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PROF SNAPE: Good morning, and welcome to the continuation of the public
hearings of the Productivity Commission inquiry into the pig and pigmeat industry.
Asyou al know, thisinquiry has two parts. The second part of it, as specified in the
terms of reference, is close to a standard Productivity Commission inquiry or, in the
past, to Industry Commission inquiries and it relates to the factors affecting the
profitability and competitiveness of pig farming.

Thefirst part of the inquiry however is quite different, being whether safeguard
action with respect to imports of certain pigmeat should be taken under the provisions
of the World Trade Organisation safeguards agreement. Thisisthe first time these
provisions have been invoked in Australia. Indeed, they have not been invoked many
times by other countries either.

In the issues paper which has been circulated, we have set out the path which
needs to be followed for action to be taken under the WTO safeguards agreement and
under the procedures gazetted recently by the Australian government. We might note
that, in conducting thisinquiry, the Productivity Commission is governed not only by
the WTO safeguards agreement and the gazetted procedures, but also by the act
establishing the Productivity Commission.

We also need to be conscious, should action be taken against imports under the
safeguards agreement, that our procedures and actions could be challenged under the
dispute settlement processes of the World Trade Organisation. Thus, the industry
needs to establish in this forum that it has experienced seriousinjury whichis
attributable to increased imports or that such injury is threatened. It needsto establish
that action to restrain imports would remedy the injury attributable to the increased
imports and that the action would facilitate adjustment. What is required is evidence
of an objective and quantifiable nature. Interested parties must have the opportunity
to comment on the presentations of other parties and may comment on why or why
not any measures may bein the public interest. Written responses are quite
acceptable and indeed are encouraged.

In our final recommendations, the Productivity Commission will take into
account not only any action that might remedy any injury attributable to increased
imports, but also the government’ s stated principles with respect to the impacts of
business regulation which might be summed up as a public interest criterion.

We welcome today’ s participants. While we try to make the proceedings as
informal as possible, the proceedings are recorded and a transcript will be made.
Copies of the transcript will be sent to relevant participants for checking of the
transcription. Should you be unsure of any facts or find that any information that you
give us today on subsequent reflection needs to be changed, we would ask you to get
in touch with members of the staff. The transcript will also be placed on the
commission’ s website and we hope that that will be availablein 2 or 3 days. If
interested parties other than those whose statements are being recorded wish to obtain
hard copy transcripts, they should get in touch with our staff. A number of members
of the staff are present.
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When we have concluded the presentations of today of those who have
indicated they wish to speak, | shall invite any other parties present to speak if they
should wish to do so. Because of the short timetables for thisinquiry, these public
hearings are being held very early in the process and few written submissions have yet
been received. Today we don’t have a written submission from in fact the first
participants today, which is of course no fault of them but a product of the very short
timetable that we have. We hope that you will be able to follow up on your oral
presentation today with a written submission.

First up today we have representatives of Bunge Meat Industries and we would
ask you, if you wouldn’t mind, to identify yourselves separately so that we have the
voices on the tapes - and I’m not sure who is going to open up the proceedings - then
if you would like to do so. Thank you.

MR SMITH: Thank you, commissioner. Introducing myself, I'm Nigel Smith. I'm
the general manager of sales and processing for the Bunge Meat Industries group.

MR CAMPBELL: I'm Roger Campbell and I’'m general manager of technical
services for Bunge Meat Industries.

PROF SNAPE: Thanksvery much.

MR McGILLIVRAY: Alex McGillivray, national export sales manager.

PROF SNAPE: Wouldyouliketo- - -

MR SMITH: Heisgoing to operate the slides.

PROF SNAPE: Thank you very much. Nigel, you are going to- - -

MR SMITH: Thank you, commissioner. Today’s presentation is a shortened
version of our planned formal submission which we will be making to you in Corowa
on 28 September. The reason for thisis that filtered throughout our entire submission
is significant quantities of commercial in-confidence information and, rather than have
to do two separate submissions, we prefer to do it thisway and talk to you about the
commercial-in-confidence information at the visit to Corowa.

PROF SNAPE: You will be giving us awritten submission then?

MR SMITH: | will be giving you awritten submission probably afortnight before
you visit Corowa, so you have got at least 2 weeksto digest it.

PROF SNAPE: Good. | gather we are visiting on 28 September?

MR SMITH: Yes, the Monday after the AFL Grand Final.
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PROF SNAPE: Okay, noted.

MR SMITH: So just commencing, to introduce the Bunge Meat Industries group
to the audience and to the commissioner, Bunge Meat Industriesis a
vertically-integrated intensive pig producer with stockfeed milling, slaughtering,
boning, distribution, wholesaling and manufacturing operations. We established our
operations in 1971 near Albury as a means of more efficiently utilising the natural
by-products of our flour milling operations. Our company, with 52,000 sows,
represents 17 per cent of the national sow herd and is by far the largest pig producer
in Australia. The company produces approximately 920,000 pigs per annum, which
represents 19 per cent of the total pigmeat produced in Australia. Given BMI holds
17 per cent of the sow herd, this production clearly represents an efficiency over the
balance of the industry.

Bunge Meat Industriesis a clear leader in the industry’ s export drive. If Alex
would like to put the first overhead up, a brief history from 1996 through to current,
we will seein 1996 our export volume, a value of 5.3 million; 97, an actual figure of
10.3 million; and our estimate for 1998 will be 15.6 million, and at this stage we are
well on track to make that result. The forecasting for the year 1999 is of 18.4 million
and then a significant lift in the year 2000 to 33.5 million.

PROF SNAPE: | notice that has"commercia-in-confidence' onit. | presumeit’s
not.

MR SMITH: No, that oneisnot. No, we are quite proud of thisfact, sowe're

quite happy for the public arenato see our drive in the export arena. Our company is
one of the few operators in the world capable of shipping fresh product, chilled, by
seato the Asian markets. We have an outstanding slaughter boning facility at Corowa
with a hygiene status second to none in the world. Our production facilities exceed
industry standards with new technology undertaken regularly. Our on-site abattoir at
Corowa s the largest single-species pork plant in Australia, slaughtering something
like 450,000 pigs per annum. That isavery brief overview and certainly when you
come to Corowa we will give you a much more detailed overview in terms of the
growth of the company over the past 25 to 30 years.

Moving on to the submission proper and going through the issues format with
us, look at the history of imports. 1n July 1990, imports from Canada were allowed
into Australiain frozen form, uncooked. From mid-July 1991 through to midJuly
1996, imports remained fairly steady and manageable between 3 to 4 thousand metric
tonnes per annum. Alex, if you could put that chart up please. So you can clearly see
from July 1991 to July 1996 imports really remained fairly steady. From July 1996,
imports increased rapidly, more than doubling to peak at slightly over 11,000metric
tonnesin 1997. Thereisno doubt that imports have increased in both absolute and
proportional terms.

Current trends do not indicate any significant easing from this new import
plateau. Infact the most recent 2 months of imports - that is May and June 1998 -
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were both up on the 1997 levels, particularly June at 1034 metric tonne versus
776 tonne in June of 1997, an increase of 33 per cent.

PROF SNAPE: Could | just ask a question there. Was that boom in June due to
any lag effect due to the dock troubles in the earlier months?

MR SMITH: | would suspect not, no. | don’t have categoric evidence of that but |
suspect not. The figure for July, whilst it’s not in the public domain, | know isvery,
very similar to July of last year. That’sthe concern aswell. It’s not in the public
domain at this stage, so | can’t give it to you accurately, but | do know it’s very similar
to - | mean, June certainly | think was a 5-week month as well and there may well
have been an overlap into July. But there was a concern that, if you combined the
June-July figure versus June-July of 1997, it’s an increase of something like 15 to

20 per cent.

PROF SNAPE: Thank you.

MR SMITH: Thisraises agrave concern that imports were essentially boneless legs
from Canada which will now compete very heavily with the Australian Christmas leg
ham market as it gathers momentum during the second half of the year and, if not
restrained, imports will again surge to new high plateaux, most probably in asimilar
short period to the recent import surge of 1997.

Just to analyse the imports, it’s important to analyse whathe imports are. The
crude impact of the imports at 11,000 tonnes represents something like 3.22per cent,
if you compare it to the pig production in Australia. However, you'rereally
comparing applies with passionfruit, and that’ s really the comparison | like to make -
that you are not comparing apples with apples. To get the comparison correct, it is
fairly detailed and we are quite happy to take the commission through that when it
comesto Corowa. Interms of going through the understanding of the conversion
rates to get the imports into a carcass equivalent, to talk about that they’ re primarily
legs, so they’rereally competing at that primal part of the pig.

On that analysis you can see that imports now represent - certainly during the
period of 1997 - something like, atick alittle bit under 30per cent of legs for leg ham
production in this country. The concern now iswhat the volume lent is during the
second half of thisyear. With June actual it's something like 3er cent higher than
June 97. Theindustry has areal need for concern.

I’d just like to point out that the leg primal in Australiais the premium primal
and as such is most demanded, particularly in the second half of the year as processors
gear up for the premium Christmas ham trade and summer cold meat salad season.

As a consequence imports being put onto legs has had a larger impact on the price as
the demand fell for pigs as imports escalated during 1997. To show you how that’s
effective we might just put up that chart on the ham production, the ham utilisation,
where we can see that the build-up certainly takes place in the second half of the year
for this massive Christmas surge. Y ou can see how the monthly sales split for ham

24/8/98 Pig 65N. SMITH and OTHERS



throughout the year wanders somewhere between 5 and 8 per cent and then at
Christmastime it surges to nearly 30per cent. | think most of us can relate to that,
that ham is festive season product and it certainly isa summer salad season item as
well.

PROF SNAPE: Over what yearsisthat?

MR SMITH: It'sover an average of approximately 3 years. The APC provided us
with that information last week - that’s the Australian Pork Corporation. So the major
impact of imports, particularly since mid-97, has been on reducing the price of pigs
domestically across the board. Furthermore, domestic leg prices have also been
negatively affected with the onset of significant quantities of imports. But the main
effect has been on pig carcass price and it’s clear there is atrigger point above

10 per cent of Canadian imports. There's a percentage of leg ham production that
causes the domestic pig price to fall.

Y ou can see there the line is the pig price and the bars is the imports coming in.
So you can see clearly the imports representing somewhere between 5 and
10 per cent. The pig price performed at its usual, normal annual movements. As
imports increased above 10 per cent - so there' s atrigger point somewhere between
10 and 30 per cent that sees pig price plummet. Y ou will see pig price plummetig
even further. It’s critical to repeat that the driver of pig prices from June, July through
to November and the biggest factor affecting average pig pricesis the processors
seeking legs for their Christmas ham and summer production - again referring to that
previous chart - because there’ s areal surge and areal demand for legsin the second
half of the year. Importantly, the level of imports, which is predominantly legs, not
only affects domestic leg prices but is the major effect on the overall pig carcass price.

These imports have escalated as premium primal has replaced the requirement
for shoulder meat to produce alternative ham products. | refer to products such as
the four by four square sandwich ham. A number of these products are now not seen
on the market as they have been replaced by this premium leg ham product. This has
subsequently caused an excess of shoulder meat and consequently devalued it, which
further places pressure on the overall pig carcass price. In 1997, for the first timein
25 years, the industry saw declining pig prices during the July-December period.
Thereis no doubt that this escalation of imports during 1997 and in particular the
second half of 1997 caused this decline. Thisisthe commercial reality. Whilstit'sa
little bit difficult to see on that, the important one is the 1997 figure. You'll see that
the pig pricein the 1997 figure in the second half of the year starts the trend
downwards.

We can go back for the last 25 years and you'll never ever see ththappen. This
decline in price during the second half of 97 resulted in an opening price for 1998 not
seen at thislevel in the past 10 to 15 years. The prices subsequently followed
previous historical trendsin falling for the first 4 months, although the price hasfallen
further in 1998 and is certainly at alevel not seen for some 15 to 20 years or some
50 cents a kilogram below cost of production. Thisis clearly serious financial
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damage. Based on our production at 920,000 pigs per annum at an average carcass
weight lot standard of 70 kilograms, alot of 50 cents a kilogram equates to $35 per
pig loss or 32.2 million on an annualised basis. Again that is serious financial,
unsustai nable damage.

The commercial reality for thisincrease and fall of pig prices during the first half
of 1998 was a carryover of legs from the Christmas season which is out of character
for the industry and is due to the excessive imports in the second half of 1997. As
such, the processing sector was keen to absorb this carryover and consequently the
pressure or demand for purchasing carcass pigs fell. Whilst the current prices during
July and August are increasing, thisreally had to happen. Prices at 50 cents below
cost of production would clearly be unsustainable and, should imports continue at
June levels, prices will start to peak very rapidly and we could be in for arepeat of the
1997 second half of the year, which is of grave concern. At this stage, whilst there's
anecdotal evidence of producers leaving the industry, we at this point do not have
confirmed information.

Should there be a massive exit then pig prices will probably continue to rise
significantly. But for the long term this does not help thisindustry in becoming a
strong industry domestically with a strong export focus. BMI has been a clear
industry leader in terms of investment, productivity, efficiency with an export focus.
The following profit table shows BMI’s historical profit. Now, I’ve actually taken the
guantums off this chart and, whilst there are variations from year to year, 1998 will
see for thefirst time BMI’s history in making aloss. Furthermore, the forecast |oss
for 1988 is devastating. Thisis clearly out of balance with the usual fluctuations
within the industry and within our business and again clearly demonstrates serious
financial damage.

Just turning to the outlook, with the recent relaxation of cooked product being
allowed into Australia from both Canada and Denmark, the outlook for pig farming is
not good. We as a company forecast the price for 1999 at alevel around $1.90 a
kilogram. Thiswould certainly be below cost of production for many pig farmersin
this country. The outcome for this price will certainly be affected by the level of
imports that we see coming in the second half of 1998. With the outbreak of foot and
mouth in Taiwan in 1997, the opportunity for expansion of exports into Japan has
risen. Our company and certainly another company have captured a small share of
this market with an excellent potential to grow. However, it would be vital for this
country to have a critical mass of production to service thisimportant Japanese
market. Up until recent times a sow herd of 300,000 sows, all production around
340,000 metric tonne, carcass weight equivalent, was servicing the domestic market
together with small export orders.

A massive fallout of producerswill put Australia’s ability to be along-term
exporter at risk, which would be devastating given thisterrific and fantastic window
of opportunity that now existsin Japan. | think to refer to your opening comment,
commissioner, we need to demonstrate whether the industry looks like hurting. |
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think clearly the industry isin a period of absolute hurt right now and has gone
through and is certainly going to continue going through it.

To look at some other matters that arise in this industry and what some other
outside analysts are referring to. There have been some suggestions that the industry
is not restructured. In the continual drive for efficiency over the years, the industry
has undergone massive rationalisation. From the mid-1970s the industry has reduced
from 40,000 producers to the current 3337 while sow numbers have remained static.
The industry has got smart, it’s organised itself, has not relied on government support
or regulation and is not subsidised. The industry has clearly restructured and will
continue to restructure. Moving on to market share, the industry over the past
25 years hasincreased its share of the Australian meat ®nsumption from 10 to
approximately 17 to 19 kilos per person.

The recent drop in share was aresult of adrought in 1994 causing extremely
high feed prices during 1995 and we saw an exit of 1000 producers during that year
or roughly 30,000 sows vacate the industry. Recent slaughtering levels indicate the
consumption will return to the 19 kilogram level as sow numbers increase, providing
there’ s not amassive fallout as aresult of current prices. Clearly the pork and chicken
industry have been the shining lights of the Australian meat industry over a 25-year
period capturing market share over the red meats through excellent industry
rationalisation, through driving quality, through innovative marketing and through
campaigns with afocus on health. The industry has been helping itself and managing
its own future with a clear focus on competitiveness.

Looking at production and productivity, production has increased from
approximately 230,000 metric tonnes in the early 1980s to approximately 330 to 340
thousand metric tonnes in the late 1990s with a similar sow herd that’ s around
300,000 sows. That clearly exemplifies the massive productivity gain thisindustry has
achieved. Furthermore, this chart clearly demonstrates the industry is not
over-producing, as some analysts have suggested. Y ou can see from that chart that
we' ve certainly been at these production levels before. So we're not entering new
uncharted waters in terms of production and productivity levels. Interms of
productivity we' re certainly achieving world’s best practice.

Looking at other factors, the exchange rate. There have been some suggestions
and public speculation that the industry has had a de facto subsidy. We often hear this
from politicians and bureaucrats due to the exchange rate decline of the Australian
dollar against the Canadian dollar, that is, the cost of the Canadian legs should have
risen to the Australian importers. This chart clearly demonstrates thisis not the case
and in fact the price in recent months has declined. The same product is comingin,
the exchange rate certainly has gone down but the price also has followed that down.
So there is no commercial evidence to suggest that the recent exchange rate
movements have altered the commercial reality that the surge of Canadian bonus leg
imports returned to the levels of pre-1996, based on currency exchange rates.

PROF SNAPE: Could I just pause on that one for amoment?
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MR SMITH: Sure.

PROF SNAPE: ['vegot anumber of other thingsthat I'll come back to later.
What’ s been happening to the prices of pig meat in Canada?

MR SMITH: Certainly in Canada during 1997 they dipped and they certainly fell to
significantly low levels. | think in more recent times during 1998 they have increased
and | think in more recent levels they have been stabilising.

PROF SNAPE: You see, what oneimmediately goesto in this, they’re asked, "Why
has the price of imports continued to go down?" despite the undeniable fact that the
exchange rate has moved in the way it has and the first thing one asksis, "What's
happened to the price in Canada?"

MR SMITH: Yes, it certainly fell. There’sno doubt about that.

PROF SNAPE: The point thereisthat if the exchange rate hadn’t gone down what
would be the situation.

MR SMITH: It would have been more devastating.

PROF SNAPE: Exactly. So there has been an exchange rate effect insofar it has
meant things haven’t been worse than they are.

MR SMITH: That'savery good point to make. Infact what | wastrying to
challenge was, there were people out there suggesting that we' ve been given a

de facto subsidy, and you' re absolutely correct. Having not had this exchange rate
buffer it may well have even been worse, yes.

PROF SNAPE: | don't suppose you know what the contracts are in terms of
imports as to what currency they have been denominated.

MR SMITH: No, we don't get that information. We're also unaware of what
contracts have been written aswell. In fact, to get information is very, very difficult.
Infact it’ simpossible to get. We as acompany and certainly as an industry have been
trying to get information on the forward orders. The only time you receive the
information is approximately 5 weeks after the imports have arrived in the country.

So if we'relooking at the July imports, we're now starting to get very close to being
able to get the July imports of 1998.

PROF SNAPE: Thank you.
MR SMITH: Again, going through the issues paper, the safeguard measures that
our company believes need to be put in place, we argue that the imports have had an

adverse impact on our company and clearly we' ve demonstrated that today with
profitability at devastating levels and unsustaining levels and we' re suggesting that the
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very low prices during 1997-98 have caused this problem. As a consequence of this
the profitability has fallen to unsustainable levels. Our recommendation is the
imposition of atemporary tariff quotafor 4 years on pigmeat set at 4000 metric tonne
per annum; volumes in excess of this 4000 metric tonne to have a duty set at $2 per
Kilogram.

PROF SNAPE: Have you given any thought as to how such atariff quota could be
implemented. There' s obviously agreat incentive to get the first 4000 tonnes because
it would come out in zero tariff. Who gets them?

MR SMITH: Yes, that’s agood question.

PROF SNAPE: | don't think any advocacy of atariff quota can really be put
forward without some consideration of how it was to be implemented who were to be
the very lucky importers who have got those first 4000 tonnes.

MR SMITH: Maybeit could well be spread across the year. The fact that demand
for the import of product is certainly the second half of the year, that you could
actually put - maybe you’ d put quotas on on a monthly basis and once you exceed the
monthly quota you then- - -

PROF SNAPE: You'vestill just driven the point to amonthly one. Who gets the
first 3 and a half thousand - or whatever it is - tonnes per month?

MR CAMPBELL: Youwould set it on the basis of what they had imported for the
last 2 years, proportionately.

PROF SNAPE: Thereisgoing to be some benefit for someone in there because
what you’ re going to be doing is shoving the price up above the import by

2 kilograms. Who is going to get that 2 kilograms?

MR SMITH: Yes, definitely that needs to be analysed.

PROF SNAPE: $2 per kilogram, | mean.

MR SMITH: Yes.

PROF SNAPE: | think that one can’t really advocate atariff quota until one
considers how that is going to operate so that it doesn't give, if you like, at best,

windfall gains to someone or, at worst, lead to corruption.

MR SMITH: I'm quite sure this could be determined. My understanding is that
other countries do have quotas and there’ s obviously systemsin place at work.

PROF SNAPE: And other countries have, at best, windfall gains and, at worst,
corruption, as we know and as we' ve been told.
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MR SMITH: I'm unaware of that evidence but I’m quite sure that we could
determine a method where those two factors could be eliminated. Just on a
commentary of this, it is apparent to BMI that the industry could manage the levels of
imports up to the mid-1996 levels, that is around the 3 to 4 thousand metric tonnes

per annum which equates to approximately 7 to 10per cent of legs used for leg ham
production. This 4-year temporary tariff quota would allow sufficient time for our
company to expand our existing slaughter capacity but more importantly will allow us
to expand our bone operation from which exports to Japan will originate. Our planis
by the year 2002 to have up to 25 to 30 per cent of our production going export, up
from our current 10 per cent.

If returns continue at this current low level which we argue is due primarily to
the recent high increase in imports, then this expansion will not occur. 1t will allow us
time to rationalise our production facilities, the new housing systems that we're
currently undertaking. Furthermore, operators with expansion plans, namely the
Auspork groups, the Danpork, the Darling Downs bacon operations, Hurstbridge and
Westons, may also place their plans on hold. In addition, it will provide time for our
company to develop domestically in areas such as the ready retail packs whichis
something the supermarkets are planning to introduce, especially to pork outlets, fast
food and further penetration into food service areas.

Just in terms of, as you said in your opening discussion, the factors affecting
profitability and competitiveness, we have alot of private and confidential material in
that area and certainly we will be delivering all that information to you when you
arrive back to Corowa on 28 September. So just in repeating and summarising, our
company is not about being a protectionist company and we' ve had a history of
exports. Imports have escalated rapidly from mid-96 through to the end of 1997 to
represent nearly 30 per cent of pig leg meat for leg ham production from the base of
approximately 5 to 10 per cent from mid-91 to mid-96. This escalation in imports has
caused pig prices to turn the trend downwards for the first time in 25 years during the
second half of 97. The opening price for 98 was therefore at its lowest level for
10 years and furthermore, as a consequence of the huge increase in imports during the
second half of 97, saw our company into 1998 at its lowest level in price for many,
many years and with significant leg stocks on hand.

As a consequence, our prices fell more than the typical downward trend in the
first half of 1998 as manufacturing had minimal demand for leg meat resulting in a
rapid declinein pig price. The forecast price for 1998 will be at levels not seen since
the mid-1980s. The resultant profit for our company was and is at devastating levels
and out of proportion with the normal rural cyclical profit nature. The quantum of the
loss is catastrophic and totally unsustainable. All other factors that affect pig prices
were within the normal rural industry bounds. The outlook is of grave concern, given
that June 1998 is up 33 per cent from June 1997. Thisincreasecould well mean
imports will reach new record levels during the second half of 1998. In addition, the
recent allowing of imported cooked product from both Canada and Denmark can only
worsen this outlook. Going over it again, BMI recommends atemporary tariff quota
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and a safeguard action of $2 in excess of the 4000 metric tonne. Thiswill allow usto
adjust our export capability, our production facilities and our domestic capabilities.

I’d just like to conclude on one other chart. Certainly there’ $een analysts
referring to information that comes from government and from government offices
and | refer to ABARE in thisinstance. | would just like to put up a chart of ABARE
forecasts of pig price. Thisinformation comes out of the ABARE commodities
guarterly volumes. In June 1997 for their forecast for the year 97-98 they forecast a
pig price of $2.43 akilogram. They revised that in September 97, so there’s 3 months
under their belt, for afigure of $2.47. Come December they revised that downwards
to $2.30 akilogram and in March 1988 they revised it down alittle tad by 3 centsto
$2.27. If we'd achieved any of those figures or I’ d suggest 20 cents below any of
those figures, we would not be sitting around this table having this discussion right
NOW.

It isof great concern that these operations that are run by government do not
talk to industry. Interestingly, our company owns 20per cent of the national herd.
We have yet to have a phone call from ABARE as to what our thoughts might be on
the outlook. | wonder if they talk to the poultry industry, whether they talk to
Messrs Jack and Bob Ingham or Mr Steggles about the poultry industry. | believeit’s
an indictment on ABARE. They give out false information. I’m quite sure many small
pig producers may well have taken some expansion plans based on these forecasts and
| think they have alot to answer for and | just wish to goodness that these operations
would talk more to industry rather than being locked up in their little wooden
cabinets. | thank you, commissioner, for the opportunity to give this presentation.

PROF SNAPE: Thank you very much. Roger, doyouwishto- - -
MR CAMPBELL: No, | don’'t want to add any more just to that specific question.

PROF SNAPE: Thanksvery much for that. That was avery interesting
presentation and a lot of very useful information and obviously there’ s alot more to
come and we look forward to that. | wonder, do you recall what your own
predictions were at those times that you just had up on those charts?

MR SMITH: Certainly alot lessthan that. There's no doubt about that. We
forecast aprice - or initially put a budget figure in for the calendar year of 1998 and
that was - we do our budgetsin August of the previous year - August, September. |
must admit we get alittle bit frustrated with our company having to forecast most of
the prices at that time. But at that time we forecast a price for the year 1998 of $2.10
and after 3 months we did an adjustment to the basic plan to revise that down into the
$1.90s very quickly. Soif ABARE had spoken to us, we would have certainly been
forecasting figures down, clearly 30 and 40 cents below what they’ re suggesting. |
might add - again anybody on this table can do the sums - the sensitivity in our
organisation, a 1 cent drop in pig price equates to $700,000 to the bottom line. When
you look at ABARE's predictions of being something like 40 cents a kilogram out, the
numbers are just tel ephone numbers.

24/8/98 Pig 72N. SMITH and OTHERS



PROF SNAPE: Do you get back in touch with ABARE, instead of waiting for them
to contact you?

MR SMITH: Wewould have thought that ABARE would be - | mean, they’re the
ones that do these quarterly revisions. Infact I’m on the board of the Australian Pork
Corporation as well and we talk to ABARE about when they discuss and disclose
dlaughteringsin Australia. Our Australian Pork Corporation has advised ABARE that
their information isincorrect. Australian Pork Corporation receive the levies from
every pig producer in Australiaso it’s very easy to divide the total levies produced in
Australia to determine the slaughterings and ABARE consistently come below us.
They’re obviously not surveying every slaughter plant in Australia and they have yet to
take up the Australian Pork Corporation’s figures for publication.

PROF SNAPE: Bungeisinaunique position, as| understand, in that you produce
grain - as acompany you produce the grain. Infact quitealot of - - -

MR SMITH: Not redly. | mean, whilst we have a couple of very large properties,
the grain we produce off those farmsis very small. Infact it may equateto 1 or 2
or---

MR CAMPBELL: Itwould be lessthan about 1 and a half per cent, the grain we
use in production.

MR SMITH: But obviously from our feed mills point of view, we are huge grain
buyers, no doubt about that.

PROF SNAPE: You mentioned | think that Bunge started in 1971 to use the
by-products from your milling process but that’s no longer a major source of- - -

MR SMITH: Yes,itis. Infact the company has been in Australiafor some 60 or
nearly 70 years now, early days as a grain trader and then very quickly converting the
items they were trading into milling and they then had set up flour mills across
Australia. As aconsequence of that, in producing flour you then produce the
by-products - the bran, the pulp or the offals as we refer to them which then go into
stockfeed mills for then mixing into stockfeed diets - and then if you look at the two
most "using" industries of those stockfeed products, the poultry industry and the pig
industry, and more recently the dairy industry is alarge user of prepared feeds from
feed mills, as a consequence of that, the company decided to, rather than be selling it,
convert through an animal and produce some protein.

PROF SNAPE: What proportion of your feed then is coming from - all protein
supplements or whatever is coming from your internal - what proportion is coming
from internal operations?

MR CAMPBELL: About 15 per cent of the grains and the ingredients weuse
would come from the flour millsin the form of pollard or bran.
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PROF SNAPE: So you're buying in the other 85per cent?

MR CAMPBELL: Yes, and we use about, what, 250,000 tonne of grain or feed
ingredientsayear in Australia.

PROF SNAPE: Going right through it, you then grow the pigs; you slaughter about
half of your own, | think you said. | think you’ve got 920,000 and you slaughter
430,000.

MR SMITH: Inthat order, that's correct. The other half are slaughtered at
third-party slaughter plants.

PROF SNAPE: Closeto Corowa?

MR SMITH: OneisinMelbourne. Infact, all the other daughter plants are in
Melbourne. There s one other plant that slaughters in the order of 90per cent of the
balance of our production.

PROF SNAPE: | thought generally that pigs didn’t like to travel for more than a
couple of hours.

MR SMITH: Yes, that's correct. Thetravelling from our operations - obviously
our operation at Corowa slaughters all of our Corowa pigs and our other operations
are located at Bendigo, St Arnaud, Seville and Trafagar.

PROF SNAPE: So these other pigsaren’t all at Corowa?
MR SMITH: No, we have approximately eight growing sites.

PROF SNAPE: Okay. With that you' re slaughtering about half of your own and
then you’ ve got the processor; you’ re a big processor as well in the company structure
through to Don?

MR SMITH: Through Don Smallgoods. Don Smallgoods represents
approximately 9per cent of our total production, of take. All the pigs that we
slaughter in Melbourne, other external plants apart from a couple of smaller ones, we
actually usethat as aservicekill. We slaughter and we're selling carcasses. In
Australiayou don’t sell live pigs. The animals go to the slaughter works and normally
the first change of ownership would be at the scale, where the animal has been
slaughtered and eviscerated. Certainly in our company we actually take it a number of
steps further down the chain than that.

PROF SNAPE: That actually could be quite important. One of the things we have

to do is define the industry. Bunge of course are producing right through to Don
Smallgoods and it’ s an integrated thing right through. But in looking at what isalike
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or directly competitive product, which is what we have to do as the first step in our
series of questions, we haveto ask - - -

MR SMITH: | would seethat as pigmeat. Asfar aswe're concerned theleg is
pigmeat. Thereisno doubt in our mind - the commercial reality is we know what
drives pig pricesin the second half of the year. It is processors gearing up and
demanding the pig in order to obtain their legs for that Christmas ham production.
There' safierce demand out there for that.

PROF SNAPE: You're absorbing about 9per cent of your production into Don’ s?

MR SMITH: Of our production into Don’s, yes, and the other 90 per cent go out -
we have a wholesaling operation in Melbourne where we actually wholesale to
retailers - supermarkets, corner store butcher shops. That operation takes another
approximate 9 per cent. We have our boning room and operation and Corowa, which
consumes approximately 15per cent, where we actually bone the animal down to its
primals, subprimals, and that’s where our export capability comes from and that’s
where also we sell the primals and subprimals and the balance of pigmeat to other
operators, be it the supermarkets in the fresh area or processors in the manufacturing
area. The balance of the carcasses are then sold to other manufacturers. In fact, we
sell to direct competitors of Don Smallgoods, for argument’ s sake; we sell to other
wholesalers around the country as well and to the retailers direct.

PROF SNAPE: We heard comment from other sources that the retail price has not
changed very much. The price of pigs has plummeted, as you’ ve indicated, so who's
doing well?

MR SMITH: The supermarkets - there certainly has been some evidence of that.
More recently in the last 3 to 4 months there’ s been very active promotion, there's
been very active specialising of fresh product - thisis fresh pork - in the supermarkets,
at certainly significantly lower prices. Certainly their mainstream products such as the
butterfly steaks, leg steaks, leg cutlets by and large have not changed considerably.
However, they will also argue that when pig prices are very high they don’t change
that either. They take the swings and the roundabouts, to use their terminology. So
when pig prices may well be high, for argument’ s sake in 1996 where pig farmersin
Australia - there was a reasonably good level of pig price - the retail selling price has
not altered that greatly from that point, so they will argue that during periods of high
price they will not alter their prices upwards.

PROF SNAPE: So they’ve been absorbing the risk and their argument then would
be they’ re absorbing the risk in the swings and the roundabouts, so at the moment it
should be a pretty good time for processors, including Don Smallgoods?

MR SMITH: It depends on what the other processors do. It’s probably not a very

well organised industry. There's a dog-eat-dog attitude out there from time to time
and often margins tend to go out the window, but in terms of an overall comment |
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would argue yes, the processors are probably experiencing areasonable time at this
stage. But | wouldn’'t suggest it’salicence to print money or anything like that.

Just getting back to your previous point also in terms of the retail prices, we
would not see that as an effect or cause of pig prices plummeting or not getting the
full through effect at all. We don’'t see that as a cause of the state of the industry at
this stage at all.

PROF SNAPE: No, but if, aswe say, the pig prices have plummeted - and no
doubt about that - and the retail prices aren’t changing significantly in the same
proportion, someone’ s doing well, and we haven't really heard that confession yet.

MR SMITH: Not intheretail business.
PROF SNAPE: You suspect it’stheretailers?

MR SMITH: During those timesthey haveto. But certainly inthelast 3 or

4 months there has been very active specialising in the fresh line. There’ s no doubt
about that at all. 1t’svery difficult to get that information. The scan data in the meat
side at this stage is not available to industry. There is some selective price recording
at the supermarket level.

PROF SNAPE: Y ou mentioned before that perhaps the processors, perhaps the
retailers, are taking the swings and the roundabouts and you also said that there were
two good years after the drought for the pig growers.

MR SMITH: | wouldn't suggest two good years. If you look at our profit chart,
1996 was certainly one of our better yearsin more recent times.

PROF SNAPE: But certainly the herds went down and the prices went up as a
consequence of the drought.

MR SMITH: Yes.

PROF SNAPE: So that swing up was not good enough to absorb the current swing
down?

MR SMITH: No, certainly not. 1 mean, the concernis- if you could just find that
profit chart, Alex - - -

PROF SNAPE: Thisis profitsfor what part of the business? Does thisinclude the
processing?

MR SMITH: No, thisisour - al bar the processing segment.

PROF SNAPE: Sothisbasicaly goes up to when the ownership changes, if the
ownership is changing?
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MR SMITH: Yes, that’s correct.

PROF SNAPE: Andasimilar adjustment for the company’sinternal transactions?
MR SMITH: Yes.

PROF SNAPE: Soit'sonthe scales basically?

MR SMITH: Yes. They'rejust not within normal annual movements at all, totally
out of kilter, and what you see from 1990 through to 1997 is pretty classic typical
rural-type profitability going up and down.

PROF SNAPE: How does the price of imports of legs compare with domestically?
Are they equivalent products?

MR SMITH: Yes, they are. Interms of comparing leg for leg they are equivalent
products. What's happened, of course, in order for the domestic wholesalers and the
people who are supplying legsin Australia, they’ ve had to compete with the Canadian

legs.
PROF SNAPE: Soif the price of theimportsis $4 akilogram- - -

MR SMITH: $4 akilogram. That'swhat they call the C105, which essentially -
Alex, you might just elaborate on that. The C105 isaleg that’s denuded to
approximately 16 millimetre of fat, star flat out, opened up in one piece.

PROF SNAPE: So the domestic product would sell for exactly the same as the
imported product?

MR McGILLIVRAY: Yes,itdoes. It hasto be competitive with the imported
product and that’s certainly the way it’s used, if you like, against us.

PROF SNAPE: So there’ sno differencein quality or what have you?

MR McGILLIVRAY: No. Infact, one of the comments | suppose that we got a
lot of in the second half of last year when we were offering legsout is, "Well, we are
being filled up from Canada. You are just going to have to match those prices.”
That’s what really then drove that pig price down, because you had to match it, and
external boning rooms, wholesalers, had to buy their pigs at a much cheaper ratein
order to compete at those prices. So they were taking the legs off those pigs and then
selling them to processors at that Canadian type level.

PROF SNAPE: Recently the prices of pigs has increased somewhat. Do you see
this as continuing?
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MR McGILLIVRAY: That'savery good question and it’s something that we look
at in our crystal ball, and at this stage it’s very cloudy, very hazy. | mean, as| said in
my presentation, the price that it was at was totally unsustainable and it had to move,
and certainly we're now coming into the second half of the year, as pig prices under
traditional circumstances would normally trend upwards, and they have certainly
trended upwards, as they did last year, for June and July, and from there onwards,
basically from August, September, they then started to trend downwards, which was
something that we hadn’t seen. At this stage it’ s difficult to determine what pig prices
are going to do, and it will be totally dependent on the volume of imports coming in.
That’s what will determine the balance of pig price for this year, the level of imports.
Thisis one of the difficulties we have, as| said before. We don’t know what’s being
ordered. Y ou cannot get that information. Y ou only know what’s comein 5 to

6 weeks after each month.

PROF SNAPE: It's been suggested that perhaps the Australian industry is
integrating into the world industry and, as you indicated, you intend to increase your
exports very substantially.

MR SMITH: Yes.

PROF SNAPE: And that part of that integration would be an evening-out of the
price over the year, that the historical pattern is perhaps not going to occur in the
future: Australian demand is essentially biased towards legs as compared with the rest
of the world’s demands and so in a sense there’ s an excess demand for legsin
Australia. Therest of the world markets therefore are biased towards shoulders and
middles as compared with legs and so Australia might be seen in a natural position to
be importing legs and to be exporting shoulders and middles and that that might be
the integration into the market; so that in the future you would expect the imported
legs to be chopping off the price surge that comes in the latter part of the year but you
might be in fact getting a better price for shoulders and middles over the whole of the
year so that you in fact get an even price over the whole of the year reflecting much
more the pattern in the rest of the world. Isthat how you would see things?

MR SMITH: Thedifficulty with that iswhat the rest of the world is prepared to sell
the other parts of the pig at in terms of the loin, the belly and the shoulder meat. One
of the problems that we as a company have had since participating in the export arena
from 1986 and certainly for the first 7 or 8 years of our export drive - it was very
difficult to be exporting out there. We were competing particularly against countries
like Denmark, who have had a long history of being heavily subsidised, and certainly
the Canadiansin the late eighties and certainly the early nineties had national tripartite
stabilisation schemes, which | now know have been dismantled. But certainly back in
the eighties and early nineties we were competing out there against those countries
and very, very difficult indeed. Certainly export we don’t see necessarily as our
panacea. We seeit as anecessity for our country and for our industry in the future to
be able to participate out there.
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But in terms of suggesting that there’ s a premium for shoulder meat and middle
meat out there, it’ s difficult to forecast at this stage. Certainly our exports havein
more recent times provided an improvement over the domestic price - and goodness
me, so it should have, at the levels that they were. | mean, even exports would have
been totally unsustainable. We're one of the few companies - given our size, given
our corporate nature, we were able to participate and dabble, | suppose, in the export
arenafor many, many years and certainly that activity that we had held usin very,
very good stead when Taiwan contracted foot and mouth disease and we were able to
really gear up very quickly with a quality product with a country like Japan that really
needs to know and understand a company before you’ re going to do any volume with
them.

PROF SNAPE: | suppose there have been a couple of fortunate events for the
world for Australia and one has been the foot and mouth in Taiwan and the other is
classic swine fever in Europe, which have presumably helped usto get into the
Japanese market in particular. Will we still be able to compete when the foot and
mouth has gone from Taiwan and the classic swine fever has subdued in Europe?

MR McGILLIVRAY: It'savery hard question to answer because we're not sure
that - | mean, production levelsin other countries, particularly the United States,
greatly affect the price the pigmeat is sold in places like Japan. So while there has
been awindow of opportunity to initiate exports because of those reasons, it certainly
has made the major markets of the world, like Japan and Russia, look around allittle
bit further and see who elseis able to supply pigmeat, and that has helped us open
some doors. Whether it remains - I’m sure it will remain extremely competitive
because of, you know, the other countries that are involved. Particularly the United
States has tended to take very much the position of Taiwan in terms of volume into
those markets, so not alot from that point of view has changed. There wasabig
expectation that prices in Japan would rise dramatically after the Taiwanese problem
and they did for amonth or two, but they have subsequently dropped well back.

MR SMITH: Butingeneral we seeit as an opportunity long term and | think it’s an
opportunity this country can take on board. We believe there are significant markets
out there. If we look at what Japan imports, Japan imports something like
770,000-0dd tonnes of carcass weight equivalent, which is more than double
Australia s production. So we would certainly see some positive opportunities in that
country. In actual fact, our operation at the moment, the exports that Alex has been
able to develop - we now have branded Bunge pork on the shelves of the
supermarkets in Japan. So that’s an interesting exercise and we're very pleased that
we' ve been able to achieve that, and it’s certainly something that we believe other
operatorsin this country can do and achieve. Certainly Japan sees Australiain good
light in terms of its meat products, so we believe that there is a good opportunity out
there for thisindustry. But thisindustry has got to be able to survive this current
crisis and we need assistance in order to survive it so we can take on board this
terrific window of opportunity.
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PROF SNAPE: How isit that Australia can compete with Canada and Japan but is
having alot of trouble doing so in Australia?

MR SMITH: Interms of the Japanese pig farmer, you have- - -

PROF SNAPE: No, to compete with Canadain the Japanese market but is having
trouble competing with Canada in the Australian market.

MR CAMPBELL: | guessit’sthe mix of products you' re competing against and
what drives price, and the other factors which we've found in Australiain Japan is -
certainly our company - the quality of the product is perceived to be alot better than
product from either Canada or the USA, and part of that is how the pigs are reared.

PROF SNAPE: But it's not perceived that way in Australia?

MR CAMPBELL: Becauseit’'sthe same product in Australia. Again, you're
looking at market segments and demand or consumer demand, and they are different.

PROF SNAPE: So you're sending a superior product to the Japanese market - - -

MR McGILLIVRAY: No, there' sadifference. When we're sending chilled
product to Japan we're sending it literally straight into the retail area. The product
that is brought into Australiafrom Canadais used in the manufacturing area. From
the manufacturing point of view my belief isthat thereis no differencein, if you like,
our leg versustheir leg. When you get the chilled product into aretail areathereisa
perceived difference, particularly with the US rather than Canada. | think the
Canadian pork in fact isalot more similar to ours, whereas | would say both types are
perceived as better in the Japanese market than the US product but the US are the
major exporter to that region just out of sheer volume. But from a manufacturing
point of view it's alittle bit different.

MR SMITH: That comesfrom the feeding. The corn feed in North America and so
that means that the fat is of ayellow tinge.

MR CAMPBELL: A lot of Canada corn feed too.

PROF SNAPE: [I'minterested in thistrigger point that you perceive, that is that
you're saying that there’ s atrigger at 1Qoer cent imports of legs but up to that there's
not much effect. So you could say that there wasn’t much effect from the reduction of
the quarantine barrier in 1990, the opening of the market at that time; you would say
there wasn't much effect from imports until last year?

MR SMITH: Not sustaining. When it first came in there was certainly areaction to
it and that was probably a normal, typical reaction, but by and large from the period
up until July 1996, where the levels were between 3 and 4 thousand metric tonne or
between approximately 7 to 10 per cent of legs for leg ham production, we were able
to manage that level of imports. But once they got over the 10 per cent, that was
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when we saw pig prices plummet, and certainly at the levels of 27 to 30per cent
clearly the demand for leg meat has just gone right off.

PROF SNAPE: Isitthe actual importsor isit the threat of additional imports?
Again it’s been put to us by other peoplein the industry that it’s not so much the
imports that came in but it’ s the process which you in fact described before, that the
processors were out there saying, "We can import any quantity at that price," so it
was the threat rather than the actuality.

MR SMITH: Yes, you could have a situation where maybe nothing comesin but,
"Look, fellas, if you don't get your act together or drop your priceto alevel we'll
bringitin."

PROF SNAPE: Theretail price and the link of the retail price to beef prices, those
prices are pretty closaly linked as | understand.

MR SMITH: Asfar asbeef prices- asfar aswe re concerned we don’t even
consider them. Y ou don’t make leg ham out of beef. It'sas simple asthat. We don’t
have an issue with beef, and it’ s interesting to hear the ABARES of the world try and
link them. The commercial reality is when we' re doing budgets and when we' re doing
strategic planning, which we look at other industries in terms of forecasting prices we
don’t even consider what beef prices may well be or may not be.

PROF SNAPE: Yet at theretail level there does seem to be avery close link and
that consumers will switch from one to the other as the relative prices change.

MR SMITH: They could well do that but you’'ll seein the pig industry the
consumption levels, if you go over the last 20 years, that we' ve gone from roughly
10 kilograms to averaging somewhere around 18, 19 kilos. Certainly the more recent
drop was due to the drought, and again there have been some suggestions that
Australians are going off pork. They haven’'t gone off pork at all. There was less
available because pig producers were hurt and there were roughly 1000 producers
vacated, which was approximately 30,000 sows, and that volume just went off the
market. It wasn't because you and | as a consumer wanted to eat |ess.

PROF SNAPE: Yes, | wasgoing to ask you about that chart of consumption
before. But if there was less coming onto the market from domestic sources, it’s not
surprising that imports went up.

MR SMITH: Whereit would have been affected more so would have been the fresh
area. Inthe processing sector they have factories, they have volumes that they must
meet. Certainly they would have been putting similar sorts of volumes out. In the
fresh area, that’ s the area that would have been affected, and the fresh arenais not
affected at al by imports in terms of competing per se on the retail shelf.

PROF SNAPE: Not even in substitution of parts of cuts?
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MR SMITH: Not inthe fresh retail area, no, because the product that comesin
from Canada has to be cooked. The protocols say it has got to be cooked for - - -

PROF SNAPE: No, | was meaning domestic substitution so that what was going
into leg was going into other products, the way you indicated before, as a matter of
fact, that some of the leg meat was now going into what would previously have been
shoulder product.

MR SMITH: Shoulder ham products, yes.
PROF SNAPE: So thereis some substitution of parts of pigs?
MR SMITH: Yes.

PROF SNAPE: Youweresaying - | forget the words exactly - that if the price
stayed at 190 there would be alot of producers going out.

MR SMITH: Certainly if you look at the pig stats which actually surveys a number
of pig producers, and quality pig producers, the cost of production of those operators
is certainly above $1.90 a kilogram.

PROF SNAPE: Isthat aprice at which you can continue?

MR SMITH: | think that’s commercial-in-confidence information, commissioner.
I’d be happy to discuss all those competitive attributes that we may have as a company
with you private on 28 September.

PROF SNAPE: Let'scomeat it another way. Are there significant economies of
scale?

MR SMITH: Yes, toacertain point. If you take avery good 250-sow family
farmer who home mixes and doesn’t buy prepared diets from feed millers, certainly
they would be able to compete and be as competitive as the best of the larger
integrated operations. Certainly there are some benefits, obvious benefits, in terms of
being large and being integrated. Obviously our closeness to abattoirs, or our own
abattoir in particular, particularly the Corowa one where the transport is half a
kilometre from most of our big sites, obvioudly is an efficiency in that operation.

PROF SNAPE: Soif one can envisage certain hypothetical prices and the prices
coming down from aprice level at which everyone can survive who'sin for the
moment and it’s coming down, who would be knocked out first?

MR SMITH: | think probably the small guy. If we reflect back to 94, 95 when a
thousand producers exited this industry, athousand producers went out and 30,000
sows went out, so the average of those was 30 sows and they’re obvioudly at the
smaller end of the pig-growing spectrum. That would be our best estimate. Where
the price got down to $1.30, $1.40, particularly $1.30 in South Australia, in fact
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probably the most vulnerable there would have been the intensive operators around
anywhere between 400 and 800 sows who had - and to have 400, 800 sowsin
intensive operation you' re talking significant capital investment and probably with
significant borrowings. Those sorts of 50 cents a kilogram losses - | think the bank
manager would have been rushing to get at them very, very quickly, whereas the
smaller pig farm, let’ s say a 30-sow operator who would also have other agricultural
income streams in that instance probably could surviveit alittle bit better. But as you
get closer to cost of product those 500 to 800-sow pig producers probably have a
lower cost of production than the guy who's at 30 and 40 and 50 sow.

PROF SNAPE: One of the things that we have to keep our eye on on this side of

the table, if you see what | mean, is that any safeguard measure which were to be
applied not only has to prevent or remedy seriousinjury but it hasto facilitate
adjustment. What sort of adjustment would you be envisaging in the industry with the
sort of recommended policy which you’ ve advocated?

MR SMITH: | think the industry would do similar things that we're doing. We
would obviously expand our export base, as we have a plan out to the year 2002, and
| certainly suggest that there are other operators out there, the Ausporks, the Darling
Downs - those two companies particularly have already declared their hand, that
they’ re going to put plans up, one in South Australia and one in Queensland, with a
focus towards export. Similarly the Westons group are also planning to do the same.
So there’ s been certainly some general industry comment on that, that, "Y es, we will
anticipate in that activity," along with ourselves, and certainly we want to grow ours.
So that would be the key adjustment, the industry focusing on plants, and one of the
problems we have in Australiais the lack of the infrastructure to be able to export.

Y ou must have the abattoir and the boning room on the one side. To be an effective
exporter that’s what you must have. We believe the real growth in the future will be
in the chilled fresh product, and Australia has a distinct advantage in that area.

PROF SNAPE: Not in any smallgoods?

MR SMITH: Certainly from the value added point of view, yes. There s certainly
an opportunity there. Infact, our company now at the Don Smallgoods level does
moderate exporting to Japan right at this stage and has been one of the few processing
companiesin Australiathat’s had an export history into Japan.

PROF SNAPE: You haven't thought of flying it?

MR SMITH: Of air freighting?

PROF SNAPE: Yes.

MR SMITH: No, not at all. The cost of air freight is prohibitive. You'relooking at
in the order of $1.50 to $2 a kilogram freight.

MR McGILLIVRAY: Andwedon't need to.
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MR SMITH: Weget thelife by sea. That'sthekey toit. That’s one of our real
strengths, that we' re one of the few operators in the world that can - we can guarantee
our customers 45 to 50 days shelf life of fresh product.

PROF SNAPE: So the extrashelf life that you would get from paying $1.50 a
kilogram instead of, what, about 50 cents a kilogram?

MR McGILLIVRAY: 25.

PROF SNAPE: But on the Japanese price that probably doesn’t make a great deal
of difference.

MR SMITH: Theretail price of fresh product - - -

MR CAMPBELL: If you could get to theretail price - - -

MR SMITH: Theretail price of fresh product is not that high.

MR McGILLIVRAY: It'snotthat highat all.

MR CAMPBELL: There'snot much difference- - -

MR McGILLIVRAY: Infact, | could take you to a supermarket in Japan where
they’re selling loin steaks from Australia cheaper than Safeway will here. So the price
in Japan - it’s abit of amisnomer to say prices in Japan are higher.

PROF SNAPE: | aso happen to beinvolved in theinquiry into international air
services and I'm aware that the freight rates out of Australiaare in fact probably close

to the lowest in the world out of Australia.

MR McGILLIVRAY: There sdtill abig difference between 25 centsin the
dollar - - -

MR SMITH: The other problem with that, commissioner, aswell, is that you just
don’t - you can’t get the volume. | mean, you're limited in terms of the volumes you
can get onto aeroplanes and also the times of the year maybe where you’ re kicked off
too - things like if the crabs are running or the prawns are running or the crayfish are
running, you become very much a poor brother to those.

PROF SNAPE: Yes. Well, thank you very much for that. Just one other question.
Y our exports are focused on Japan.

MR SMITH: Yes. Japanisthelargest importer of pork in the world.

PROF SNAPE: You'renot exporting to Russia?
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MR SMITH: Yes, we have.

PROF SNAPE: Youare.

MR SMITH: We have done to Russia, albeit very painfully.
PROF SNAPE: And other countries?

MR SMITH: Yes, New Zealand - New Zealand probably being our - up until more
recent times, New Zealand has been our biggest market. We' ve been exporting
steadily to New Zealand since 1987; some of the Pacific Islands, New Guinea,
Philippines. Wedo alot of offal into Hong Kong. We're doing a considerable
amount of product into Korearight at this stage. What we' re attemptingto doisto
bal ance the pig up asto be able to - where countries have a requirement for a
particular primal we'll certainly try and balance the animal up.

PROF SNAPE: Okay. Thank you very much for that. | think I’ve got through my
list of questions. No doubt we will be asking you alot more when we visit and also
when you'’ ve got your written submission we may get back in touch then and ask you
to elaborate on afew more points. If we did then we might treat the answers then as
a supplementary submission and say that it is on the public record. One of the things
we do have to watch - the Canadians are watching very carefully in this - isthat things
are on the public record as are required by the WTO safeguards agreement, that
participants do have the opportunity to comment on the submissions of others. We
do of course have the provision for confidential submissions or parts of submissions
being confidential. We have that provision both under our act and under the
safeguards agreement. Thank you very much. We will have a short break of perhaps
5 minutes and then we will resume with Ms Sara McClintock.
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PROF SNAPE: We will resume our hearings now and we have Sara M cClintock
who isapig producer - alittle bit smaller than our previous pig producers - and she's
going to make a presentation. We do have awritten presentation which is
confidential but Sara McClintock will now speak to it.

MSMCcCLINTOCK: Thank you for allowing meto speak. | wasredly very
surprised when | was told how many people were speaking here. | wastold initially
there were only three people speaking from al of Victoriaand | was very shocked and
surprised. I’ ve spoken to other pig farmers and they say, "Why are you wasting your
time?' They’re people with enterprises of my size. They’re angry, they’ re despairing.
They feel the government has given up on them, particularly when a newspaper like
the Australian Financial Review, the first of these proceedings that are going on now,
they refer to it as"alark™ and "the government mustn’t be taken in by the pig farmers
coming to speak” at this sort of presentation. So that’s one reason why there have
been so few people coming to talk here. They just fedl asif nobody is interested.
They’re going as a sacrificia lamb being sacrificed for the beef and the pork and the
lamb industries and the sugarcane industry. So that’s one reason why there were so
few representatives from farmers of my size.

A little bit about me personally. I’m just an ordinary pig producer but at the
same time |’ ve got contacts in some ways that give me more of a perspective of what's
going on than perhaps even the people as big as Bunge. For instance, | have a
Japanese exchange student. She came as an exchange student 4 years ago but has
carried on at Melbourne University. Her mother is the fresh food representative for
the Japanese housewives, like a consumer association. So I’ m very much aware of
what the Japanese want and what the Japanese think. We' ve been in close contact
with this family and with our exchange student’s mother. So we know pretty well
what the Japanese people are thinking when it comes to going around the supermarket
shelveslooking at pork.

At the other end of the business, the Canadian point of view,I’m also very much
aware of what’s going on in Canada. One of my co-workers came back from Canada
and North America on Saturday night. He's not able to be here today because he's
still fairly jet-lagged. He had a 3-week tour of North Americalooking at pig
production. So even though I’'m arelatively small pig producer | do see the big world.
I'll tell you alittle bit about the business and how the business would normally run.
The present prices and then 1’1l go through the sorts of returns that we' re making and
then give you an idea of how we're looking at things - the present and the future -
from the point of view of the producer, from the worm’s eye view, so to speak.

My particular enterprise is 300 sows. We produce about 6400 pigs for sale
annually at the present rate. Our particular site where we areis very well suited to pig
production. It'svery isolated. It'swell away from any settlement, any streams, any
groundwater, unlike some of the farmsthat I’ve seen. | was brought up onafarmin
Ireland and we had four pigs and the next-door neighbour could look right into the
pig shed and we could look right into his cowshed too. So we' re much more spaced
out than the European systems.
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The buildings are far and away the most expensive part of the enterprise. The
actual land itself isafairly derelict bit of land. It might be worth anominal 2 or
3 hundred dollars per acre. It’sland that’s not suitable for any other agricultural
production. Whereit’s very good for pigs, it would have virtually no resale value
other than as apiggery. The buildings are custom-built for pigs so you can’t really
convert them to anything else.

Sometimes with old sheds you can convert old sheds for use as finisher sheds or
grower sheds perhaps but the farrowing and nursery units are custom-built. You can’t
really use them for anything else. So if we closed our business it would be ailmost a
total capital loss from that point of view. I'll just go through - just in case nobody else
has done it - the buildings and housing. We've got a farrowing shed where the pigs
are kept. They’re kept in crates so that the sow doesn’t roll on the piglets. The piglets
themselves have to have little nests so they can get away from the sow because
occasionally the sow collapses onto them and will squash them. So they have got a
little nest and there’s a heat |lamp over the top of the nest so they’re kept warm and
comfortable and that encourages them to get away from the sows so they’re a bit
safer.

The farrowing crates are hand-made (indistinct) steel and you weld them
together. After about 3 weeks they go into the nursery shed and again that’s
custom-made with a mesh floor with alittle nest in the corner with a heating lamp
over the top so they stay warm. They stay there for about 3 weeks and then after that
they no longer need the heating lamps - it’s quite expensive equipment - and they go
into probably the cheaper grower and finisher sheds. The mother pig - the sow - in
the meantime goes back to the dry sow shed where she may be kept in a single pen by
herself or she may be kept with perhaps two or three sows - the gilts. Those are the
sows that haven’t had any pigletsyet. We often keep them in a group but the big old
sows, they tend to get a bit upset unless they’ ve got their own private pen. So again
that’salot of capital expensein that.

In this dry sow shed there will be amating area. We have the boars there. We
also use some Al. That'sjust recently because it’sreally expensive but that’ s the
fourth shed. So we've got these four sheds. The feed that we feed them on, each of
these stages here hasits own sort of feed. So the sows will get fed - if they farrow
they’ Il get special high protein feed. Thelittle pigs - they’relittle pigletsin this stage -
will get just avery small amount just to give them the taste for food. It'sfairly
expensive food. The food is about $1000 atonne - between 600 and 1000 dollars a
tonne.

PROF SNAPE: Do you mix your own?
MSMCcCLINTOCK: No,wedon't, wegetitinfrom Ridley.

PROF SNAPE: How many times do you change the feeding mix over the grain?
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MSMCcCLINTOCK: About four stages. There'sthe newly weaned pigs and then
they get a dightly less expensive one and then they go on to grower and then finisher.
That’s for the growing pigs. The lactating sows and the dry sows get other sorts of
feed. So we would have six sorts of feed on site.

PROF SNAPE: Only six.

MSMCcCLINTOCK: Only six, yes. Piglifecycle: after she’smated she'll be
pregnant for about 16 weeks. She'll move into the farrowing crate, she'll be there for
about 3 weeks and the piglets are weaned and about 19 weeks after they’ re weaned
they will get sold and then the sow will be mated probably the week after they’ re sold.
So you’' ve got a 39-week production time. This meansif the market suddenly goes
down you can't just turn off the pig supplies because you' ve got 39 weeks of pigsin
the pipeline. Thisis something alot of people can’t understand, that you can’t just
stop selling the pigs. When apig is ready for the processor you’' ve got avery small
window of timein which it hasto get to the processor. If it'stoo fat you get heavily
penalised; if it’stoo think you don’t make any profit or you make an even greater |oss
onit.

The dirty end of the pigs, the effluent, everything is pumped out. The pens are
over mesh or concrete beams and everything drops out. So there’' s none of the
shovelling of pig manure around that there was in my youth. It'sall highly automated.
Thefeed isvery largely delivered in augers except for the lactating sows and the
pregnant sows when you go around with a wheelbarrow and dole it out to them,
depending on the stage of their lactation and pregnancy and also it gives you a chance
to inspect each one, so you feed and inspect at the same time. So even though we
could automatically feed them it’s probably worthwhile sticking to the manual one.

PROF SNAPE: At 22 weeks you' re producing bacon as well as fresh pork.

MSMCcCLINTOCK: Yes. If you'reproducing pork you probably get them at
about 19, 18 weeks, depending on who you are selling the pork to.

PROF SNAPE: But you're not selling pork?

MSMCcCLINTOCK: Yes.

PROF SNAPE: You do both?

MSMCcCLINTOCK: Wedo both. We do whatever the processor wants. The
processor will tell us what he wants. We just hope that he doesn’t say, "Okay, | want
bacon, bacon, bacon,” and then suddenly go to pork and you’ ve got al this bacon

that’ s looking abit big.

PROF SNAPE: Right.
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MSMCcCLINTOCK: The people who work there, we' ve got about one and a half
people. We've got a fulttime person and casuals. They would generally be regarded
asunskilled by anybody else. They have no skills of usein any other industry, even
though we have various grades of people - people who could be left to more or less
run the whole piggery by themselves. They’re very competent and capable in that
particular field but in general employment they would be looked on as totally
unskilled. We can takein atotally unskilled person and train them up and they would
often get - well, get people perhaps from the CES who have very little hopein life
because they have no qualifications. Some of them are barely able to read. We do
like people to be able to count up to 17 because sometimes we have pigs that have 17
litters. We had one pig who has consistently had 17, she's had up to 28. But we don’t
need much skill. We need peopleto preferably like pigs and like animals. That makes
abig difference.

While talkingabout people - talking about other pig producers of my size and
smaller, particularly the smaller ones, I’ ve been meeting alot of people and speaking
to them recently. They’re not what you would call entrepreneurs, they’ re farmers.
They wouldn't really be much good for anything else. Most of them have been in
farming al of their lives. They have got afair amount of capital investment in their
farms. If their farms continued to decline the way they do now, they would face huge
capital losses and be almost unemployable.

The last stage of our production | think about is the sale, the transport and the
daughter. These two aren’t necessarily in that order. We sometimes sell at auctions
likein Ballarat or Bendigo, so you transport them to the saleyard and they’ re sold
afterwards. Other times the abattoir will say, "We want 80 or 90 bacon pigs." You'll
transport them to the abattoir. Our freight costs have been going up because we' ve
had to transport them for greater distances than usual because the - we were selling
quite alot of pigsto Perfect Pork here in Melbourne but they stopped taking our pigs.
They said they had an oversupply to the extent that we did have one truckload of pigs
that was actually on the Calder Highway and they rang up and said, "Sorry, we don’t
want your pigs." So thisisthe sort of thing we' ve been having to put up with;
processors saying, "Yes, we'll have your pigs,” and they’re halfway there and saying,
"No thanks, we haven’t got the space for them."

PROF SNAPE: It'snot that you have firm contracts even for quantity, let alone
guantity and price.

MSMCcCLINTOCK: Wedon't have firm contracts for price. The contracts will go
up and down.

PROF SNAPE: But it would seem that if they can refuse them when it’s on the way,
on the road to them, you don’t even have a firm contract on quantity.

MSMCcCLINTOCK: No, no. It meansthat you're stuck in the - there were alot of

people caught like this last October, November in the lead-up to Christmas when they
actually had trucks on the road on a hot day. The abattoir would ring up - thank
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goodness people have got mobile phones - and say, "No, we don’t want your pigs.”
The truck driver would park the pigs under atree while the owner of the pigstried to
find somewhere to park the pigs because you can’t take them back to the farm because
of the disease problems. So even though we thought we had buyers for them - and
we' d been sending pigs out very regularly to them - they would just say, "We don’t
have the space. Our chillersarefull, are yards are full. We can’t shift the pigs, so can
you hold onto them."

PROF SNAPE: So thereis no written contract with any processor.
MSMcCLINTOCK: No.

PROF SNAPE: It'sasort of a handshake contract - - -
MSMCcCLINTOCK: Itis, yes.

PROF SNAPE: - - - which sometimes gets broken.

MSMCcCLINTOCK: Thereare some processors who are more honourable than
others who haven't done that at all; they will always take the pigs.

PROF SNAPE: Have you explored getting longer-term contracts on quantity and
price?

MSMCcCLINTOCK: One of the things - because our feed priceisn’t constant
because the grain price isn’t constant, the grain price goes up and down. So our
profitability depends very much on what the grain priceis.

PROF SNAPE: Theway to go might be the grain price plus a negotiated margin.
MSMCcCLINTOCK: That would be avery logical way to go and | would be very
interested in along-term contract that was on that basis but the processors here don’t

seem to think that way at all.

PROF SNAPE: You haven't seen the Pork Council trying to push the processorsin
that direction?

MSMCcCLINTOCK: Not that I’ve noticed but I’'m down at the very low levels, so |
don’t really know what the Pork Council is - that would be a very obvious solution to
the problem because the grain price is the big variable cost. Anything else we' ve got a
pretty tight control on.

PROF SNAPE: Your grain prices would be about 65 or 70 per cent or your feed
price cost would be 65, 75 per cent.

MSMCcCLINTOCK: Yes, | dogointo detail with that later on.
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PROF SNAPE: Yes.

MSMCcCLINTOCK: Theusua situation isthe prices tend to be low in June and
higher around Christmas and they’ ve got a variable baseline. 1’ ve got awhole lot of
people’ s dataand I’ ve fudged a bit. So thisisthe sort of the standard curve. The
actual price here would vary abit. That's what we would normally expect.
Sometimes, depending on exactly where the baselineis, there will be a period of loss
here perhaps. But most pig farmers are fairly well geared to that and expect to make
up for the loss they make here by the profits they would make here. That’s the normal
pattern.

PROF SNAPE: Youdon'ttry to adjust your production pattern over the year,
realising that you’ ve got a 39-week lead. But presumably there is some discretion as
to when you meet your sales, so therefore you could in fact increase the production
when the prices are higher.

MSMCcCLINTOCK: You could increase your number of sows but at the same

time you've till got all your overheads to deal with. You've still got to maintain the
sows. You've got to keep the whole place ticking over. Y ou’ve got to keep effluent
ponds alive and kicking. You've got to keep staff on. So sometimes you may actually
be making a small profit down here but you don’t know. Y ou've still got quite alot of
overheads that need to be covered. Y ou’ve got the grower accommodation. We' ve
actually got a contract grower who also expects to have hisincome comingin. Soit’'s
probably best to keep the whole thing ticking over.

Another thing that causes thisincrease in price here is something called
"summer infertility”. If it's very hot the sows don’t cycle particularly well. The boars
don’t perform very well. Even if you use Al you still get a certain amount of summer
infertility creeping up and that’s partly why there tends to be a bit of a shortfall in the
supply here, the actual supply level goes down here. So here you’ re marketing the
pigs that were conceived in spring when the pigs’ reproductive system is more geared
to produce piglets; it's natural for mating to happen in thistime. Pigs are not
particularly interested in mating then and they tend to have quite small litter sizestoo.
So it’s probably better to keep things going as most people do.

I’ve just plotted out the terms that we' ve been having with the dollars per pig,
I’ve caled it, just since 1995 and you can see there the big drop when alot of pig
producers got out and then the starting of a drop here that didn’t actually happen
because there was actually a shortage of pigs. The prices stayed up. Then there’'sa
traditional drop again here. Here prices started to go up and then in October the
prices started to go down again. Thisisbecause it'son an actual per pigit'salittle bit
distorted by whether it’s pork or bacon so that’s an extra confusion there. But the
price has steadily gone downhill. Our cost of production would be around about
$138.

PROF SNAPE: 138?
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MSMCcCLINTOCK: About $138, so thetail-end of that draft is magnified a bit.

Y ou can see the great drop in prices we' ve had there. I’ m again confused a bit by the
imports. So there was alittle bit of an increase in Christmas as we produced more
bacons.

PROF SNAPE: If the priceiskicking up alittle bit are you sending more to market
rather than to the processors?

MSMCcCLINTOCK: No, we're sticking with the processors.
PROF SNAPE: Eventhough they didn’t stick with you?

MSMCcCLINTOCK: Well, one has got to hope that perhaps next time things might
be better. So to summarise the present crisis we' re used to a period of negative
returns in winter and the processors are actually cancelling orders and not taking pigs.
The prices in the shops have stayed steady, haven’t dropped and neither have the
payments to the growers. Now, being in asmall country place | know the managers
of the various supermarkets and butchers shops and | know how much they are
having to pay for pigs. We have arranged for some private kills. We pay the abattoir
$18. | believe they still make a good profit on that and sell direct to butchers and
supermarkets. They’re very happy with it and we're very happy with it. But you
know, in asmall place thereisalimit to the number that we can sell that way.

PROF SNAPE: When you’re doing it that way when does the ownership change?
MSMCcCLINTOCK: After the money has been paid over to them.

PROF SNAPE: Soit'syour meat until the butcher has actually taken it?
MSMCcCLINTOCK: Yes.

PROF SNAPE: Until theretail butcher has taken it?

MSMCcCLINTOCK: Yes,it'sdonevery largely onfaith. They’vegottoliveina
small town community and so havel. Now, with the stressful situation | got onto the
Internet and was able to look at the prices at the Ballarat market by comparison with
Canada and the USA. Now, the Ballarat market is down here and the Canadian and
the American prices were up alittle bit higher. 1’ll be coming to a different version of
thislater on. But there was still alot of imports coming in because the processors
appear to have been locked into contracts or to be building a relationship with the
importers.

But it was particularly frustrating at this particular stage here when | was unable
to interest the processors in even taking pigs and my pigs are not bad pigs. They are
amongst the best. When | sell direct to the local butchers they are usually delighted
with what they get because it isavery lean pig, avery good muscling on the pig and
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very low fat cover. Soit’snot that the quality of the pig that | felt has anything the
matter with it. | think my pigs are in there with the best of them and it was very
frustrating here when | wasn't able to sell pigs but | knew that pork was coming in
from Canada at prices that were - they were paying their farmers considerably more
than what | was getting.

So thisisthe live weight thing. Now, | want to say something about how that
was calculated. This particular one, the Canadian one, is the Manitoba 100 index and
that’s on a dressed weight of 75 per cent. Dressed weight is when the pig is on the
hook and looking at, sort of, a butcher ready. So | had to do a certain amount of
conversion there to convert it to live weight and I’ ve also allowed for changing
weights between the Australian dollar and the US dollar. | believethat isafairly
accurate conversion of apples with apples. We're not looking at apples and
passionfruit there.

PROF SNAPE: Pigstend to be bit bigger, don’t they?
MSMCcCLINTOCK: Our pigsor their pigs?
PROF SNAPE: Their pigs are bit bigger?

MSMCcCLINTOCK: Yes, they have ahigher weight at which they kill the pigs,
yes.

PROF SNAPE: But you've allowed for that.

MSMCcCLINTOCK: [I'veallowed for that too, yes. One of my childrenisathird
year economic student so he has been checking up on that. The cost of raising apig -
thisisover 3 months. Now, | had difficulties working this out because | had to look
for 3 months in which things were fairly steady so pig numbers had to be fairly steady.
So there' s still afew anomaliesinit. For instance the feed price is higher than | would
normally expect because in those particular 3 months | was looking at the truck that
came on the first day with the feed and also we had atruck on the last day. On the
first day of that particular month it was bringing atruck load of the most expensive
feed. Sothat isprobably afairly high estimate of the feed price. The wages would be
perhaps alittle bit lower than usual because nobody went on holiday then so we didn’t
have to pay any extra casuals.

PROF SNAPE: Arethey actual wages or do they include an alowance for you as
well?

MSMCcCLINTOCK: Weéll, they were the wages that | would have paid. We
haven't actually taken anything out.

PROF SNAPE: No, but it includes an imputed wage for yourself?
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MSMCcCLINTOCK: Yes, and thefeed isthe feed bill that was incurred rather than
the feed bill that was paid. So that’s the cost of the feed that came in not the amount
that we actually paid. The wages would have been perhaps fractionally higher if
anybody had gone on holidays. Grower fees - we are a bit outside our normal
capacity so we have afarmer nearby who used to keep pigs who takes in our older
pigs and grows them on as finishers. So possibly that would be alittle higher now
because we' ve got more there.

The freight bill is higher than it would normally be because we' ve had to ship
our pigs further than usual to try to get to market so it wouldn’t usually be as high as
that. The breeding fee - the sows are leased from the Pig Improvement Co. So that
includes the breeding fee plus semen. Now, we' ve cut back on the semen sales
recently so that’s gone down. Interest payments; that’s to keep the bank happy. The
repair and the maintenance and the rest are fairly standard.

PROF SNAPE: Youdon't have any depreciation in there then?
MSMCcCLINTOCK: No, wedon't.

PROF SNAPE: So that came to the total of about $137 a pig over that period.
MSMCcCLINTOCK: Yes.

PROF SNAPE: Over that period you were selling at an average pig- - -
MSMCcCLINTOCK: | sold 1544 pigs, I’ ve got afeeling.

PROF SNAPE: At an average of?

MSMCcCLINTOCK: About $106 a pig and that includes pigs that were sold to the
butcher. Some pigs are not particularly buyable so they are sold off as spit pigs.
Those are runty pigs that people put on the spit for barbecue. So that gives us an
average loss of $16,000 amonth. Some of that was a near |oss.

PROF SNAPE: Yes, | see.

MSMCcCLINTOCK: Thisnext one goes back to the Ballarat market compared to
the Manitoba market. Thisis up to date as of last Saturday.

PROF SNAPE: This coversalonger period than the previous one.
MSMCcCLINTOCK: Yes.

PROF SNAPE: It showsthe recovery.
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MSMCcCLINTOCK: Yes, therecovery of the Ballarat market which dropped again
last week. The Canadian prices are very depressed right now. They’re actually below
the cost of production. Looking at Manitoba in particular which | have been keeping
avery close eye on, not only because | know people there but I’'m in quite alot of
contact with the industry there, they’ ve had a 10 per cent increase in their pig numbers
just in the last year and they’ re projected to increase their pig numbers even more.
They’rein an over-production situation. They are below the cost of production now.

The relationship between the processors and the producersin Manitobais
different to what it is here. The processors are highly efficient. They will work for
three shifts for instance so the killing line on the one regional abattoir, the killing line
may well work for three shifts. So the equipment is being very well used. They also,
until very recently, have had a single desk and selling arrangement so you’ ve been able
to sell your pigs only to one purchaser who gives the same price to everyone. Inthe
industry here, one processor will give different prices to different customers and the
processors seem to have no idea that the cost of production is quite significant here.

So recently when one processor put his prices up by 5 cents he said, "Aren’t |
wonderful? | put up my pricesby 5 cents." | said, "Y es, but we've got away to go
until we actually cover our cost of production,” and he said, "What?' and | said,
"Well, we're not like a beef or lamb farm. We actually have to put alot of money into
the pig to get apig actually ready for production." A cow goes out and it eats grass.

It can be sold at various times depending on what the market conditions are and the
loss that you make if you don’t get the prices you were looking for for a cow are not
the losses that you make if you’ re a pig producer.

If you make aloss when you're a pig producer it means you can’t pay your feed
companies for instance or the feed company has to go onto avery long account. The
processors here are not aware of the producers’ situations, whereas in Manitobathere
isalot of contact between the processor and the producer. The processorsin
Manitoba are only too aware that if they go below the cost of production for any
period of time, their whole livelihood will go, their industry will go bung.

The processors here will happily tell you that if you go under, they will just
import pork - and | have had this said to me on several occasions, that it doesn’t
matter what happens, there are plenty of people who are prepared to sell the meat at
the price that | want.

PROF SNAPE: If welook at the Ballarat processor and that, what, would be
100 kilogram, would it?

MSMCcCLINTOCK: Yes.
PROF SNAPE: Youwould be selling about 100-kilogram pigs.

MSMCcCLINTOCK: Thisisfor live- I’ve converted for live.
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PROF SNAPE: But the pigsthat you would be selling would be about
100 kilograms?

MSMCcCLINTOCK: Inbulk, about, yes.

PROF SNAPE: You see, that would then convert into about $170 per pig at the
end, which just covers the costs that you are specifying - no, the costs before 137 - so
that would be quite anice priceif that price could be sustained.

MSMCcCLINTOCK: Yes. Now, thetroubleisright now, because of the - we were
unable to shift any pigsin Victoriaat all. Our Ballarat operation is actually in New
South Wales so it’ s not - we' ve been putting some more down here - it’ s not feasible to
truck them down on the odd chance that the Ballarat market is favourable.

PROF SNAPE: Isthe pricethat you are getting from contractors following that
price?

MSMCcCLINTOCK: Yes, itisgoing up, yes. We are getting about $1.85 right
now - that’s a dressed weight - and about $2.05, $2.10, $2.15 for pork. But we also
are aware that the imports from Canada went up dramatically last month. There has
been a great surge in imports again.

PROF SNAPE: Right.
MSMCcCLINTOCK: Thisisadraft that you have seen before but it was a - now,
the imports here, they next month have stayed up at about thislevel. Soit’s about

10,000 tonnes came in in July and the exports too are going up. So the exports are
actually going up.

PROF SNAPE: Do any of your pigs finish up being exported in one form or
another?

MSMCcCLINTOCK: Yes, they are. | cantell you about that privately.

PROF SNAPE: Okay, thank you.

MSMCcCLINTOCK: The export specifications - we know the sorts of pigs that the
Japanese are looking for so we produce what they want, but that’s just on a very, very

small scale.

PROF SNAPE: Doesthat information come from your processor or is that
information- - -

MSMCcCLINTOCK: Yes, that’sone particular processor who just services avery

small niche market so | can tell you more but that’s commercial-in-confidence. One of
the things that is hurting so much now is the tremendous price instability and not
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really knowing what is going to happen. | know of farmers who are getting out now.
Thisisnot just anecdotal evidence. | know farmers who are winding down. If you go
to the Ballarat market there are plenty of farmers who are selling their sows because
they are getting out and the prices for sow has dropped very dramatically awhile ago
because there were so many people putting their sows up for sale.

There' s another property about 50 kilometres west of uswho | thought of as
being avery well-established piggery. They have been at 300 sows for along time
and they have just sold their last sow. The young pigs are still going through now but
they have got out of the business and | know two others who are running around like
headless chooks. One particular man heard that there was going to be a shortfall of
pigs and he did what alot of people did in Australia; he increased his sow herd to the
extent that he had to build new sheds and he was just about suicidal because heis
having to pay off these new sheds that he has only just started operating and just can’t
keep up with the capital payments and he is not even able to work out how to go out
of the industry with dignity.

| talked to hiswife and sheis very stressed. She has gone to the extent of
handing in all of the firearms at the amnesty that we had in Ballarat. She managed to
persuade the police to take all of her firearms and if he has a pig that needs to be
destroyed she goes and borrows a gun from someone else. Now, heisin the situation
that he cannot work out how to get out of this situation with dignity.

Looking to the future, I'm an incurable optimist so that | tend to see the ways
out. Even alot of my colleagues would say you need to put your head into a bucket
and just shut up. Our feed prices recently, we' ve worked very hard on feed prices. It
doesn’t come through on that graph. But by reformulation of the feed prices we
managed to get them down very significantly.

PROF SNAPE: Isthat by changing your own mix, isit?

MSMCcCLINTOCK: By changing the mix that comesto us, yes. W€ ve changed
the specification and honed that down to an extent that it’s minimal.

PROF SNAPE: So your feed suppliers will in fact change their suppliersto your
requests.

MSMCcCLINTOCK: Yes, they have always done that and they will- - -
PROF SNAPE: Soit'snot astandard feed that you buy.

MSMCcCLINTOCK: It'snot, no. Well, because they make it up by the tonne they
just press the buttons on the machine and it comes out. We have been able to get our
cost of production quite along way down and that will pay dividends in afew months
time. Thefeed cost isthe main difference we have between us and Canada right now.
Everything elseis very comparable so our labour costs are very comparable. The
depreciation costs, the shed costs - our veterinary costs are probably alittle bit lower
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because we don’t have the disease problems that they have got. They have got some
nasty diseases which we don’t have.

So the big difference between us and Canada is the feed costs. Now, the feed
cost differential is about 25 cents akilo asisright now. So that means that per kilo of
dressed meat that you actually sell, you will be able to knock 25 cents off that due to
the cheap cost of feed. The shipping costs, | am told by my Japanese contacts, work
out at about - if it'sfrozen it’s about 25 centsakilo. If it's chilled it's 50 cents akilo
for somereason. It'salot moreif it's chilled than if it’sfrozen. From the US, the feed
advantage isonly 6 cents for the feed costs. That's 25 cents per kilo dressed weight
feed advantage for Canada and 6 cents dressed weight for the US.

PROF SNAPE: So feed ischeaper in Canadathan the US?

MSMCcCLINTOCK: Yes, they feed largely barley. Thisislooking at the prairie
states, the mid-west.

PROF SNAPE: And do weknow why it is more expensive in Australia than
Canada?

MSMCcCLINTOCK: No. I think they feed alot of barley there and barley is
cheaper. The Victorian government, | heard, had a program for encouraging people
to grow feed barley, particularly in the sheep growing areas where farming is fairly
marginal in the sheep growing areas but they could grow barley and they have had a
feed grain program. | think it started about 2 years ago that they were trying to crank
up. | haven't heard much about what has happened to that and | don’t know what has
come of that.

PROF SNAPE: Haveyou considered what difference it might make if we didn’t
have single desk selling for barley so that you might be able to buy barley at world
prices?

MSMCcCLINTOCK: It would make alot of difference if we were able to buy grain
at world prices. Grain prices here are more expensive than the Canadian ones. One
of the reasons the Canadians have got into pig production on such agreat scaeis
because of the value adding that is done to the barley crops that were pretty marginal.
People were making a heavy loss on barley and in the mid-west in particular, over the
part called the western and the eastern prairies - the eastern prairiesin particular -
when the freight subsidy came off they had something called the crow line where you
got a subsidy, depending on how far it was from your farm to the shipping port, as the
crow flew. That helped keep their grain price up.

| gather that’s gone now and the eastern prairies are now able to - that’s why they are
getting into pigs so heavily because the grain subsidy has gone.

PROF SNAPE: It would be very helpful to usif you or perhaps other participants
can in fact give some consideration to this question of feed prices and to what extent
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the feed prices are being sustained above world price levels. | mean, if Australian pig
farmers are having to compete in the world market with zero tariff on pig production
and if they are having their feed prices increased in one way or another above world
prices, then obvioudly that is a disadvantage to them.

MSMCcCLINTOCK: Itis, yes. That'svery much what we're putting here.

PROF SNAPE: To some extent, one might even regard it as a self-inflicted
disadvantage when one is looking at the country.

MSMCcCLINTOCK: That's something that we're acutely aware of. If we didn’t
have the grain prices above world grain prices, we would be probably the most
competitive pig-producing company in the world.

PROF SNAPE: | remind the participants that the second part of our terms of
reference relates to factors affecting the profitability and competitiveness of Australian
pig farming. The first part of course was the safeguard action, but the second was

this more general consideration, and to the extent that - well, as feed prices are 65,

70 per cent of the costs of production, obviously any factors affecting those are highly
relevant. So we would appreciate further information on that from any participants
who haveit.

MSMCcCLINTOCK: That issomething that we' re acutely aware of, because | did
send in a copy of this George Morris Centre report, but for everybody else it comes
off the Internet.

PROF SNAPE: We do have that, yes, thank you.

MSMCcCLINTOCK: It would show that once you go through the costs, places

that we have traditionally worried about, as imports coming from places like Denmark
and the Netherlands - they are grossly uncompetitive by comparison with the
Australian pig industry. 1t comes out very strongly in thisbook. The only thing that
we're not competitive in isthe feed prices. The feed prices are coming down. They
have managed to get them down quite considerably. So, if | was able to do this graph
again in afew months or a couple of months, | would expect this cost here to be 10 or
15 dollars cheaper.

PROF SNAPE: Okay.

MSMCcCLINTOCK: But it depends very much on the grain harvest. My
coworker, who has just come back from Canada, said it was very depressing - they’re
just coming up to their harvest time now - to go after hundreds and hundreds of
kilometres of fine pig food that he hasn’t got accessto. So that’s really our main
problem. Everything else works out very nicely, except for the feed prices. So
basically we need a bit of breathing space. We can, with my eternal optimism, make a
go of it, but we just need to have a bit of a stopper on exports or even better, just for
the exportsto comein at a steady rate - - -
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PROF SNAPE: "Imports' | think you mean.

MSMCcCLINTOCK: I'm sorry, yes, importsto comein at a steady rate. We have
got the Japanese market out there that’ s very keen on Australian pork. They like what
they see. Our exchange student’s mother is continually saying to me, "But we don’t
get enough of it. We can't get enough of it." But we have got to just keep going for
long enough. Now, the Australian pig industry is really very small by comparison
with the pig industries in the rest of the world. The George Morris Centre goes
through all the other countries that produce any significant amounts of pigs. The
Manitoba market of pig production is equal to just about all of Australia’ s pig
production.

Australia could be a very major exporter of pork. We have got everything. We
have got the know-how, we've got the land. We could have reasonable feed prices
too. | think the feed companies are starting to see that too. It's still an embryonic
industry. It'san industry that’s been very small. It'sonly been really geared to deal
with its own market. The way things are going, it’s going to go straight from
embryonic to vestigial. | think we just need a bit of breathing space.

We need the tremendous support that the Canadian industry gets. When | get
onto the Internet and | see the advice - not actual money going to the pig farmer, but
what you can get about the Chicago pork future that are of great relevance to the pig
producer and you can see how they’ re doing in the future. We have got very little
access to that sort of thing on the Internet here. We need to have more information.
Instead of the government basically laughing at the pig industry that’s going to be
sacrificed for the sugar, beef and lamb people, it needs to take us seriously. We have
got a huge market out there in Asiathat we could be supplying. The European
market, their costs of production are just too high now. The Netherlands and
Denmark, their costs of production are about 160, 170 Canadian dollars. That's
nearly 180 or 190 Australian dollars. We have no worries at al with the European
industry. In actua fact, we should be gearing ourselves up to be importing to there.
But we have got to have a bit of breathing space to just keep us going, to stop us
from going vestigial.

PROF SNAPE: Thank you very much indeed. | think that most of my questions |
asked on the way through, rather than to ask more at the end. Y ou have marked your
submission "confidential’, but in fact | think most of what isin here you have been
covering today, so | wonder if you might have aword to a staff member, perhaps

Mr Gooday there, to see what parts of that you may wish to retain in confidential
form and what in fact could have the confidentiality off it. We do liketo makeit as
much as possible open and so it’sreally only if there is any datathere which is
confidential to your commercial-in-confidence to your farm, which | think would -
perhaps you may wish to keep it on, but even today you have told us what the cost
per pig was, which was part of what was marked confidential before.

MSMCcCLINTOCK: Yes.
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PROF SNAPE: So you may be able to reduce that right down in discussion with the
staff and then we can make it more generally available.

MSMCcCLINTOCK: Yes.

PROF SNAPE: Itwasvery helpful. Could | just ask one question. That is, inthe
time that you' re asking, the industry has asked for adjustment. What would you see as
the adjustment which would occur in the industry over that period?

MSMCcCLINTOCK: |don't---

PROF SNAPE: Any form of safeguard action which was to be granted has to
facilitate adjustment. What sort of adjustment would you see? How would you see
that adjustment occurring from your perspective in the industry?

MSMCcCLINTOCK: | would like to have the imports pegged down but then
gradually increased, but increased so that pork comesin at a steady rate.

PROF SNAPE: That'sthe adjustment of the imports.
MSMCcCLINTOCK: Yes.
PROF SNAPE: But what about the adjustment of the domestic industry?

MSMCcCLINTOCK: If imports are restricted and if we know it’s being restricted
and if we know it’s going up, that will automatically get people into the mind-set:
people who want to get out will get out in an orderly fashion and people who don’t
want to get out can get their act together, get contractsin place. The processors |
think need a bit of negotiation to happen with them. That’s one of our biggest
problems, along with the price of feed, the attitude of the purchasers. They just
haven't a clue what’ s going on in the industry itself.

PROF SNAPE: There are some adjustment funds currently being made available
and | think you make some reference to processors needing to get their act in gear.
Do you see how these adjustment funds are being used at all? Have you seen any
evidence?

MSMCcCLINTOCK: What | have understood is that the funds are available
basically to the processors in order to get them to help organise themselves for
exports. A lot of the processors right now are making alot of money. | can work

that out just from talking to the local supermarket managers as to how much they’re
paying for apig. With my brand, I know how much I got for it, | know how much
they have had for it - there’'s my tattoo on the pig - and you can work out the margin
that the processor ismaking. There have been times when | have sold a pig for
perhaps $115 and that same pig has gone to the butcher and he's paid $305 for it. The
killing costs are $18. The processors are living in what | would see as the lap of
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luxury. One processor is operating just one shift and he is thinking about putting up
another abattoir, instead of putting on an extra shift.

Another thing that you mentioned about the distance that pigs travel - you
mentioned it was only 2 hours - in Canada and the States they will move pigs for
18 hours. We ourselvesin the present harsh times have sent pigs on fairly heroic
journeys and when the pigs have got off at the other end and they have been just fine.
The abattoir, which is an export abattoir, has been very happy with what they have
got and those pigs have been on the truck for an obscene length of time. They have
gone across two state borders.

PROF SNAPE: It takesthem to Queensland, | think.

MSMCcCLINTOCK: Somewherelikethat. Soit’sabit of amyth that pigscan’'t
travel. Thelittle pigs, in the States and in Canada, they will ship them for 24 hours,
and when they get off the trucks they are like little school kids going on a school
excursion. They will skip off that truck and they will be really very happy. Y our
mortality rates will be very low.

PROF SNAPE: Yes. Thank you very much. It’sbeen very helpful and it isvery
good to see both ends of the industry, if you like, not that you' re anywhere near the
lower end of theindustry at 300 sales. It'snot asmall farm. There are alot smaller
than that. Infact it's about greater than the average, isn’t it? The averageis under
300 sales, | think.

MSMCcCLINTOCK: Therearealot of very small people and- - -

PROF SNAPE: A lot of very small ones, yes. So thank you very much indeed. We
shall now adjourn for lunch. We perhaps might start just a bit later than advertised, if
that is convenient to Freehills and to Christine Sapwell and John O’ Dea. Isit okay
then if we push you a bit back further in the afternoon? So we will start after lunch at
1.30 and adjourn till then. Thank you.

(Luncheon adjournment)
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PROF SNAPE: Good afternoon and welcome back. We resume the hearings, and
this afternoon we're starting off with MrDaniel Moulis, who is a partner in Freehill
Hollingdale and Page, who in turn are representing the Canadian Meat Council and
the Canadian Pork Council. Daniel, | wonder if you would care to identify yourself
for the tape, although there' s only one of you nevertheless.

MR MOULIS: Fortherecord | confirm that I’m Daniel Moulis from Freehill
Hollingdale and Page, the Canberra office of Freehill Hollingdale and Page. I'm a
partner with the firm, and thank you for that clarification: yes, we do represent the
Canadian Meat Council and the Canadian Pork Council, lest it be thought that | was
appearing as a representative of Freehills solely to give my views about this industry.
That’ s not the case.

PROF SNAPE: Thank you very much. Thereisawritten version of the
submission, which will be included as a submission in the norma manner. Danidl, if
you'd like to go ahead.

MR MOULIS: 1 will. Inthe 17th century pigs were sometimes accused of terrible
crimes. One of the worst was infanticide. Thiswas in France, and counsel would be
appointed to represent the pig. | think in some ways the Canadian industry and myself
as counsel can be excused for feeling somewhat in the same position. There have
been quite alot of inquiriesinto Canadian pigmeat imports, going right back to the
relaxation of the quarantine requirements in 1990, followed up by a dumping and
countervailing investigation in 1992, the research project that was conducted by the
Industry Commission in 1995. There have also been rules of quarantine about the
production methods which must be observed when Canadian pigmeat imports do
come into the country, in relation to their treatment and their separate treatment from
Australian pigmeat. In the background of all of this there has also been quite alot of
controversy about labelling laws. So through all of that there have been quite afew
obstacles and hurdles for Canadian importersto deal with. They don’t shirk from the
need to address these things, and that’ s why I’ m here today.

The submission that’ s been lodged for the Canadian Meat Council and the
Canadian Pork Council at this stage isin the way of opening pleadings in the sense of
giving the legal environment and the framework within which the safeguard side of
thisinquiry must take place. It istheintention of the councils to lodge a further
submission by the 18 September 1998 date, and in that submission they will be
bringing forward al of the evidence and the information which supports the
propositions which | will be putting to you today. | apologise for not having total
recall of those facts. | am quite happy to be questioned on the content of this
submission insofar as it deals with these opening pleadings and matters of law.

First I'd just like to outline who my clients are, the Canadian Meat Council and
the Canadian Pork Council. The Meat Council isthe national trade association
representing Canada’ s federally inspected meat packers and processors and their
suppliers of goods and services. The Meat Council members slaughter about
94 per cent of all of the hogs, or pigs, processed in Canada. It also includesa
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significant number of the trading houses that are involved in the trade with Australia
and with other parts of the world.

The Canadian Pork Council for its part is the national federation of the hog
producers, or the pig growers or pig producers as they have been called during the
course of thisinquiry. There are some 20,000 of those producers, and there’ s some
information in this submission about cash receipts and the size of that industry. Also
in the submission there is some explanation of those people who are representing the
Canadian Meat Council and the Canadian Pork Council from the point of view of
experiencein law and in international law.

I’ll now turn to the substantive aspects of the submission that’s been lodged
today. | think thefirst thing to particularly note is that the GATT and the World
Trade Organisation create a framework for the observance and enforcement of
specific international trade rules. | think thisis obvious, but it’s no less important that
| state this up-front, because your inquiry isin two very distinct areas, as you've
correctly identified, the first area being related to whether there is ajustification for
safeguard and the second area being awider inquiry asto the policy and industry
policy issues which are relevant to the Australian pig industry.

Thisinvestigation must take place in accordance with Australia’ s laws obviously
and with the Productivity Commission Act, but they also must accord with the
international agreement to which Australiaisaparty. If those laws and rules are not
met, then what will happen is that we'll have a possible challenge in the Australian
courts and, of course, in the international sphere the inquiry and its results may be
challenged within the dispute settlement body of the World Trade Organisation.
Unlike the antidumping code and the countervailing code, there’ s no domestic legal
implementation of the agreement on safeguards, although we have had procedures for
thisinquiry gazetted for the assistance of the commission. But the agreement on
safeguardsis no less important in your consideration and in fact is essential in your
consideration of these issues.

Let metalk alittle bit about the philosophy of the GATT and the agreement on
safeguards. Safeguards action derogates from the fundamental tariff binding
commitments of the GATT and the imposition of safeguardsistherefore avery severe
step. That’s because in essence it strikes at the very heart of this trading system that
countries have agreed to abide by. Accordingly, you won’t be surprised to find that in
the agreement on safeguards the threshold tests and the definitional matters which
need to be satisfied are quite steep. They’re quite severe, and there’' s areason for that.
If they were not steep, then there would be many countries taking advantage of the
ability to derogate from the promises that they made at the end of the Uruguay round.

So let’s look at the conditions for the application of safeguards measures. One
thing which perhaps hasn’t been considered enough in al of this, although it is
mentioned in the issues paper, isthat article 19 itself inthe GATT 1994, which is
elaborated upon in the agreement on safeguards, is headed and deals with the
requirement that emergency action be taken on imports of particular products. | think
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it's worthwhile through the course of what I’ m about to say to remember this
emergency context of the article. One issue which has tested the commission and
about which you’ ve asked many people isthis question of like or directly competitive
products.

Now, the agreement on safeguards makes it clear that the domestic industry
concerned is the industry which produces these like or directly competitive products
to those being imported. So there are two questions which have to be asked. Firstly,
isthere an Australian industry which produces these like or directly competitive
products and, secondly, what constitutes that industry? Clearly, some people may
have a different view but | don’t think that there could be any argument against the
proposition that the Australian industry makes like products to those which are
imported.

| say that notwithstanding the fact that people may try to market their products
alittle differently. People will claim, perhaps with justification, that their products are
of ahigher quality or of adlightly different cut etcetera. But | think within the
meaning of the term "like goods" it’s quite fair and open for it to be said that these
products, the imported products and the domestically produced processed products,
are like each other. This question of like goods has been interpreted in the
antidumping area and we have had antidumping inquiries, investigations, into this
industry. Inthoseinquiriesit was found that the processed pork cuts were like
products to the imported processed pork cuts.

That’s an interesting observation in this case because, as has become apparent to
the commission, the firms which are complaining in this forum and requesting that
safeguards measures be imposed are not the pork processors. They are not the
industry which produces the product which is like the imported product. It'savery
important threshold issue that we need to grapple with here. | don’t doubt and | don’t
think anyone can doubt the commercial interest that pig growers have in the results of
thisinquiry and my own client, the Canadian Pork Council - it’sinterest in thisinquiry
is atestament to that. However, the interest of Australian pig growersin thisinquiry
does not merely by some bootstrap reasoning qualify them as members of the industry
which produces like or directly competitive products.

The proposition hasto be tested. We haveto analyseit carefully. We have to
do it within the matrix of the agreement on safeguards and international precedent. |
have said that there previously was an antidumping account of an investigation into
imports of these processed pork products. For the purposes of that investigation the
industry did include pig growers, pig producers, and you might ask, "Well, why is that
so?' Why was that so? The reason that was so is because Australia’ s antidumping
legislation has a provision which enables the industry producing so-called close
processed agricultural goods to the imported goods to be included in the ambit or
scope of the Australian industry, which is considered for the purposes of ng
whether a material injury has been caused.
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Thiswas done, as| say, by legidation. In other words, provisions were inserted
into the Customs Act to enable an upstream industry to have standing in the
antidumping forum to complain about the importation of downstream products, the
processed pork products. From the point of view of GATT compliance, | will just
make the observation that this concept is quite controversial and that the European
Union for example threatened that they would implement the dispute settlement
procedures within the GATT, before the WTO came onto the scene, to test this
proposition, to see whether it was GATT-compliant. They did so in relation to
cherries where the Australian cherry growing industry wished to complain about the
importation of canned cherries.

PROF SNAPE: Wasthat canned or glace?

MR MOULIS: Itwasglace wasit? Glace- | stand corrected. So what | want to
stress there is that the interpretation under the antidumping act which led to the
inclusion of pigs within the industry, which was considered for the purposes of
material industry findings, does not apply inthisarea. Infactitisan admission by the
Australialegidature that pigs are not like processed pork. So the primary submission
of my clientsisthat, asapig is not afrozen processed piece of apig, the imported
product is not like the product produced in Australia by pig growers. Thisflows
ordinarily and in my view quite naturally from the proper interpretation of the
international legal instrument pursuant to which this inquiry must be conducted.

But the agreement on safeguards goes further. The agreement on safeguards
extends the ambit of the industry which is the focus of thisinjury analysis by including
within it the industry which produces directly competitive products to the imported
goods. So the question which needs to be answered is whether pigs are directly
competitive products with pork which is derived from them by way of upstream
processing.

We consider that an upstream product cannot be directly competitive in the
sense required under the agreement on safeguards with something that it later
becomes. Quite alot needs to be done to alive pig before abuyer can consider it side
by side with a processed piece of pork and be faced with a choice asto what he
should buy. If thereisaflow-on effect to pig growers by reason of, say, the
comparative price of products which compete directly with each other - and in this
sense | define directly competitive products as being products like imported processed
pork, domestic processed pork, beef, chicken, lamb etcetera - then this flow-on effect
could only be referred to as an indirect competitive effect, not the very direct
competitive effect which you would expect to see at the level at which this product is
produced and sold.

We don’t think that processed pork and pigs compete in the same market.
There are transport issues, abattoirs, certification issues, finishing and packing
processes which al need to be performed in respect of pigs before they become the
like product. Commercial risks must be assumed by the firms which arein this chain
and expense incurred from the farm all the way to the processed pork cut.
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Interestingly, what we' ve heard over the 3 days of thisinquiry suggests that there is all
the more reason to view the industry in thisway. Steady retail prices would tend to
show that there is no relevant competition between products produced by Canadian as
opposed to Australian processed pork at that level. So market dynamics and the
actions of people within that market appear to feature very heavily as a cause of
injury. It would be curious indeed if that cause could be in some way ignored by
treating what appears to be in some respects awarring industry or an industry where
the different levels use their power quite to excess.

If that warring industry could be treated as one happy family - because on the
basis of things that we have heard it doesn’t appear to be a happy family and the
councils will be presenting more information in the final submission on this point. It's
at this stage that I’ d like to ask the commission for some guidance, because | think it is
very important for interested parties to know what they should be dealing with in
terms of an industry definition. Whilst | don’t think it’s appropriate for me to ask for a
decision on the spot, | simply would like to ask for some guidance as to how
submissions which are due by the 18 September due date should be presented,
because it seems to me that if you started with a blank piece of paper in relation to the
industry the possibilities would be endless. | might just leave that with you and we
can come back to that.

| would also like to add that a wider industry definition introduces much wider
injury issues and also would require the commission to balance loss and profit across a
disparate industry front. We have seen graphs presented, evidence presented by other
interested parties, which focus solely on a particular part of thisindustry. At the very
least, all parts of the industry must be taken into account and no one part can be
ignored. Next I'd like to talk about the nature or definition of the investigation period.
Over what period should these increased quantities of Canadian imports be
considered. The agreement on safeguards doesn’t define arelevant period over which
an investigation of this type should consider the effect of the imports, and thisisto be
contrasted with the position in relation to Australia s implementation of the
antidumping code in the Customs Act, where the determination of the investigation
period is avery important aspect.

WEe' ve seen graphs which go up ara down like roller coasters over the past
3 days. It takesme about 2 or 3 minutes to actually interpret what the axes of these
graphs are saying to me. When | do this, the roller coaster effect fadesin my mind
because of the approach that | have taken to the relevant investigation period. The
first proposition is that the investigation period should not extend too far back, and
that would be consistent with previous no injury findings by various investigating
authorities here in Australia and also by the emergency situation which safeguard
measures are meant to deal with. Soin 1992 - I'll take a step back. There were no
imports until June 1990, when quarantine restrictions were relaxed.

So, if you were starting from a nil base and you took the investigation period as

June 1990, you’ d probably have an amazing percentage that doesn’t bear thinking
about. So that would appear to meto be an illogical starting point. 1n 1992, we had
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afinding by the Australian Customs Service which was confirmed by the
Anti-Dumping Authority that Canadian imports of frozen pork did not cause material
injury to the Australian industry again. That was in the dumping context. We then
had an Industry Commission finding in 1995, one of the key findings of which was
that imports did not appear to have had an appreciable effect on the performance of
the pig and pigmeat industries.

So, given that background, I’ d submit that the most appropriate investigation
period would be the period commencing in 1995, which was the date of the last
finding of the Industry Commission about the industry’ s condition, and that it should
extend up until the present. | would add that in my experience thisis in the middle of
the range of the length of investigation periods that have been adopted in antidumping
investigations.

PROF SNAPE: Do you wishto stop at the present in view of the words "or threat
thereof"?

MR MOULIS: No, we need to look ahead when we ook at the issue of threat,
obviously. So we have got an administrative precedent at least that, in terms of
considering a causal link between imports and the performance of an Australian
industry, this time period of 3 years and 6 monthsisthe average. Thisisaso
consistent with the intention that safeguards are meant to deal with unforeseen
circumstances. Where imports already have a presence in the market and that
presence has been found to be non-injurious in earlier periods, asin this case, | think
it' s reasonabl e to accept the proposition that only alarge increase in imports relative
to domestic production or absolutely during alater period can form the basis for a
safeguard investigation like this and an attempt to attribute injury to these increased
guantities of imports.

Let’slook at the concept of increased quantities of imports under the agreement
on safeguards. As|’ve said, safeguard measures are meant to address unforeseen
developments, and these words appear in article 19 itself, for example, a sudden flood
of imports for which a domestic industry is unprepared and which caused serious
injury to theindustry. Asl’ve aready said, that increase of imports must have some
significance, absolute or relative, to domestic production.

Again we submit that the 3and a half year period would be arelevant period for
usto consider in thisregard. If thereisany injury proven to the domestic pork
processing industry - and that remains to be seen, as they do not appear to constitute
the complainant industry due to some impact on its ability to profitably sell or to
transfer this domestically produced pork to the next level of trade or its production -
we believe that the evidence will show that such injury cannot be attributed to the
small increase in Canadian imports relative to domestic production. Again, over the
3 days so far graphs which show these relativities have not been seen. We have seen
many graphs about the absolute change but the councils will be submitting that
Canadian imported processed pork occupies only asmall part of the local market in a
relative sense.
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Next | would like to look at the concept of serious injury because, as the
agreement makes abundantly clear, it must be shown that serious injury has been
caused to the industry as defined by the imports. This seriousinjury test isof a
severity which exceeds the test which is applied for antidumping purposes under the
Customs Act, and the words used in the antidumping provisions are that of material
injury. But it goes further than that because it doesn’'t just say that serious injury must
be caused; it refers to a number of added dimensions and requirements.

These underline the very strict nature of the safeguards injury test. One of those
isthat there be a significant overall impairment to the position of a domestic industry.
Again, hereis another very important part of the agreement which turnsor is
impacted upon by the definition of the domestic industry. But once the industry is
defined it suggests to us that there needs to be a pervasive aspect to the injury which
has allegedly been caused.

The commission is required to evaluate all relevant factors of an objective and
guantifiable nature which have a bearing on the situation of the industry. The causal
link between these increased quantities of imports and this injury must be
demonstrated, again on the basis of objective evidence, and competing causes of
injury must be weighed up so that, when factors other than increased imports are
causing thisinjury, such injury is not attributed to the increased quantities of imports.

The commission also has to deal with the concept of the relevant causal link
which must be established. This has been examined by the Federal Court in the
antidumping arena, the court having ruled in that circumstance that the necessary
causal linkage required a finding by the investigating authorities that the dumping -
dumping in that case - involved was a sole cause of injury which could of itself
properly be called material.

Thisisnot to say that dumping must not be the sole cause of injury,or in our
case that increased quantities of imports must be the sole cause of injury to the
domestic industry. What it meansis that there must be afinding that injury which can
objectively be quantified as serious has been caused solely by the increased quantities
of imports. There may be other causes of injury to the industry, and it's ajob of
separating out the injury caused by these different factors. All of this emphasises the
strict approach which has to be adopted by the commission in determining whether
circumstances exist for action to be taken by way of safeguards measures.

The severity of the serious injury standard is supported in the material facts
which have been alleged by members of the WTO in safeguard cases notified to the
dispute settlement body since itsinception, and there is also some useful precedent
which we'll be offering to the commission about the way in which this concept of
seriousness has been considered in that international forum in a dightly different
context. The councils submit that the evidence will show that the Australian pork
processing industry has not suffered injury. In fact, again depending on your
definition of the industry, it may not have suffered injury at all.
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It would be remiss of me not to reiterate that in any wider industry approach not
only would it be reasonable to expect that there would be other causes of injury,
because you' re considering the injury along awider front, but that the good
performance of one part of the industry must be seen as offsetting the poor
performance of any other part. Also there will be swings and roundabouts in the
performance of the industry over a period of investigation as good years follow bad.
Serious injury, | suggest, must be considered over this continuum, over this period of
investigation we' ve identified, and not just now.

Let’sturn to the issue of threat which you’ ve raised, quite properly. Again,
there are strict tests which need to be satisfied before you can determine that you can
take action because of athreat of increased quantities of imports. The agreement on
safeguards gives further guidance on the question of threat, saying that a
determination of this threat must be based on facts and not merely on alegation,
conjecture or remote possibility. We believe that the evidence will show that thereis
no such threat under thistest and that factors which have led to recently decreased
import volumes show no sign of changing in the time period suggested by the use of
the word "imminent”. Also, thereisevidence of arecovery in prices herein Australia,
and our client will also seek to addressthisissuein its later submissions.

I’d now like to comment alittle on some of the evidence that has been presented
to you so far, or at least some of the submissions which have been presented to you.
In that increased quantities of imports must be a sole cause of seriousinjury whichis
significantly impairing the industry overall, one would expect there to be only afew
minor competing causes of injury. If it shown that the processors of Australian pork
are suffering serious injury, then it will be necessary for the commission to carefully
consider why thisis occurring. In the short period since the investigation
commenced, interested parties have suggested that things like poor returns on
international markets and a concentration of retail buying power may be hurting the
Australian industry. We even heard mention about inadequate labelling laws having
had some effect. We would add other factors to that list and we will do so in our
submission, such as the price of directly competitive meats and reduced consumption
as aresult of health scares concerning pork products.

If input costs are high for Australian pork processors, then the reasons for this
would need to be examined, but all of the evidence appears to suggest that the
opposite istrue as input costs - in other words, the input costs of the pig - are low.

So it’salittle bit contradictory in that regard, because the commission has heard much
about the problems faced by pig growers, including weather, feed and protein costs
and even quarantine restrictions on genetic materials.

In conclusion, the councils submit and will continue to submit that there can be
no grounds to apply safeguard measures to imported pork products falling within this
tariff subheading. The councilswill offer their further assistance to the commission by
lodging another submission. They’re very appreciative of the opportunity to put their
views on the table. They wish to do so fully and frankly so that there can be a proper
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debate of these issues and a proper finding which flows from your consideration of
them.

What is happening here in Australia does not fit within the safeguards
agreement. | say that with the utmost respect to the industry and without any
intention of suggesting that those who have appeared before you are not passionate
about their industry and its success and what needs to happen to make it tick. So this
general Australian pig industry can’'t get into the tight clothes of a safeguards
agreement. It'salegal document, it’s not a flexible policy instrument, and for all of
those reasons the commission needs to very, very carefully consider the evidence
which is put before you in arriving at its finding. Thank you.

PROF SNAPE: Thank you very much. That isahelpful submission and | trust that
other parties will note the various points which have been made. It underscores some
of the points that we have been making in our issues paper, with the pointsthat I’ ve
been making at the beginning of each of the 3 days of these hearings, that the
safeguards agreement is aframework within which one has to operate and if one were
not to do so properly one would be holding oneself open for challenge at the WTO
proceedings, as Mr Moulis has been indicating. A number of pointsthere | think need
consideration. It'sasubmission which israther different from the submissions that
we' ve had heretofore, but it is drawing out the legal ramifications of the agreement
and the process, and they have to be taken very serioudly.

| would just like to ask Mr Moulisif he could address, not necessarily today but
in subsequent thinking, and this of course appliesto all other participants who are
looking at it from this approach also - | would like just to draw one or two things to
their attention in asking queries. One is the relationship between the agreement on
safeguards and article 19 of GATT 1994. Article 19 of GATT 1994 is of course, as
Mr Moulis indicated, headed Emergency Action on Imports of Particular Products.
The safeguards agreement says in its preamble:

Having in mind the overall objective of the members -
thisis, the members of the WTO -

to improve and strengthen the international trading system based on GATT
1994 -

and then -
recognising the need to clarify and reinforce the disciplines of GATT 1994 and
specifically those of its article 19 (Emergency Action on Imports of Particular
Products) to re-establish multilateral control over safeguards and eliminate
measures that escape such control -

and so on. Then after abit more preamble it goes on to the articles. A question that |
think needs to be addressed is the relationship between this agreement and article 19.
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A number of other agreements were reached in the Uruguay round and adopted by the
members of the WTO. There were agreements, for example, on textiles and clothing,
on the application of sanitary and phytosanitary measures and rules of origin, subsidies
and countervailing measures. Each of these agreements were interpretations in some
way or other of relevant articles of GATT, but in many cases their provisions are
somewhat at odds, and in some cases quite substantially at odds, with the provisions

of the articles which they seek to interpret and elaborate. So we do have then to
consider the relationship between the two.

| mention that because today Mr Moulis has drawn attention to two words
which appear in article 19 which do not appear in the agreement on safeguards. He
didn’t draw attention to one word that goes the other way, in fact aword which isthe
agreement, which is, as| understand it, deliberately not the same asisin article 19.
But the two to which he referred were in fact "emergency”, that is, emergency action -
and, while that appearsin article 19, it does not appear in the agreement on
safeguards - and "unforeseen developments”, which appears in 19 and which does not
appear in the agreement on safeguards.

My question then is, as we are working on the agreement on safeguards do
those words "unforeseen™ and "emergency" carry over in how we have to apply and
interpret the agreement on safeguards. Putting it another way , it may be argued that
the unforeseen provision refers and was part of the GATT and is part of GATT 1947
and has carried over into GATT 1994. But it could be argued that it was deliberately
not used in the agreement on safeguards. So one line of argument would be there was
areason for it not to be used in the agreement on safeguards that no longer did one
have to show the things that happened were unforeseen. Another line of thought was
saying that the agreement on safeguards is sitting on top of it and it was not that it
was deliberately avoided but it was just that one should be interpreted in the light of
the other.

So that’ s the other word to which he didn’t refer to which | might draw attention
isthat article 19 refers to domestic producers, whereas in the equivalent, if you like,
places in the agreement on safeguards it refers to the domestic industry. Again it
could be argued that that change was deliberate. It may have been deliberate; if it was
it would lead, for example, on the one hand to be saying, "If the majority of producers
are affected, then" - such and such. But if one says that the change was deliberate, to
go to industry, it may be that one has to establish that the majority of the industry is
affected. So there’ sthat change also. | don’'t intend and certainly would not try to be
answering those questions at this stage, but they’ re questions which have to be
addressed and Mr Moulis, as | say, has raised two of them and I’ d draw attention to
other parties to those points there.

One or two other points that | may address - Mr Moulis has asked that the
commission give some guidance to interested parties with respect to industry
definition - I think if | could correctly shorthand the request. Again | don’t intend that
that should be done at this stage. It isacrucia question, as| have been indicating in
the hearingsin the last 3 days. One point | think which isrelevant - and the extent of
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its relevance of course I’ d invite comments upon - isthe following: part of the
industry is vertically integrated and we had one of the representatives of that - in fact
the major representative - vertically integrated section of the industry with usthis
morning and that was Bunges. They arein fact going right from peaks through to the
final product at least with some of their pigs. So part of it is vertically integrated.

We have another section of it which is sort of vertically integrated in
KR Darling Downs which is a cooperative and owned by the pig farmers. So again
one could say that that part of it is essentially vertically integrated because the abattoir
and processing plant is owned by the pig producers themselves, so the pig producers
have a direct interest right through. They’re not in the same arm’ s-length relationship
as some other parts of theindustry. A very small proportion of atotal number of pigs
- | think it’s around 5per cent or so - are sold at auction. When they’re sold at
auction of course the ownership - in that case the farmers are essentially producing
pigs and selling pigs.

Much of the rest, the bulk of the industry, as | understand it, the pigs are
essentially sold on contract and the ownership passes, not as they walk into the
abattoir but basically as they’ re coming out of the abattoir - that is, the ownership
passes when they have been killed and gutted and are hanging on the hook over the
scales. With that being the case it might be argued that the farmers are not producing
pigs because what they’ re selling is in fact a Slaughtered and eviscerated pig. So the
relevance of that to the definition of the industry might also be considered, the point
there of course being, is abone-out frozen leg the same industry as the slaughtered
animal hanging on the hooks, passing over the scale.

So these are some of the questions which | think are relevant to defining the
industry which are alittle bit different perhaps from at least part of the picture that
Mr Mouliswas giving. Again I’d invite attention from parties in general to the
guestion of the definition of the industry when one takes into account those
rel ationships.

MR MOULIS: It'svery helpful to have that indication.

PROF SNAPE: Wethen go to page - it'sasmall technical point asto the
implementation of the agreeing of subsidies and countervailing duties and the
anti-dumping agreements into Australian law and Ithink the implication there was not
quite correct in that Australian law doesn’t directly implement those agreements.
What it does, law is passed to implement some of the provisions of those which as
you suggest later on, part of that implementation may not be strictly in accord with
what was agreed. So it is not, as occursin some legal frameworks, that the treaty in
fact becomes the law of the country and that treaty is then implemented as such. Itis
in fact some provisions of it are legislated and the legislation may be or may not be
fully in accordance with all or some of the provisions of that international treaty. So
the legal position thereis not quite as| think was implied in some parts of this paper.
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A reference was made in the paper to the question of increased imports being a
sole cause of seriousinjury. This may bein legal language and which of course asan
economist I’m not an expert, but let’s jump in. The point there of course is what must
be established isthat any injury - the serious injury - that the industry is trying to
establish that there must be serious injury attributable to an increase in imports. That
doesn’t mean that there may not be other causes of serious injury but there has to be
enough, if you like, seriousinjury attributable to the increased imports in order to
sustain the argument.

Whether that means how big that hasto be, relative to other seriousinjury, |
think is not questioned. It could be - in the way in which the Australian gazetting has
interpreted the agreement and the agreement itself - that there are other sources of
injury which have caused a greater amount of injury. That incidentally differs| think
from the way the Americans have in fact legislated into their legidlation the relevant
provisions of the agreement where they in fact have said, as| understand it, that it has
to be greater than any other - that the increased imports have to be a greater effect
than any other sole influence. The Australian legislation or the Australian gazetting
and the agreement itself, more importantly, does not have that provisioninit.

So, yes, it hasto be increased imports which are themselves causing serious
injury and that is the criterion. How big those imports have to be | think is not
specified. It's suggested in the paper that they have to be alarge increase in imports.
| don't see that as such in the agreement. It says there has to be an increase in imports
and so athreat of increased importsis not adequate. There hasto be an increasein
imports. A threat of injury can be there but not athreat of increased imports. Soitis
not specified how big, so far as| see at thisjuncture - and I’m open to persuasion and
these are the points I’ m asking for areaction to. | don’t see in my reading of it that
there has to be alarge increase in imports as such.

Criteriafor seriousinjury is very difficult and as you point out in this paper, the
competent authorities should evaluate all or are required to evaluate all relevant
factors of an objective and quantifiable nature having a bearing on the situation of that
industry. It saysthat they shall evaluate - I'll just read it again:

In the investigation to determine whether increased imports have caused or are
threatening to cause serious injury to a domestic injury under the terms of this
agreement, the competent authority shall evaluate all relevant factors of an
objective and quantifiable nature having a bearing on the situation of that
industry, in particular the rate and amount of increase of imports of the product
concerned in absolute and relative terms,

Then it goes on to a number of other pointsthere. I'd invite comment on this
interpretation. My interpretation of that would be that one hasto go through - and in
fact operate as abit of acheck list - in fact look at all the points that are evaluated
there. It’s not necessarily an exhaustive list; one could look at other things as well.
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But one would be wise, | think, to at least look at the various points which are
specified there but | don’t think it is required that one has to get an absolute positive
on each of those points. In other words, one takes them all into account and
evaluates them, taking into account all of them, whether there has been serious injury.
One doesn't haveto in fact giveit atick on every oneinterms of saying, "That is
showing it, thisis showing it and the other oneis showing it." Rather it isgoing
through to establish that one has looked at all of these but taking account of all of
them and balancing it up to see whether there is serious injury that can be established.

MR MOULIS: Perhapsif | could just mention that there is authority to that in that
respect.

PROF SNAPE: To my interpretation just then?

MR MOULIS: Yes, inatechnica way in one of the panel findingsin the agreement
on textiles and clothing where it was said that the list of factorsin that agreement
needed to be considered as part of the investigation process.

PROF SNAPE: Although one must point out, of course, that one could draw on

that but that is under a safeguard procedure under the agreement on textiles and
clothing and not under the agreement on safeguards. That of course brings meto
another point and that we would be very grateful if you and other parties can bring all
the case law that one is aware of to our attention in trying to decide and to make a
judgment on it. Part of the problem, as| have said before, is that this agreement on
safeguards is a new agreement and there isn’t much case law in the context of the
agreements on safeguards itself, though there are a number of decisions over the years
by the GATT panels and more recently the WTO which have relevance and which can
be applied and we would be most grateful if you can help us as much as possible on
that. We don't want to find out that we have missed the crucial one at the last
moment. |’m sure you wouldn’t want us to find that out either.

They are my comments on the very helpful presentation. | suspect that you
would probably not want to comment back at this juncture but if you did, then do.

MR MOULIS: No, that'sfine. Asl said, the council has appreciated this
opportunity and the process issues are important.

PROF SNAPE: Thank you very much and to Daniel Moulis, Freehills and the
Canadian Meat Council and Canadian Pork Council. Again | would ask that other
participants note this submission and the points made in it very serioudly in trying to
establish their case. Thank you very much.
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PROF SNAPE: We have next - lagging alittle bit but | think we are still within the
framework of catching our planes - so we would invite Christine Sapwell and John
O’ Deato come and make their presentation. | gather you have come from interstate
and we thank you very much for that and | am sorry that we are not able to hold
hearings everywhere, but you will appreciate some of the constraints. If you would,
when you are ready, both like to identify yourselves separately for the tape and then,
Christine, you will be doing the presentation first, will you?

MSSAPWELL: Thank you. For identification purposes | am Christine Sapwell, a
pig producer from South Australia.

MR O'DEA: I'mJohn O'Dea. I'm also apig producer from the upper north of
South Australia.

PROF SNAPE: Thank you.

MSSAPWELL: My presentation is different to those which you have heard before
and it’s really my background in the industry and where | find myself today. |
commenced in the pork production industry in 1968, having come from a background
of bookkeeping, clerical work in the public service and private enterprise. With my
husband we invested our own funds, together with an arranged overdraft, and built a
hundred sow piggery and home. Working long hours per day, 16 plus, 7 days a week
and taking from the business only enough to buy food and clothe children with
essentials, we were debt-free by the end of 1976.

Profits were not large - sometimes quite low - but we were building up an asset
and found the industry interesting, with a challenge to always improve on aspects of
production and thereby increasing our efficiency. We managed to take a holiday after
11 years continuous work and eventually educated three children and remained
debt-free. In 1992 my husband and | divorced and despite a substantial property
settlement figure, | managed, by relinguishing my share of our off-farm investments,
to remain debt-free. At thistime the number of full-time employees now totalled
three, plus myself as bookkeeper, overseer and financial manager.

Through 1992 and 1993 | considered my future options as my own ability to
work as hard was diminished through a spinal problem which had seen me have a
fusion of the 6th-7th vertebrae. After contemplating other areas of investment
available to me | was offered the opportunity of an investment with othersin a
3500 sow piggery. That wasthe size at that time. My decision to take up this
opportunity was made on the basis that 25 years experience and hard work should
equip me with greater knowledge in this field of investment and the ability to make
some business decisions with others from similar backgrounds.

With alittle persuasion on my part my bank agreed to use my existing business
and property as security against aloan to enable me to commence business within a
joint venture operation of alarger piggery. Thisgroup of investors had interestsin a
slaughtering facility in Victoria, through which the production from this larger piggery
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would be slaughtered and sold. Thisimproved the integration of the business, taking
control of the product to the wholesale retail stage and well beyond the farm gate.
The new investment increased the sows | now owned from 150 on my original
property to atotal of 470 - 320 now being held within the new investment. The finer
detail of thisinvestment is within my commercial-in-confidence submission.

Because of its size, the larger piggery gave me the scale of production to bring
about efficiencies not possible on my original property. However, my smaller,
privately owned property was run efficiently within the bounds of its operation and
was responsible for generating the income to cover the cost of borrowings for the
larger investment in the initial phase. The new investment needed considerable
updating in the areas of technology and feeder design, feed delivery systems, effluent
disposal and handling and expansion of facilitiesin line with improved production
outcomes.

This responsibility meant that the home piggery needed to be running very
efficiently to fund its own outlays and financially back the new investment. Progress
was sure and steady, with budget predictions accurate and board meetings within the
joint venture lively and informative. Decisions were based on the collective
experience of members, many of whom had more than 25 years experience in their
own piggeries. Dividendsin the form of drawings from the new investment were used
solely to repay borrowings and by January 1996 the debt had been reduced by
42 per cent.

The pig industry was hit byhard times in late 1994, brought about by high feed
grain costs attributed to shortages caused by a widespread drought, along with
increased quantities of subsidised imports which competed with the higher priced local
product. With increased production costs and reduced per kilo returns for pig meat
the industry tightened its belt, postponed non-essential outlays and tried to ride out
the downturn. During this period 1000 pig producers decided to depart the industry
and took with them the estimated 30,000 sales.

Toward the end of 95 and during 96 there was adrop in production
Australiawide which resulted in higher pork pricesin rea termsthan | had seenin my
28 yearsin theindustry. However, those pig producers remaining in the industry at
this time had been made well aware that costs of production must be reduced if we
were to have any chance of survival against future subsidised imports. On my own,
home farm maintenance had been put on hold during the downturn in 95 and new
feeders were required to reduce feed wastage, along with structural improvementsto
bring about improved growth rates. This expenditure on increased efficiency
amounted to $31,640 on areasonably small piggery.

The joint venture piggery embarked upon asimilar exercise with parallel aims of
reduced cost of production. For most of 1997 prices received per kilogram in South
Australiawere just above the cost of production for most piggeries but for the first
time ever the normal price increase expected and relied upon by pig producers as the
Christmas ham market demand occurs just didn’t happen and in fact from August to
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December the average price in South Australiafor prime grade pork went from $2.20
to $1.95 akilo.

Throughout 97 a positive cash flow was therefore only marginally maintained.
In South Australiain January 98 prices continued to fall until alow of $1.36 akilo
was the average gross received for pork in May. Since that month there has been a
gradual increase in prices but to date they still remain below the average cost of
production throughout Australia. In real terms this has meant substantial losses on a
weekly basis for pig farmers throughout Australia. The very best producers
throughout the country have been suffering substantial 1osses.

On my own home farm, since the beginning of April 98, | have been losing
$2300 aweek. Losses at the larger piggery investment have been proportionally
equivalent, with finance having to be borrowed to keep both piggeries operating. Pig
farmers have only two choices in these circumstances: to find the cash to feed their
animals or make the decision to market them immediately. When thereisalack of
demand in the marketplace, increased marketings will only further reduce the prices
received, thereby increasing the losses.

For each 100 sow herd the investment required is approximately 400 to 500
thousand dollars per sow place, with afurther $300,000 in working capital being
required to provide feed for progeny to reach market weights and hence income
positive. For thisreason, the pig farmers who survived the 1995 industry crisis have
substantial capital investment at risk and departure from the industry in the current
crisiswill mean losing all they have worked for over many years. It will also bea
choice of last resort.

In my own situation my asset base has been substantially reduced. My piggery
buildings effectively have avalue of nil because investment in Australia’ s pig industry
would be financially disastrous and banks are well aware of current trading problems.
My livestock valuations would now, if sold, barely recover my indebtedness. Effluent
dams would prevent the property in the short term being of value for another
enterprise. My ability to relocate would be reliant on the property being sold.

In summary, al | have worked for over 30 years has been reduced by at least
50 per cent, with around 4 to 5 years' work to clear the site before | could totally
salvage any value left in the property. Pig breeding, which isall the property can
currently be used for, can’t generate income to repay my recently acquired debt. My
own situation is serious. My workforce has reduced their hours by 40 aweek. | am
working off-farm 3 days a week to assist with cash flow. Without an improvement in
the market situation the larger piggery is also in danger of being unable to trade
profitably. With permission of my other partners, | would be prepared to make their
financia figures available in commercial confidence.

PROF SNAPE: Thank you very much for that. John O’ Dea, do you wish to come
in at thisstageor - - -
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MR O’'DEA: I'm quite happy if you want to ask Christine any questions.

PROF SNAPE: Thank you. | gather things have improved alittle bit in South
Australia of late - you may wish to comment on this, asto whether they have - with
the new abattoir at Port Wakefield, isit?

MSSAPWELL: | don'tthink that's had any effect at all.
PROF SNAPE: It hasn't.

MSSAPWELL: No.

PROF SNAPE: Are pricesturning up in South Australia?

MSSAPWELL: Priceshaverecovered slightly but bearing in mind that it’s about a
3 and a half week lag between when you sell the pigs and when you get paid. The
cheques coming into the piggeries are still very low at this stage. So, no, although
there is an improvement which will show itself quite soon, it’s only a marginal
improvement.

PROF SNAPE: What about your feed costs? Do you mix your own feed?

MSSAPWELL: Yes, | mix al but two rationswhich | have done feed trials with
and received better growth rates on a pelleted ration for very much smaller pigs. So
we purchase a pelleted ration for those two areas.

PROF SNAPE: You don't make your own pellets?

MSSAPWELL: No, apelletising plant is a substantial outlay and you have got to
have a large throughput to justify that.

PROF SNAPE: Have you considered your feed costs in terms of the world prices of
grainsto see what effect - - -

MSSAPWELL: A nutritionist prepares the rations and they would be similar and
cost similarly to most other piggeries feed grain-based rations. | can obtain some
figures relating to the import versus the domestic cost of grainin Australia. | can
provide you with some figures, although not here directly. | can provide those figures
which show that over the last 11 years the variance between the domestic and the
imported price has averaged $17 against us - sorry, $17 atonne.

PROF SNAPE: If one were then to be comparing with the export price of grains

rather than the import price of grains, since Australiais a net exporter usually of the
relevant grains, do you have any evidence on that?
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MSSAPWELL: Over 11 yearsthe difference has been 17 atonne against us so,
yes, there- - -

PROF SNAPE: But that’'s comparing with import parity rather than export parity?
MSSAPWELL: Yes.
PROF SNAPE: The export parity one must expect to be lower.

MSSAPWELL: It'srealy comparing the international market for grain and
therefore what we' re exporting our grain for, versus what the domestic industry must
pay for it. | don’t believe we need to get away from a single-desk arrangement which
might be in Australia’ s international best interest, to be able to buy grain at
internationally competitive prices. It'sreally just this difference of domestic pricing
versus the international pricing.

PROF SNAPE: You mention or implied that there were economies of scalein the
production. Where would they be? Where would see them stemming from?

MSSAPWELL: Youmentioned earlier in one of the other presentations the
number of rations mixed. That’s one of the economies of scale that can be introduced
on alarger piggery that’s very difficult on asmall piggery - mix many rations - and
certainly alarger piggery lendsitself to more refined and finetuning of feed
requirements for pigs. Even in the scale of negotiating sales of pigs, if you are
negotiating larger quantities you' re considered to be of more value to a processor than
if you are asmall producer.

PROF SNAPE: Have you explored long-term contracts?

MSSAPWELL: Thereareno suchthingsin Australia. There are short-term
contracts and in the recent downturn without exception those contracts were
withdrawn. Perhaps | shouldn’t say without exception, because it might be that there
are contracts which I’m not aware of which remained in place, but there are very
publicly known cases where the contracts were withdrawn. They were offered to sign
an agreement which would relinquish the company from the contract, and the | etter
read that if they valued their future trading relationship with that company they would
sign the form.

PROF SNAPE: No-one challenged that?

MS SAPWELL: 1 think there were one or two producers challenged that and
they’re no longer dealing with the company.

PROF SNAPE: They haven't sought any legal action on that?
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MSSAPWELL: No, they didn’t, because it was correct that their future trading
relationship would be damaged, and we really are at the mercy of the purchasers of
our pigs.

PROF SNAPE: When you were talking about short-term contracts before, were
they, what, 6 months or so?

MSSAPWELL: They might befor aperiod of 12 months and they’ d be reviewed
on amonthly basis, so there would be afluctuation of a price depending on the
marketplace maybe on a monthly basis. That would be an agreement that would be
reached with the people signing the contract. All I’'m aluding to is that those
contracts have not been worth very much, because when times get tough they’re
withdrawn.

PROF SNAPE: They're not very robust contracts, are they?

MSSAPWELL: They probably were but thereisathreat that if you insist on the
contract being met, your future trading relationship with that company will be
damaged.

PROF SNAPE: It would appear that some investments are going ahead.
Particularly there are alot of plansto invest in new abattoirs, so some people must see
afuture in the industry here.

MSSAPWELL: Thelarger piggery that I’'m involved in is one of the people who
are one of those proposed larger investments. We did see agood future for the
industry because there are a number of aspects which hold promise for the Australian
industry, and the Bunge representation to you alluding to the opportunitiesin Japan is
part of that. However, currently the downturn in the industry is so severe and the
situation is so urgent now that unless we're able to do something to encourage pig
farmersto stay in the industry and encourage their lending authorities to allow them
to stay in the industry, the sow base is going to be severely damaged. Without the
sow base the levels of production won't be there to justify the planned investment in
new slaughtering facilities, because those facilities must have a throughput to be
competitive and profitable themselves and repay their own debt.

PROF SNAPE: You seethen the current state as really atemporary phenomenon,
that given assistance to get over that temporary phenomenon, then say in 3 years or
4 years or whatever that assistance could be withdrawn and the industry would ke
self-sustainable from then on?

MSSAPWELL: Yes, | doseethat.

PROF SNAPE: But what is the adjustment which would then have occurred to
make it self-sustainable and not be requiring emergency assistance again?
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MSSAPWELL: Asthe Bunge representation mentioned to you, the infrastructure
isnot currently available in Australiain sufficient quantity with boning rooms within
slaughtering facilities, and there is nowhere that the Japanese actually purchase pigs
where the boning room is not alongside of the abattoir. In all of the planned
expansions they involve a boning room or boning rooms within the abattoir. This
would give us the ability to export more. Currently we would probably be aimost at
maximum capacity for potential exports. In other words, we are exporting as much as
we can physicaly kill, and therefore that is a limiting factor, that we don’t have that
infrastructure there.

| believe the other areathat Australia hasto attack isthe cost of our feed to
produce pigs. We must find cheaper sources of feed or re-refine our rations or in
some way minimise our feed costs, because that’ s the one area where we are not
competitive, and time will allow usto do that. We have not been daunted by anything
else that was put in our way and our research capabilities are probably second to none
in the world, and | believe that with time we will be able to investigate that and come
up with solutions.

The export opportunities will also mean that we are less vulnerable to
downturns in the domestic industry, because a greater proportion of our stock would
be being sold in another market and therefore we would be less at the mercy of this
fluctuation of imports coming in. It would give ustime to have the subsidies which
other countries are meant to be reducing coming closer to allowing us to trade on a
level playing field.

PROF SNAPE: That redly brings meto the point | was going to ask a moment
ago, and that is that you do see that, once the world market is less distorted with
subsidies and once perhaps the Japanese market is more open, as is foreshadowed, the
Australian producers would be able to survive on world prices?

MSSAPWELL: Yes, | believethey would. | wish I’d brought a slide with me
which the ABS provided the figures for, which shows that in fact on a productivity
basis we are more efficient than Canada and the US, and they would be our two
closest competitors. They do beat usin our cost of production.

PROF SNAPE: But they get cheaper grain than you do.

MSSAPWELL: That'scorrect. All thingsbeing equal, we are more efficient.
PROF SNAPE: Good. Thank you very much. Mr O'Dea, do you wish to- - -
MSSAPWELL: Couldl justadd - - -

PROF SNAPE: Of course.

MSSAPWELL: Something that Sara said this morning and a figure was used
which was incorrect, and | would just like to mention that. It referred to a graph she
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had up relating to Ballarat prices and you mentioned a 75-kilo carcass at $1.85 and
then someone mentioned a figure of $190 and therefore that was profitable. $138.75
isthe income from a 75-kilo dressed weight carcass at $1.85, and less costs of selling

- which I’m not equipped to provide you because | don’t sell in alive market - and less
levies and less transport would still have you well below the cost of production
currently on those Ballarat figures. | thought the inference was that that figure was
profitability, and it isn't.

PROF SNAPE: Thank you very much for that. | may be recollecting a different
dide. Thedlidethat I’m recollecting was in fact aliveweight calculation which was
$1.70, which | then asked whether she was selling 100-kilogram pigs, sinceit was a
liveweight price of $1.70, which converted into $170. But we can check it back
through the transcript. That was my recollection, but | may have it wrong. Thank
you very much for that.

MR O’'DEA: I'mJohn O'Dea. | come from the upper north of South Australia. I'm
apig producer. Thereason I'm hereisthat 2 and a half years ago two other
producers and myself in our area looked into expansion - and we had between 30 and
50 sows each - to take on some of the world best practices to ensure that we had a
long-term future in the pig industry. We set up a 200-sow joint venture between the
three of us. We used segregated early weaning principles, we destocked and
restocked our piggery. | had a pneumonia problem. The two others weren’t as
serious as we were, so we restocked, started again with the highest health status stock
we could accessin Australia. We set up three units, a breeder unit, aweaner unit and
afinisher unit. We set up the principles of batch farrowing, artificial insemination,
which originally was 50per cent of our herd and is now 80 per cent of our herd, using
terminal size for meat production, plus we were in aboor syndicate for maternal line
boors with a closed herd that we can access our own breeding stock.

With the weaner unit, the pigs are sent in there at 3 weeks of age. They stay
there for 9 weeks. We've split sexed, we' ve brought in phase feeding. We use all
pelleted feed that we obtain from Ridley’ s feedmill at Wasleys and then we run batches
of between 270 and 300 pigs every 3 weeks.

PROF SNAPE: Batchesoff tothe - - -

MR O’'DEA: Of pigs. The batch farrowing system is a system whereby we get our
pigs set up that we farrow down 32 in aweek, then they are all in avery similar age.
Then they can go into rooms and they can be grown out. Because they’re asimilar
age we can change the feed at certain times to maximise growth. The reason we' ve
done thiswas to try and use some of the economies that have been mentioned that the
larger-scale piggeries have, with numbers and being able to specifically feed those
numbers on their way through.

We have only been going for 2 years. That’s the major problem. I'll put some

of the graphsin front of you to show that our sales of kilograms is consistent, our pigs
sold is consistent, but the price, especially since March through to - well, even now
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the price has gone up a bit, but it's had a very serious effect on our joint venture, even
though we do have what | can seeisavery, very competitive cost of production. I've
got a batch sheet in front of you. That’s how we set up our rooms with al those
figures there and that’ s how we work out our cost of production. Our cost of
production over the last 4 months since we' ve had these in action has varies between
$1.65 and $1.87, and that’ s landed up at the abattoirs. That’swill all selling costs out.

PROF SNAPE: Between $1.65 and $1.877?

MR O’DEA: Yes. One of the reasons that we went into it was to use the
economies of scale but also to give us a chance to have an expertise in each section,
being the breeder section, the weaner and the finisher, instead of being the jack of all
trades, and we' ve seen alot of benefitsthere. While we're till building up now, we
believe we're on the right track. | know in my own situation before, | was putting out
a 95-kilo pig about 24 to 25 weeks, and now we're putting out a 95-kilo pig in

20 weeks. That’s an average.

The chart | have for the last 6 months - we average 72 kilos dressed for all our pigs
sold and a back fat or P2 measurement of 11.5. So we know our pigs are of avery
consistent quality. We've outside people come in and check them. So we believe that
we' ve done as much as we can as far as being medium size or smaller producers,
whatever you class as a small to medium producer, but we' ve still come through this,
where we' ve been severely hurt. There’ s one graph there with the expenditure-income
feed cost. We're consistently above feed costs up until the April, May period, where
our pig prices plummeted, where our pig prices plummeted, and we had no say.

In our setup with the joint venture, the joint venture owns the stock, supplies
the feed, the vet, the consultancy and pays contract rates, and the three joint venturers
contract their services with their units back to the Porfect Pigsjoint venture. That
way we can access atotal cost of production. The contract rates include labour,
depreciation, repairs, capital outlay, repayments and interest, power and water. So

we believe that with our cost of production we' ve pretty well covered everything we
can. That’sreadly an overview of what we' ve done.

PROF SNAPE: Y ou then contract to whom?

MR O’'DEA: Wesdll our pigsto Daylesford in Victoria, which we' ve become
involved with recently. We had a contract last year but that was reneged due to the
circumstances that have happened since then.

PROF SNAPE: So you've now moved to Daylesford?

MR O’'DEA: Yes.

PROF SNAPE: Thisyear, isthat right?

MR O’'DEA: Yes, in February.
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PROF SNAPE: InFebruary. Soyou havein fact moved away from the contractor
that you were selling to before?

MR O’'DEA: Yes. We ve moved away but we didn’t just move on from choice.
The contract wasn't available any more.

PROF SNAPE: Daylesfordisafair way from where you are.

MR O’'DEA: Yes, it'sabout a 12-hour drive with pigs on atruck, but once the pigs
get on there it doesn’t seem to matter how far they travel, within reason.

PROF SNAPE: The 2-hour figure which | got this morning- - -
MR O’DEA: Yes,it'salot of difference.

PROF SNAPE: - - - wasafigure we weretold up in southern Queensland actually.
Perhapsiit’s climate or something.

MR O’'DEA: Where we are we don’'t have an option. Adelaide isthe closest and
that’ s at least 3 hours, but we belong to a group marketing system where we' ve tried
to target marketing over the last 5 to 6 years and access the best markets, and we sort
of believe that we're looking to the future where we' ve gone.

PROF SNAPE: Areyou getting any prospect of long-term contracts with
Daylesford?

MR O’'DEA: No, Daylesford is a producer-owned abattoir, and by that you look at
obtaining the best price that you can all the time.

PROF SNAPE: Soit’'sjust on ashipment by shipment basis?

MR O’'DEA: I'mnot really ableto answer that. Our sales are, yes, but | couldn’t
really elaborate on that properly.

PROF SNAPE: Okay. Thank you very much. It may be that you would like to run
through these tables. A couple of these or at |east onetableis
commercia-in-confidence, | note. Will the others form part of a submission?

MR O’'DEA: They will, yes.
PROF SNAPE: You might like to run through the details of this with a staff
member afterwards just to point out where things hang together on it. Thank you

very much for that picture of how things are. We look forward to awritten
submission, if that’s possible, from both of you.
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MSSAPWELL: Thank you. I've got some in-confidence detail here.

PROF SNAPE: Fine. Thank you very much. So thank you very much for that. As
| said at the beginning of the day, if there are other people present who would wish to
be making a presentation, then I’d invite them to do so. | don’t see any volunteers.
Thisisthe last day of the currently scheduled hearings, and at this junctureit’s the end
of the hearings. | suppose that if we had a sudden demand for additional hearings we
may find away of accommodating it but that is the end of what is currently scheduled
for the hearings.

We do have a very tight timetable for thisinquiry. It's due to be completed by
13 November and we' ve asked that submissions bein on 18 September. There hasto
be an opportunity for other parties to comment on submissions in accordance with the
provisions with the WTO agreement on it, and so we can’t be in a position that we're
getting a major submission on 5 November or something like that. That would not
give the other parties adequate opportunity to comment. We can’t of course bein a
situation where we have an infinite series, that is, acomment on a comment on a
comment on acomment. Nevertheless, we must provide adequate time for major
submissions to have comments from other parties. With that | thank you all very
much for your attendance at the hearings and close the hearings for today. Thank
you.

AT 3.11 PM THE INQUIRY WAS ADJOURNED ACCORDINGLY
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