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MRS OWENS: Good morning, and welcome to this public hearing of the
Productivity Commission public inquiry on progressin rail reform. This public
hearing in Perth is the second in five sets of hearings; we have aready held one this
week in Adelaide and the others are scheduled over the next 3weeksin Sydney,
Brisbane and Melbourne. The hearings are designed for people to raise issues they
feel affect thisindustry and they give people the opportunity to provide input into the
draft report which is due to be released early in April next year. These hearingsarein
addition to the extensive round of visits already undertaken by the commission and the
60 or so submissions to the inquiry which have been received already.

While people who provide information are protected in this inquiry asif they
were giving evidence in court, thisis not acourt of law. We shall try to make the
hearings as relaxed as possible; 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 themsel ves and indicate in which capacity they appear
here. I'll cometo that in amoment. Secondly, information provided at these hearings
is often used in our reports and we therefore ask participants to be as accurate as
possible with their comments and in their answersto any questions. If there are any
doubts about the accuracy of anything that you might say, please tell usthat you're
not absolutely certain and then we'll try to come back and get it verified one way or
the other later. Finaly, transcripts from today’s proceedings will be provided to all
participants at the hearings. Anybody else wanting a copy should contact staff, some
of whom are present here, and they’ ve got name tags on to identify them. Let me
introduce my colleague on my left, Prof Derek Scrafton who is the associate
commissioner on thisinquiry.

WEe'll now get started ard | wonder if you would now identify yourselves for the
transcript, give your name and affiliation for the transcript and then we'll talk to your
submission.

MR ROBINSON: Thank you very much. My nameis Bruce Robinson. I’'m herein
my role as vice-president of the Bicycle Federation of Australia. Thereisaformal
submission that has come in from the Bicycle Federation of Australia which no doubt
you have.

MRSOWENS: Yes.

MR ROBINSON: I'm speaking to some parts of that. Some parts will be covered
by people in other states, and | also hope to speak to some of the local aspects of that.
The Bicycle Federation of Australiais not expert in some of these areas and we have
asked Brian Fleay, who will introduce himself, to represent us as he has been involved
inthisareafor along time.

MRS OWENS: Good, thank you.

MR FLEAY: Yes, I'm Brian Fleay, aretired civil engineer and author of the book,
The Decline of the Age of Oil. Since retirement I’ ve been an associate of the Institute
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of Science and Technology Policy at Murdoch University and have interested myself
in the future of oil and the timing of its decline and the consequences. Aswell as
writing abook | have given a number of papers, one of which wasto the Chartered
Institute of Transport’s national conference 2years ago. As a consequence of that
paper the next conference which starts on 6 November has the theme Beyond Oil -
Transport and Future Fuels, to which | have been invited to be the theme speaker.

| have given you there a copy of the paper I’ m presenting and the program.

I would like to speak very briefly and sufficiently on thistopic in relation to
what the Bicycle Federation have to say - obviously the subject is much bigger than
that - but particularly the importance and the critical role that bicycles can play in an
intermodal operation with urban public transport is avery high priority for this
country. I'll leaveit at that at this stage.

MRS OWENS: Thank you both for coming today and thank you for the Bicycle
Federation’ s submission which we have read, and | would also like to thank you for
the documents that have been tabled today.

MR FLEAY: | only finished writing that on Monday, so the ink’s still not dry yet.

MRS OWENS: Hot off the press. We're very pleased, and it looks like a
particularly interesting paper. What we might do at this stage is ask you if you would
like to make some opening comments and then we will proceed with some questions.

MR ROBINSON: Thank you very much. The Bicycle Federation of Australiaisan
Australiawide organisation of cycling groups. Obvioudy as afederation it has
member groups in every state and a couple in some. When the Bicycle Federation of
Australia s secretary sent around an e-mail to us saying thisinquiry was on and we
should appear and take an interest, it got relatively low on my list because | was
actually overseas at the time and progressin rail reform - how does that relate to
bicycles? But they kept at me and when | got the submission and looked at your
terms of reference it’s obvious, when one thinks about it, that transport asawholeis
of interest to a bicycle group, and rail transport and itsrole is of interest, so | had to
change my attitudes.

Also when | had done my homework and retrieved my copies from the library of
the urban transport report - when Dr Scrafton was here awhile ago at the cricket
grounds | think it was remarkably free of cricket at the time, which was sad. Thereis
arelevance here for good transport systems - | hope to show the integrated things and
Brian can talk about just the oil in general - which have an important role. In
illustrating that, | had an earlier meeting with the state bicycle committee here in the
Department of Transport, and | left home at about 10 past 7 and | was at a meeting at
7.30 in ahotel which is about a kilometre that way.

Coming in with my bicycle on the train, which is the way | normally go to those

meetings, is extremely efficient time-wise and | was able to read some things, make
some notes on the train.  So the combination of bicycle and train is an extremely
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efficient way of doing things. The meeting | was at was delayed and | was running
dightly late going from the Grand Chancellor Hotel, which is a kilometre away from
here is also extremely efficient by bicycle, if you don’t mind the odd one-way street,
but | could have been legal and only a minute or two longer.

That is partly why we're here. | had to explain it to myself, so | thought I’d
explain it to you, but there are alot of things that are integrated and the Bicycle
Federation should take an interest in progressin rail reform. That leadsto my first
comment, that my perceptions about urban transport systems - and some of my
colleagues in other states will talk about country rail passenger things - but restricting
it to urban transport, alot of the urban transport around Australiais not well planned
inan overall situation. It ispoorly integrated and often has a set of competing
fiefdoms and different authorities, and sadly the bicycle transport - our mode of
transport, and even when combined with others - often ends up at the bottom of the
heap. We don’t have the unions behind us, we don’t have big organisations, we don’t
have people competing to build private bicycle ways or whatever, so we end up at the
bottom of the heap as aresult of alot of the poor planning.

The reason for our submission isto try and put the case that it would be
extremely useful if the federal government took more interest and funded rail
transport and its integration with other modes and planning. The current urban
transport system, in the view of the Bicycle Federation of Australia- and I’m speaking
personally, | guess, but to summarise the information that is here - the current urban
transport systems are unhealthy, they’ re polluting and they’ re unsustainable. They’re
unhealthy in the dominance of the cars. If one looks at the girth of a common number
of taxi drivers, for instance, you can see the people lounging and swinging the power
steering with one hand, and they are lounging back because they can’t get close
enough to the steering wheel to get to anormal position. That’s a caricature, but that
is aserious health problem because of the lack of physical activity. Someof itis
detailed in our submission, and there is more information but it depends on how
relevant it is directly to your terms of reference.

There are enormous health costs on the Commonwealth due to the lack of
physical activity and alot of that is due to excessive car travel and dependency in our
cities. If people walked to the train or rode a bike to the train or had to run for the
bus, then that would have an enormous influence on their well-being, their quality of
life and the dollar cost to the Commonwealth in billions of dollars per annum. The
other analogy, apart from the taxi driver, is the problem of overweight and obese
school kids because the kids get taken to school by mum in the Range Rover,
depending which suburb you're in or whatever.

MRS OWENS: My kidsdon’t.
MR ROBINSON: Not everyone' skidsdo. Thank you. | wastrying to make some

notes and | was aware that Dr Scrafton at least is an economist or - are you an
economist, Dr Scrafton?
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PROF SCRAFTON: My background is as a geographer, believe it or not.
MR FLEAY: Geologist, did you say?
PROF SCRAFTON: Geographer.

MR ROBINSON: But | assume your economicsis of an order of magnitude or two
higher than mine. But apart from the economics of the health costs, there isarange
of things, so that the unhealthy lifestyles which are forced upon us by the urban
transport systems where people feel it’s not safe for their kids to walk to school or not
safe to ride to school - these things are very unfortunate and to afair extent they’re
relatively easily fixed. The urban transport systems are polluting and it’s estimated,
for instance, that 15,000 Californians die each year from cancer from diesel exhaust.
One can scale that to here: they have got more stringent diesel exhaust emission
standards and there is growing attention now to carcinogenic particulates - they are
very small ones from diesel exhaust - but pollution in general and smog is a serious
problem. The road that our urban transport systems are going down is the road to
Los Angeles and Mexico City, and it’ s the view of the Bicycle Federation of Australia
that we're at the crossroads now and we should turn off the route to Mexico City.
Perth doesn’t want to become like Sydney. Sydney probably doesn’t want to become
like Mexico City and the community in general doesn’t want this to happen.

With these problems from diesel, if the GST proposed will lower the price of
diesel in our cities that doesn’'t seem to be a sensible strategy for an integrated
transport system. There are other pollution aspects of noise and things, so the
transport systems we see at the moment are unhealthy, they’ re polluting, they’re
unsustainable. They are unsustainable in a number of ways - we can talk about
environmentally unsustainable. In the terms of the ecologically sustainable working
group on transport and things there has been quite alot published, about taking up
productive land and spreading the cities and things. They’re unsustainable in energy
terms, and we' re spending our capital of available energy like a spendthrift inheritor of
afamily fortune that has been acquired over generations and generations, to be
dissipated in a decade by some person - in the analogy - who is not thinking in the
future. That will be the thing that Brian is far more expert at than me, so I'll leave
that.

The city transport is unsustainable in economic terms. Within the BFA’ s report,
Alan Parker, who will be appearing in Melbourne, has drawn on the work here at
Murdoch University from Jeff Kenworthy and Peter Newman. | heard ProfNewman
talking to a submission on urban air quality about the gross regional product. It was a
line of thought that if you take Perth, how much of our gross regional product - the
dollar equivalent of the gross national product - how much of that goesinto
transport? The more cars and the more freeways and things, then the higher
proportion of the available resources just go into transport, moving people around. In
Perth that’ s growing as the car dependence increases. So these tendencies are
unsustainable in economic terms, but I’'m admitting my lack of expertise in economics,
so | won't belabour that. If you look at the quality of life issues and things as well, the
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other things that are currently not in the gross national product, where the people like
to live, whether their kids can cross the road or whether they’ re housebound or
whatever - there is awhole range of things where these things seem to be not
sustainable.

If we take a Thatcherian view of market forces of something to say, "No
worries, the market will sort it out,” then we can take some examples. the market
forces gave us the tobacco industry and all the health costs, the profits. They got the
health costs that are imposed on the community and the social cost. This community’s
addition to excessive car transport is fuelled by the same sort of advertising and
promotion and has the same expenses for the community. | needn’t go into that;
you're aware of the externalities and things.

We'd like to recommend, as outlined by Alan Parker, firstly a much greater
Commonwealth involvement in urban transport planning. Thisis partly because the
Commonwealth has to bear the health costs, it has to bear alot of the environmental
costs, it's the Commonwealth that bears responsibility for our international greenhouse
treaty obligations, and those sorts of things. So to just leave it to the states or to the
market is not adequate. The Commonwealth has to deal with the balance of payments
problems from importing cars and importing oil - and again oil will be covered by
Brian. The Commonwealth has to face the strategic problems of an economy that’s
dependent on the cheap oil that is dependent on the cheap oil flowing without an end,
and the vulnerability to the economy and to the nation in strategic terms when the ail
supplies dwindle - and Brian will come to that.

We would like to support very strongly a Commonwealth involvement with
funding for better urban transport including funds for light rail and heavy rail, and for
urban transport as part of an integrated transport planning system. It’s our view that
the Commonwealth should be paying alot more attention to this, rather than just
funding national highways and things like that. Some of the things that could be done
in integrated urban transport planning are the things that are raised by Alan in the
Bicycle Federation of Australia’s submission, the dual mode bicycle and train option -
bicycle and electric train.

I will just mention | came in this morning by way of the fastest ways, and I'll be
going back to work and then back to home, and in the total elapsed time and cost
efficiency and things there' s awhole range, but that’s an extremely effective way of
doingit. It wasactually illegal to bring my bike - unwelcome to bring the bike on the
train in peak hours, because | came relatively early, so that it was not - the provision
was not tremendous. Of the dual mode there are a couple of strategies. | could have
ridden my bike to the station, caught atrain in and then walked around the city - but
then | wanted to go back to work. Or there was the other dual mode, the mode that |
used, where | took my bicycle on thetrain and it’s now - | hope - still chained up
outside. Then | can go back.

But there are some logistical problems with taking bicycles on trains because
they’re abit oily and scratchy and they don’t pack as well, but it’s very effective and
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that’ s the point that will be raised by some of our colleagues about outer urban and
regional trains. If you can take your bike on the train here up to a new line up to the
hills, outer hills towns of Northam and Toodyay, you could take your bike on atrain
and then ride down the picturesgque valleys back to Perth or something. There are a
lot of opportunities for bicycle on train dual mode as well as bicycle to the station and
dual mode.

| have come back recently from a business trip, my bicycleand | - I’'m not in the
bicycle business - to Helsinki and to Holland. Helsinki is the headquarters of Nokia,
the mobile phone company. They’ re exporting things all around the world, probably
to the overall betterment of the community, apart from the concerts and things. They
have a city which is roughly the size of Perth and they can have all sorts of things, but
they’ ve got a very human transport system that is much friendlier for bicycles, for
instance.

| also went to Eindhoven. My bike and | went from the Amsterdam Airport to
Eindhoven by train, and when you come outside the train stationsin Holland - and |
hadn’t paid alot of attention to this because I'm not very well travelled - there are
acres and acres of bicycles outside Dutch train stations. So in lots of places - and
Alan Parker has referred to situations in Japan that I’m not familiar with, but certainly
in Holland the bicycle plus train transport mode is extremely efficient without
destroying the communities. It doesn’t need the freeways. It’s possibleto have a
bicycle at each end and judging by the train stations in Holland it would seem that a
lot of people do, because you see a hell of alot of bicyclesthere, and perhaps | was
there at theright time. But bicycles plustrain are a very effective thing.

Eindhovenisasmaller city. It'smore like Geelong or Newcastle, perhaps, but
it's also headquarters of the worldwide Philips organisation which iswhy | was there.
So | was just using those points, that one can be commercially competitive and have
good transport systems and involve bicycles. Y ou don't need to think that if you're
going to be commercialy competitive you have to go down the Los Angeles road.
That’s not our aspiration.

The other opportunity for adual mode use of trains and bicyclesis particularly
evident in Perth and it’s worth dwelling on that because it may not be familiar to alot
of people. Thisisdual use of therail reserves, and thisis starting to happen in Perth.
The urban rail reserves offer routes through the city along spines, and they’re often
along places where schools and hospitals and these things are. The opportunity exists
to put bicycle facilities alongside the railway lines because the railway lines are often
wide enough and bicycle paths are relatively narrow anyway. Thetrainsdidn’t like
going up and down hills much more than cyclists do, so often they have good grades,
they are straight, there are few cross streets. Y ou can achieve grade separation often
by either going over the same bridges or you can just clip alittle bridge on the side of
therail bridge. So if you like, that’s athird dual model use of rail reserves.

The Western Australian government has an undertaking by the second term of
its office to have an network of bicycle pathsin Perth and alot of these are along the
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rail reserves. This comesto the problem of the fragmentation that there are - and |
was just at a meeting with aWestrail representative - substantial problems,
organisational, legal and cultural, of the railway people thinking to include bicyclesin
their transport planning. Western Australiais a probably alittle bit further down than
some of the other states and it may be an opportunity to learn.

If you have bicycle paths running along the railway line then that also helps
people get to the train station, aswell as coming in rail they can come - and certainly
on our newest line the train stations are further apart. So if you're 2 or 3kilometres
from the railway line - and Alan Parker has in here drawn little circles and graphs that
have got it on the second to last page in the one I’ ve got - little circles of where, if you
walk to a station, you need your stations much closer than if you ride, because the
average cyclist can cover at least three times as much distance in the sametime, as|
did by getting from one hotel to the other in about 3 minutes.

That has substantial impacts, and part of that would be - given that not everyone
likes riding bikes through the traffic - that if you live close to the line but midway
between two stations, you can ride your bike in the quiet streetsto the line and then
you've got a direct route which either takes you to the station and if you, as |’ ve been
known, miss the train you say, "Bother" and you can actually continue your journey
along the route and this is an enormous advantage. Currently thisis not happening
particularly well in Perth; there are some starts because of the fragmentation of the
system. Thisisone of the thingsthat | hope the Productivity Commission will 1ook
into - a better integration.

If you take this analogy of people using the railway reserves for longitudinal
travel - aswell the railways have been barriers to urban transport: people lived on the
wrong side of the tracks, so it divides - just as freeways do now - and people often
want to go from one side of the railway line to the other and the road underpasses and
things used to be very busy and narrow, congested, unpleasant and surrounded by
traffic funnelling in. In our railway line there are pedestrian underpasses usually at the
railway station and other places. Currently these are out of bounds for cyclists.

Just in our premier’s electorate or very close to it, they are going to close two
high schools and put a new high school by the railway line and so that’ s really good.
The kids can come by train, those who want to, but the new station they’ ve just built
has got a new underpass for disabled people, because it’s near hospitals, but it’s out of
boundsto cyclists, so cyclists have to go through a busy underpass or they have to get
off and either carry their bike or wheel it. A pedestrian wheeling abikeisnot acyclist
and it’s a bit the same as asking a motorist to have a person with ared flag out the
front. People don’t like changing modes, and so it would be quite practical for
Westrail to design their facilities to include transverse pedestrian and bicycle routes,
but the Westrail representative at a meeting this morning said their core business was
to get people onto trains and that’s where it stops. The global interaction of designing
a better urban transport system is not part of their mandate.

We see this with the state road authorities, who feel they’ re designing roads for

23/10/98 Rail 92B. ROBINSON and B. FLEAY



trucks or the Commonwealth funding which is for the highways, so that there are alot
of things that could be done following some of the examples that are happening here
about - but very slowly. Since the 93 commitment for a network of paths along the
railway line there has actually been akilometre of path established - where there was a
new station - and it’s certainly very good, and agood step. Y ou could say things are
proceeding at asnail’s pace. | actually did some measurements the other night
because it was raining and snails are moving about 10 times faster than the cycleways
along our railway lines. It'snot hard to build a cycleway, but to build a kilometre in
6 years or something is not exactly rocket science. So we think the federal
government should take some action towards getting an environmentally friendly and
healthy and |ess polluting urban transport system integrated.

| don’'t know how practical that iswithin your terms of reference but it certainly
seemsto bethat if people just ook at the rail task alone then it doesn’t cover the
urban transport task. For instance, reducing the price of diesel in urban areas and
reducing the excise in petrol overall is a short-term gain which might have some
extremely long-term costs. For instance, | did some cal culations with the previous
goods and services tax proposed in 1993, and again I’ ve admitted my ignorance of
these things. | understand the price elasticity of demand for petrolvaries, the
estimates vary between minus .2 and minus .6; if you take aminus .4, a4Qoer cent
elasticity in petrol demand. If you took that, plus the known relationship between
petrol sales and crashes published by the Queensland University of Technology for the
Federal Office of Road Safety, you can calculate that the previous GST reduction of
petrol price of 25 per cent would have cost the lives of 400 Australians per annum, so
there' salot of interactions between charging things.

| was talking, if you like, about encouraging people to shift modes or to remain
with environmentally friendly modes by pricing things and referring to the price of
petrol and diesel and | think that’s avery important part. The Department of
Transport here is running travel demand management trials when they can get a modal
shift of 10 per cent from inner South Perth from car tripsinto either walking or
cycling or public transport trips, just by going around and talking to people, offering
some information, no infrastructure changes, no high expense.

Y ou can put the clock back 10 years to the number of trips and things, and the
trips were more local and local benefit, so the travel demand management study, the
travel smart study, is another one that shows that the march towards ever-increasing
car useis not inexorable and it can be changed and they are the sorts of things and
transport reform overall is happening. The evidence that you will hear isthat it's
happening at a snail’ s pace, in some areas anyway, and we'd like it to move along. We
also would like to ask that the federal government set up an inquiry into energy usein
transport and its availability. There was a state inquiry herein 1979 at the time of the
change of government in Iran and the second ail crisis and people did all sorts of very
sensible things, but that evaporated to some extent.

The federal government had a green paper on sustainable energy policy for
Australiaand it seemed to us - we' re most interested in the transport energy side,
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which seemed to be by far the most vulnerable - and the promised white paper has
goneinto limbo or lapsed. Certainly, thiswas 2years ago or something the draft
green paper was around, but our interest is in the transport energy moity and that’s the
bit that Brian will demonstrate is by far the most at risk. | think the federal
government should set up an inquiry, perhaps under the Productivity Commission,
about energy use in transport.

I’ll just pass over to Brian with a personal introduction. | met him by chance, to
some extent in 1993, when he was espousing the beginnings of the thesis that he’s put
together. It'sin fact not histhesis, he'sjust collating the information that’s around, but
he's put it in acoherent form. My initial reaction was one of disbelief and the reason
I’m mentioning that is because | think it’s still a very common thing for peopleto say,
"Look, the oil supply isnot as assured asit’s made out,” and most people don’t believe
it. Intheinterim I’ve heard him talk, I’ ve read the book that he wrote and I’ veread a
lot of the growing volume of the literature. My background is as a scientist and it
seems an extremely plausible scenario. We're very fortunate that someone in Australia
is following the debate and contributing to it and assembling it. One of the other
things that people have said is, "Well, people have cried wolf before." People have
said, "Are we going to run out of oil or copper or whatever?' - and we didn’t. Just
because people have cried wolf before, doesn’t say the person crying wolf this time or
the next time is not going to be right.

We fedl that the planners should be seriously considering the possibility, now it's
probably a probability, that the oil supplies and particularly diesel, will start to run
short well within the transport planning. In Western Australia, the urban transport
planning is running to a horizon of 2029, which is the bicentennial of the state, so it
started off as a 32-year timeframe, so that we should be looking at those things. The
Bicycle Federation of Australia certainly commends the Productivity Commission and
your indulgencein letting ustalk about bicycles. Asl explained, | didn’t think it was
relevant initially either, but when one thinks about it, it certainly is.

I’d like to now introduce Brian. Can you give Brian some guideline of roughly
how long his introductory remarks should take, given mine were slightly longer than |
intended?

MRS OWENS: At the moment we' ve got you scheduled on the program from
10.45t0 11.30 and it’s now 25 past 11 and we' d like to ask some questions.

MR ROBINSON: Sorry, | didn’t know thetimeline. | could have been dightly
briefer.

MRS OWENS: Thereissome flexibility but we are scheduled to be talking to the
Department of Transport at quarter to 12. They may indulge us and let us spend a bit
more time with you but | think we'll just need to ask, but they’re not here yet, so |
think we' Il keep going. We have a morning tea schedule, but we can always cut that
short and bring a cup of tea back.
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MR ROBINSON: I'll hand over to Brian and perhaps you and he can manage the
time as best you can.

MRS OWENS: | would very much liketo hear from Brian, but it may mean we
won't ask you as many questions as we may have liked, but we get another
opportunity on some of these issues in Brisbane, Sydney and Melbourne. We saw a
Mr Rod Munro 2 days ago in South Australiaas well, so we'll jushave to see how
we go. Thank you, Mr Fleay.

MR FLEAY: | shal try and be very brief. Most of the concrete information | want
to say isin my paper which you can read. Given the time constraint, | think | might
briefly discuss what is happening at aglobal level and theinitiative. Taking up the
cue there that Bruce said about crying wolf and the reference to that fairytale, of
course, the wolf did eventually come. When you’ re dealing with a nofrenewable
resource like petroleum, then inevitably the wolf must come. There must come a
time, and as people ask me, "When are we going to run out?' | say never, becausein
two and three hundred years' time, people will still be producing oil.

The critical thing is when the production peaks and starts to decline and what |
have learnt in the last 2 or 3 years and since, | think, | appeared before you in
connection with the urban transport study, is that you have to make a very clear
distinction and be very clear what you’ re talking about, because hydrocarbons which
we're talking about follow the full range from methane, as natural gas, to bitumens
and tars that are solid hydrocarbons and there is aworld of differencein the
economics of getting the liquids and gases out of the ground freely and cheaply,
compared to the solid hydrocarbons.

A lot of confusion that has arisen on this issue and the uncertainty and the
hesitation many people have with making forecasts and prediction, with very good
reason, relates to this question of being sloppy in definition. What mattersin this
context we' re talking about for transport - of course oil constitutes 40per cent of the
world’s oil and 60per cent of it is used to run its transport system, so it’snot atrivial
guestion in transport - isthat it isthis easy to produce, cheap to produce oil that
matters - what is called conventional oil - that flows relatively freely from oilwells.
For many of them it isat an incredibly low price because, of the 40,000-odd oilfields
in the world, nearly two-thirds of the oil isfound in just 360 of them, avery small
number of very large oilfields which are easy to find, usually found first for that reason
and of course produced the cheapest ail.

The significant thing that has happened since 1980 is the discovery rate of cheap
oil of the giant oilfields has virtually ceased and, with all the world now explored,
there are very few left to find and, equally, the peak of discovery of oil was about in
the 1960s and has declined steadily ever since, despite all the efforts to change that.
Again, theinformation isin my paper. Now the rate at which we are consuming oil is
about four times the rate at which it’s being discovered and consumption has exceeded
discovery since about 1980. The particular figuresin my paper dealing with that are
figures4 and 5, pages 12 and 13.
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MRS OWENS: Areyou talking about your paper Climaxing or- - -
MR FLEAY: The paper to the Chartered Institute of Transport Conference.
MRS OWENS: Thank you, yes.

MR FLEAY: Clearly what emerges from that, on the discovery, we're getting a
pretty good picture of what the ultimate production of this cheap oil will be and that
looks to be around about 2000 billion barrels. The significance, as| said earlier, is
you reach the peak around about the halfway mark of that and we're very close to that
halfway mark. On the eve of the ail crisesin the 1970s, the world had consumed

250 billion barrels. It has consumed about another 600billion barrels since, so we're
just that much further through the resource.

The consensus that is developing around this issue now is quite clearcut and |
might emphasise in the oil industry itself here, we will reach this halfway mark for the
world outside the Middle East producers - where about nearly 60 per cent of the
world’ s remaining oil exists - around about the year 2000. There’ s not much dispute
about that. Thereisalittle bit of uncertainty for the world as awhole will peak
because obvioudly it’'s going to be deeply influenced by political and economic events
and what you think the ultimate level of oil production might be. The best | think you
can say at this stage is that some time during the next decade the world as a whole
will pass through this peak for conventional oil.

Here perhaps | might backtrack alittle bit. Asl said, this came from the oil
industry itself. The two people who have been the driving force behind this are
Colin Campbell and JeanL aherrere, both retired from senior positionsin their
respective oil companies earlier this decade. Both are geologists and began publishing
information of the kind that I’ m just telling about. They were in due course recruited
by afirm Petroconsultants in Geneva, a consultant to the upstream oil industry, whose
specia position in that industry isthat they are basically the repository for the
performance database for the industry.

The best way to describe it is that they fulfil the role for the upstream ail
industry that the Australian Bureau of Statistics performs for Australian governments.
What they have in the records is the detailed performance of some 40,000 ailfieldsin
65 countries and therefore these conclusions that they have come to in thisregard are
based on an impeccable database. | find it most interesting that this firm
Petroconsultants has engaged these two people and said, "Y ou can publish, and you
take responsibility for what you say. We will not censor you, but we will have no
opinion on what you say."

Their actions speak otherwise, and this position is giadually being accepted by
the oil industry itself - naturally somewhat reluctantly and not too publicly - and it has
reached a stage where this year they managed, after some 2 or 3years of lobbying
with the International Energy Agency, that that agency, in areport to the G8 energy
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ministersin March this year, shifted from the position they have historically held, that
if the price of ail rises, you find more oilto one that was based on the physical
constraints. Intheir report - and | have given you a copy there and the graph
concerned is on page 12 - they have accepted the position that for the world outside
the Middle East this conventional oil production will peak about the year 2000. They
have based their peak for the world - which is about 2013 - on the US Geol ogical
Services estimate of an ultimate of 2300 gigabarrels, which putsit at about that
midpoint as a surrogate peak about 2013. | don’t need to tell you that political and
economic effects are going to have a big bearing on what actually happens, but thisis
asort of global picture.

What Colin Campbell hastold mein afax | got from himisthat asa
consequence partly of their lobbying, Jean Laherrereis going | think next month to
speak to the US Geologica Survey dealing with their work. The US Geological
Survey is about to wind back its estimate of ultimate to about 2080 giga-barrels,
which if the |EA isto be consistent, they would bring their midpoint back to about
2006. So everything in pointing to the next decade coming - thisis the period when
the world will pass through the peak and will decline for this cheap ail.

| might add thisis avery significant shift of paition for the International Energy
Agency and | don’'t need to tell you the political implications of it - though the
International Energy Agency is still under theillusion that the non-conventional oil -
that’ s the stuff from tar sands and bitumens and so forth - can quite smoothly and
without any economic disruption continue to meet the demand. Thisiswherethey are
guite wrong and my paper deals extensively with that question. At the Chartered
Institute of Transport’s conference in 2weeks' time, | will certainly be interested to
hear what the two representing the oil industry have to say on my views.

A good illustration of why the dependence on non-conventional oil isnot a
viable proposition can be taken by the example of the Canadian tar sands project,
which was basically a huge mining operation on a colossal scale. If you want to get a
description of it | suggest you have alook at the March 1998 Scientific American.
There are four articles there on this topic of the end of cheap oil. But basically, in
looking at the economics of these energy source oil, and other energy sources in terms
of their economic effectiveness, their economic efficiency, | approach it from the point
of view of the energy cost of getting ail.

All value ultimately derives from energy. | think the peoplein Victoriaare
aware of that. When the gas was cut off, things sort of went "choonk™ - do you live
in Victoria?

MRSOWENS: Yes.
MR FLEAY: Right, soyou know what | mean.

MRS OWENS: | know exactly what you mean.
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MR FLEAY: Therefore avery important economic indicator is the energy cost of
getting energy: the energy you get divided by the energy you are spending at the
energy profit ratio. | haven't got time to deal with that but the first part of my paper
deals with it and the theme runs right through; it is something that is quite critical.
What | finally managed to find out in the middle of the year is the energy cost of
producing oil from Canadian tar sand. Basically for every three barrels of oil that they
produce they consume energy equivalent to about two barrels of oil. Right at the
beginning, | think, in my figure 1, when | am talking about energy profit ratio you can
see adiagram there that illustrates what it means for an energy profit ratio of two as
against an energy profit ratio of 20.

| haven’t time to elaborate but the International Energy Agency has yet to take
that step and appreciate that. Involved in thisis some fundamental critique and
weaknesses in economic theory itself which derive from the fact that it draws its roots
from 18th century rationalism and Newtonian mechanics. Newtonian mechanics
preceded the devel opment of the science of energy. | won’t say any more but | do
discuss that in my paper.

What the world is faced with is that during the next decade it will pass through
its peak of production of this cheap oil. There's plenty of hydrocarbon resource but it
isaresource that cannot support the present system and it is a Situation where
technology is not likely to have any bearing on it because the fundamental problem,
the fundamental economic problem is the sheer scale of things, the sheer quantity of
materials you have to handle, which is not amendable to technological improvement.
But you can go further than that: using Petroconsultants database on all those
oilfields you can - in the absence of political and economic aberrations, of which there
will be plenty - make avery broad profile of what the rate of production of that oil
will be through to the middle of next century, this conventional ail. Itissimply
because it is probably the one resource unique in the world where you can do that. It
isjust simply that once it starts declining it is the physical limitations that prevent you
from doing it. In very broad terms, you can say that the production of oil in the world
is going to halve about every 25years once we pass through the peak.

Coming back to what Bruce was saying about 2029 as the planning horizon for
transport here, we can expect in the world then about half the amount of oil available
asin theworld now. | deal in my paper there with the Australian oil production -
West Australian oil production according to Department of Resources development
report peaked in 1996 and by 2008 it will be less than 25per cent of the present. Of
course Bass Strait oil is now about 43 per cent of what it was producing in 1986 and
everything hinges, fingers crossed, on what might or might not be found in the
Timor Sea or not.

The best estimate and most latest estimate of the Bureau of Resource Sciences -
and you will find that in figuresl2 and 13 on pages 24 and 25 in my report -show a
potential for agrowing need for imports of oil into this country compared to
businesses usual consumption of fuels. It isquite conceivable it would require major
discoveries outside the framework of anything that is likely to happen through there to
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say about 2020 to be reaching the point where there will be negligible oil production
in this country - certainly into the third decade of next century - and we will be at the
mercy of imports and we won't be at the head of the queue. We will have some
natural gas and we will have some condensate from natural gas; how much
condensate depends on what natural gas developments take place and how much
condensate they havein it.

I will just very briefly round up: there are two major prioritiesfor ail in this
one. Obvioudy freight transport isone. W must have and we cannot do without
freight transport. We have an agriculture that basically only worksin this country
because we use petroleum fuels; not only for the manufacture of fertilisers and
pesticides and all the transport and everything else, but people have described modern
industrial agriculture as ameans of converting petroleum into fuel, so they have got to
get first priority. Not only that, but a priority over about three decadesto a
substantial shift of focus onto a direction of an agriculture that can survive without
using oil - with gas as a bridging fuel, which is tied up with the whole questions of
land degradation and salinity. | touch on that in my paper.

Therefore my contention is, and what | have been saying around the country for
the last couple of yearsisthat the decline of oil in what | am saying here - the main
brunt of that decline will have to be borne by urban car transport. That means that if |
said the rate of oil declinein the world is about halving every 25 years or so, then we
have got to go down amuch faster rate of decline in Australiaand it reinforces the
need to shift our passenger transport system to electric-powered, coal-powered - |
know my friends on the greenhouse side would not approve of that but my contention
there isthat greenhouse is not going to drive the decline of ail; the decline of oil is
going to drive greenhouse, but then that is another question.

That reinforces everything that Bruce was saying about the critical role bicycles
can play, integrated particularly with urban transport, to deal with these questions of
making arapid and swift shift of the urban environment to a mode as they get forced
to shift away from the present dependence on cars. It has the great advantage that it
doesn’t particularly require any technical research. It isto some extent a
software-type solution rather than a hardware one. It can be done fairly quickly and it
is one where you can call into play the initiatives of awhole lot of people as the sense
of this predicament arises and people wonder, "What can we do?' This gives them
the scope for something to do and set something happening at the bottom level and
can start the process of moving the restructuring of the way things are done so that
most of the trips to and from work are done by walking, bicycling and in this fashion.

The only other thing | would like to make in this context - and it has awider
bearing in respect to rail - isthat rail is more energy efficient for long-distance
transport than road. There will have to be a stress to actually reduce the amount of
transport to stop the unnecessary carting of materials around - things | quoted which
are on the agenda at the moment; the absurdity of Australiaimporting pork from
Canada and Denmark and putting Australian pig producers out of production, or
Australian citrus growers pulling out the trees because of imports from Brazil - this
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sort of transport should have to go. Aswe move into the next century you will find a
contraction of the global economy and everything will - there will be an inevitable
reduction in the amount of trangport. | think you can get some of idea of what I’'m
going to say to the Chartered Institute of Transport next Friday fortnight.

The arguments are compelling. | haven’t been able to cover them here
adequately, but | can’t stress enough here that thisissue is starting with Colin
Campbell’sbook - and I’ ll leave you a copy which was published in September last
year - plusthat article in the Scientific American. Thereis starting to be a flood of
articles in newspapers, in Science - 24 August issue - and awhole swag of thingsin
oil industry journals; articles like Spectator. That one was published in the Melbourne
Age on 7 September and Colin Campbell is getting deluged with requests to go and
talk. 1 would say in 12 months' timethisis going to be in the public arena and the
whole shift of focus of oil development is now starting to shift to the Middle East as
the only areawhere - in the immediate future for alimited period of time - there can
be an increase in oil production. That will be very visible by the end of next year, and
thiswhole issue is starting to come out in the open. It has already started to happen.
| think I’ve said enough at this stage.

MRS OWENS: Good, thank you both very much, and | think you’ ve certainly given
us alot of food for thought. We do have your paper and we will read that with great
interest. 1 don’t know how much further we can take it at this point, but | think one of
the questions I’ d like to ask you, MrFleay is. has this particular issue got onto the
agendain other countries, and are you aware if steps have been taken in other
countries to deal with it through looking at the issues of urban transport in particular?

MR FLEAY: | canvery briefly read out to you thisfax | got from Colin Campbell
on 31 August. You've got articles: the National Interest Washington, spring issue;
the Scientific American, March issue; Science, 24 August issue; the Observer
newspaper in London on 26 July; Die Stern on 22nd of four; Capital of Germany in
September this year; Geopolitique of France in August this year; Energy Investor in
August 1998; the Spectator in London in August - that was the one that was

published in the Melbourne Age; there is a German government report in press,
Norway’s financial journal; the Future of Oil issues by Petroleum Exploration Society;
Forbes of June.

The lectures that he is going on - he was at the Centre for Global Energy
Studies in London, a gold-plated affair chaired by SheikhY amani in which he tells me
this was talked about and | have got newspaper articles here that show clearly that
companies like Shell and BP are starting to wind down some of their exploration
effort in theworld. They are handing it over to Woodside in this country.

Saudi Arabiaisinviting the oil companies back in again and so on. Heistaking to
Shell Qil - yesterday in fact in Amsterdam; the Geological Society of America,
Toronto, Cambridge Investments in November, Commonwealth Club in Silicon Valley
forum, San Francisco, the Walt Disney Board in Los Angeles - strangely enough - the
Institute of Petroleum in London and | believe Lateline is planning a program in the
next few weeks involving Colin Campbell, Sheikh Yamani and Daniel Jergen. So the
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thing is slowly coming out.

Naturally, in view of the issuesinvolved, there is a degree of inertia and
reluctance as you could understand, but the uncertainties about the people who are
crying wolf are diminishing because the whole world has now been explored. The
particular thing that Colin Campbell had done, backed up by that enormous database,
isto hammer the question of being consistent in your definitions and to be consistent
inyour use of statistics. They are discussed in my paper. When you look at all the
range of estimates of what ultimate oil production will be - which is the key thing
because it sets when the peak is going to be - when you look at them and look at
getting a consistent approach to definitions and a consistent approach to statistics the
differences narrow and they hone down.

MRS OWENS: It will beinteresting to see what the response is nationally to these
sorts of pressures that we're obviously- - -

MR FLEAY: Yes

MRS OWENS: ----weél, | don't know whether it’s obvious but which we may be
facing in the future. When you look back to what happened when we had the ail
embargo back in 1973-1974, the response at that time was not necessarily to movein
the direction of people using bikes and people going on to trains and so on. The
response then was to change the nature of the sorts of cars that were being produced
and moving away from the big American Y ank tanks to smaller cars.

MR FLEAY: Yes, that'strue.

MRS OWENS: And that was the response at that time. We've aready moved
down that track to producing cars that can actually be very energy efficient and there
are now electric cars and so on.

MR FLEAY: Yes

MRS OWENS: So that may bein adirection that we may continue to go in, and
people may move in that direction.

MR FLEAY: | do discussthose briefly in my paper and they will be issues that will
come up at the Chartered Institute of Transport conference. | personally will be quite
interested to hear what the two people from the oil industry will have to say.

MRS OWENS: Yes. One of therea questionswe have got isthat - | think it's
almost a cultural question, and in the bicycle Federation’s submission it talks about the
best practice being in countries like Japan and the Netherlands, and you talked about
Helsinki. You say there has been in those countries a culture and a history of using
bicycles and public transport.

MR ROBINSON: The Dutch bicycle thing isrelatively recent and | think Alan
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discussed that in that paper if not others, so it’s not partly historical. The Dutch
government - when things are referred to there it’ s the environment thing - have taken
steps about the time of the first oil crisis, so the Dutch emphasis on cycling - there had
been people who had ridden bikes before, the provision of infrastructure - you can’'t
ride your bike to work on a bike path if the bike path is not there, so that’s relatively
recent and it’s not a historical thing. The bike paths around Helsinki are all recent.

Y ou said about the trend to more efficient cars and certainly in Australiathat’s
being reversed; if every second car isacompany car - and lan Lowe has published
things saying that people who have company cars who don’t pay their own petrol
don’t put petrol usage very high, so that all our fleet is being dominated by people
who don’'t have to pay for the petrol. Thereisthe American thing - if you lower the
price of diesel then you get more Toyota four-wheel drives taking kids to school, and
| don't think the current trend is particularly - one of the things that came out of the
ESD things was no regrets options. To some extent we're talking about urban rail and
things. There are strategies we can do now which are defensible on health grounds or
environmental grounds independent of this, so there are alot of options that can be
taken now.

MRS OWENS: | just wonder and still think there is a cultural barrier in countries
such as Australia, that you’ ve got in some cities at last quite alot of urban sprawl. |
come from Melbourne and it has spread and there has been access to, | think, amuch
better bike path network and probably there are more people riding their bikes than
there were a decade ago, but | would say it’s not an avalanche of people.

MR ROBINSON: No, thetravel smart trialled by the Department of Transport here
showed in South Perth that just by promotion by going and talking to people they
shifted the model shift away from single car trips and things, but they also shifted the
destinations. Many less people - many more of the trips were within the municipality,
so if the price of petrol islow then you go to the big shopping centre over here; if it's
high you go to the deli.

If you look at the demise of the country towns and things, the price of petrol for
instance - or the signals that the government sends; if the government says, "We're
going to reduce the price of diesel and reduce the excise on petrol”, whereasin alot
of the cities that are much more favoured in terms of placesto livein, you know, the
price of petrol is much higher. The market signals that could be sent from paying for
the hospitals and the waiting lists and all the schools, things we need, by putting the
price of petrol up would seem to be a very sensible economic thing to do.

PROF SCRAFTON: It seemsto me that the main message that comes out of your
two presentations, which | have to say are excellent - | certainly enjoyed hearing your
presentations. The reform that has taken place in favour of say bike travel, and the
amount of money that has been put into urban transport say in the past 10 yearsis
guite enormous in Australia, but obviously from what you say the pace of reformis
too slow. Often the countervailing forces that Bruce has just described are often
more powerful than the innovations and the reform that takes place. Maybe the
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important thing for our inquiry is the message that while reforms have taken place,
they don't take place fast enough and they’ re not consistent enough. | guessthat is
really an outcome. It’s not aquestion, it isjust an observation on what the two of you
together have said.

MR ROBINSON: If you look at the money being spent on tunnels and freeways

here, there is $2000 million packages of road funding. If you look at Melbourne there
isthe city link project and things. There are those sorts of things happening. Thereis
alot of road money going in and afew token cycleways doesn’t really tip the balance.

PROF SCRAFTON: You could do an awful lot for cyclists though with avery
small proportion of that amount of money.

MR ROBINSON: Sure. It'savery cost-effective thing. But even within those
constraints the amount of money being spent in Perth and in Melbourne is small by
comparison with the outlay into the energy inefficient modes.

PROF SCRAFTON: That doeslead me to one specific question that | would like
to ask you, and that is whether you would support what are now often tied road funds
being spent on rail facilities rather than on roads. Would you like to have seen that
$2 billion project expended on rail projects?

MR ROBINSON: Yes.
PROF SCRAFTON: You fed that strongly about it.

MR ROBINSON: There may well have been starting to be adecline in bicycle
transport in Perth and in Melbourne and the problem is that you can put in afew
cycleways, but most of the trips to the school and the shop are going to be on roads.
So the more freeways you build, the more people become car dependent and the
whole system clogs up. Y ou’ve got the sort of boiling frog syndrome, that people
don’t notice things getting worse and worse and worse.

Moves that will take cars off the road and avoid new freeways, like the freeway
here through Northbridge, a sort of cappuccino strip or whatever - if that funding had
gone into urban rail or urban light rail, then the city would be much be better off. The
money that we spent on the electric railway to the northern suburbs, the newest one
which was put in between 1989 and 92, or whatever, that money in retrospect is
clearly well spent.

PROF SCRAFTON: Thereareplansin Perth for arailway to the south, |
understand, that could cost abillion dollars. So it’snot asif that planning is not there.

| just go back to my earlier point that the reform seemsto be taking place but taking
place too slowly.

MR ROBINSON: Yes, it'sone step forward and three steps back.
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PROF SCRAFTON: Yes, okay, agood description.

MR FLEAY: | would put it another way. Transport planning in this country,
looking 30-odd years ahead, and especially road transport planning, simply takes the
fuel supply for vehicles for granted. You will never find it really seriously looked at.
Y ou might get a passing mention but not the sort of in-depth thing that | look for.
The comparison | make is like Western Power Utility here building a power station
and not bothering to do anything about the fuel supply to runit. That is quite literally
what happens. | can understand why it happens. We talked about the "cry wolf"
syndrome and there are alot of good reasons why people have avoided it, but it’s got
to stop for obvious reasons.

Just to reinforce that point, in looking at Sydney and Melbourne where you
have the city link and these private investor-funded roads in Sydney, I’ ve read the
prospectuses of some of them where they have called for financing and deal with the
financing - particularly the city link one. When | wrote my book | read it twice just to
make sure. | could not find a single sentence anywhere in that document that referred
to the question of fuel supplies as an important issue in the viability of the project.
That included all the financial consultants and the engineering consultants who
certified this, that and the other thing.

PROF SCRAFTON: Without prejudging those evaluations, they hope they will
recover their investment before the problem arises.

MR FLEAY: That'sright. Thetotal investment in those particular roads, if you
think of starting from the Sydney tunnel alongside the Sydney Harbour Bridge, is
close to $4000 million total investment, I’'m worried alittle i as to what the impact
of my paper at the Chartered Institute of Transport might have on the share price of
these things.

MR ROBINSON: Perhaps we should be selling at this stage. Quite serioudly.
PROF SCRAFTON: | must say that | really appreciate your contribution. The
evidence of the 1970s is that Australia and many other countries seem to need crises
or high pricesin order to think straight. There’sno doubt about it..

MR FLEAY: Yes.

PROF SCRAFTON: Therisein four-wheel drivesthat was quoted by you isan
excellent example. We spent years devel oping energy-efficient and space more
efficient vehicles only to just have ourselves marketed out of existence by awhole
new generation of vehicles that for many reasons are totally inappropriate.

MR FLEAY: Completely offset the advantage in fuel efficiency - -

PROF SCRAFTON: That we achieved.
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MR FLEAY: ---and by persisting with the car-based system where you promote
urban sprawl, which increases the distance that people have to travel. That iswhat
has happened.

PROF SCRAFTON: Beforeyou guysgo | need to make a comment from the
commission’s point of view: | don’t run for the bus but | do walk for the bus.

MRS OWENS: Hedoesn't own acar, which isinteresting.
MR FLEAY: | have aconfession to maketoday - | camein acar.

MR ROBINSON: Canl just ask aquestion that arose from the Industry
Commission and related to the system about the fuel franchise levies. Our premier
unveiled a strip of cycleways - the first bit of the veloway along the railway line, and
al the TV cameras were there and they wanted to talk about it because it was the day
of the High Court decision. In urban transport things South Australia used to have, |
think, a situation where there was a graduated fuel franchise levy which seemed to be
an ideal situation. You say, "Look, the price of diesel in the city should be high
because we can catch atrain or ride a bike but the price of diesel in Hall’s Creek
should be lower." There was that mechanism, which wasn't used here but there were
interstate differences, and it would just seem to be enormously important that that
flexibility gets back into the system so that someone - state or Commonwealth - can
set differential fuel prices - differential fuel excise things.

So say, "L ook, the farmers are in trouble, they need diesel for freight and things
but we're in trouble in the city from the carcinogens and the four-wheel drives." The
guestion is what mechanism is there? Do we need to change the constitution? Surely
the Australian government should be able to find some way of putting that back.

PROF SCRAFTON: | think you’ve answered your own question.. The reason for
the South Australian differential was quite elementary. Asyou point out, it was
simply a mechanism by which the state taxation - although we were not allowed to

use that word - the state levy system, if you like, could go some way towards
equalising the commercial cost of the fuel deliveriesto the remote locations. It wasa
three-step system but it did disappear with the demise of the state levies. However,
your comment is quite right: thereis nothing to stop any government that is
determining a taxation regime to create differentials within it, even if it simply done by
arebate system which it is, | guess, the present time.

MR ROBINSON: Yes, the rebate system.
PROF SCRAFTON: The comment that you made earlier about the impact of tax
reform focused on a GST creates some new anomalies for transport which do worsen

the situation if oneislooking at reform of the present urban transport system.

MR ROBINSON: An exciserebateisafederal issue at the moment, so that the
petrol taxes are entirely federal now. We could advocate a rebate based on effectively
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the South Australian model, of a multi-tier distance-based thing.

PROF SCRAFTON: Yes. Justfor the record we need to affirm that the taxation
was always federal. The levies were the state system.

MR ROBINSON: The South Australian is fuel franchise levy.
PROF SCRAFTON: Yes.
MR ROBINSON: | wastrying to be careful with my terminology.

PROF SCRAFTON: Right. But nevertheless the Commonwealth does have the
ability to ingtitute various levels of taxation in any regime, as it does for income tax,
for instance. It'snot adifficult thing for the policy formulator to do.

MRS OWENS: | think we probably will have to keep moving. There werea
number of other probably local issues we could have talked to you about. We both
spent yesterday doing a bit of train travel and have shared train carriages with bikes
and walked up aramp at the East Perth station where it said "No cyclists' and then
the cyclists wereriding over.

MR ROBINSON: They al say that.

MRS OWENS: Sowe have had alittle experience just yesterday with quite afew
bikes and we could have had a discussion about that but | think we will haveto, I'm
afraid, move on to the next participant. We would like to thank you very much for
coming and we may get back to you, if we may, to talk about some of these local
issues.

MR ROBINSON: Thank you very much for the invitation and thank you very much
for coming and providing this venue for arange of things. Certainly | think alot of
these things need to be discussed outside a party political election issue thing because
sensible things don’t always come out of that data.

PROF SCRAFTON: And best of luck in Tasmaniawith your paper.
MRS OWENS: Wewill now break until quarter past 12 for about 7 minutes, get a

cup of teaand then come back in, and we will then be talking to the Western
Australian Department of Transport.
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MRS OWENS: Wewill now resume proceedings. Our next participants this
afternoon are representatives of the Department of Transport WA. We have a
submission which is called the Western Australian government submission. When you
are introducing yourself could you please clarify whether you are talking on behalf of
your department or on behalf of the Western Australian government? We have both
read the submission so at this stage what we would like you to do isjust to introduce
yourself for the transcript and tell usin what capacity you are here.

MR BRINDAL: | am Doug Brindal from the Department of Transport and | am
director of regional policy at the department. The submission that we have made to
you - if it hasn’t come through formally from the minister it will shortly do so. | did
send over an advance copy to you just to help things along, so it isin that sensea
submission from the WA government.

MRS OWENS: Thank you.

MR BURROWS. My nameisRob Burrows. | am the director for the office of rail
safety in Western Australian, which is part of the Department of Transport. |
prepared part of that submission to do with the regulatory function for rail safety.

MRS OWENS: Thank you. We have got avery useful attachmentB, called
Developmentsin Rail Safety at a National Level, so we can talk to you about some of
the issuesin that attachment.

MR BURROWS: Sure.

MRS OWENS: Canl just clarify before we proceed: given that thisis adraft
submission, can we ask questions relating to that submission?

MR BRINDAL: Pleasedo, yes.
MRS OWENS: Fine.

MR BRINDAL: Thereisaformal submission coming through from the minister
and asfar as| am aware it is exactly the same asthat. It isjust a question of the time
lines involved in getting things through these processes.

MRS OWENS: Would you like to make some opening comments before we ask
you about the submission?

MR BRINDAL: Only very briefly because the submission isintended to be
relatively straightforward to help bring the commission up to speed with some of the
important things that are going on within Western Australia. In doing that it has
focused on some key strategic issues, namely, on-rail competition - asit is often called
- which is associated with the question of access to the Westrail system. The issue of
the future ownership of Westrail - as you know, there has been a recent

announcement about the intention to dispose of the freight business of Westrail and
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there are obviously some significant issues associated with that, particularly this often
debated issue of separation versus vertical integration of the enterprise.

The actual processinvolved in the disposal of Westrail’ s freight businessis
relatively young and | am not sure how far we can go into that but of course we will
try and answer any questions that you have in that respect. We have made some
mention in the paper about some of the initiatives that Westrail has taken in terms of
introducing competition in terms of provision of services within its own organisation,
soto speak. That isreally just to give you a sense of some of the things that have
happened there in terms of competition. Of course, there is then reference to some of
the things that are happening at the national level, just to give a Western Australian
perspective. | think, asyou have already noted, the developments in terms of rail
safety and uniformity of rail regulations and so on are quite exciting in that area. That
isitinanutshell. Asl say, itisvery much amatter of bringing the commission up to
speed with some of the issues that we see as being important over here.

MRS OWENS: Thank you very much. | have to say that we are delighted to have
a submission from the Western Australian government, and | think you are the only
department that we will be talking to on this round of hearings. Hopefully we will
pick up some of the others at alater stage when we do our hearings relating to the
draft report, but | think we are both very pleased to have this particular submission. |
think there is arange of issues that have cropped up in the last few months in relation
to the potential sale of Westrail freight business.

Some of those issues are national issues and we may come back to that in a
minute, but | think a good place to start would really be that you have put into your
submission some figures relating to the performance of Westrail - pages - and you
have shown in those figures a very significant drop in numbers of employees, just a
fairly small increase in revenue, part of which | would presume is related to asset sales
and partly to the CSOs. There has been aturnaround in profit and a very large
increase in freight tonne kilometres. |sthere any information relating to customer
satisfaction? Do you monitor other aspects of that business?

MR BRINDAL: Whenyou say "you", do you mean the Department of Transport?

MRS OWENS: The Department of Transport. We will go back one step. Doesthe
department take an interest in what is happening at Westrail or isyour role a broader
planning function? How does the department and Westrail link in together?

MR BRINDAL: We arefundamentally a planning and policy body. Thereisa
specific rail safety regulation function that Rob deals with but increasingly, as Westrail
has become a commercially-oriented organisation, the direct involvement of the
department with Westrail’ s day-to-day operations has become less and less. At one
stage, going back to the old regulated days when the Transport Commission - which

is one of the predecessors of the current Department of Transport - had to issue
licences to road transport before road transport was allowed to perform any freight
functions within the Westrail area, there obviously was avery close association
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between the two bodies on a day-to-day basis.

But in thisday and age, as Westrail has becoming increasingly commercial, the
relationship is very much at a strategic and policy level. Thereisstill arequirement
for Westrail to get its capital works program okayed through the minister for
transport and outside of established discretionary limits those capital works proposals
come through the Department of Transport for recommendation to the minister for
transport.

MRS OWENS: What happens with community service obligations now? Y ou still
have somerolein that, don't you? Y ou fund those obligations?

MR BRINDAL: With the urban situation there is an arrangement between
TransPerth, which isadivision of the Department of Transport and Westrail - and that
involves payment of a community service obligation. With the non-urban rail
passenger services there is adirect arrangement between Westrail and state treasury in
terms of payment of community service obligations, but they are the only CSOs that
apply to the Westrail system. There are no CSOs on freight operations at all.

MRS OWENS: Wewere just looking yesterday at the accounts and it is actually
very difficult to pick up the total CSOs that are paid because of the different
arrangements. Y ou can get the urban CSOs indirectly and the non-urban - there are
specific linesin the accounts, so it is very difficult to actually bring it together and say,
"What are the CSOs that are paid?"

MR BRINDAL: We do make mention in the submission of an estimate of the CSO.
It is associated with the urban operation. | am sure we can get hold of the other
figuresif you are interested in seeing them.

MRS OWENS: Given your planning function, to what extent does the department
get involved in the decision-making in relation to whether to sell off the freight
business, to franchise urban passenger - if that is to happen - the decision-making in
relation to structural separation versus vertical integration? Does the department get
involved in those sorts of very basic decisions?

MR BRINDAL: Certainly initsadvisory capacity to the minister for transport it has
to be very closely associated with that whole process, but not in adetermining role; in
apolicy advisory roleto the minister. As part of the lead-up to the decision to sell
Westrail’ s freight operations there was a considerable amount of work done by
consultants that were overseen by a steering group that was chaired by the then
director-general of transport. That freight disposal process, as you may be aware, is
now in the hands of atask force which in turn is being chaired by Chris Whittaker,
who is the substantive director-general of transport but is moving off-line for the
purposes of taking that matter forward. Basicaly that task force hasto look at the
various options available to government in terms of the disposal of Westrail’ s freight
business and it will be making its recommendations in due course to cabinet, so
certainly the department plays an integral role in that without, as | say, the
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determining body about how such decisions are made.

MRS OWENS: What are the magjor advantages of privatisation in this context?
What are you hoping to achieve?

MR BRINDAL: | guesswe have got to see the privatisation of Westrail’ s freight
business in the context of avery rapidly and substantially changing rail freight industry
within Australiaas awhole. Y ou would be well aware of alot of the initiatives that
are occurring in other states, the privatisations that have already occurred and those
that are planned. The future of Westrail has to be seen against that backdrop. The
work that was done for the government - there was a very extensive piece of work by
a consortium of consultants which concluded a number of things - but a couple of the
major items were that while Westrail had achieved a great deal in terms of improving
its efficiency of operation in recent years as well as over alonger period - and some of
those figures that | have put in the submission there are broadly indicative of that -
that while Westrail had made some giant strides there the evidence pointed to some
scope for substantial further efficiencies arising from privatisation of the Westrail
freight business. They come from various angles, some of which were alowering of
cost structures as aresult of a private operation not being subject to some of the
constraints that tend to occur with a government-owned business.

MRS OWENS: Isthisonthelabour sideor - - -

MR BRINDAL: Yes, and perhaps the availability of risk capital. Governments
tend, by their nature, to be somewhat risk averse in terms of capital expenditures and
a private concern, understandably, has more flexibility in that sense than a public
enterprise would have. Thereis greater flexibility, | think, for a private concern to
involve itself in various other enterprises other than ssimply align al freight.

MRS OWENS: Isthiswhere you mean going out of the stateand - - -

MR BRINDAL: 1 think there are two elements at least: on is operationsin other
states, and that is something that Westrail has certainly been expressing a great deal of
interest in. There are some legidlative issues there that have to be dealt with and will
be dealt with but there are perhaps some lingering concerns about the extent to which
Westrail can take up those opportunities, certainly as quickly as a privately
owned-organisation might. Also it’s possible thata privately owned Westrail might
want to move into associated businesses whether they be freight-forwarding or
whatever. I’'m just trying to make the point there is a greater deal of flexibility on the
part of a private organisation to take advantage of opportunities asthey arise. It has
been suggested from time to time that National Rail, as an organisation, has tended to
suffer from some of those restraints notwithstanding that it was set up on a
commercial basis. It's certainly been along, hard fight for that organisation to achieve
the efficiencies that people originally expected of it.

In terms of the basic efficiency of the organisation, all of those things could be
expected to have an impact on the ultimate level of efficiency that the organisation
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could achieve. What Western Australiaisthen looking at - if it didn’t proceed to sell
Westrail - isthat increasingly it would be competing against other organisations, other
rail operators around Australia. Asl said earlier, increasingly there is privatisation of
anumber of those other operations. It would be to some extent hamstrung by its
continuing government ownership and hence placed at a disadvantage in terms of
competing with those other operations.

That, in conjunction with the fact that Westrail’ s businessis fairly highly
concentrated - thereis, | think, something like seven of its largest customers account
for 75 per cent of its business - that makes it as a business relatively vulnerable to loss
of any of that business to other operators. When you pull al of that together the
changing context within the Australian rail industry scene, the potential benefits of
privatisation, it all pointed to benefits both to rail freight users within Western
Australia and to the government as, of course, the custodian of public funds that have
been invested in the rail system; that there were apparent benefits from moving down
that particular path at this point intime. If it stays with a government ownership in
the longer term then certainly there are those vulnerabilities the government would
have to contend with. It could have implications for Westrail’ s bottom line and for
government exposure to future capital requirements.

MRS OWENS: The other way that it could have panned out was you wait and see
what happens and then somebody else comesin and says, "Well, we'll do all the
business that you need done in intrastate business within Western Australia™ You
could close Westrail down basically. Not that you want to do that because you
probably want to get money for the business, but the other way would have been to
just wait and see. There have been arguments floating around recently about the
future of rail, that we might end up with two big operators and afew small regional
ones and that’ swhere it might end up. | don’t know. | have no feel for it at this stage.

So that’s one of the major decisions you had to make, and the other one was
whether to sell it off asavertically integrated entity or to do something like they did
in New South Wales and have some sort of structural separation, and you’ ve come
down on the side of vertical integration.

MR BRINDAL: Yes.

MRS OWENS: WEe ve got some material about the approach undertaken in the
scoping study and there were three criteria that we used: one was to maximise the
sale-part price; one was to minimise ongoing costs to government and the other was
to maximise the social and economic benefitsto Western Australia. | think they’re all
very worthwhile criteria but how do you balance or weight those criteria?

MR BRINDAL: Yes. | wouldn't pretend to put a quantitative value on those
weights. | think they’re al very relevant considerations for government and certainly
one wouldn’'t want to interpret the order of those as being the order of importance, |
don’t think. But clearly government has to be concerned about what it can get for an
enterprise in which it has invested a tremendous amount of public funds over avery
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long period of time. Certainly the first two of those criteria deal with - first of all,
what it can get for Westrail as a business, and secondly, what it’s going to cost it in
the future if it maintains that involvement; and thirdly obviously the question of what
is best from the point of view of transport policy and what is good for the transport
system as awhole.

The way that assessment came out in summary is that the vertically integrated
model was judged to be clearly superior from the point of view of the first two of
those criteria - ie sale of Westrail and continuing financial implications for
government. On the third one the issue of the economic and social benefitsisalittle
more vexed. At the end of the day you come down to a question of trying to balance
on the one hand the professed advantages of separation for encouraging greater
competition on the rail network, the argument being that if you’ ve got a separate track
authority it'smore likely you'll get arange of competitors coming onto the network.
That’safairly contentiousissue in itself but that certainly is often put forward as being
an argument for separation.

On the other hand the vertically integrated model is considered to offer
significant advantages, particularly in afairly extensive network like the one we' ve got
where large parts of the network are relatively lightly trafficked; that there are
significant operating advantages and efficiencies associated with having ajoint
ownership of above and below rail parts of the business. That alows a trade-off of
operating parameters against investment in track and Westrail could give you alarge
number of examples of how they’ ve managed to do that, particularly out on the grain
network where they’ ve managed to tailor the quality of the infrastructure to the nature
of the train operations which, in turn, are geared into the particular requirements of
the grain distribution system.

So you do get a capacity there to integrate the above and below rail components
of the businessin away which in theory may be achievable with atrack authority. In
practice quite often it has proved quite difficult to achieve, | think. There are other
advantages of vertical integration associated with the incentive for atrack authority or
the track component of a business to improve its degree of productivity. Again, a
separate track authority, on occasions at least, have been shown to be alittle bit slow
to move in terms of improving the level of productivity that it actually deliversinto
therail system. It'saquestion of what incentives are available to atrack authority.
As part of avertically integrated set-up the track component is part of a larger
enterprise which has a direct incentive and direct need to provide bottom-line rail
services that meet the market’ s needs.

To come back to your question, the question of separation versus vertical
integration, there are pluses and minuses associated with each of the models. The
greatest advantage that’ s put forward in respect of separation isthat of promoting
competition. The judgment in the end was that provided we got a rigorous and
stringent enough Access Regime in place that alot of the concerns about the vertically
integrated model could actually be dealt with in terms of dealing with competitive
access, that that particular disadvantage could, if not be swept away then at least
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ameliorated and the advantages associated with vertical integration could be gained.
It's ajudgment at the end of the day but | think government is quite convinced that is,
on balance, the right way to go.

MRS OWENS: It'sprobably ajudgment that could pan out different waysin
different states, just depending on the nature of the business and what is being carried
and so on. Another argument that has been put to us for vertical integration isjust
that - and it may not apply in your case - is the potential for a stronger business which
can then compete more effectively with road or other modes of transport. That may
apply less on an intrastate business than in an interstate business. 1’ m not sure.

MR BRINDAL: No, I'd say it'salarge part of the Westrail network. A large part
of its businessis very much subject to road competition, particularly in the grain area
which, on a geographic coverage basis, is the largest part of the Westrail network. So
the potential or the capacity for the rail businessto actually compete with road is
absolutely critical. Certainly that’s one of the things that istied into that earlier
guestion that you asked about why Western Australiafelt it needed to go down the
path of the sale of the freight business - the actual contracts between Westrail and the
grain industry for the cartage of grain expires, | think next year, and will have to be
renegotiated, and that’ s quite a critical point of decision both for Westrail as an
organisation and for the grain industry, and | suppose for the community generally.

MRS OWENS: Soalot of the success of this approach is going to rest on the
Access Regime. | understand the legidlation still hasn’t been passed.

MR BRINDAL: No.
MRS OWENS: What's happening with that?

MR BRINDAL: It'sinthe upper house at the moment. We're commencing with it
in the upper house. State parliaments have been on call for that debate to commence
for about the last 2 weeks. We expect that it will occur early next week. So that will
be the debate in the Upper House. It will depend how that goes asto when and in
what shape it moves to the Lower House and we' Il take it from there. We're till
hoping that it will be able to get through the current sessions. There are some
amendments that have had to be made to the original access regimeto try and cope
with the changes that are necessary because of the potential sale of the freight
business.

MRS OWENS: You initially went in on the assumption that Westrail was a public
entity. Isthat right?

MR BRINDAL: That'sright, yes.
MRS OWENS: The approach you have adopted, there has been, | think, some

criticism from other states about the impact it may have on a national network. Do
you think that that criticism will, to some extent, be ameliorated by the access regime
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that you eventually develop or do you think that won’t go away?

MR BRINDAL: Wethink the adequacy of the access regime, both the one we're
putting in place and the one that | understand the ARTC isin the process of
developing itself, that they are quite critical in terms of dealing with that issue. But
we maintain through all of these discussions - that we' re sticking to the principles of
the intergovernmental agreements that were drawn up late last year, that set up the
Australian Rail Track Corporation - it was always envisaged as part of that
agreement, that the Westrail part of the system would remain owned and managed by
the Westrail organisation and that the way that ARTC' srights to market interstate
freight would be via agreements between ARTC and Westrail.

That was always the core of that intergovernmental agreement, and the Western
Australian government’s made it quite clear that if Westrail as an organisation is sold
to a private operator, then it will be seeking to ensure that the obligations that the WA
government took on board as part of that IGA are transmitted to the new owner. The
details of how that will work out are part of the process that we have to go through
but the bottom line is that we signed up to certain things that Western Australiawould
dointhe IGA and we fully intend to carry through on those.

| have to say | think some of the criticisms that have come forward are really an
attempt on the part of some parties to use this change point - and it is a significant
change point - and they see that as an opportunity to secure an integrated interstate
network which iswhat they sought in the original instance. That’sfair enough from
their particular point of view. The critical thing from our point of view all along has
been that there’s a great deal of intrastate traffic on that line, it is not purely an
interstate link, and that makesiit quite significantly different to large parts of the -
certainly the Commonwealth-owned and Victorian-owned parts of the network. New
South Wales has got asimilar problem; alarge part of the usage of itsinterstate lineis
intrastate, and that creates interface issues between inter and intrastate that have to be
dealt with - whoever isin charge of the line. Our position all along has been that we
preferred to have that control of the Western Australian part of the infrastructurein
the hands of Westrail.

PROF SCRAFTON: [I'djust like to stay with the access regime, if we could, alittle
bit. Inyour paper you describe the parts of the railway that will be included in the
regimeinitially, and | understand from the comments you made earlier that
presumably alot of that isleft out of these slightly loaded lines, with maybe one traffic
and fairly small volumes. What is the situation in relation to the private railways of
the north-west which are now caught up in the national competition policy and with

an application to declare a one rail open access regime over one of these private
railways. Hamersley are coming to meet with usthis afternoon. Isthe state
government involved in that debate and does it affect your access regime, the way it
stands now?

MR BRINDAL: [I'll takethe second part first. It doesn’'t affect the access regime
that’ s in parliament at the moment; which is quite specifically dealing with the
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government railways network, and it was never intended to cover the private railways
as such. Regarding the Pilbararailways, | haven't had alot of involvement in that. |
understand that the government through its state agreements with the various mining
companies - those state agreements do have clauses in them relating to access, though
they are not of a nature that would satisfy national competition policy requirements.
So thereis certainly alinkage between the state government and the Pilbara railways
in terms of access. | think the different companies have perhaps decided to go their
own ways in terms of dealing with the accessissue. At least one of them | know has
had extensive talks with the state government through the Department of Resources
Development in dealing with those access issues. 1’'m not au fait with the situation in
terms of the other companies.

PROF SCRAFTON: Just aminor point on the access regime too: isit a
requirement under the proposed regime for an applicant to have been accredited
before he applies under the regime or isit possible to apply for access and achieve
accreditation later?

MR BURROWS:. It'spossibleto get both in parallel.

PROF SCRAFTON: | ask the question because in some of the informal discussions
we've had in the east - possible third party operators or new operators on existing
track have commented that the processis not that easy to find your way through. |
wanted some comment on how you see it developing in Western Australia,
appreciating the fact that the legidation is till there.

MR BURROWS: | think the areawhere it has been amajor problem has been New
South Wales. Therethe legidation for the rail safety functions requires you to have
access before you get accreditation. | understand, although | haven’t seen the
legislation, that the access provider requires accreditation before you can get access,
so there’' sa sort of catch-22 situation. We' ve recognised that for sometime, and in
developing our legislation here, we' ve got what 1’d call compatible legidation in that
the access and the rail safety legislation sitting side by side will allow both those
activitiesto progress in parallel, and essentially on the accreditation side, we can give
interim accreditation. We can actually give accreditation subject to, "Y ou’ re not
operating until you actually get access rights" and so on, so it’s a workabl e solution.
It won't be a problem here.

PROF SCRAFTON: Good. Thanksfor that. Perhapsit’samodel that others will
learn from. The comment has been made - again only informally - that there’'sa
feeling that the access regimes in - | think it was Western Australia, South Australia
and Tasmania are certainly more user-friendly than in other jurisdictions. Doug, could
| just come back to you? I’m aware you had adirect regional policy. In our terms of
reference we' re asked to look at the regional impacts of some of the reforms that have
taken place and will continue to take place. | think it’sinteresting you have ajob
which is directly responsible for regional policy so nobody would be closer to the
action than you are. How isit working in Western Australia? We have, for instance,
asubmission, from Esperance - concern about the future about the - | guessit’sthe
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Kalgoorlie to Esperance line and the possible demise of traffic. We have seen
elsewhere - if you see the South Australian reforms - the impact on towns like Port
Augusta. How isthis seen in Western Australiain terms of regional development and
the transport impacts?

MR BRINDAL: Weput alot of effort into looking at regional impacts of transport
policy changes right through the eighties and the early nineties where we were going
through the process of deregulating transport over here and stripping away some of
those regulations that applied to road transport that | mentioned earlier. We went
through a period of progressive deregulation so that we could actually monitor what
was going on asit actually happened. Invariably the finding of that monitoring
process was that the net effect of improving the level of competition in the transport
system was a positive one. | wouldn't pretend that there weren’t problems that didn’t
surface here and there but | don’t think today you would find too many who would
propose that we go back to the old policies of regulating freight to rail and so on.

The bottom line effect of deregulation through that whole period has been a
greatly improved delivery of rail service, both from the point of view of the efficiency
of the rail servicesthat remain and a quantum improve in Westrail’ s financial
performance. | was meaning to look up what Westrail’ s deficit was back in the late
seventies and convert it into today’ s dollars but | didn’t get around to doing that.

MRS OWENS: It would be niceif you could send us something on that.

MR BRINDAL: | will certainly look it up but it would certainly be in the hundreds
of millions of dollars and that’s a drain on taxpayer funds that isn’t there today;
Westrail has declared a $46,000 profit as you know. So from the point of view of the
financia performance of the organisation, the delivery of servicesinto interregional
areas, both the performance of the rail system and the opportunities that were opened
up for road transporters to do their bit, and for those two modes of transport to keep
each other on their respective toes, all of the indicators that we' ve had have been very,
very positive. | guessthat’s one of the reasons why we' re very keen to see
competition in the on-rail competition sense taken further as being the next step in
terms of transport policy.

The bottom line effect of competition has been very, very positive. | recognise
the issues that you have just referred to regarding what is going to happen in the
future as we continue to go down the line of more and more stringent commercial
criteria being applied to retention of the Westrail network. Some of those issues
certainly are issues for the freight sales task force and government to look at as part
of the privatisation of Westrail, and | wouldn’t try to pre-empt that in any way; | think
that’ s a significant issue that does need to be looked at. But | guess where I’ m coming
from is - to me the best way to ensure the retention of efficient servicesto regional
areas is to have the most efficient rail operation that you can have, and the history of
it isthat you get that most efficient rail network through exposing it to competition
and letting the managers of that network do their thing in terms of in as an unfettered
way as possible improving the efficiency of the organisation andyearing itself to the
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market’s needs. Redlly, inall of that period since Westrail was opened up to
competition from the early eighties through till now, the extent of the network that’s
actually been closed down isvery, very small. There have been afew bits and pieces
here and there, but fundamentally that network islargely intact, despite the fact that
we' ve got an organisation that’s, as | say, a quantum leap away from what it was back
in the seventies.

PROF SCRAFTON: Yes. | think it'san important comment, because we tend to
concern ourselves very much with these sort of reform issues of the present time, but
in fact agreat deal has been achieved and even with our previous participants we
talked about the pace of reform being too slow in certain areas and so on, but | think
we also ought to keep in mind the reforms that have taken place and often with very
beneficial outcomes. | think probably lower freight rates - although you didn’t
mention that - but | would imagine in some cases, in real terms, much lower freight
rates; better service at lower cost.

MR BRINDAL: Absolutely.

MRS OWENS: Have you had any contact with the Esperance Port Authority? As
Derek said, they did send us a submission, and their complaints seemed to be about a
number of things, but about the state of the track, wasn’t it?

PROF SCRAFTON: The possible demise of the line, | guess.

MRS OWENS: Yes. Butinthe meantime, the state of the track, which they say has
not been maintained.

MR BRINDAL: Westrail could answer that more precisely than | could. It's
certainly not correct to say it hasn’'t been maintained. There are differencesin track
standards. | referred earlier on to the fact that Westrail, facing the sort of network
that it does, has got to gear its track standards to the nature of the traffic that is on
those particular tracks, so by its nature you get variations in track standards as a result
of that. | think the key issue at Esperance - which I’ m sure they made to you in their
submission - is the relative competitiveness of that line vis-vis the Eastern Goldfields
railway line and the potential impact that that might have on the K oolyanobbing iron
oretraffic. That'sareal issuein itself.

At this point in time the decisions that will govern what money gés spent on
various parts of the network are fundamentally going to be economically driven.
| think the readlity isthat there are alot of factorsthat will bear on where
Koolyanobbing sends itsiron ore and the quality of the line, presumably, is one factor.
How important afactor it isin the overall decision, | couldn’t tell you, so I’m probably
not really in a position to take that any further.

PROF SCRAFTON: No. | only quoted it as an example of these regional impacts

that do occur when you have reform, that everybody doesn’t win. Perhaps a better
exampleis, say, the city of Port Augusta. Inevitably some of the small townsin the
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interior will suffer as you get technological innovation, and some of it islong overdue
in the railway system, and so in my home state of South Australiatwo or three
regional towns that were traditionally based upon railway businesses have gone by the
wayside.

Could | just go back to a discussion about the situation nationally. You
mentioned earlier, in response to an earlier question, the volume of interstate business
even on the line from Kalgoorlie into Perth is not that great in terms of the total
volume of business, but there has been alot of accent in the last whatever - | don’t
know, 5 or 10 years, on this sort of national rail issue, culminating in the House of
Reps inquiry, which has just reported. But, as aresult of that, you have al these
committees and investigations going on into the national scene, one of which involves
this business of national or Commonwealth government investment in rail. What is
the Western Australian view of al that?

Y ou are sort of at the end of the line and you have avery strong regional
economy, avery strong regional transport system, and in your paper you do talk
about supporting the national efforts and so on. But what do you feel about this need
for anational investment? | think somewhere in one of your own papers, you talk
about up to abillion dollars or something being required. Do you see Western
Australia getting afair piece of that investment or do you see it as Western Australia
contributing to the improvement of this situation over in the east? How do you feel
about the establishment of organisations, such as this talked about National Land
Transport Commission or arail transport commission, in order to facilitate that
process? There are alot of questionsthere, | guess, but | just wanted to package it all
up together, and you can respond however you fedl.

MR BRINDAL: Yes. Thebottom lineisthat the interstate rail network and that
service across the Nullarbor is obviously of critical importance to Western Australia
and for that reason alone, we're very strongly supportive of any initiative at the
national level that can be taken to improve the quality of that infrastructure. Ina
national sense, of course, we support the role of rail and want to see rail enhanced
nationally, asin fact we' re attempting to enhance it over here. How all that translates
into dollars that are placed into infrastructure, is one of those things | think we' ve got
to work our way through at a national level. 1t’s very much on the agenda of the
Australian Transport Council and the $250million, which was increased dightly at the
lead-up to the last election, isavery good start, but isalong way short of what is
needed to lift the standard of the network up to the level that it needs to be at.

Westrail, | know, have put proposals to the ARTC in terms of some joint
funding of upgrades along the Eastern Goldfields railway, | think particularly between
Koolyanobbing and Kalgoorlie. I’'m not quite sure how that has panned out in terms
of what ARTC has actually recommended to its board and to the minister regarding
the expenditure of that $250 million, but certainly one of their objectivesisto use that
$250 million to lever up the total amount of investment in the system by getting
contributions from various parties who will benefit from the expenditure of those
moneys. As| say, Westrail hasin fact put a proposal to ARTC very much along those
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lines, where Westrail would be putting funds into upgrading the network and would
be met with asimilar level of investment from ARTC and both parties, if you like,
would benefit from that infrastructure upgrade.

In terms of the Land Transport Commission issue we haven't actually taken a
firm position on this, | guess because we' re not convinced that there’' s a clear enough
definition of the problem that we're trying to solve. | need to explain that. A lot of
theinitial push for anational rail transport commission sprang from the idea that
because we' ve got one for road, shouldn’t we have one for rail, given that there are
some regulatory uniformity issues between the different jurisdictions. That’s an issue
initsown right, as to whether in fact you need to set up arail transport commission
just because you've got aroad one. | don’t think that’s a good enough reason. Y ou
really need to have alook at what’s already in place and what has been put in place
over the last 12 months or so and what progress is being made and what progress we
can hope to make in the future in terms of regulatory uniformity, and maybe you need
a commission and maybe you don'’t.

| think that’s an issue that needs to be worked through, but the talk about a
National Land Transport Commission seems to go beyond looking at regulatory
uniformity bodies, whether they berail or road, and taking us into the realms of quite
high-level strategic planning types of bodies that would look at partialarly intermodal
and cross-modal alocation of funds for infrastructure. That’s atotally different animal
to what NRTC has been or to the original concept of arail transport commission. |
think, as a matter of principle, we'd all subscribe to the need for a better level of
integration of transport planning and transport infrastructure investment. Quite how
you go about that, | think needs to be thought through more thoroughly.

| guess the two points are (a) make sure we define the problem we're tryng to
solvefirst up. Isitjust regulatory uniformity? Isit these highlevel strategic issues?
Secondly, make sure that whatever we put in place is actually going to solve the
problem that we' ve identified. | think we're just alittle bit short of doing both of those
things at this stage. The processisin place, ATC meets later thisyear, and |
understand there will be a paper going forward to that. Hopefully, it will provide us
with alittle more clarity than what we’ ve got at the moment.

PROF SCRAFTON: | think it'sagood comment that we don’t need organisations
necessarily for the sake of it. We need to know what it isthat it’s supposed to be
doing. Good, thanks for that. We' vetalked alot about rail reform and the interface
with road, but it’s apparent to us from our informal discussionsthat seaisincreasing
its share of the market between the eastern states, between Sydney and Melbourne on
the one hand and Perth on the other. Do you have any figures about that? Isthat a
real perception on our part or on the people who have made this comment to us? Are
you aware that - - -

MR BRINDAL: | don’t have any figures, unfortunately. I’ ve heard the same sorts

of comments. | guess |’ ve heard them coming from different directions. Oneisthat,
yes, particularly the freeing-up of coastal trade will certainly push usin the direction
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of having a much more effective sea-based competition to the land transport system,
and others who say that by its nature, that form of transport can only tap into certain
markets and really won't seriously impact on rail and road transport across the
Nullarbor, but | really don’t have any hard evidence to present to you.

PROF SCRAFTON: Thanksfor that. | would just ask, given that we're still at a
very early stage of our inquiry, if anything like that comes your way we would really
appreciateit if you'd let usknow. We have exactly the same problem. It'salittle
more than anecdotal. | think people who are in the business see it on a day-to-day
basis, but you don’t get any feel for the quantum of the effect. If it issignificant at
present, it will be on this eastwest business. That’s what why we raise the question
here. Thanksfor that.

MRS OWENS: [I'djust liketo come back to an issue - we' ve got Rob here - and
talking about safety there are a couple of issues. We're moving down the track of
getting greater uniformity across the country and between states in terms of
regulation, but the question is, do we need that uniformity? Why do we think that
that’ s a worthwhile objective?

MR BURROWS:. Asfar astherail safety function is concerned, it’s very important
to the industry and they’ ve made it quite clear that it’s a critical issue for them.
They’ve made alot of noise about it over the last 2yearsin a number of inquiries and
anumber of studies that have been undertaken. If you’'re going to have a national rail
network, you don’t want to have to travel from one state system to another on the
national network where you have got awhole lot of different regulatory regimes
doing different things, because it makes it difficult for them in the way that they have
to operate, how they have to manage. It’s better if you’'ve got effectively one system
being applied.

That's exactly what the rail safety regulators are working on at the moment, to
make sure that we have got four major processes in our business. Oneisto accredit
agencies, oneisto audit to ensure they’ re doing what they said they would in their
accreditation, another is accident reporting, and the final major processisto deal with
accident investigation. Now, what we have all agreed as agroup - and there’ s afair
bit of cooperation and willingness - is that hopefully by the end of this year we will
have all of those four processes documented and put into a manual which we will all
use so there will be a consistent approach to how regulationis done.

Now, there are some constraints in a couple of areas due to legislation: most of
the states have legislation that will support this consistency. New South Wales' act
came well before the IGA for rail safety was put in place. Their Rail Safety Act was
in 1993. The IGA wasin 1996. | think that it'sfair to say that the Rail Safety Actin
New South Walesis now under review, and it is expected by everyone that it will
change to be able to reflect the requirements of the IGA. As soon as that happens
there is no reason why the regulatory function in all the states can’t be run identically,
so that in effect you have got this perception that there is one system operating in
Australia, and those that want to operate on a national basis can get their
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accreditation from the states through a one-stop shop arrangement so they are only
dealing with one agency at any time.

MRS OWENS: It'saone-stop shop and one set of accreditation fees? Would they
have to pay in each state, or what would happen there?

MR BURROWS: | think all of the states have a requirement from the government
that the rail safety function be selffunding, so each stateis collecting fees for the
accreditation it doesin its states. They have all developed different fee scales, but
they basically reflect the different nature of the rail business in different states, and if
you go in, which we've done - we have gone in and studied all of those to try and
work out what our approach to fees should be, and the underlying principles under
those, and why they elected to have a particular type of fee structure. It really boils
down, at the end of the day, to the nature of the industry and the structure of the rail
industry in that state, so you might have a high level of freight in one area and more
passenger or heritage or whatever in another - you know, difficult sorts of structures.
So those fee scales have reflected those sorts of differences.

There has been arequest from the ARA to have a common fee approach across
Australia. That was recently considered at the Rail Safety Committee of Australia.
That committee has industry as well as regulatory representatives on it. Ithink it’sfair
to say the outcome of that discussion was that they really couldn’t see the problem and
they’ vereferred it back to the ARA for more definition. We have to wait for the ARA
to try and define it abit more clearly. The overall effect of each state having a
different fee scaleisn’t that you’ re paying multiple fees - ie, for the same effort over
and over - it's more that you' re paying the fee for what you’ re doing in your state and
then if you' re travelling to the next state, then you' re paying afee for the regulatory
effort in that state.

MRS OWENS: But thereisnot going to be duplication within that.

MR BURROWS:. No, well, I'll giveyou asimple example. Most of the states for
the track owner have the same fee basis - that is, on the kilometres of track
maintained - and if you’re maintaining X kilometresin New South Wales you would
pay for that amount of track in New South Wales. If you owned Y kilometresin
Victoria, then you would pay for the addition. But if you had a single fee scale and
you added all those up, the total amount of track is what you would be paying the fee
on, not - yes, which isthe sum of all those components. Essentially the other parts of
the accreditation fee are on the same basis and should be looked at in that manner.

MRS OWENS: Yes. | think one of the other issues that people have raised with us
is whether they should be paying or being accredited at all if they’re just working as a
subcontractor to somebody else that is paying or is accredited. There' s different
layers. Does every layer have to go through the same processes? Isit necessary? Is
there regulatory overkill?

MR BURROWS:. The approach that we' re adopting in WA isthat we are
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accrediting the primary owner and operator and we would expect them to take
responsibility for managing those contracts that they have with the other contractors
that are maintaining their track or rolling stock or whatever. We are not looking to
accredit those other organisations, so we are just having the top level. Queensland
has taken the same approach. New South Wales, which came firgt, is the one that has
taken the other approach, but they’re currently looking at that and I’ ve heard - and you
might put that question to them to see exactly what their position is, but I’ ve heard
that they are starting to understand that they might have that wrong, and want to
relook at that and do it a bit differently aswell. So what we are hopefully heading
towards is a common approach across Australiawhere you are looking at the primary
owner and operator.

PROF SCRAFTON: If I could just make a comment on that, despite the fact that
people make criticisms of this sort, isit your view, Rob, that as aresult of the
experience gained to date and the work that is going on in your committee and so on
that these problems are really very much transitional ones? Isthat fair?

MR BURROWS:. | believe that the problems are well understood and known now,
and that there’ s afairly strong element of cooperation between the state regulators and
governments to try and make sure that they aren’t real problems. Some of the
problems that are being promoted around the place are more of perception and worry
that every other state is going to do what New South Wales has done since 1993.

| know thisfor afact because in setting up the regime here for rail safety in
Western Australial had quite a number of rail companies meeting with me and saying
that they were very concerned that we were going to do this and that, things which
were quite contrary to the philosophy which had been put into a cabinet submission
and approved by cabinet as the way that we would implement rail safety in this stage.
And when we started to learn more about what was happening in the other states -
because we don’t want to reinvent wheels too much and | go around and say, "Wéll,
we' ve got to get an accreditation system. How do you do it in Victoriaand how do
you do it in New South Wales?' and you start to learn about the others and you start
to see that there are some differences.

But essentially the areas that they were concerned about and which the industry
has been throwing out as being a national problem, are in fact only probably a New
South Wales problem in most cases, and | think New South Walesis going well down
the track of trying to overcome those.

MRS OWENS: | won’'t keep you much longer, but you mentioned in this
attachment that we have got on developments in rail safety at a national level
developing an Australia standard on rail safety management, AS4292. Has that been
adopted in al states?

MR BURROWS:. All states have adopted it. It'sarequirement of the IGA. They

have adopted it in different ways, which | will explain, but essentially under the IGA
for rail safety it requires, for accreditation in one state where you'’ ve got an operator
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that wants to go and operate in another state, for that accreditation to be recognised.
So we have what'’ s called mutual recognition of that accreditation.

MRSOWENS: Yes.

MR BURROWS:. The mutual recognition process is working where the legislation
isin placein those states. In Queensland, New South Wales and Victoriaand, more
recently, South Australia, where the legidation has been proclaimed, mutual
recognition isworking. In Western Australiawe haven't got our legisation in place
SO we can't recognise anyone at the moment.

MRS OWENS: Sothat’samatter of time?

MR BURROWS: It'sjust amatter of timing. |think there has been afair bit of
criticism actually from industry that the IGA doesn’t work and mutual recognition isn’t
working, but in fact it can’t work until the legislation isin place, and that isn’t far off.

MRS OWENS: Yes. Thiscould happen by the time our inquiry has finished next
year.

MR BURROWS: It probably will.
MRS OWENS: It will al be resolved.

MR BURROWS:. Except for the Northern Territory which has now signed up and
they’re furiously preparing their legislation. Whether they get it in place by the middle
of next year when your inquiry isfinished, Idon’t know, but they’ re having a good

shot at it. The Australian standard, how we have implemented that in WA isto
actually writeit into the legidlation. Now, for mutual accreditation to work it requires
under the IGA that that accreditation in one state be done against AS4292, so you're
accrediting that they meet the requirements of AS4292. If that happens, then the next
state that the rail operator wants accreditation in should say, "We recognise that."
Okay?

MRSOWENS: Yes.

MR BURROWS: Now, in Western Australia and South Australiaand Tasmania -
and | know that the Northern Territory is going to do the same - all of those states
have actually written into their legislation that AS4292 is the requirement and the
basis for any accreditation.

MRSOWENS: Yes.

MR BURROWS: Inthe other eastern mainland states - Queensland, New South

Wales and Victoria- it isn't written into their legislation but it is required
administratively.
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MRS OWENS: It doesn't make a difference one way or the other.

MR BURROWS:. It doesn’'t. The effect isthat you are till being accredited against
ASA292.

MRSOWENS: Yes.

MR BURROWS:. But | make the point that within AS4292 it says that thisisn’t the
only way to get accreditation, that there are other standards and other ways of doing
it, so there is some flexibility there, anyway.

MRS OWENS: Yes, and the whole philosophy isreally one of aduty of care, isn’t
it? 1 am just again looking at your philosophy of safety accreditation that you have set
out here, and it’s about the railway owners and operators being accountable for
conducting their railway activities safely; they will assess their own safety risks and
ensure that the identified risks are controlled by applying technical and management

standards and so on. | mean, that’s a sort of aduty of care sort of an approach, isn’t
it?

MR BURROWS:. Yes, in effect you have got the railways coming along to the
regulators saying, "Thisis how we want to run our railway. These are the risks that
we have assessed, the safety risks, and thisis how we' re going to control them," and
the controls will be through processes, policies, standards, whatever, and they have to
demonstrate that those will provide areasonable level of risk amelioration. So they’re
really saying, "Thisiswhat we're going to do and if we - -"

MRS OWENS: Yes, and it putsthe responsibility back on them- - -
MR BURROWS:. Yes, putsthe responsibility with them.

MRS OWENS: - - - rather than Big Brother saying, "Thou shalt do it this way and
we' re going to come and inspect you and make sure you're doing it thisway."

MR BURROWS:. That'strue. It's, "We€'ll tell you what we' re going to do and then
you can come and make sure that we' re doing what we said we' d do.”

MRSOWENS: Yes. | don't have anything further. Have you?
PROF SCRAFTON: No. That was good.

MRS OWENS: That was very interesting, and | think the issue of regulation and
safety accreditation and so on has been an issue that has been raised with us,
particularly on our visits, and we're getting different stories. Some of the operators
have been complaining that it’s still not working particularly satisfactorily, but it may
be just something that we will find by the time we finish this, hopefully the problems
that are outstanding will be resolved.
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MR BURROWS: | think thereisagood chance of that, yes.

MRS OWENS: Thank you both very much for coming, and thankyou again for the
submission. When it’s no longer a draft submission or when you have got afinal
submission you can forward that to us, and that would be great.

MR BURROWS: Yes.

MR BRINDAL: Sure.

MRS OWENS: Wewill now break for lunch and we are resuming at 3.15 with
Hamerdley Iron.

(Luncheon adjournment)
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MRS OWENS: Our next participant this afternoon is Hamersley Iron. | would like
you both, if you would, to give your name and your affiliation for the purposes of the
transcript.

MR EGGLESTON: I'm Peter Eggleston, general manager external and community
affairs with Hamersley Iron.

MR RICHMOND: Malcolm Richmond, managing director development for
Hamerdley Iron.

MRS OWENS: Thank you, and thank you for coming this afternoon. We have the
submission from Rio Tinto, and there are a couple of sectionsin that submission that
relate particularly to Hamersley Iron, and we' d like to thank you for your contribution
to that submission. Are there any opening comments that you' d like to make before
we get on to asking some questions?

MR RICHMOND: Yes. | guesstherearetwo points we want to firmly make, and

| guess anumber of pointsthat I’m sure will come out in the question time. There are
two pointsthat | want to reinforce. These are outlined in the paper, but because of
the particular interest these have with Hamersley | thought I’ d reemphasi se them.
Thefirst point isthat al our sales are international sales. We hold avery strong
position in the world iron ore business, and we see that our longterm competitiveness
has been so far quite good, and we certainly don’t rest on that point and we' re looking
for the next 10 or 20 years to be just as competitive as they have been in the last
time-frame.

We measure our competitiveness not just in terms of cost and where we lie on
the world cost curve - although that itself iswell positioned - but we see ourselves
also competitive in the sense of two other criteria; oneis asit relates to the quality of
our product, and the third relates to the promptness and the timeliness of delivery. To
that end we have chosen, given our history and our geography, to develop this
competitive position, not only just with sound management and outstanding
recruiting, investing in our intellectual capital bank, but also we have specifically
chosen to run our production process as what we call our integrated core process. By
that | mean where each of the process steps that are important to producing our final
product, the rules which guide the behaviour of each of these steps are set in part by
the nth minus1 process step and the nth plus 1.

We have found that that yields avery sensible way, in terms of the three criteria
| have just outlined of cost, timeliness and quality, to run our business. Colloquialy |
guess we refer to it now more and more as our factory. I'll stop there. I've got half a
dozen more points, but | think most of the ones I’d like to dwell on are less central to
that, and I'll try and raise them later.

MRS OWENS: Thank you, Mr Richmond. Would you like to make any additional

comments, Peter? No. | should say at the outset that the questions we' |l ask this
afternoon will focus primarily on the Hamersley issuesin the Rio Tinto submission.
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MR RICHMOND: Yes, I’ve come here on that basis.

MRS OWENS: | should also make it clear that, in the context of the Robe River's
application for declaration, we won'’t be able to go into the issues in detail in relation
to that submission, but we can talk about points of principle and we can talk about
your views about the process that isin place, and we are happy to talk about the

issues that you' ve just raised in terms of your perception of your integrated production
process and the issue of accessin the context of an export-based business. So if we
can keep it on those broader points of principle, | think it would be preferable. We do
not want to be second-guessing the National Competition Council on these matters.

I’ve got afairly general question to ask you, and that is we have seen from the
recent House of Representatives report and other sources that the iron ore railways up
in the Pilbara are among the most efficient in the world, and I’m interested to know on
what basis that occurs. Isit because of economies of scale, isit because of this
integrative production process that you were talking about earlier? Isit because of
the maintenance that you do? What isit that makes those railways so efficient?

MR RICHMOND: That'sagood question. | can give you some qualitative
answers, but I’m not going to be able to give you definitive ones because we're
actually still working on that question. But let me give you some insight though as to
wherewe're at. The fact that we run an integrated process certainly allows us to keep
costs substantially lower than infrastructure railways. We have looked at, say, lines
like Burlington Northern in the States which are considered certainly one of the best
thereis. Our costs are well below that so the first implication is, despite the fact they
have excellent technology, we restrict ourselves to some fairly specific goals with our
process style, and that per se confers afair amount of cost saving.

| think also the fact that having to remain competitive in avery difficult world
market also isavery strong driver. The price of iron ore hasfallenin real terms about
50 per cent over the last, say, 10 or 12 years. The world iron trade cost has also
come down to asimilar figure. We have stayed at roughly the same position
throughout, and we hope to keep doing that. With that in mind, all things being
equal, our rail costs have had to come down at much that same rate, which isafairly
substantial cost reduction, and they have made it. So that you’ ve got a carrot and
you've got a stick.

| think also, as| said last time as well, private industry - particularly in mining
because we' ve tended to attract at times some pretty high-quality, far-sighted thinking
people - we' ve tended to be very careful and sensible with our investment decisions.
We tend to make good investment decisions and we aren’t afraid to reinvest, and
because we basically have set ourselves goals to be at the world' s leading edge that
sort of culture has seeped down into our willingness to try technology. There are few
technol ogies that are adopted across the world that we have not considered, adapted,
improved or whatever and so that’s part of our general culture. Thereisabroad
amalgam of ideas for you.
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MRS OWENS: Thank you for that. The integrative model that you have referred
to, isthat the sort of approach that is adopted by your competitors in other countries?
Do they have the same sort of rail systems and so on?

MR RICHMOND: Thequestionisalot more complex than you might think
because there are integrative models and integrative models. In fact we are shifting to
an even smarter model, that’ s integrated, and the previous one was pretty good
anyway, but also integrated. The key competitors - not al - but most of the key
competitors run their own railway in some integrative way. One of the top five uses a
common carrier, of which they now have a shareholding. ThisisNBR in Brazil.
They persuaded the government to sell or privatise the railway in which they took our
a 20-odd per cent participating interest.

MRS OWENS: To your knowledge have any of those other company run and
owned railways been subject to the equivalent of our Access Regime?

MR RICHMOND: No.

MRS OWENS: Thisiswherel’m getting to, you see. I’'m just trying to establish
what you’ re confronting now. |sthis something that’s unique?

MR RICHMOND: 1 think you could widen the question and say, "Has anyone been
subject to something like thisin any other country?' The answer is, "Unlikely." 1I'm
just quoting here from arail expert, just giving me a bit of hearsay evidence, but he
said to me, "It would be very, very surprising if any country has acted or would act
like this."

MRS OWENS: Sointhat senseif the declaration application from Robe River was
to be successful at the NCC and if ultimately you were to negotiate an access rate and
ultimately they had access to your line, to what extent do you think that that could
negatively affect your competitiveness?

MR RICHMOND: I’'m not sure | want to answer that question. | obviously have
views, but I’m not so sure | should answer that. If you want to ask more about the
double side of that I’m prepared to consider it, but not a question like that. But
clearly we're worried.

MRS OWENS: All right. Just saying that you're worried | suppose is a useful
thing. Are there prospects of others wanting to get onto your line, as well as Robe
River?

MR RICHMOND: Sure. There€ sone other.

MRS OWENS: Could it be turned around the other way? Does this mean that
there' s potential for you in the future to seek access to your competitors’ lines?
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MR RICHMOND: | supposeit does, but it would be unlikely we would want to.
MRS OWENS: | supposeit comes down to geography, doesn't it?

MR RICHMOND: Yes. Our winning formula has been to run in thisintegrated
fashion, and although the up-front investment expenses are very large indeed over
time our experience has shown that that is the most effective way of being a sound
participant in iron ore.

MRS OWENS: Youdon't seethat there'sany potential to actually benefit from
having an Access Regime, where your competitors can pay you to use some of your
Spare capacity?

MR RICHMOND: Thingsare either integrated or they’re not. Asl said to you
earlier, integrated processes are set. Each step within the integrated processis set by
aseries of schedules and rules - | mean in the mathematical sense here - and they’re
essentially set by information carried forward from the nth minud. process and
backwards from the nth plus1. Inour case that would mean the rules of running any
particular train at any particular timeis set by the situation we have with the stocks
and the port and shipping news, etcetera. The previous one, the nth minusl1 process
in fact in our case would be the rail load-out in the mines and what information is
stored there that says, "Thisis what we should do with the train schedule today." If
the rules are optimised - which they are for us now - we' re making the point, because
we integrated, that the way we would have to alter the rulesis almost by definition,
not the optimum. Do you follow my point?

MRSOWENS: Yes.

MR RICHMOND: That'salsothelegal definition I’ ve noticed in American case law
aswell.

MRS OWENS: Isthere some degree of predictability in the schedules that are run,
or isit unpredictable? Y ou don’'t know from day to day what time- - -

MR RICHMOND: It'sabit of both. Let me give an example: for example, if we
had a series of rather difficult shutdowns of our major crushers at one of our mines
and because you run an integrated process with five mines making two products, all of
a sudden the grades that we want to sell at would be grossly distorted because the
mine being shut down, let’s say, isfar richer than the others. That being the case we
might well decide that istoo big a burden to pay - "We' ve got 2days off. Let’sdo
some magjor rerail on those 2days. Let’snot run therailway line. Let’sstopit.”
Those sorts of things do happen reasonably frequently. In other words, we optimise
the total system; we do not optimise to lower rail costs. We optimise to make the
best possible product at the best possible time at the lowest possible cost. It'sa
continuous trade-off. The mnemonics of that can be quite difficult.

MRS OWENS: Soif the access seeker was prepared to cover the revenue foregone
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- if that was to be jeopardised - would that be acceptable to you? Thisisin the access
price.

MR RICHMOND: That'svery theoretica because, firstly, the act explicitly
excludesthat. Secondly, it’'s probably fair to say that even if you were allowed to use
it inyour tariff it would be rather a difficult sum to calculate from timeto time. The
answer is | would see problems with it.

PROF SCRAFTON: | would just like to pick up this matter of community benefit
from export markets that are referred to in the submission. | wonder if you would like
to just speak to that. The point you made about achieving efficiency in adomestic
market is quite different from the implications for somebody relying on exports like
yourselves.

MR RICHMOND: Yes. It seemsto me the act here has oversimplified a more
complex situation. | can see why someone would say, almost as a blanket statement,
low phone ratesin Australia are per se agood thing. Of course you have afew
caveats to that but high enough to encourage people to re-invest, etcetera. | can’'t
really see why someone would say low sheep prices or low wool prices perse are a
good thing. If we encourage a situation that would lower the price of wool or, in our
case, the price of coal or iron ore by doing things, | can’t see that’s necessarily in
Australia s benefit. That was the thinking behind that argument.

PROF SCRAFTON: It seemsto be largely theoretical anyway, given the point that
you made about the price that you receive for iron ore having declined over the years.

MR RICHMOND: Yes.

MRS OWENS: | just wonder whether the price necessarily is going to be affected
by the decision about what happens to the actual railway line. The competitor is
going to open anew line. They’re going to do that anyway regardless of what
happens.

MR RICHMOND: That'sthen assumption that | think you're wrong on. That’s my
very point. Iron ore, unlike coal, has high entry barriers. The main entry barrier isthe
railway itself.

MRS OWENS: Soyou think if they don’'t get access to your line that they won’t go
ahead with development?

MR RICHMOND: It'shardtotell. It would certainly make them think more, shall
we say, realistically about the state of the market. It'snot in Australia’ s interests to
encourage oversupply. If you take away the greatest barrier to entry, they don’t have
to think quite so realistically.

MRS OWENS: It will have an impact on the investment decision because it’s going
to add to their costs of having to build arailway line that’s amillion dollars, or
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whatever it is, per kilometre. Supposing they still said at the end of that, "It’ s till
worth our while developing this mine. It’s going to cost us more. We're going to
have to write it off over X number of years but it’s still worth our while" - the price of
iron ore is going to be whatever it’s going to be at the end of that process regardless
of what happens to your track.

MR RICHMOND: | am arguing that is not the case. | am suggesting if you lower
the entry barriers you tend to increase the rate of additional supply which inturn
would lower the price. That’s my argument.

MRS OWENS: How sensitiveis priceto additional suppliers? There’san
underlying downward trend, but you are saying that it is reasonably responsive to one
extramine going in.

MR RICHMOND: Yes, very. Theway iron ore pricesare set - and | don’t want to
go into that in too much detail - the entries vary.

MRS OWENS: | supposeit’samatter of waiting and seeing what happens but is it
going to make a difference to your own investment decisions? If they do get access,
does it have an impact on your future investment decisionsin relation to- - -

MR RICHMOND: Our new mines - that’ s right.

MRS OWENS: [f you wanted to set up anew mine and you had to build arailway
line you might think twice about that because- - -

MR RICHMOND: Therearetwo issuesthere. Would it affect usin two ways.
firstly, would we be affected by lower sales in our existing mines and therefore our
willingness to expand them? Categorically that is correct. Secondly, isthe more
philosophical point - and this must be a concern for all of Australia - the whole issue
of property rights and the willingness of people to subsequently invest in anything that
could be even remotely deemed infrastructure. | would regard that as a very serious
problem for the nation.

PROF SCRAFTON: Inthe House of Repsthey commented to that effect. They
supported your - | should be more careful, | think - but they seemed to accept that
view without actually coming down and making a firm comment or recommendation
about it, but there' s no doubt that the broader issue of property rightsis an issue.
There’ s no doubt about that. It raises a broader issue just about the way that reformis
being implemented, and this is commented on in the Rio Tinto submission. It may not
be that the need for reform is queried but it’s the way in which the processis being
implemented on the ground. | guess the difficulty for an organisation like yours or
anybody else caught up iniit, is that’s where the case law is going to evolve. AsHelen
said, we can’t comment on that specifically but obviously other participants have
commented about how slow the processis, aside from anything else.

MR RICHMOND: Intheeastitcertainlyis. | can certainly vouch for that, yes.
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Although by and large in New South Wales the Hunter Group - | don’t know if you've
been there yet - the Hunter Group are getting access to the track.

PROF SCRAFTON: Next week.

MR RICHMOND: The dispute there seemsto be, as| understand it - and | am sure
Barry Cusack and Rio Tinto will explain it further - the slowness seems to come about
in getting the right sort of arbitral arrangements on the track itself for the tariff. |

don’t want to comment too much on the east at all, but over in the west here we have
fundamentally a far more philosophically, conceptually difficult problem. Hilmers and
most people do tend to agree that the east railway systems are badly run and poor

cost and therefore poor prices. No-oneisremotely suggesting anything of that here.

MRS OWENS: | supposethereisabroader community question asto whether it
makes sense to duplicate rail facilitiesin areas when they are running through national
parks and there' s native title issues or whatever. Do you care to comment on that?
That is one of the arguments we have heard from the Robe River people - does it
makes sense to have duplicated facilities, duplicated tracks all over Australia?

MR RICHMOND: Sofar we'veall doneit, and so far we' ve not regretted it - all of
us. Interms of infrastructure being duplicated or in terms of native title and so on, |
don’t regard it as a particularly difficult issue because you can run another track
paralel to oursif you want to, and you avoid those problems. Now you have the
amended Wik, it’s not an issue.

MRS OWENS: Who ownsthe actual land that your track runs on?

MR RICHMOND: Basically us. However, there are easement rights and they
could be negotiated. Infact, on the recent sale of the gas pipeline you might recall the
gas pipeline was sold but not the easement.

MRS OWENS: |If they do get access, what approach would you prefer: that they
run their own trains on your lines subject to your control and scheduling requirements,
or that you run the trains? How would it operate?

MR RICHMOND: | don’t want to go into that too much. | will only make one
statement here: we don’t want them at all. I'll stop at that. I’ m sorry, we're moving
into areas | don’'t want to get into.

MRS OWENS: You have no other views you want to put to usin relation to the
actual process with the NCC - your involvement in that process, the cost to be
involved in the process?

MR RICHMOND: Wewill be making our casein roughly 3 weeks' time.

MRS OWENS: Thisbecomesafairly significant case. It’s establishing a precedent
that hasn’t been there before.
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MR RICHMOND: Thethought has crossed my mind.
MRS OWENS: Soyou'rerealy sort of having to lead the pack on this one?
MR RICHMOND: Yes.

PROF SCRAFTON: The question was whether Mr Richmond wanted to raise
those other topics he mentioned. There were two or three other items that he had
there. Did you want to raise them?

MR RICHMOND: Yes. Let me make acouple of broader points. I’ve made these
before so they’ re no great surprise, but to compete internationally is not easy and we
compete on three fronts and we think we have an infrastructure and organisation that
can do that and do it well. To invite, through legal means, the chance to worsen the
position of one of Australia s very few highly world-class, highly-competitive
companies, strikes me as being a problem, a deep problem. | do not think it isin the
national interest at all.

The second point is that if we do that why on earth do you want to ruin a
successful formula? We compete in the top 80per cent of world trade - | think there
are about 10 major players. A fair few run their own rail line. Number5, who |
mentioned just a minute ago who doesn’t have their own railway line, istrying to get
it. Clearly thereisan implicit understanding in the key players asto what are the rules
of the game to win.

| just want to reiterate a point we may have raised alittle bit earlier. When |
read the Hilmer report, on page 261 it made it crystal clear that they expected if a
minister was to declare an asset it was to be on the basis that the minister himself was
satisfied that the current owner was unlikely to be harmed in any way. If we are
running an integrated process | simply cannot see how that in fact can be the case.

MRS OWENS: You cannot, under the current legislation, use that as a defence or
as an argument, presumably, or can you? You can still try.

MR RICHMOND: | don’'t want to comment on that.

MRS OWENS: Itisadifficult position because you are going to be putting this
casein 2 or 3weeks' time and we can’t step into that jurisdiction, as you can
understand.

MR RICHMOND: Yes.
MRS OWENS: What we will be doing isjust following what happens. The access
issue is an important one. It isone of the issues that we have to look at as part of our

terms of reference. Asl said, | think the interest we have is in the principles of what
is subject to access requirements and the processes by which these issues are being
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addressed. Itisearly daysin thisregime and | think the important thing is to ensure
that it is not counterproductive; that the overarching objectiveisto get greater
competition into markets. But if it adversely affects key industries or key companies
in our economy we have to really be able to address that problem.

MR RICHMOND: Yes.

PROF SCRAFTON: | would just add that it may well be that there are other
weaknesses in the present Access Regimes, and if that is the case, we would hope
people draw them to our attention and we can highlight them. While we appreciate
you coming to the hearings, it isimportant for us to get the range of responses -
people who think the current regimes are working well and those that don’t and those
that think that they have fundamental weaknesses and that’s why we appreciate having
your view.

MR RICHMOND: There'sacertainirony inall this, isn’t there? The generally held
belief that the eastern states railways are performing poorly - nothing has changed and
all of asudden the one set of railways that are working well might in fact be the ones
altered.

PROF SCRAFTON: Yes.

MR RICHMOND: For an economic rationalist that really isalittle bit of abitter
pill.

MRS OWENS: That might be avery good spot to stop.

MR RICHMOND: Thank you.

MRS OWENS: That concludes our hearings here in Perth and we adjourn until
9.30 am on Tuesday, 27 October, when we will be appearing in Sydney. Thank you
very much.

MR RICHMOND: Thank you.

AT 3.33 PM THE INQUIRY WAS ADJOURNED UNTIL
TUESDAY, 27 OCTOBER 1998
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