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3 October 2018
Sean McComish
The Essential Services Commission of South Australia (ESCOSA)
Level 1 / 151 Pirie Street
Adelaide SA 5000
Dear Sean
Inquiry into the South Australian bulk grain export supply chain costs - Response to
Draft Report

Please find enclosed Viterra' s submission in response to the Draft Report on the Inquiry
into the South Australian bulk grain export supply chain costs ("Draft Report")
published by the Essential Services Commission of South Australia (ESCOSA) in
August 2018.
We welcome the majority of the findings from the Draft Report, particularly:
•

~

"Viterra seeks to measure its performance in meeting the customer service needs
of growers, and it does so in a robust manner. It submitted evidence of its
actions to improve customer service in response to customer feedback. These
actions are consistent with a firm seeking to meet customer needs."
o Viterra is committed to working closely with our grower, domestic and
end use customers.
o We are proud that our efforts have been acknowledged and are
committed to continually improving; and
"Viterra appears to be operating as a cost effective bulk grain accumulator that
can meet peak harvest demand and compete in the global context."
o Viterra is proud of the significant contribution we make to the South
Australian grain industry, the results we are achieving for the industry
and the consistent high standards of quality, safety, reliability and
sustainability which demonstrate the supply chain is working well.

However we are concerned by some of the Commission's contentions, particularly:
•

That "Viterra to date has apparently not chosen to share efficiencies with
industry through lower fees" (Draft Finding 4.6)
o We have included in our submission response information that
demonstrates the South Australian grain industry benefits from the
efficiencies we have realised.
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•

•

•

"The Commission found possible evidence of a pricing structure that potentially
serves as a barrier to new competition or expansion by existing competitors"
o We have included in our submission response information that reiterates
our rationale for the Receival at Port Service Fee (from Approved Third
Party Storage) based on the cost and risk this introduces to our
operations.
"The Commission found evidence that the market is not sufficiently informed,
in the case of both growers and traders, and potential competitors."
o In our submission response we detail the information we provide
through our financial statements, published fee schedules and regular
interaction across all of our customer groups.
"Based on the available evidence, Viterra is earning returns towards the upper
level of what may be considered reasonable."
o There is no basis to conclude that Viterra' s returns are unreasonable and
our submission response sets out a range of concerns regarding the
Commission and VAA' s approach to determining rates of return.

We have also identified a number of instances where we wish to make further comment
to support the Commission's consideration of the available evidence in preparation of
its Final Report.
We would also like to take this opportunity to provide you with some updates on
Viterra's delivery of innovative services and revised business practices to the benefit of
our customers over the past 12 months and include this in the body of our response.

If the Commission has any questions, we would be pleased to assist.
Yours sincerely

General Manager
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Foreword
Viterra has reviewed the Draft Report of the Essential Services Commission of South Australia (the Commission) inquiry into
the South Australian bulk grain export supply chain.
Overall, we welcome the draft findings from the Draft Report on the Inquiry into the South Australian bulk grain export
supply chain costs. South Australia's grain industry is strongly positioned in global markets, based on the sustainable,
traceable, clean and green image of the industry, from farm to port. Viterra' s system is a key part of the industry and is held
in high regard by customers worldwide.
Flinders University's Australian Industrial Transformation Institute has valued Viterra' s contribution to the South Australian
economy between 2010 and 2017 at just over $3.7 billion (in Gross State Product, being the net contribution of the direct and
indirect activity of Viterra to the South Australian economy through direct spending in regions, and the flow on effect of
Viterra engaging with local communities and employing many South Australians). 1 Viterra is proud of the significant
contribution we make to the South Australian grain industry, the results we are achieving for the industry and the consistent
high standards of quality, safety, reliability and sustainability which demonstrate the supply chain is working well.
In particular, we agree with the key finding that "the supply chain, at this time, is not demonstrably inefficient in terms of its costs".
As a key part of the industry, Viterra's vision is to be a market leader in connecting agricultural commodities safely and
efficiently between growers and domestic and international customers.
In recent years we have made commercially rigorous decisions to further increase the efficiency of our service delivery for
customers. 'We continue to place a strong focus on prudently managing our costs and maximising opportunities for
efficiency. We operate a large, distributed network of infrastructure and we are committed to efficiently sustaining it for the
benefit of our customers. However, one key area for concern is the finding that "Viterra to date has apparently not chosen to share

efficiencies with industry through lower fees".
1

Source: Flinders University, Economic Impact Assessment of Viterra Operations in South Australian Regions, 20 I0-2017Septernber 2018.
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Our prices are reflective of the scale of our business, our continued investment to sustain our infrastructure and augment this
when necessary, and the quality of the services we provide to our customers. The cost to replace Viterra' s infrastructure
would be several billion dollars. Viterra maintains a long term view when investing in the supply chain infrastructure, with a
consistent capital program even in below average harvest years and an ability to invest in additional capacity when required
to ensure the record years can be efficiently handled for the South Australian grain industry.
We are very focused on operating responsibly throughout our supply chain, sharing efficiencies with industry (detailed in
our response) and accepting revenue risk on behalf of all supply chain participants by setting fees that are stable year to year.
Doing so provides certainty to customers and minimises the impact of seasonal volume fluctuations on growers (i.e. to avoid
prices going up when volumes are down). Our fees and charges have only increased to reflect those cost increases that we
cannot ameliorate through a continual focus on efficiency. In spite of ongoing pressure on our cost base we continue to set fee
increases that are in line with or lower than increases in CPI and PPI measures.
Our fees and charges remain comparable to our key competitors even as we make significant investments to ensure the
benefit of the South Australian grain industry's enviable global positioning.
The structure of this response mirrors the Draft Report structure. For each Draft Finding, we provide a view as to whether we
agree/ disagree (where relevant) and provide information as required to help the Commission's preparation of a final report.

Our recent innovations
Since the start of the Commission's Inquiry, we have introduced a number of additional customer innovations. We would
like to take this opportunity to provide you with some updates on each of these innovative services and revised business
practices that have benefitted our customers over the past 12 months or more.
These activities include:
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•

•

•

•

•

•

Dynamic binning introduction for the 2018-19 harvest- an innovation to our grain IT systems that provides
growers with more flexibility to potentially access a higher grade for loads that are just outside of the receival
standards;
Go-live of SIMS - We have successfully deployed our new stock inventory management system (SIMS) in early
July. This has been a major investment and now provides a foundation from which further development can be
made to improve our services to export and grower customers;
New, $3 million, state of the art laboratory that meets the highest international standards in quality management
and food safety, for the benefit international and domestic end-users and South Australia's grain industry;
Verified Viterra launch - Verified Viterra was introduced to prompt our focus on quality management to meet
increasing demands from domestic and international customers. Verified Viterra reflects the high standards and
systems needed to deliver quality grain to the world safely and efficiently. Our quality program is supported by
our state of the art laboratory and our ISO 22000:2005 accreditation across the network to meet the highest
international standards in quality and food safety;
Industry forum - In August, Viterra hosted a pre-harvest industry forum attended by approximately 100 growers
from across the state, industry leaders and government representatives. Attendees heard from a number of
speakers over the two day event (including an international and domestic customer) and toured Viterra facilities
including our port terminals and new purpose built laboratory;
Responding to the drought or extreme dry conditions:
o Supply chain services to north-eastern Australia - Viterra is working with its clients to also offer logistics
services to move grain to the domestic market on the East Coast;
o Removal of Export Select - Viterra has removed the Export Select status for both rail and road movements to
the domestic market from some sites to assist clients meet the demand for grain in Eastern Australia due to
seasonal conditions;
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•

o Facilitating stock availability in areas of need - Viterra has also undertaken a significant amount of outtum
movements back to growers of feed barley and wheat for stockfeed. We have managed the grain within our
network to ensure more feed barley is available in the areas most in need, such as the Upper Eyre Peninsula,
Upper North, Mid North and Upper Mallee; and
External accreditation by CCIC - Viterra terminals are certified by the China Certification & Inspection Co( CCIC)
for the processing of perishable plant product and the provision of transport and storage services for ambient stable food and
feed. To our knowledge no other bulk handler in Australia has gained this certification.

Summary of Submissions and Viterra Response
Note: 1) Quotes have been reproduced as per submissions with the exception of footnote references etc. that have been
removed for ease of understanding; and 2) any emphasis has been added by Viterra to aid identification of key points of
contention.

Overview of the supply chain
3.1.1

I 16

I 3.1

"Australian grain benefits from
being high quality, sustainable
and clean. Production is countercyclical to the northern
hemisphere, so Australian grain
has a brief window of opportunity
to maximise returns."

We support this draft finding.
Viterra is proud of the significant contribution we make to the
South Australian grain industry, the results we are achieving for
the industry and the consistent high standards of quality, safety,
reliability and sustainability. This is supported by our investment
in a new laboratory and quality testing equipment, the launch of
the brand management program "Verified Viterra" and external
accreditation by CCIC and external customers.
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Due to counter-cyclical production relative to the northern
hemisphere, South Australian grain is able to attract premium
prices through supply when demand is highest. Customers
require timely shipments when grain stocks are at highest
demand. By designing the supply chain for peak volumes, value is
captured for growers and exporters.
3.1.1

16

3.2

"South Australia is a small player
in the global grain market. It must
continue to pursue efficiency in
supply chain costs to enable the
industry to maintain its global
competitiveness."

We support this draft finding.
South Australia is a relatively small player in the global market for
bulk grain, with a share of less than 1 percent (by value). It faces
competition from other states (its share of total Australian grain
exports averaged 23% over the 10 year period to date) and
continued pressure from international low cost producers (Russia,
Ukraine and Argentina).
Though a small player in the global grain market, South Australia
has established a differentiated position through high quality
grain. This has been achieved while managing high energy and
labour costs compared to global competitors.

3.2.2

18

3.3

"Responding to the variability of
harvests is an important aspect of
the supply chain. Participants
need to be able to manage costs in
poor harvest years, while still
having the capacity and capability
to manage large harvests. Given
the variability in grain
production, high returns in good
years may be necessary to offset
poor returns from bad harvest

We support this draft finding.
While revenue varies directly with harvest size, most of our cost
base is fixed wholly or partially. High production variability
means that we need to manage costs in low production years,
while maintaining a viable supply chain with capacity to meet the
needs of our customers during high production years.
Some of the strategies we have employed/ are employing to
manage costs in years such as this include:
• Staff management -
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years for participants to achieve a
reasonable return on average."

o
o
o
o
o
o
o
o
o
o
o
o
o

Rotation of permanent staff to perform site based tasks;
Review and defer (if appropriate) the filling of current
vacancies;
Adjust site management hours, i.e. managing overtime
versus shift work;
Consolidation of training;
Manage annual leave and long service leave;
Move away from weekend operations where possible;
and
Move to teleconferencing and reduce travel.
We are committed to behaving responsibly as a major
employer in South Australia.
Review lease vehicles and defer renewal;
Closure of some small sites;
Extended shutdowns to perform maintenance and capital
works more efficiently; and
Utilising labour efficient storage.
These initiatives are identified through our prudent
capital expenditure practices that are focused on efficient
sustainment of the asset base and strategic augmentation
aligned to customer value.

Our returns vary substantially on a year to year basis in line with
variability of production which is high on a state-wide and
regional basis. In the 2016-17 harvest, Viterra received a record 9.2
million tonnes; however, this is contrasted with the 2006-07
harvest when Viterra received less than two million tonnes. Our
business needs to take a multi-season investment view, and have
the capacity to conduct maintenance, capital programs, fixed cost
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logistics commitments and retention of staff during both strong
and poor seasons.
3.3.1

3.3.2.1

21

22

3.4

n/a

"The grain trading market in
South Australia appears to be
competitive, with 11 grain traders
having booked shipping slot
capacity with Viterra to export the
2016-17 grain harvest."

"Viterra's focus on cost effective
scale operation has led to the
rationalisation of Viterra' s storage
sites from 116 (1998), to 114 (2010)
and then 103 (2017), noting that 80
percent of the grain was received
by around 30 sites in 2016. This
results in less fragmentation,
thereby improving scale effects.
Scale and accumulation benefits
may also have been enhanced
through the use of Viterra' s fee
structure, particularly the
embedding of its Export Select

We support this draft finding.

In 2017-18 we had 12 grain traders book and execute shipping
capacity.
We operate in a competitive market and acknowledge that farmers
and exporters have a choice of alternative supply chains operating
from farm gate to port, providing different levels of service. We
recognise that to compete we need to operate efficiently and
maintain focus on our customers to maximise value for the
industry. This includes optimising trade-offs between service
quality and cost and maximising throughput for the benefit of all
supply chain users.
Viterra agrees that less fragmentation improves scale efficiencies
in grain supply chains, based on the high fixed cost, asset intensive
nature of the industry. While revenue varies directly with harvest
size, most of the cost base is fixed wholly or partially.
We recognise the importance of flexibility for our grower, exporter
and end use customers and work closely with them to ensure their
expectations are met. This includes providing a range of
competitive services harvest receival, segregations, quality and
food hygiene management, access to a range of buyers and
warehousing services.
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product (section 4.4.3). While
Export Select is optional for
Viterra's customers, it is used by
nearly all export customers (that
is, traders)."

Specifically with respect to receival sites and service levels,
operating hours are agreed with silo committees pre-harvest,
monitored throughout harvest and revised as required.
Prior to harvest:
• Receival hours are primarily set based on estimates of grain
production and discussion with silo committee reps.
• Operating hours (i.e. spans of hours and shift requirements)
sets the recruitment strategy for each site, particularly for
casual staff.
• Operating hours balance
o Ensuring sites are open when growers want to deliver
o Maintaining compliance with hours of work and fatigue
management requirements
During harvest operating hours are managed effectively by:
• Using shift work to provide the service of longer delivery
times cost effectively;
• Reviewing tonnes delivered (via ops dashboard) to plan
labour deployment;
• Changing the number of staff on site rather than changing the
operating hours to provide a more consistent approach to site
hours;
• Reducing operating hours when delivery is low;
• Opening sites on request;
• Operating small sites to full, then shutting;
• Operating for defined period; and
• Use of verticals when delivery is low, minimising labour
requirements.
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3.3.2.2

3.3.2.3

23

23

n/a

3.5

"Cargill is a bulk handler and
grain trader. It trades and
acquires grain, and it operates
(through A WB Grainflow, owned
by Cargill) grain receival and
storage sites at Pinnaroo, Crystal
Brook, Maitland and Mallala.
Grain from those sites is
transported to port and loaded
directly from trucks onto vessels
at Inner Harbour - Port Adelaide
(Berth 29). Cargill represents
fringe competition for Viterra,
handling 420,000 tonnes (around 5
percent) of the 2016-17 grain
harvest. Because it does not have
storage facilities at port, it
provides only a 'just in time'
service. Cargill uses Viterra' s
facilities for any exports not
associated with Berth 29."

The Cargill and Semaphore Container Services supply chains
combined have exported similar volumes to Port Adelaide's Inner
Harbour terminal. In the Port Adelaide catchment they provide
significant competition in the grain market, along with container
and domestic demand who also compete with export supply
chains.

"Viterra has a high market share
of bulk grain storage in South
Australia, operating 94 percent of
commercial grain storage sites in
South Australia. Total on-farm
storage capacity appears to have
been static over the 10 year period
considered, and it is relatively
small in South Australia."

Viterra' s focus is on providing a consistent high standard of
quality, safety, reliability and sustainability to the benefit of the
South Australian grain industry. We recognise the availability of
alternatives for our grower (including on farm storage), exporter
and end use customers and work closely with them to ensure their
expectations are met. This includes providing a range of
competitive services for harvest receival, segregations, quality and
food hygiene management, access to a range of buyers and
warehousing services.

Global and Australian East Coast grain supply chains also provide
significant competition. Viterra's pricing is relatively consistent
across South Australia and fees in highly competitive areas
exposed to East Coast and South Australian competition are not
materially different to fees in other shipping zones.
Further, the share of tonnages is an incomplete measure of market
competition. Competition may be better assessed by considering
the ongoing existence of actual, planned and potential competition
in the South Australian grain market.
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With respect to the share of commercial grain storage sites in
South Australia, we dispute the percentage quoted as AGEIC has
assumed we operated 103 sites in 2017 which is incorrect. Viterra
operated 78 sites in 2016-2017.. We are concerned that AGEIC may
not have captured all of the alternate storage providers. We note
that PIRSA estimates on farm storage at one million tonnes, this
represents 9-22% of total production which is not insignificant.
Viterra invested in constructing one million tonnes of storage to
accommodate the record 2016-17 harvest, therefore saving the
growers between $13.6-$27.2 million (based on the AEGIC report
cost of construction of on farm storage.2 This is the only harvest
over the past ten year period that required this volume of storage.
Sufficient receival capacity maximises efficiency for Viterra and its
grower customers and avoids value leakage associated with:
• Delaying harvest of grain, risking quality or yield;
• The need to duplicate storage on farm (or elsewhere) risking
quality and food safety or increased cost of like for like
storage; and
• Increased difficulty in efficiently transporting grain to port and
an inability to access markets at optimal times.
3.3.3

2

24

3.6

"GWA is the primary provider of
freight rail services for bulk grain
in South Australia, although the
relatively short distances to port
means road transport successfully
competes with rail."

We support this draft finding.
South Australia's geography is unique, domestically and globally.
Compared to East Coast, grain growing regions in South Australia
are close to the coast.

Australian Export Grains Supply Chains in 2017, Draft Report, AEGIC, Page 39 Cost of farm storage
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The geographical spread of catchments in a thin coastal strip
requires more ports, otherwise land transport costs would
increase.
• The closeness in proximity of growing areas to existing ports is
more efficient than hauling long distances parallel to the
coastline.
• There are more grain shipping terminals in South Australia
compared to other states and catchments (e.g. CBH have four
ports handling twice the task).
In addition to geography, South Australia is distinct based on its
reliance on grain only rail infrastructure (e.g. Eyre Peninsula rail)
and limited rail network funding compared to other regions.
The combinatorial effect of these unique factors mean that road is
cost competitive with rail in many instances. High productivity
and efficiency allows rail to operate in parts of South Australia.
3.3.4

25

n/a

"Figure 3.7 Average grain
throughput, by port, average over
2008-09 to 2016-17"

With respect to average grain throughput by port, it is important
to note that Port Adelaide represents four export supply chains
(i.e. Viterra Inner Harbour, Viterra Outer Harbor, Linx Berth 29
and Semaphore Packing) and containerised grain. The implication
of this is that Port Adelaide combined operations:
• Are significantly more complex than the comparators
included; and
• The presentation of the figure overstates the throughput of any
single Port Adelaide supply chain compared to other ports
that operate a single supply chain.

3.3.4

27

3.7

"Viterra has a high market share
of supply chain port bulk grain
loading services, with 91 percent

Viterra' s focus is on providing a consistent high standard of
quality, safety, reliability and sustainability to the benefit of the
South Australian grain industry. We recognise the availability of
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of market share throughput in
2016-17:''

alternatives for our grower (including on farm storage), exporter
and end use customers and work closely with them to ensure their
expectations are met. This includes providing a range of
competitive services for harvest receival, segregations, quality and
food hygiene management, access to a range of buyers and
warehousing services.
With respect to the market share of 2016-17 throughput, Viterra
has estimated that capacity of Berth 29 and Osborne represents
approximately 39% and 48% of the average bulk export task from
Port Adelaide for the last 5 and 10 years respectively.
Further, the share of tonnages is an incomplete measure of market
competition. Competition may be better assessed by considering
the ongoing existence of actual, planned and potential competition
in the South Australian grain market and the competitive
constraints imposed upon South Australia from other Australia
regions and international markets.

3.3.5

28

n/a

"Segregation and blending are
also key quality management
services of the supply chain. Grain
is segregated by type, grade and
specification. To meet quality
specifications required by end
users, grades of grains are
blended homogenously,
'averaging' the specifications
across a cargo. This practice can
create a market for lower grades if
they can be blended at rates that

Viterra supports the Commission's conclusion.
On receival, grain is classified and segregated based on industry
standards. Growers are issued with a record of their grade and
tonnage which has a market value based on this information and
its location. Buyers bid for growers' grain, taking ownership
within the Viterra storage network.
Viterra's bulk handling system is a commingled system with
multiple owners delivering like grades into the same silo, bunker
or shed (cell). The benefits of a commingled system include the
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maintain the required quality
specifications."

efficient use of storage and logistics that would otherwise involve
significant duplication of assets to perform the same volume task.
On delivery, individual loads are mixed with other loads that are
within the quality specifications for an individual grade.
Commingling of more than one grade into a single cell occurs
from time to time to obtain an operational efficiency. This
efficiency is achieved through maximising the storage space (when
required) by:
• Removing the need for the addition of another segregation, or
• Allowing the receival of a grade that would otherwise need to
be downgraded to a lower grade, delivered to another site or
not received at all.
These actions may increase receival efficiency and reduce
turnaround times by effectively utilising plant and equipment.
Commingling does not impact the grade received by the grower.
It is important to note that the requirement remains with Viterra to
ensure that stock is outtumed to the grade owned by each owner.
Marketers make sales based on specific quality specifications
rather than the industry standard receival grades or outtum
specifications.
To meet these quality specifications, grades are blended
homogenously across a cargo. The ability to blend grades is
reflected in the pricing to the grower of each grade. This practice
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creates a market for lower grades if they can be blended at rates
maintaining the required quality specifications.
The introduction of dynamic binning will provide greater value to
growers as Viterra takes on greater risk to manage the difference
between receival standards and the requirements of customers.
Whether the supply chain is efficient
4.2.4

3

36

4.1

"Supply chain freight and port
services fees are being set on a
competitive basis, as a result of
the relevant markets being either
competitive or subject to sufficient
regulatory oversight. A possible
exception are the fees for port
receival and outtum from storage
services. In addition, Viterra's
upcountry storage and handling
facilities are not covered by any
industry- specific regulation.
Consequently, it is important that
the performance and behaviour of
Viterra be assessed by the
Commission, given its position of
strength within the supply chain
(upcountry storage and handling
services, and port handling and
loading services)."

The Australian export grain industry is subject to regulation under
the Competition and Consumer (Industry Code - Port Terminal
Access (Bulk Wheat)) Regulation 2014 ('the Code').
Extending the Code to cover upcountry grain services is contrary
to the Government's stated intention to move the bulk export
wheat industry to full deregulation. It has been almost seven years
since the Government stated that full deregulation of the industry
should occur by 2014.3 Any increase to the Code's scope is
inconsistent with this stated policy intention.
Extending regulation under the Code to upcountry facilities
would involve a significant administrative burden. The
requirement to seek approval for certain conduct is a resource
intensive and time consuming process, and involves constant
monitoring and risk-reduction strategies that limit a regulated
entity's ability to quickly respond to changing market conditions
and provide bespoke solutions to individual customer needs.

Government's Response on 23 September 2011 to Productivity Commission, Inquiry Report, Wheat Export Marketing Arrangements No 51, 1 July 2010.
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Viterra considers that there is no case to extend the operation of
the Code to cover upcountry services. There is no evidence of
market failure. Viterra operates a highly efficient supply chain in
South Australia, and has undertaken many initiatives and
investments over the past five years to improve the efficiency of its
services. Viterra also underwrites the transportation risk in its
supply chain, by entering into long term take or pay agreements
with transportation providers which require it to make capacity
commitments well in advance of known production. This conduct
is not what would be expected if there was market failure that
required further regulation.

If Viterra did not operate an efficient supply chain, there are 10
other providers of upcountry storage and receival facilities in
South Australia that buyers and sellers of grain can use. In
addition, there is over one million tonnes of storage capacity on
farm which can be increased quickly and at very low capital cost.
There are also competitive rail and road services, with many road
transportation service providers (in addition to rail) that port
terminal customers can use.
4.3.3

37

n/a

Competition "would also result in
duplicated infrastructure and,
while benefiting some
geographically advantaged
growers, might increase supply
chain costs across the whole state
(at least in the short to medium
term). In the long term, however,
such competition might result in

While it is impossible to predict the competitive dynamics that
may result in South Australia's grain supply chain in the future,
Viterra does not agree that localised competition in and of itself
will be certain of resulting in lower supply chain costs while
maintaining the high standards of service required for grower,
domestic and end use customers.
It should be noted that significant increases in competition may
benefit some geographically advantaged growers but the overall
grain export task in South Australia will be unchanged.
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lower supply chain costs if it is
efficient."

Fragmentation of the supply chain will occur, reducing economies
of scale and efficiencies.
While revenue varies directly with harvest size, most of the cost
base of a grain export supply chain is fixed wholly or partially.
High production variability means that we need to manage costs
in low production years, while maintaining a viable supply chain
with capacity to meet the needs of our customers during high
production years.
The Commission has noted the multiple sources of actual, planned
and potential competition in the South Australian grain market.
These sources of competition are already an effective constraint on
Viterra. We operate in a competitive market and acknowledge that
farmers and exporters have a choice of alternative supply chains
operating from farm gate to port, providing different levels of
service. We recognise that to compete we need to operate
efficiently and maintain focus.on our customers to maximise value
for the industry. This includes optimising trade-offs between
service quality and cost and maximising throughput for the
benefit of all supply chain users.

4.3.5

40

4.2

"While Viterra faces some
competition (actual and potential),
the extent to which competition
places effective and credible
discipline on Viterra' s behaviour
is not clear. The global market
may place more effective
discipline on Viterra's behaviour
than any local competition could."

Viterra supports the finding that we face both actual and potential
competition. However, we do not support the contention that this
is not an effective and credible discipline on our behaviour.
South Australia competes with other supply chains both within
Australia and globally to supply export markets. The current high
production and stocks across the world, coupled with relatively
low ocean freight rates mean end-use customers have multiple
options when choosing where to source their grain. We are driven
to be customer focused and deliver value. We will only be
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successful long term if we provide value to growers, exporters and
end-use customers.
We operate in a competitive market and acknowledge that farmers
and exporters have a choice of alternative supply chains operating
from farm gate to port, providing different levels of service. We
recognise that to compete we need to operate efficiently and
maintain focus on our customers to maximise value for the
industry. This includes optimising trade-offs between service
quality and cost and maximising throughput for the benefit of all
supply chain users. Viterra competes directly with Victorian grain
supply chains; we adopt a number of strategies to increase our
drawing arc to attract incremental volumes - to the benefit of all
South Australian supply chain participants.
4.4.1

42

n/a

"Table 4.2 Customer satisfaction
measures, Viterra"

With respect to improved classification accuracy, we have
introduced dynamic binning which will be available for the 201819 harvest. Dynamic binning is an innovation to our grain IT
systems that provides growers with more flexibility to potentially
access a higher grade for loads that are just outside of the receival
standards.

4.4.1

43

4.3

"Viterra seeks to measure its
performance in meeting the
customer service needs of
growers, and it does so in a robust
manner. It submitted evidence of
its actions to improve customer
service in response to customer
feedback. These actions are
consistent with a firm seeking to
meet customer needs."

We support this draft finding.
We have strong relationships with our grower and export
customers. We also support our export customers' relationships
with their end-use customers to further enhance demand for South
Australian grain and actively support overseas customer and
government delegation visits.
We regularly seek customer feedback and adapt our services to
respond to their needs.
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Direct grower feedback forms the basis of continuous
improvement within the business. Viterra has a strategic site
committee structure that provides an important link between
Viterra and growers. Viterra has 34 Strategic Site Committees
(SSCs) made up of growers and carriers who deliver grain to one
or more sites in a group and represent grower views during
harvest and throughout the year.
Viterra actively seeks grower feedback through our pre and postharvest grower meetings and our post-harvest survey. The
responses to the survey are used to gauge how well our grower
customer needs were met and identify priority areas for
improvement. Results of the survey show that Viterra continues to
improve its service levels to growers. Each year, a majority of
respondents believe our overall service delivery and operations
improve compared to the previous year.
This year Viterra hosted a pre-harvest industry forum attended by
approximately 100 growers from across the state, industry leaders
and government representatives. Attendees heard from a number
of speakers over the two day event including an international and
domestic customer and toured Viterra facilities including our port
terminals and new purpose built laboratory.
4.4.2.3
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4.4

"Viterra appears to be operating
as a cost effective bulk grain
accumulator that can meet peak
harvest demand and compete in
the global context."

We support this draft finding.
Due to counter-cyclical production cycles relative to the northern
hemisphere, South Australian grain is able to attract premium
prices through supply when demand is highest. Customers
require timely shipments when grain stocks are at highest
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demand. By designing supply chain for peak volumes, value is
captured for growers and exporters.
We compete globally through our consistent high standards of
quality and food safety and our capacity to efficiently access
overseas markets at premium periods.
While major cost drivers such as labour and energy have increased
significantly, our supply chain fees remain stable through
productivity and efficiency gains.
4.4.3.3

4.4.4.3
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4.5

4.6 (1/2)

"Based on a sample of fees and
grain paths, total upcountry-tovessel loading fees have been
broadly stable in recent years,
having moved at an average rate
only slightly above inflation from
2013-14 to 2017-18. The
Commission found no evidence
that Viterra's fees are excessive
compared with the total fees
charged by its eastern Australian
counterparts as shown by
AEGIC's latest study of
Australian supply chain costs."

We support this draft finding.

"Based on the available evidence,
Viterra is earning returns towards
the upper level of what may be
considered reasonable."

While we agree with the overall intent of Draft Finding 4.6 we do
not agree with all elements of the finding.

Fees are stable year to year to provide certainty to customers and
to minimise the impact of seasonal volume fluctuations on
growers (i.e. to avoid prices going up when volumes are down)
Global and Australian East Coast grain supply chains provide
significant competition. Fees are set having regard to competition
and the benefit of attracting incremental volumes at the margins of
our drawing arc. Fees in highly competitive areas exposed to East
Coast and South Australian competition are not materially
different to fees in other shipping zones.

We are concerned with the conclusion that our returns are towards
the upper level of what may be considered reasonable. The draft
report provides little transparency on what the basis is for VAA
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and ESCOSA to conclude that Viterra is at the upper end of the
range of rates of return (particularly as V AA state they did not
look at Viterra's retums).4
We have concerns over the comparability against the Viterra
assessed returns as:
• There is no detail on how the "return" component was
derived, or how the "invested capital" or "equity" base was
derived.
• The composition of comparables (operations comparability)
may not be appropriate as:
o Major comparables also include marketing operations
which generally have lower returns on capital employed
(i.e. use of working capital);
o Other comparables are mainly port logistics (landlord
ports and operators) which have much more stable
containerised freight business models and more stable
capital structures;
o Comparables may have differences in logistics capacity
utilization; and
o VAA makes significant reference to CBH although they
are a cooperative and therefore a poor comparator with
Viterra. As a non-distributing cooperative, equity is
retained by CBH or reinvested into the network. In lieu of
a return on capital, member equity value is delivered
through lower storage and handling fees. The aggregate
effect of these differences in CBH' s business model make

4
Source: VAA, Study of financial returns benchmarks-Inquiry into the South Australian Bulle Grain Export Supply Chain Costs, Report prepared for the Essential Services Commission of South Australia,
26 April 2018, pl6.
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their returns artificially lower and therefore not
comparable.
• We have concerns over gearing levels selected and the ability
of achieving a BBB rating.
• Little detail was presented on the period in which the return
was calculated and how it relates to Viterra's return cycle
which is impacted by seasonality. We have concerns over the
seasonality of the selected comparables as different seasonal
trends to Viterra' s operations means that these comparator
firms are unlikely to be comparable without a long term view
of returns (i.e. 10 years).
For the 2018 financial year and 2019 financial year, the financial
performance of Viterra will be significantly impacted by the
forecast lower than average 2018-19 harvest. The inclusion of a
significantly lower harvest will have a negative impact on returns
for Viterra. Viterra does however maintain a long term outlook in
managing and investing in the supply chain and ensure growers
and marketers that service is provided for both the highs and lows
experienced in grain harvests. Having a solid financial position is
important when harvest seasonality is low, so the supply chain is
maintained for the long term.

4.4.4.3
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4.6 (2/2)

"The Commission's analysis of
returns is consistent with the fee
analysis, which showed Viterra to
date has apparently not chosen to
share efficiencies with industry
through lower fees. However, the
Commission did not conclude that

We do not support the draft finding.
We share efficiencies with industry through investment in the
supply chain via elevation capacity, operating hours, weighbridge
investment, as well as plant upgrades. This improves reliability
and turnaround times and the ability to handle larger truck
configurations to effectively manage increases in harvesting and
delivery capacity.

24

~ERRA
A GI.ENCORE AGRICULTURE Company

Viterra's returns are currently
unreasonable."

Our increased shipping capacity and investment in quality food
and safety management provide access to global markets at
premium periods and prices which passes on value to growers
through the market price attained.
Some examples of where we have passed on supply chain
efficiencies to customers are detailed below:
• Providing access for heavier mass (higher productivity)
vehicles allowed for a reduction in rates from trucking
partners based on the use of larger vehicles with high
utilisation. The benefit was passed on to customers via Export
Select rates in 2016-17.
• Future improvements to road infrastructure will allow access
for B-doubles to Eudunda and Robertstown. Although not yet
completed, Viterra chose to reflect the expected benefits to
growers in the 2016-17 season via Export Select rates.
• Implementing a strategy to convert Tailem Bend into an
"inland port" by investing in the physical footprint (elevator in
sheds and bunkers) and negotiating the rail contract and heavy
vehicle access improvements. Benefits to customers have
resulted from receival capacity, truck utilisation, rail transport
efficiency and export outturn certainty.
• Electrical upgrades to mitigate the impact of rising power
costs.
• The installation of new and the upgrading of existing
weighbridges, and the investment in new and upgrading of
existing drive over hoppers and stackers to decrease
turnaround times for growers.
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4.4.5.7

62

4.7

"In relation to pricing behaviour,
the Commission found possible
evidence of a pricing structure that
potentially serves as a barrier to new
competition or expansion by existing
competitors (specifically, the
Receival at Port Service Fee (from
Approved Third Party Storage)).
For many practices that may raise
market power concerns, however,
there are operational justifications.
There is also a need to consider
their cumulative impact. Given
the draft finding that Viterra is
currently earning reasonable
financial returns, this fee, in
isolation, does not provide
conclusive evidence that Viterra is
exercising market power. Given
the available evidence, the
Commission considers Viterra's
behaviour in relation to the
remaining fees and practices
investigated (Export Select,
grower direct deliveries to port,
capacity booking fee, lost capacity
fee, shrinkage and dust rates, and
the impact of vertical integration)
is not, on its own, detrimental to
the efficiency of the supply chain.

We do not agree with the assertion that any element of our fee
structure serves as a barrier to new competition or expansion by
existing competitors.
Viterra operates in a competitive market; our fees are market
based and cost reflective. We set our fees using a whole of network
approach. Fees are relatively consistent throughout our network
and across South Australia. Fee differentiation, where it exists, is
based on network efficiency.
Viterra has invested heavily, in constant interaction with grower,
domestic and exporter customers, in order to be able to manage
the supply chain to meet ever growing quality requirements. For
example, Viterra has attained industry leading ISO 22000:2005
standards, is the only grain supply chain in Australia accredited
by CCIC and has developed the Verified Viterra seal. In this
context, it is reasonable that where grain is to be accepted from
alternate storage providers, who do not share Viterra's level of
certification, that Viterra assess that grain, which has additional
costs associated with task completion, and the acceptance of the
transfer of quality risk to Viterra.
There is no evidence to support the assertion that the fee (or the
quantum of the fee) represents a barrier to entry. Isolating and
analysing an individual fee in the context of managing a supply
chain can be misleading.
Customers can and do look to negotiate on fees and the Third
Party Receival Fee is just one of our reference prices on which they
may negotiate. If this fee constituted a barrier to entry we would
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4.4.6.1

4.4.6.2

71

72

n/a

n/a

Does the Receival at Port Service
Fee (from Approved Third Party
Storage) deter any stakeholder
wanting access at a port? Do
stakeholders have evidence that
counters the Commission's draft
findings on the Viterra fees and
practices investigated?"

expect a potential Third Party would engage with Viterra to
discuss directly.

"The Commission has no
knowledge of the transparency on
fees in the invoices that traders
received from Viterra. However,
Viterra submitted that its systems
allow full tracking of grain
through its system, and of the fees
incurred. So, it should be able to
provide detailed invoices, even if
it does not currently do so".

The RFI from the Commission did not include a request for a
sample of invoices from Viterra that are issued to traders. Viterra
now submits a sample of invoices and related data tables that are
issued to traders to show that all fees invoiced are transparent to
traders.

"Given the lack of financial
information publicly available on
Viterra's performance (section
4.4.4.1), it is unclear whether a
competitor of Viterra has

Viterra Holdings Pty Ltd, the ultimate Australian parent entity in
the Australian group, files audited financial statements with ASIC
that can be obtained for a nominal fee.

An example of fees included on trader invoices are as follows:
• Monthly carry invoices include stock held by site and grade,
and the applicable carry rate charged.
• Shipping invoices by voyage include all services performed by
the applicable rate, and summarises all pre-shipment charges
incurred such as the stem booking fee.
• Other services for out-loading, both rail and road, are invoiced
by site, by commodity, by grade, and mode of transport (road
or rail). All items are included on the trader invoice.
• Traders also receive an upload file with all transactional data
related to inventory movements and services provided.
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4.4.6.2

72

4.8

sufficient information available to
assess viable proposals. Further,
consumers (growers and traders)
do not have access to such
information, as an indicator of the
reasonableness of fee levels. By
contrast, stakeholders in Western
Australia and eastern Australia
have access to the published
accounts of CBH and GrainCorp
respectively."

The published financial statements of CBH and GrainCorp include
business segments in addition to the Western Australian and
eastern Australian supply chains. By contrast to the Viterra
financial statements which are for the supply chain only, users of
these other financial statements can historically only use the
respective segment note in assessing the financial performance of
the supply chain in isolation.

"The Commission found evidence
that the market is not sufficiently
informed, in the case of both
growers and traders, and
potential competitors. If this lack
of information is an issue, to what
extent does it have a material
impact on the efficiency of the
supply chain? What is the
evidence?"

We do not support this draft finding.
We publish a full fee schedule on the Viterra website. This fee
schedule pro"\ides full information on Viterra controlled fees for
use of the bulk grain export supply chain. Fees are also explained
to industry participants through a range of channels:
• Silo Chair meetings
o Strategic Site Chair Meetings are used to provide an
update to growers across each region on a range of issues,
including fees
o Typically the Pre-Harvest Strategic Site Chair Meeting is
the forum where fees are discussed
o The Harvest Information Book is also mailed to all grower
customers
• Exporter meetings
o Face to face visits are held with exporters every 6-8
weeks, varying depending on the level of upcoming
export activity
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In August / September each year a meeting is specifically
held to discuss fees /protocols/ schedule changes. At this
meeting we provide a hard copy of our fees / protocols /
agreement schedules and discuss any changes year on
year
• Talking points for staff
o Talking points are released to Viterra staff explaining fees
for storage and handling services that have been
published on Viterra and Ezigrain websites
o Talking points identify for staff any year on year changes
on fees and the rationale for fee increases that have
occurred to support them in discussions with our
customers
• Media releases
o Media releases are also provided regarding the
publication of Viterra's fees/ protocols/ agreements and
release of the Harvest Information Book each year to
maximise industry awareness of fees for the coming
harvest
o Typically media releases are provided in September /
October
• Other
o Our customers are involved in various industry functions
/ events / meetings through the year, e.g. Grain Industry
of South Australia meetings, GTA meetings, WQA
meetings, Australian Grains Industry Conference etc.
Further communication and transparency of supply chain fees as
part of the grain price shown to growers is at the discretion of the
buyer.
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Other issues

5.2

5.3.2

77

78

5.2

5.3

"The public release of more grain
stock information has both strong
industry advocates and
opponents. To the extent that the
release of more stock information
has net b1mefits, the grain
industry should be able, by itself,
to achiev1:'! the best outcome. If this
is an issue, what additional stock
information should be released?
To what extent would it have a
material impact on the efficiency
of the supply chain? What is the
evidence'?"
"The freight cost component of
the supply chain costs is efficient,
within the current economy-wide
framewo:rk for establishing road
user charges and identifying road
investment priorities. The
competitive road freight industry
underpins efficient road and rail
freight rates. This competition is
complemented by regulatory
oversight through the rail access
regime."

Viterra's position is that the current level of stock information we
provide strikes the right balance for all stakeholders without
exposing the Australian grain industry to increased global trading
risks.
The Wheat Industry task force inquiry in 2013 found that under
the current system "there was no market failure related to the
provision of stocks information, and does not believe there is a
case for government intervention".
International stocks reporting is poor as few countries of origin
report reliably on stocks. If global grain stock data is incomplete
and only a few countries release accurate data then they are
exposing themselves to exploitation by the global marketplace.
We support this draft finding.
Viterra's freight rates are cost reflective. Viterra undertakes
commercially rigorous negotiations to minimise third party costs
and recognises that the capacity of growers and exporters to
absorb road and rail transport costs is limited. Loss of marginal
volumes due to inefficient road and rail transport costs is to the
detriment of all s:upply chain participants, including Viterra.
Viterra is committed to maximising transport efficiency. This is
achieved through a combination of road, rail and road / rail
combinations that together provide the most efficient freight task.
It includes investment and management to improve outloading
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and inloading functions such as side cell outloaders, equipment
and site lighting, and rail grid conversions to support dual modes.
5.4

80

5.4

"It is not clear that the practice of

We support this draft finding.

quality arbitrage is detrimental to
the overall returns achieved by
the grain industry. It does not
seem to be an issue for growers,
so long as they receive a price
commensurate with the value of
the grain on the global
competitive market."

Viterra's bulk handling system is a commingled system with
multiple owners delivering like grades into the same silo, bunker
or shed (cell). The benefits of a commingled system include the
efficient use of storage and logistics infrastructure that would
otherwise involve significant duplication of assets to perform the
same volume task.
On delivery, growers are issued with a record of their grade and
tonnage which has a market value based on this information and
its location. Individual loads are mixed with other loads that are
within the quality specifications for an individual grade.
Commingling does not impact the grade received by the grower.
The requirement remains with Viterra to ensure th~t stock is
outturned to the grade owned by each grower.
Marketers make sales based on specific quality specifications
rather than the industry standard receival grades or outturn
specifications. In particular, wheat sales to the international
market are based on a 12% moisture maximum while receival
standards into the Viterra SA system are set at 13.5%. Viterra
manages this risk on behalf of both the grower and exporter by
ensuring export outturns are below 12%. This also enables
growers to commence or recommence harvest earlier by receiving
grain at a higher moisture level, therefore reducing their risk to
weather and potential quality downgrades. Similarly, the receival
standards for snails are different to export outturn requirements.
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To meet these quality specifications, grades are blended
homogenously across a cargo. The ability to blend grades is
reflected in the pricing to the grower of each grade. This practice
creates a market for lower grades if they can be blended at rates
maintaining the required quality specifications.
To provide greater flexibility for growers, a significant investment
in our grain IT systems has allowed us to introduce dynamic
binning which provides more value to growers, while continuing
to meet customers' outturn requirements, by giving growers the
opportunity to have their wheat upgraded for the 2018-19 harvest.
Dynamic binning provides growers with more flexibility to
potentially access a higher grade for loads that are just outside of
the receival standards.
5.5

81

5.5

"The Commission will consider
further the merits of the GPSA
proposal for a statewide transport
access regime (including grain
storage and handling) in the light
of submissions to this inquiry
Draft Report. It will also consider
any position reached by the
DAWR in its PTAC review final
report."

We do not support this draft finding.
The export grain industry in Australia is a multi-billion dollar
industry. Its competitiveness should not be placed at risk by
unnecessarily increasing regulation. The grain industry is an
important industry in South Australia, with South Australian
grain exports valued at around $2.2 billion (at the farm gate). It is
therefore important that the Commission exercises great caution in
increasing the level of regulation if this risks undermining the
efficiency or competitiveness of the South Australian grain
industry.
Complying with regulation is not a costless exercise. It requires the
dedication of many resources. It reduces the flexibility of the
regulated entity to respond to changing market conditions quickly
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(as regulatory approval is often needed to do so). It limits the
ability to provide bespoke solutions to individual customers. It can
also lead to regulatory uncertainty which undermines investment
and reduces the ability to engage in long-term planning.
Given the thorough review that has been underway since the
Terms of Reference for the inquiry were issued by the previous
Treasurer on 16 March 2017 it is not necessary to conduct another
review, particularly given the administrative burden these reviews
place on our organisation.
Refer to the graphic at the end of this document for a summary of
the reviews Viterra has been involved in since 2008.

Appendices
Case Study
Table Fl

116

n/a

n/a

In relation to the analysis that a fee differential could "increase to
$6.41 per tonne, for a third party operator not permitted to access
Viterra's Outer Harbor facilities using rail", we disagree with the
validity of this figure as it is derived by comparing two completely
different supply chains.
Road into Inner Harbour is a fundamentally different supply chain
compared to rail into Outer Harbour. Using two different modes
of transport distorts the findings as the upcountry outtum and
port receival tasks are fundamentally different.
The assumptions used for road and rail logistics rates are
inaccurate. For example, moving 3000 tonnes via road from Tailem
Bend in a day would be significantly more expensive than rail
from a logistics point of view.
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Using two different ports also distorts the findings. Footnote 283
in the draft report even states "for a trader using a third party
operator permitted to export from the Outer Harbor terminal, the
difference would be $3.75 rather than $6.86 per tonne".
When comparing road with road and rail with rail, the fee
differential for grain moving from a third party through port
would be the receival at port service fee of $2.70 (excluding any
relevant Export Select rebate).
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GRAIN INDUSTRY SINCE DEREGULATION
Timeline of key dates

Port code
exemptions:
CBH Geraldton,
Kwinana, Albany,
Esperance

SecondACCC
Access Undertaking
ESCOSARail
Access Regime
Review

Senate inquiry
-Wheat
export biU

Senate inquiry Export grain
networks

First ACCC Access
Undertaking

GrainCorp
Newcastle

Port code exemptions:
GrainCorp Port Kembla
Patricks Port Adelaide

ESCOSARail
Access Regime
Review

Senate inquiry Grain networks

ESCOSA Port Pricing
and Access Review

I I

I

Port code

ACCCLTA

I I I exemptions:
Riordan
Geelong
Semaphore
Pl Adel

Viterra acquisition
Glencore acquisition

2008 2009

2011

2010

2012

2013

t

I

Single
Desk ends

Productivity Commission
inquiry - Wheat export
marketing arrangements

ACCC
Vlterra port capacity
auction variation

Parliamentary
Select Committee Grain handling

• Wheat Industry taskforce inqui"les Included:
2014 - /nqui"y into wheat export quality
management practices; 2013 - Inquiry Into grain
pools as financial products; 2013 - Inquiry into
wheat stocks information

ESCOSA Port
Pricing &
Access
Review

Wheat industry
taskforce•

2014

2015

Port code
exemptions applied:
GrainCorp Brisbane
QBT Brisbane
Bunge Bunbury
NAT Newcastle
Qube Newcastle
GrainCorp Geelong
Emerald Melbourne

Ag Competitiveness
Issues Paper &
Green Paper &
White Paper

2016

2817

ACCCReview
Long Term
Agreements in
SA

ACCC Bulk
Wheat Ports
Monitoring
report

State Select
Committee review
of Moratorium on
GM (commenced
Sept 18)
ACCC-Third
Bulk Wheat
Ports Monitoring
report - (due for
release Dec 18)

2018

ESCOSA inquiry Into bulk
grain export supply chains
(Mar 18 - ongoing)
DAWRAgricultural Export
regulation review (ongoing)
ACCC Bulk Wheal Ports
Monitoring report
AEGIC Supply Chain
report (ongoing)
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