Part of itisinvolved in the tax system; part of it isinvolved in the
guestion that for a given range you need a much larger fuel tank for natural gas than
you do for diesel, for example, and you need a network of fuelling stations, so there
Isthat barrier there, and my reason for advocating this shift to some extent as a matter
of urgency in this country to natural gas hasto do with our extreme deficiency in oil
suppliesin relation to natural gas and, as| seeit, as we start moving into - the issue
will start to arise by the end of next decade because of the role of the import, and
certainly as we move into the second decade then it will be imperative to switch to
natural gas for this question, simply out of security of supply. We're not going to be
at the top of the queue and my perception is that by the third decade of next century -
certainly by the end of it - we can't rely on having any oil at all which, | might add,
also touches on the question of the supply of bitumen and things of this kind as well.

PROF SCRAFTON: Sure.

MR FLEAY: Itisthisshift to natural gas- and | think the sooner we start, the
better, because you can't do it overnight.

PROF SCRAFTON: Will you beraising that in your paper to the ATRF?
MR FLEAY: Yes. Thosequestions| am putting right up front.
PROF SCRAFTON: Good.

MR FLEAY: Hopefully the sort of people who will be there from universities,
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transport departments, al the transport industry and consultants and so forth will help
spread the message.

PROF SCRAFTON: Good.

MR FLEAY: And hopefully by that time there will be some public announcement
about the oil companies coming back into the Middle East, and then that e-mail |
gave to you from Colin Campbell - you might notice at the end of the month he was
at ameeting with the Saudi oil minister and the top people from Shell and BP,
etcetera, where they will be discussing these issues and if there's anything that passes,
he'll soon e-mail me and tell me everything that they discussed, so | have insight into
things that | don’t think even the Australian government has, through this contact.

MRS OWENS: You haveavery useful source.
MR FLEAY: Yes

MRS OWENS: | just had one other issue | wanted to raise with you, and that was
in relation to your comments on page 14 of your submission about the privatisation
of Westrail, and you said in your opening comments that anybody buying Westrail
would be insane, given potentially what’s going to happen with grain and with wheat,
and | was wondering - you seem to be in your submission taking afairly negative
view of the idea of an overseas purchaser buying Westrail. |sthat the right
interpretation?

MR FLEAY: Yes, andinthat | am reflecting the position of the WA Farmers
Federation and the basic reason is that the present reports are that the likely buyer is, |
think, aWisconsin rail company from the US which has extensive rail interests
through the grain-growing belt of the USA, and the view of the Farmers Federation -
you're handing over to one of your principal competitorsin the grain market and the
most powerful economic agent in the world, for that matter, a stranglehold over your
transport network which they could use against you. It'sthat factor that comesinto
the question.

This touches on the sort of things that Dr Brain has to say about the role of
government in this country for asmall country in the larger scheme of things; that it
has to think very carefully about privatising everything without thinking - not just in
rail but right across the board - that you finish up with big overseas companies own
it; you have lost asignificant part of your sovereignty. Thelr interests, larger
Interests, do not necessarily coincide with the interests of this country. It's that sort of
Issuethat is at the bottom of it - asthe basis of it.

MRS OWENS: But the actual company that may bid for Westrail - itsinterests
might be just in making money running trains.

MR FLEAY: Yes.

18/5/99 Rail 796B.J. FLEAY



MRS OWENS: And they might be able to do that very efficiently.
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MR FLEAY: Yes.

MRS OWENS: | guessthe trade-off is even perhaps aloss of sovereignty - I'm not
sure about that - against the ability to actually carry wheat or whatever it is more
efficiently than is currently the case.

MR FLEAY: Yes.

MRS OWENS: I'm not implying that in Western Australiait is not efficient at the
moment. It isjust amatter of relativities.

MR FLEAY: | putitinbecausel think that needs to be part of the debate and it’s
not atrivial issue. It raisesall the sorts of issues that you are trying to tackle there.

MRS OWENS: What if the buyer was an Australian company like the New South
Wales FreightCorp or Queensland Rail? Would you feel less concerned if that was
the case?

MR FLEAY: Yes, but then you have the question as to how long will that
ownership stay that way, too? Y ou have got that question that you have to consider.
| don't think I mentioned thisin my submission - the current practice of wanting to
benchmark the performance of industries in general in this country against
world-best performers, and therefore then the automatic follow-on is that we should
seek to emulate them. If you come back again to our transport nest and the character
of the country you have and the environment it'sin - and | think you touch on this
question in your report - there’'s no way that this country can match the performance
of alot of other countries, and this appliesto alot of its national transport - because
of the very nature of the country itself. It meansit could only support a small
population, most of whom live along part of the coast, and therefore you have an
inherent disadvantage of economy of scale that affects what you can achieve and like
matters.

Y ou have to be careful about trying to emulate the performance of other
countries which have an advantage because of their natural resource base and, if one
triesto do that, part of the consequences are that it can often be at the expense of
fixing up some of the severe environmental problems we now face, which are redlly
acentral issue - those sorts of issues. It really aso comes back to the question that |
touch on in my paper: everybody thinks we are heading down the road of an ever
expanding globalisation of the world economy, and you can only do that if you have
ever expanding cheap transport, and that is not going to be the case for the 21st
century.

PROF SCRAFTON: Fine.

MRS OWENS: | think we have actually kept you here longer than we probably told
you we were going to keep you, so I'm sorry about that.
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MR FLEAY: That'sall right.

MRS OWENS: | think | have run through al the questions | was going to ask you,
Mr Fleay. | thought it was a very interesting discussion and I’'m sure that Derek
would agree with me.

PROF SCRAFTON: Yes.

MRS OWENS: | think it isreassuring to know that there’'s somebody in Australia
that is thinking about these longer term issues. |Isthere anything else you would like
to say before we close?

MR FLEAY: Yes, just very briefly. | would like to give you a copy of this paper
which | only got a couple of weeks ago from one of my contactsin Seattle, Richard
Duncan, and basically what he has done islooked at world energy production, kinds,
amount per capita, who, over along period of time, and heisabit long-winded in
getting there but it's this figure here which is - you can keep this copy.

MRS OWENS: Thank you.

MR FLEAY: The essence of what he has doneislooked at the per capita energy
production in the world since 1850 and from 1850 to 1940 it increased, | think, at
2.3 per cent per annum - - -

PROF SCRAFTON: 2.12.

MR FLEAY: 2.12, and of course that was primarily coal. World War Il created an
interruption and from 1945 to 1973 | think it increased at 3.7.

PROF SCRAFTON: 3.54.

MR FLEAY: 3.54. That, of course, was the erawhen we shifted from coal to oil
and where natural gas camein. It was also when most of the hydro-electric was
developed. | might also add, from my papers, that the transfer to oil wasto afuel that
was more economically effective than coal but the significant thing is that since 1973
to 1995 there has been virtualy, for all practical purposes, no increase in per capita
energy production. Population has kept pace with the increase in energy production
and | find that as afirst bit of empirical evidence of the claim | make - we're at the
climax of thefossil fuel age - and | think the likelihood is that as we - particularly
after we pass 2010, the combination of population increase and declining oil means
that we are actually going to have adecline. | have e-mailed Richard and suggested
to him that he now does another study that looks at the per capita production and
consumption of energy by regions.

MRSOWENS: Yes.
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MR FLEAY: South Americaand thingslikethat. | think that will be avery
interesting insight.

MRSOWENS: Yes.

MR FLEAY: But | think to note for the last 25 years there has been no increase in
per capita energy production in the world and, of course, the thing about what is
happening is that increasing numbers of countriesin Asiaare now making aclaim on
that energy.

MRSOWENS: Yes.

PROF SCRAFTON: Yes, that's excellent.

MR FLEAY: You can keep that.

MRS OWENS: Good, thank you. That's another document that has been tabled by
Richard Duncan. Any other comments?

MR FLEAY: No. I think | have covered enough for you at the moment.

MRS OWENS: That concludes our hearings here in Perth and we are adjourning
until 9.30 on Thursday, 20 May, in Adelaide. Thank you.

AT 12.13 PM THE INQUIRY WAS ADJOURNED UNTIL
THURSDAY, 20 MAY 1999
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