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The AMIC Fat Claims Committee
INTRODUCTION
The AMIC Fat Claims Committee considered at some length the MICA paper on Revisions to the Fat Claim Guidelines as dated February 22, seeking a review to 5 aspects of the MICA Fat Claim Guidelines. The Committee’s response on each item was:-

1. The Use of the Control Sample
With a view to minimising the areas of disagreement as much as possible, AMIC can accept MICA’s position on the use of the control sample as per their paper of March 20, without change.
2. Request for Information When Notifying a Claim
In the spirit of co-operation AMIC can accept the MICA position on the basis that the wording of the Guidelines is revised to reflect that a claim is accepted upon initial notification, however it can only be financially settled once the minimum requirements for notification of details as per the Guidelines has been satisfied.
3. 5% Out-of-Specification Penalty Clause
AMIC’s preferred position on the settlement of fat claims has always been on a point-to-lean basis. AMIC accepted the market-based settlement of fat claims as a compromise position on the basis that it covered any costs of reformulation due to out-of-specification product. 
MICA has accepted the AMIC Committee’s analysis clearly showing there is a linear relationship to the adjustment factor used to discount out-of-specification product.

While our instructions were always to negotiate a fat-to-lean settlement with no penalties, we accepted the logic in the market-based model and have sold it to our Members using the model as a demonstration of fairness. That fairness disappears after 5% with the penalty clauses. There is no argument to support the production of product that is 5% out-of-specification. Similarly there is not an argument to provide a guaranteed cushion if a processor does so. The end-user always has access to the ultimate penalty – i.e. not to purchase their product at all.

The market-based model provides the ability to recover costs associated with out-of-specification product and negates the need for penalties. If AMIC pursued its ultimate goal of price per point-of-lean, then end-users would be worse off than under the market-based system. AMIC has already proven the linear relationship of the market-based model. There is no case for the over 5% penalty and the extra cushion it provides. Current market practice is clearly moving away from penalties.
Industry is aware that constant adjustments occur during processing on an ongoing basis when the mix of raw materials continues to change in order to meet a least cost formulation. There is not a convincing argument that end-users are not in a position to use all reasonable product. AMIC can only reach the conclusion that it is in fact an independent profit source rather than a valid component of the ultimate objective of making the end-user “whole”.
AMIC continues to reject the presence of an over 5% out-of-specification penalty. On the basis that it will not be removed, AMIC will consider a reversal of its current support for the market-based system and argue for a straight price per point-of-lean settlement.
4. Accreditation of laboratories
The Committee agrees MICA has made real progress on this issue. Confidence that the laboratory is using the new Guidelines is an important part of the revised arrangements. We need to ensure that the list remains current and that we are satisfied with the performance of the laboratories.
AMIC will seek to post the list on its processor website as soon as possible and periodically review them.

It was also agreed that an independent audit process of a sample number of laboratories would provide confidence to the Australian industry that the revised Guidelines are being implemented in practice.

The Fat Claims Committee will investigate options in this regard, including cost, and report back to Members.

5. The Use of Barcodes
It is increasingly apparent that MICA do not put the same level of importance on the need for barcodes as AMIC/exporters do. Despite this there would appear to be a fair bit of common ground on the issue. We all agree that:-

(i) They are necessary to be advised at time of making a claim;

(ii) Sometimes laboratories will make a mistake in transcribing the barcodes and that this should not be a basis for rejection of a claim;

(iii) Barcodes have no influence on the amount of the claim;

(iv) There is an incentive to “manufacture” barcodes if we don’t insist upon their provision.

AMIC’s position has always been that barcodes be provided to authenticate a claim. The end-user is allowed to use a load of meat which is subject to a claim if the barcodes are provided as part of the sample collection process. The lab must agree to collect the barcodes. This removes the necessity to have 80% intact at the time of the sample being taken by the independent laboratory because the barcodes authenticate the randomness of carton selection. This position has been an obvious advantage to the end-user.
To the exporter, the barcodes provide confidence that the sample pallet was selected randomly, that the cartons were intact and that a range of production dates have been taken. Where barcodes are not provided it suggests that the lids are not present, removing any confidence that the sample has been randomly selected. If the lids are intact, then the barcodes should be easily collected. If the lids are not intact, then the laboratory surely cannot proceed as they cannot prove that the sample was random!
The Committee agreed that AMIC’s position should remain, that in the event barcodes are not available the test cannot proceed. Instruction must be – No barcodes, No Test.

AMIC Fat Claim Committee
11 April 2006  
mg file : Committees \Fat Claims Committee\Report 110405 

Mg file Committees \Fat Claims \Report 110405
Page 2 of 2

