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1.1
Nature of the complaint

On 30 October 2000, the Commonwealth Competitive Neutrality Complaints Office (CCNCO) received a complaint from Capricorn Capital Limited — on behalf of other parties — against ARRB Transport Research Limited (ARRB).    

The complaint alleged that ARRB is in breach of the competitive neutrality policy of each of its owner-governments. It cited a number of factors — including a tax free status, low rate of return and privileged access to government assets and government guarantees — as likely sources of competitive advantages arising from government ownership. 

The complainant sought an investigation to determine whether ARRB enjoys competitive advantages as a result of its government status, and whether any action to bring the entity into compliance with competitive neutrality policy is required. 

1.2
Background

ARRB Transport Research Limited was formally incorporated under the Companies Act 1961 in January 1965. It is a public company, limited by guarantee and not having share capital, whose 10 Members are the State and Territory road management authorities, the Commonwealth Department of Transport and Regional Services and the Australian Local Government Association. The company has a Board of Directors with seven members — four who are representatives of the Member organisations, two who are independent appointees selected by the Members, and the chief executive officer of ARRB.  

The original memorandum and articles of association of ARRB essentially directed it to provide a national centre for road research on behalf of the Commonwealth, State, Territory and local governments. Until the 1990s, ARRB operated primarily as a research institute, with its operations funded mostly by annual subscriptions from its member governments. To augment that funding, ARRB had some minor ‘business’ activities selling products derived from its core research work. 

In early 1999, Members decided that ARRB should remain a public company, but with a clear directive to operate as a stand-alone commercial entity. At the same time, a majority of Members expressed a need for ongoing access to technical expertise on roads and road transport. In line with this decision to operate as a commercial entity, ARRB has been changing its Memorandum of Association to reflect its altered focus. 

The need for this change has arisen because of a shift in the way government transport authorities have sourced their research requirements. Over the last 10 years or so, and in line with broader competition policy reforms, the approach of ARRB’s member governments has shifted from being investors in a research body to purchasers of specific research and related services. As a result, the collective purchase of research through Austroads (an association of the road and traffic authorities in Australia and New Zealand) has superseded direct funding of ARRB. 

Under this arrangement, Austroads purchases research work required by its members that they have chosen to not undertake ‘in-house’. Formerly, almost all of this research would have been automatically directed to ARRB. Now, about 75 per cent to 80 per cent of the total value of the outsourced research work purchased by Austroads is allocated on a non-contestable basis to preferred suppliers, including ARRB. The balance of the outsourced research is purchased through tender, and ARRB must compete with other businesses for this work. Since the change in arrangements, ARRB has, on average, secured about two-thirds of both the non-contested and the contested work. 

As a result of these changed arrangements (coupled with a gradual decline in the value of research outsourced by Austroads evident since 1995), revenue derived by ARRB from contested and non-contested research from Austroads has steadily fallen. This has forced ARRB to move from being a research institute reliant on direct government funding, to an organisation with a commercial focus supplying a wider range of products and services to a variety of customers. In turn, this has resulted in a re-organisation of ARRB, which now has three divisions within its overall business: Research and Consulting; Product Development and Sale; and Technical Services. 

ARRB’s latest published Financial Report (to end December 2000) indicates annual revenues of almost $17 million and total assets of some $15 million. It is a significant business with a dominant presence in the Australian markets in which it operates. It is also extending its commercial operations to international markets — in 2000 its Technical Services Division earned around half its revenue from overseas sales. 

1.3
The investigation

The CCNCO advised all government stakeholders in ARRB of the complaint — for State and Territory Governments this was via their competitive neutrality complaint agencies. With the agreement of those jurisdictions for which the complaint was relevant
, the CCNCO undertook the investigation of the complaint on their behalf. The CCNCO consulted with relevant complaint agencies during the course of its investigations and in the preparation of this report. 

During the course of its investigation, the office held discussions with ARRB, Capricorn Capital and associated parties, the Australian Taxation Office, Austroads and representatives of Commonwealth, State and Territory road and traffic agencies responsible for contract works for which ARRB and private sector firms are in competition.  

�	The complaint was not recognised by Queensland, as ARRB is not specified in the Queensland Competition Authority Act as a government business activity to which competitive neutrality applies. 
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