Submission to the Productivity Commission
Inquiry into Cost Recovery

from Electronic International Trade Services Pty Ltd

INTRODUCTION

This submission is made by Electronic International Trade Services Pty Ltd on behalf of
its importing and exporting clients. It relates to the array of “cost recovery” charges
imposed on industries and consumers purchasing imported products, capital equipment,
raw materials, components and, in some cases, exporting goods in which those charges
remain embedded even if duty and GST has been recovered.

Our client base probably is representative of a group of importers and exporters who
numerically, represent less than 1 per cent of the total number of importers and
exporters (estimated at 140,000 by Lionel Woodward, CEO of Customs in his PanPacific
2000 address). However, the same group is responsible for more than 90 per cent of the
total value of imports and exports. In essence “cost recovery” falls, basically, on large
importing and exporting companies. For example, some large companies such as Coles
Myer would expend mare than a million dollars per annum on cost recovery based
charges relating to its direct imports.

At this stage we would like to confine our submission to a discussion of the major issues
generated by present cost recovery charges and the major changes that are mooted in
the near future as a consequence of the application of information technology
innovations and a fundamental shift in process from transactionally based input
interfaces to periodic processes. Data to support particular analyses will be, hopefully,
more available once the Commission has obtained its responses from the portfolio
questionnaires. We consider that the best approach for us in this inquiry is to signal what
we perceive to be the major issues for our “cost recovery” stakeholders and to build
upon that foundation as the inquiry progresses to the Draft Report stage. We apologise
to the Commission for this fragmented approach but belisve our approach will ultimately
be of more value as an inquiry resource than attempting to provide a complete response
without the benefit of all the data or the associated analysis.



RELEVANT AGGREGATES OF COST RECOVERY
The main present costs that we have identified to date are:

Australian Customs Service (1999/2000 Financial Year)

Import Entry Fees $78,861,028
Refunds $870,730
Warehouse & Depot Licenses $4,075,000
Qther $354,993 |
Total $84,161,751

Australian Bureau of Statistics (1999/2000 Financial Year)

| Sales of Goods and Services | $21,468,000 |

Australian Quarantine Inspection Service (1999/2000 Financial Year)

| Sale of Goods and Services ] $64,325,000 ]

* Appendix 1 provides the source documents obtained to derive these numbers.

The aggregate for such costs is of the order of $170 million per annum which can be
related to a total duty collection of less than $3 billion and a collection of about $360
million from imports at the 3 per cent level under the tariff concession system. Our point
is that cost recovery in the imports/exports area of government compliance adds a
considerable administrative cost element to the imports process in particular.

SOME ISSUES ARISING FROM PRESENT COST RECOVERY PROCESSES

1. Customs Issues

Our first point is that Customs’ cost recovery has an inherent bias against imports. A fee
which generates about 80 million dollars per annum is specifically directed to the
account of imports. There is no charge applied to exports. This process violates the
principle of equity in cost recovery. It is arguable that as users of import fexport
government services there should be a charge on the user, given that the vast majority

of commercial operators within the Australian economy do not use these services.
However that charge, in equity, should apply to all exporters and importers.

The second point is that Customs has, during the past ten years, pursued a process that
has provided funds to service providers from electronic user fees that have not been
subject to appropriate external scrutiny. There has been a level of funding to private
service and systems providers that has not been subject to appropriate scrutiny by the
Auditor General or the Department of Finance. Appendix 2 provides some
correspondence in 1995 which relates to this issue.

Our final point is that there has been no direct user participation in the activity based
costing exercises and calculations used by Customs to determine the level of cost



recovery charges. Qver a very long period of time there has been an extensive process
of cost analysis and rationalisation that has effectively excluded from the dialogue the
people who actually pay for the Customs service- the importers

2. AQIS Issues

The single issue with present AQIS cost recovery charges is that there is no dialogue
with AQIS about the level of charges. The power of the Quarantine issues in the
community means that very few companies are prepared to confront the question of
what constitutes a fair charge for cost recovery. We hope that the Commission's portfolio
questionnaire will enable an exchange designed not only to determine what is
appropriate to meet Community expectations but to calculate an appropriate cost. There
should be no open-ended cost plus approach regardiess of the desirability of the goal.

3. ABS Issues

Present ABS practice represents an inadequate level of service that does not meet user
needs. This claim is reflected in the declining level of service income from consultancy
services. There is littie free service presently available from the ABS. Requests for
information are invariably treated on a fee for service basis where the fee is requested
up front without any surety that the information sought will meet the users’ needs. The
conseguence is that many users are voting with their feet. They are not using what
should be an essential market research tool because its sales process is too inflexible
and there is no justification of the user pays price structure.

FUTURE COST RECOVERY ISSUES
The two major issues in the future will be:

1. The shift to periodic entry from transactional entry embodied in the Trade
Modernisation Bill.

2. The possible privatisation of the Australian Quarantine and Inspection Service
Periodic Entry

This change has been considered by the Australian Customs Service for the past
decade (in fact ever since the Customs and Excise Legislation Amendments of 1987 and
1989). The programme has shifted from consideration of partnerships ta the present
concept of “accredited clients”. Accredited clients would be able to make entries once a
month to reconcile all import shipments in the preceding month and pay the relevant
duty plus a “cost recovery” charge. The amount of the cost recovery has been the
subject of debate between Customs and the pilot programme participants (Coles Myer,
Kodak, Dupont, Panasonic, Komatsu, Colorado, Ericsson and Nortel) who have been
involved in the programme for the past five years.

The benchmark for this process should be the processes of the Australian Tax Office.
Our area of interest is simple — commercial compliance. There obviously must be border
protection measures of substance but these are a separate issue {just as fraud is
separated from non-compliance by the ATO). The self-assessment process of the ATO



for the collection of much larger amounts of GST, company tax, income tax, and FBT
from a much larger and more fragmented tax payer population is neither on a
transactional basis nor attracts a “cost recovery” charge.

Our view is that, ultimately, Customs must operate with accredited clients on the same
basis. There is no commercial compliance purpose in requiring the submission of a
monthly entry reconciliation together with a payment of duty and a substantial cost
recovery payment. If the ATO model is followed there are no costs to recover. If
Customs wishes to audit its accredited client then it is at liberty under the Customs Act to
do so just as the ATO has the right to audit under the Income Tax Assessment Act.

In summary, the introduction of periodic entry should reduce costs by about $70 million
for the ACS and should result in an equivalent benefit for large importers. There is no
justification for a continuation of cost recovery charges when no costs occur.

The Possible Privatisation of AQIS

Our client base is acutely aware of the beneficial community role played by AQIS in
ensuring that Australia is relatively free of the major plagues of animal, insect and plant
diseases that afflict other countries and could debilitate our rural sector. For this reason
it is obviously acceptable to users that a cost recovery process be employed that
establishes and maintains a high level of border control from a quarantine perspective.

Our submission is that a laudable process should not be burdened by an excessive cost
recovery mechanism. The concept of an unchallenged cost plus calculation is generally
regarded by most businesses as an unacceptable model for commercial contracts,
except in circumstances where the cost payer is allowed to participate in the
development of the processes that attract the costs, and to monitor the delivery to
ensure that supply inefficiencies are eliminated. This involvement is not really possible
with AQIS.

The alternative is difficult to contemplate. If AQIS is privatised how will the Australian
community ensure that the quality of service provided by AQISCO is not compromised
by cost reduction programs designed to improve profitability and shareholder returns. To
some extent the users of AQIS services will be captives to the company because of the
existence of an externality. They will perceive a community responsibility that will colour
their price negotiations with AQISCO.

We have not discovered to date the rationale for AQIS’ cost recovery price schedule. It
would be important to ensure that the community participates in the development of
AQIS’ cost recovery schedule before any decision is taken to privatise the activity and
thereby change its policy imperative from community protection to profit maximisation
through the provision of community protection services.



REQUESTS

1.

Apply valid cost recovery principles to Customs processes under periodic processes.
If there are no costs then the user should pay nothing. There should be no cross
subsidisation of small users by Accredited Clients. Customs should pay close regard
to the needs of users rather than the needs of other service providers.

Cease payments to systems developers from electronic user fees that have not been
agreed by the major electronic users.

Establish clear principles based on cost recovery benchmarks for AQIS. Create a
board of management with significant user participation that is charged with the
responsibility of ensuring a fair and equitable pricing regime.

Review the products, delivery times and pricing practices of the ABS. Link user pay
services to user needs.

Link all user pays service deliveries to a joint user/departmental calculation of an

appropriate charge. Do not allow unilateral, unchecked prices to be established by
the service provider.



APPENDIX 1

1.1

1999/2000 COST RECOVERY — TRANSACTION
VOLUMES/VALUES BY CHART

Description Total Customs & Tradegate TOTAL
Transactions | AQIS Import | Fees COST
for 99/2000 Entry
Financial Charges
Year (5°000) ($°000 ) ($°000)

Import Entry via Sea G994 877 30,492 3,302 33,795

{eiectronic) _

impuart Entry via Sea 3,726 195 165

{manual}

Impart Entry via 1,633,136 38,568 5422 44,290

Air/Post (electronic)

Import Entry via 12,715 579 579

Air/Post (manual) _

Import Entry ex- 66,511 332

Warehouse

{electronic)

Import Entry ex - 839 22

Warehouse

{manual) ™ )

577 Premises - [nitial o 0

Licence Fee

577 Premises - New 34 102

Application

877 Premises - 20 30

Annual Fee {small

| premises) ]

577 Premises - 377 1,508

Annual Fee {large

premises)

579 Premises - 45! 315

Initiat License Feg

570 Premises = 5307 2,120

Annual Fee

Refund Applications 18,239 8,657

(electronic) _ _

Refund Applications 1,615 105

{manual)

Totals 2,733,664 70,134 8,724 92,050

1.2

AUSTRALIAN BEAREAU OF STATISTICS ANNUAL REPORT
1999/2000

AUSTRALIAN BUREAU OF STATISTICS AGENCY REVENUES & EXPENSES for the year
ended 30 June 2000

1999/2000 1998/99 1997/98
( $°000) ( $7000 ) {$°000)

Revenues from independent sources
Sales of goods and services 21,468 22,702 31,027



1.3

AGRICULTURE FISHERIES & FORESTRY ANNUAL REPORT
1999/2000

AUSTRALIAN QUARANTINE AND INSPECTION SERVICE
QUARANTINE AND EXPORT CERT TFICATION SERVICES
AGENCY OPERATING STATEMENT

Operating Revenues for the year ended 30 Junc 2000
1999/2000

($7000)

Note 3B - Sales of Goods and Services 04 325

! Mean figure of an estimate range of 40 to 50, provided verbally by Australian Custom’s National
Business Group.

2 Mean figure of an estimatc range of 40 to 50, provided verbally by Au stralian Custom’s National
Business Group.
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ME/MO
24 February, 1995

The CNCC Working Party
Review of Charging Arrangements
Customs House

5-11 Constitution Avenue
CANBERRA CITY ACT 2601

Dear Gentlemen

On behalf of the Institute of Chartered Accountants (“ICA™) [ would like to make a submission in
respect of some of the issues raised in your terms of reference and issues paper (“the paper”).

1. Level of Charges

Contrary to statements made in the paper, ICA is of the view that there has not been
sufficient dialogue with importers and exporters (as opposed to service providers such as
Customs Brokers) about the quantum and distribution of EEPC monies. We note that the
ICA wrote to the then Comptroller General of Custom (Frank Kelly) regarding its concern
with the so called “community survey™ conducted by Elecira. That survey consisted almost
wholly of service providcrs.

There has been a continuing debate within CNCC for the past two ycars concerning the
level of EEPC charges and, in particular, the fact that the ACS nominated that it was
overcharging users by 1.55 per entry. The original proposal was that this sum should be
given to Tradegate for its Electronic Initiatives Programme. We note that Tradegate
already receives 35 cents per entry (or approximately $1 million per annum) for that
purpose.

[CA further notes that the TAPIN charge of 31 cents per entry was converted from a uscr
pays subscription basis (ic. the users of TAPIN paid for the service) to a charge per entry
that may or may not reflect actual use of TAPIN.

o]
QR

Ernst & Young — Committed to Excellence
Official Olympic Sponsurs of Accounting, Taxation and Managernent Consulting $ervices and the Olympic Job Opportunitics Program



Sl ERNST & YOUNG 2

In summary, ICA would be interested to know what EEPC charges are made by Customs
Authorities overseas and whether those charges are remitted to private enterprise service
providers. Tradegate is not a government instrumentality and the IDC charge should only
relate to services provided to users. TAPIN should be paid for by user subscription.
Customs rather than Tradegate should be directly communicating with its constituency, the
importers and exporters, to determine what the trading community (as opposed to the trade
services community) requires and is prepared to pay for.

2. EEPC Review Mechanism

ICA has repeatedly expressed its concern about the probity of decisions which direct
surplus EEPC funds to “industry” developments which relate fundamentally to the service
providing industry. [t is fatuous to argue that because the services are on behalf of
importers and exporters, their interests are satisfied. If service providers, such as
consultants, brokers, carriers or government instrumentalities wish to develop software,
then they should fund it themselves (collectively or otherwise). We doubt that major
importers are aware that they are funding Tradegate’s continuance or that their future
funding of international trade services software is being contemplated as an issue in the
present Working Policy consideration.

3. mpu atu harge

We have previously expressed our view regarding TAPIN charges.

4. Competitiveness of Tradegate Services

ICA is unaware of the Tradegate tender process proposed so cannot comment on whether it
will satisfy industry.

However, ICA is conscious that the existing arrangement has resulted in a monopoly and in
a lack of transparency in relation to both the quantum and distribution of EEPC charges.
ICA is unsure why Tradegate is the appropriate mechamsm for electronic services
provisions and considers that the ACS should review its involvement in Tradegate and its
use of Tradegate and AT&T as monopoly service providers.

5. Future Development Funds

We note that the “industry” is not defined under this heading. ICA questions the need for
any future development fund unless it can be clearly demonstrated that the development
proposed is for the direct benefit of the users and paycrs. Additionally, therc must be a
process of expenditure review and audit that involves the Commonwealth Audit Office. As
we said previously, we do not accept that there was a “community agreed” strategy for

industry/customs/itrenee
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Electra and we wrote to the then Comptroller General to comment on the sampling skew
evident in the Tradegate survey at that time.

Conclusion

ICA is concemned that the CNCC should not be used to make decisions that are really the province
of the Australian Customs Service and the Australian Government. Expenditure of public monies,
tendering processcs and the quantification of what constitutes appropriate “user pays” fees are
issues of major importance.

It may be argued that the Working Policy is only giving advice to CNCC which in turn is only
advising the ACS. However, the method of collecting viewpoints and presenting the advice must
withstand public scrutiny. As the present Review is constiluted:

. there is no public inquiry process;

. there is no opportunity for various interested parties to comment on the viewpoints of other
parties;

. there is no opportunity to compare the final report of the Working Party with the consensus

of viewpoints that will be submitted;

. apart from press advertisement, has the Working Party specifically solicited the views of
major importers and exporters?

T will be happy to further discuss and clarify any of the submissions made.

Yours sincerely

WOt -

Martin Feil

Chairman

Customs Committee

Institute of Chartered Accountants

industry/custams/lirence



ANNUAL PRICING REVIEW

Background

The Report of the Annual Pricing Review is the result of the 1996 Charging
Review for Customs Electronic Systems (a process established at the Customs
National Consultative Committee meeting in December 1994). This Review is
conducted annually and involves examining the charging arrangements for the
following Customs Systems:-

COMPILE (including Interim EDIFICE)
EDIFICE

TAPIN

Air Cargo Automation

Sea Cargo Automation

EXIT 1

EXIT 2

Charges to be considered in this report will include all components of the
Cargo Automation Processing Charge (CAPC).

Comment
The major thrust of the 1996 report is to retain charges at current levels.

The Working Party has recommended retention of the Cargo Automation
Processing charge levied as a hub facilitation charge on COMPILE/EDIFICE
entries for 1996/97. The Working Party has further recommended that, subject
to continued CNCC support for the concept of Fee For Service (FFS), Customs
should develop a project proposal and seek funding through the Cargo
Automation Development Fund to implement FFS.

CNCC 14
Agenda Papers



Recommendations

Being mindful of the need to have the revised charging arrangements in place
by 1 July 1996, the Working Party recommends that:-

a)

b)

o) i)

d

The CAPC charge be maintained at the current 1995/96 level for the
1996/97 financial year ie. $8.75 per entry and 20 cents per line with 25
lines.

Set a ceiling target revenue of $19.8 million for 1996/97 based on the
following components:

COMPILE $12.9 million
Electronic Initiatives Supplement §$ 3.2 million
TAPIN Levy $ 0.7 million
EDI Costs $ 2.0 million
Development Fund $ 1.0 million

The total collections and expenditure for the financial year 1995/96
(which is reconciled against the target revenue: see detailed analysis in
Section 3 of the Report) includes an estimate for the last quarter of this
financial year. This was done in order to allow time for the completion
of the task of the Working Party and in order for the CNCC to consider
the resultant recommendations to be applied for the financial year
commencing 1 July 1996.

Continue the development of a full cost attribution model and use this as
a base for moving to FFS from 1 July 1997; subject to continuing
support from the CNCC for FFS and the availability of the appropnate
funding.

As a method of obtaining the appropriate funding for (i) above: Submit a
proposal to develop/modify a comprehensive billing system, together
with the implementation of a full cost attribution model, to the CADF
Committee for consideration.

The annual CADF contribution be considered by the CADF Committee
in the first quarter of each calendar year and then confirmed in
consultation with the Customs Electronic Charging Review Working
Party prior to the end of May; to allow time for this component of the
target revenue to be incorporated in the annual pricing review before
distribution to CNCC.

CNCC 14
Apenda Papers



The net volume and price variances collected through the CAPC charge
in excess of the agreed target revenue (in the order of $1.2 million for
1995/96: see section 3.1.2), be applied, in accordance with past practice,
to further reduce the Electronic Initiatives Supplement repayments.

The following guidelines be adopted in future for the preparation of
guidelines for the conduct of the annual charging review:

i)

i)

(vi)
(vii)

CADF Committee consider the required contribution in the first
quarter of the calendar year of the review;

Feedback/issues requested from Industry by March;

Commencing charging review by April (Working Party
convened);

CADF Committee confirm their required contribution in time for
inclusion in the distribution of the draft Charging Report to the
CNCC members (late May),

Report to CNCC by mud June;

Publicise any charging change by end of June; and

Implement variations to charging regime in July.

CNCC 14
Agenda Papers
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1

1.1

1.2

Executive Summary
Introduction

The following Report is the result of the 1996 Charging Review for Customs
Electronic Systems (a prbcess established by the Customs National Consuitative
Committee (CNCC) meeting in December of 1994). This review is conducted
annually and involves examining the charging arrangements for the following
Australian Customs Service (Customs) Systems:-

COMPILE (including Interim EDIFICE)
EDIFICE

TAPIN

Air Cargo Automation

Sea Cargo Automation

EXIT 1 & EXIT 2

Charges to be considered in this Report will include all components of the Cargo
Automation Processing Charge (CAPC). For completeness, this Report also
includes the charges incurred for EDI and interactive communication services
provided through Tradegate.

Conduct of the Review

A Working Party stmilar to last year was formed to support this year's Charging

Review with a membership consisting of:

Mr Ken Porter (Chair) Director, Business Centre (Customs)

Mr Graham Bannister National Director, Business Development and
Technology (Customs) - (Sponsor)

Mr Ron Aitken COMPILE User IT Representative

Mr Andrew Robertson Chief Executive Officer, Tradegate

Mr Nick Baker Sentor Partner, KPMG (Independent Financial
Expelrl) _

Mr Craig Sommerville Director, Management Advisory Group (Customs)

Mr Peter Johnson Director, Entry Applications represented

Cargo Facilitation Branch (Customs).

"REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS"” 1
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In developing its recommendations for the 1996 Review, the Working Party met
on three separate occasions and:

. called for and assessed submissions from CNCC members (see a copy of the
1996 Issues paper and submissions in Atiachment C);

. reported on the recommendations from last year's Charging Review,

. produced figures based on the costing work carried out in the 1995
Charging Review in order to compare 1995/96 ACS target revenues with
costs incurred; and

. liaised with the Business Development and Technology Division
Management Advisory Group (MAG) who have completed the first phase
of the development of a detailed cost attribution model which has made
significant progress towards an activity based costing model which will
produce comprehensive costing information in a timely and accurate
manner.

This Report represents the completion of the Working Party's activities in

responding to the Terms of Reference (TOR) and timetable approved by the
CNCC at its meeting in March 1996 (see Artachment A for TOR detail).

1.3 Steering Commitiee

The Customs National Consultative Council has acted as the Steering Committee
for the 1996 Review.

1.4 Status of Recommendations from the 1995 Charging Review

A summary of the recommendations of last year's Charging Review and the
actions taken are included at Attachment E.

All recommendations have been either implemented or are further addressed in
this current 1996 Review.

“REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS” 2
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1.5.1

1352

1.6

Summary of Issues from 1996 Issues Paper

This year the Working Party circulated a short "Issues Paper” to the members of
the CNCC. This approach was considered adequate given that an extensive
exercise was undertaken last year and the resultant issues were dealt with in the
1995 Charging Review Report. |

At the date of this Report two submissions had been received on the 1996 Issues
paper (see Attachment C for the full responses).

The issues contained in the 1996 Issues paper and related comments from CNCC
submissions together with the Working Party's conclusions reached in respect of
these issues are detailed below:-

Fee for Service or Hub Facilitation Charge

Both industry submissions addressed the issue of Fee for Service (FFS) and took
opposing views. The Working Party believed that it was still appropriate to
continue to move towards a FFS type charging regime; so long as CNCC support
continued and funding for the necessary changes could be found.

Sender/Receiver Pays Principle

Recently concluded negotiations on the future of Customs contract with
Tradegate for the distribution of Customs Value Added Services has concluded
that a move to a Sender/Receiver pays arrangement will effectively remove any
commercial impediments to network interworking and encourage strong
competition. This principle is further outlined in the detailed discussion under
Section two of this Report.

Development Fund for 1996/97 (as established in the 1995 Charging Review)

The Cargo Automation Development Fund (CADF) is jointly managed by an
ACS/Industry Management Committee. Any proposed developments using this
funding are based on an 5greed ACS/Industry cost benefit analysis and must meet
stringent criteria to be approved as a CADF funded project.

*REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS” 3
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As at the date of this Report, two projects had been approved for funding
through CADF with a combined estimated cost of around $400,000.

In identifying the target revenues for 1996/97 the Working Party has included a
top up amount of $1 million for CADF based on a residual amount from the
1995/96 target revenue component.

Two future projects with an estimated cost of around $300,000 were to be
submitted to the May 1996 CADF meeting for approval.

1.7  Revised Charging Options Considered

The Working Party has considered two methods in relation to the setting of the
CAPC for 1996/97, FFS and Hub Facilitation. Both methods are based upon
estimated total COMPILE entries of 2.2 million for 1996/97 and a target

revenue of $19 8 million.

Target Revenue breakdown:
COMPILE $12.9 million
TAPIN $ 0.7 million
Electronic Tnitiatives Supplement $ 3.2 million
EDI Costs $ 2.0 million
Development Fund $ 1.0 million
Estimated revenne $19.8 million

i) HUB FACILITATION (STATUS QUO)

This alternative involves retaining the Current Entry Price with no change to
the free line threshold (ie. Status-Quo ).

ii) FEE FOR SERVICE

Under this method, each individual service would be charged and billed
separately based on a unit charge per business transaction. The estimated
costs outlined under this charging regime are indicative only and will require
(subject to finding the appropriate funding) the continued development and
implementation of a comprehensive Customs cost attribution model (see

recommendation c) in Section 1.8 ).

“REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS” 4
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The estimated charge for each method would be as follows (refer to section 3 for

detail):-
Users Hub Facilitation Fee for Service
Who pays what charge?
COMPILE CAPC CFFS
Air Cargo User EDI ACFFS+User EDI
Sea Cargo User EDI SCFFS+User EDI
EXIT User EDI EXFFS+User EDI
Base unit charge calculated on estimated volume of business
transactions
COMPLLE $3.75 $5.03
plus 20¢ per line above 25 per eniry
lines
Air Cargo $0.19 $1.30
per waybitl
Sea Cargo £0.25 $3.08
per manifest line
EXIT $0,95 $2.05
: per Export Entry
Total cost to user sector (Smillions)
COMPILE $19.8 $i1.0
Air Cargo $0.6 . X
Sea Cargo $0.3 $£3.6
EXIT $1.4 529
end:
CAPC - Cargo Automation Processing Charge
CFFS - COMPILE Fee for Service Charge
ACFFS - Air Cargo Fee for Service Charge
SCFFS - Sea Cargo Fee for Service Charge
EXFFS - EXIT(1&2) Fee for Service Charge

Note: All Fee for Service and EDI Charges are based on estimates and should be considered as
indicative only. Charges shown do not include the Tradegate Interactive Data Charge (IDC)
which currently stands at $2.35 per COMPILE entry.

*REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS" 5
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1.8 Recommendations

Being mindful of the need to have the revised charging arrangements in
place by 1 July 1996, the Working Party recommends that:-

a) The CAPC charge be maintained at the current 1995/96 level for the
1996/97 financial year ie. $8.75 per entry and 20 cents per line with 25

free lines.

b) Set a ceiling target revenue of $19.8 million for 1996/97 based on the

following components:

COMPILE $12.9 million
Electronic Initiatives Supplement $ 3.2 million
TAPIN Levy $ 0.7 million
EDI Costs $ 2.0 million
Development Fund $ 1.0 million

The total collections and expenditure for the financial year 1995/96
(which is reconciled against the targel revenue: see detailed analysis in Scction 3)
includes an estimate for the last quarter of this financial year. This was
done in order to allow time for the completion of the task of the Working
Party and in order for the CNCC to consider the resultant
recommendations to be applied for the financial year commencing 1 July
1996.

<)

i) Continue the development of a full cost attribution model and use
this as a base for moving to FFS from 1 July 1997, subject to
continuing support from the CNCC for FFS and the availability of the
appropriate funding.

i) As a method of obtaining the appropriate funding for (i) above:
Submit a proposal to develop/modify a comprehensive billing system,
together with the implementation of a full cost attribution model, to
the CADF Committee for consideration.
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d) The annual CADF contribution be considered by the CADF Committee in
the first quarter of each calendar year and then confirmed in consultation
with the Customs Electronic Charging Review Working Party prior to the
end of May; to allow time for this component of the target revenue to be
incorporated in the annual pricing review before distribution to the
CNCC.

e) The net volume and price variances collected through the CAPC charge
in excess of the agreed target revenue (in the order of $1.2 mitlion for 1995/96:
see Section 3.1.2), be applied, in accordance with past practice, to further
reduce the Electronic Initiatives Supplement repayments.

The repayment of this "loan" will then be completed earlier than the
current 1999 projected cashflow or the term will remain constant and
future repayment amounts reduced resulting in an overall saving in
interest. Any changes to the schedule of repayments will be subject to
negotiation by Customs with the Commonwealth Department of Finance

(DoF).

f) Regarding the recommendation from last year's Report that related to the
preparation of guidelines for the conducting of the annual Charging
Review. The following guidelines be adopted in future:

i)  CADF Committee consider the required contribution in the
1st quarter of the calendar year of the Review;

ii)  Feed back/issues requested from Industry by March;

iy Commence Charging Review by April (Working Party
convened);

iv) CADF Committee confirm their required contribution in
time for inclusion in the distribution of the draft Charging
Report to the CNCC members (late May);

v)  Report to CNCC by mid June;

vi)  Publicise any charging change by end of June ; and

vii)) Implement variation to charging regime in July.
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2.1

2.2

Discussion of 1996 Issues of Principle
Introduction

This year the Working Party circulated a short issues paper to the members of
the CNCC. This approach was considered adequate given that an extensive
consultation exercise was undertaken last year and the resultant issues dealt with
in last year's Report. The issues highlighted by Industry were taken into account
when setting the 1995/96 price and developing the first phase of a cost
attribution model. This model will allow Customs to produce the data for moving
towards a full cost attribution system.

The submissions received for 1996 were small in number (see attachmeat C for a
copy of the 1996 Issues paper and the two submissions received). The Working Party
interpreted from the small number of submissions, that Industry was generally
happy with the charging arrangements put in place as a result of the 1995
Review.

The issues raised in the two submissions received in 1996, reflected only those
already outlined in the distributed Customs Issues paper. These issues have been
fully considered by the Working Party in deriving this year's recommendations
along with an update on some pertinent issues from last year's Review.

Fee for Service or Hub Facilitation Charge

Both Industry submissions addressed the issue of FFS and took opposing views.
The Working Party under the guidance of the CNCC, supports the process of
moving further down the path of introducing FFS.

The justification for FFS is that the direct beneficiary of the service, pays for that
service. The so called Hub Facilitation approach means that a range of service
charges are collected at a single point. This results in varying degrees of cross-
subsidisation of those parts of Industry which do not incur a direct FFS by the
Industry sector(s) which incur the Hub Facilitation charge.

After careful consideration and examination of procedures during 1995, a
Customs Costing Model was deemed to be required. This model will utilise the
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contemporary accounting practice of Activity Based Costing which imitially
identifies those activities which drive costs and is thought to provide the most
meaningful and comprehensive information concerning the costs of providing

particular goods or services.

As a result of the 1995 C'harging Review and previous cost analysis exercises, the
National Manager of Business Development and Technology (BD&T), has
tasked his Management Advisory Group (MAG) with investigating the
requirements for putting in place a costing model that would attribute the cost of
BD&T against each of its users.

A small Working Party has been formed to define such a cost model based on
activity based costing principles and using the corporate information that is
currently available within Customs.

Once this detailed costing model has been fully developed more comprehensive
information concerning costs will be available to Customs. This information will

serve a range of purposes as well as providing a basis for FFS.

It is pertinent to note that the full requirements for a fee for service model
include: developing/modifying electronic and manual systems; selecting and
purchasing infrastructure; training of staff, and educating of all clients.

An indicative timeline for a move to FFS, commencing with the presentation of
the previous Charging Review of Customs Electronic Systems, and subject to the
decisions made at the June 1996 CNCC meeting and the funding constraint, is
provided below:

June 1995 1995 Report on Review of Charging For Customs
Electronic Systems presented to CNCC
meeting (Supported move to FFS in the long term.);

1-2 Quarter 1996 1996 Charging Review of Customs Electronic Systems
Research and preliminary development of costing model;
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2.3

June 1996 1996 Report on Review of Charging for Customs
Electronic Systems presented to CNCC meeting;

3 & 4 quarter 1996 Obtain funding then :- Industry Consultation and
specifications for FFS. Development work (including
refinement of costing model);

December 1996 Progress Report to CNCC;

1 & 2nd quarter 1997 Continue development work and testing, introduce
education program and staff training, infrastructure and

installation;
June 1997 Report to CNCC; and
July 1997 Introduce FFS.

EDI Return Message Costs and the Tradegate Charge
Electronic Data Interchange (EDI) Charges:

These charges are incurred for all EDI transmissions to and from Customs.

'ED1 is a method of exchanging data electronically between two parties. Unlike

interactive/online systems which require access to ‘real time’ or immediate data
communications facilities, EDI (and EDI-capable application systems) allow a
user to store messages which can be sent or forwarded on for collection by their
intended recipient some time later.

EDI charges are paid to the value added network providers (VANSs) by
Import/Export Industry participants as a consequence of interacting with one of
Customs EDI-capable systems:

. Air Cargo Automation;
. Sea Cargo Automation;
. EXIT 1, EXIT 2;

. EDIFICE.
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Tradegate services are delivered under sub-contract by various VANS. anary
VANs currently being used by Tradegate are AT&T and Telstra,

EDI charges are ultimately paid by the User to the value-added network
provider.

Industry has always maintained the view that Customs should adopt
commercially accepted practice and pay for any messages which they send.

Recently concluded negotiations on the future of Customs contract with
Tradegate for the distribution of Customs Value Added Services (VAS) has
conciuded that a move to a Sender/Receiver pays arrangement will effectively
remove any commercial impediments to network interworking and encourage
strong competition.

This payment option will mean that a competitive rate for EDI traffic both ways,
is sustainable. In addition, a substantial discount table has been agreed, which will
give large discounts to all EDI message users. Access to large discounts through
Tradegate was an option which Customs was asked to pursue in the 1995
Charging Review.

The expected additional cost of this decision for Customs is estimated to be in
the order of $0.1 million (estimated for 1996/97). The total EDI bill will move
from an actual cost of around $1.3 million in 1995/96 1o around $2 million in
1996/97 but the bulk of this amount {approx $600,000) is related te increased
EDI volumes (particularly EXIT 2 because of a change in legislative
requirements).

. Interactive Data Communication (IDC) Charges

Prior 10 1991 Customs directly supported COMPILE data communications
traffic. Around this time, however, Tradegate (supported by the CBCA)
proposed that Customs pass responsibility for this task to them on the basis that
this would provide a critical mass of users who could be readily EDI-enabled as
well as having access to a range of other electronic services,
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2.4

Customs agreed to this and Tradegate arranged for this service to be
incorporated in the AT&T contract on a cost recovery basis.

IDC charges are incurred when accessing those Customs online systems that are
available to the Import/Export Community. For example, when conducting an
interactive/online session with COMPILE/TAPIN.

These charges, which are collected by Customs from COMPILE users at the
same time as the CAPC, are paid to Tradegate.

The charges are expected to remain at around the current level of $2.35 per entry
for the 1996/97 financial year. The charge will include the send/receive EDI
charges for those users who elect to move to the EDIFICE service thus
maintaining price parity between COMPILE and EDIFICE.

As at present the IDC charge will continue to cover all components of the
mfrastructure communications network between the Compile/EDIFICE user and
Australian Customs up to and including the modem at the users’ site (ie. the
network “tails” (connections between AT&T and the COMPILLE user premises)).

Development Fund (established as a result of the 1995 Charging Review)
Background

The Working Party considered in the 1995 Review that a significant number of
improvements are required to the integration and functionality of the existing
electronic systems and that these improvements will further contribute to the
efficiency of the trade and transport sector. Accordingly the Working Party
recommended the establishment of a Cargo Automation Development Fund
which takes revenue derived from charges related to the Customs electronic
systems.

In identifying the target revenues for 1996/97 the Working Party has included an
amount of $1 million for CADF based on the amount in last year's Review and an
estimate of the growing need for Industry required changes to the Electronic
Systems.
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2.5

2.6

CADF is jointly managed by a Customs/Industry Management Committee. Any
major new developments using this funding are based on an agreed
Customs/Industry cost benefit analysis and must meet certain criteria for
acceptance,

Strategic Directions

Given the early stage of consideration of these initiatives and possible future
directions of the Government, the Working Party concluded that it had no option
but to frame recommendations relating to the forthcoming financial year in terms
of currently known systems.

Although Customs is continuing to look at ways of improving its processing and
procedures through initiatives such as CMS (Cargo Management Strategy), there
are no scheduled major changes in the next financial year likely to impact on the
number of COMPILE entries on which the target revenue for 1996/97 was
based.

Budget Neutrality

An overriding parameter of the Review was that any recommendations should be
neutral with respect to the Commonwealth Budget. (Refer CNCC TOR,
Attachment A, point 2.)

As a result of the above requirement, wherever options include additional costs
to Customs, these costs have been factored into the proposed FFS or Hub
Facilitation Charge.

The baseline adopted by the Working Party for the revenue target of Customs is
that established in 1992 when the Customs negotiated the EEPC with the CBCA.
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3.1

3.L1

3.1.2

Financial Analysis

What happened in 1995/96

Cargo Automation Processing Charge

The CAPC is a charge levied by Customs and payable/collected from COMPILE
users on a per entry basis. This charge was created as a result of the 1995
Review and was based on an estimated COMPILE volume of 2 | million entries
for 1995/96.

CAPC Collections for 199596

Target revenue collection set during the 1995 Charging Review for the 1995/96
year was as follows:

COMPILE $12.3  million
Electronic Initiatives Supplement $ 2.5 million
TAPIN Levy $ 0.6 million
EDI Costs § 1.8 million
Development Fund $ 1.5 million
TOTAL $18.7 million

Estimated collections for 1995/96 (which includes actual collections to date plus
an estimate for the last quarter of the current financial year) are anticipated to be
around $19.4 million. This is because COMPILE transaction volumes will be
around 2.2 million and not the 2.1 million predicted in the previous Charging
Review and upon which the 1995/96 target revenue was based.

The EDI Costs component of the above target was based upon anticipated EDI
costs for 1995/96 of $1.8 million. However it is estimated that the actual EDI
costs for 1995/96 will only amount to around $1.3 million. (A cost shortfall of
$0.5 million.)

Therefore the net volume and price variances collected through the CAPC
charge, in excess of the agreed target revenue will be in the order of $1.2 million
for 1995/96.
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This variance can be defined as :-

1995/96 estimated actual Revenue $ 19.4 million less
1995/96 Target Revenue $ 18.7 million
Difference = _$ 0.7 million

plus

Total cost shortfall $ 0.5 million

$ 1.2 million

Total

The Working Party recommends that this amount is used to further reduce the
balance of the EIS "loan". (See Section 3.2.2 ii))

3.2 Basis for 1996/97 Target Revenue

3.2.1 Analysis of costs based on the Audited 1994/95 Financial Statements

The basis of information in the column titled “Cost Analysis™ (refer below table)
was extracted/calculated as follows:

. The underlying data was extracted from Customs 1994/95 Audited
Financial Statements for BD&T.

. This data was then broken up by Branch (and other cost pool) areas,
inclusive of materiality checks back to Division/Branch budgets.
. Salary and administrative costs were then allocated to cost pools based on

the following types of criteria:

- Data Centre costs primarily allocated to application systems on the
basis of CPU usage (adjusted by use of disk storage);

- Development and Maintenance costs were allocated, as far as was
possible, directly to those application systems for whom work was
being undertaken.

. Overhead costs for BD&T Executive was allocated on a pro-rata basis.
. Capital outlays/costs were removed from the costing analysis and replaced
by an estimate of depreciation.
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. DoF on-costs of 20% were added to reflect (among other things) the
unfunded nature of the Commonwealth’s superannuation arrangements.
’ All known BD & T Division prepayments were removed/adjusted for in

the analysis.

. Amounts for Property costs were estimated as a % of total ACS costs.

. Salary costs for certain non BD&T personnel associated with COMPILE
support and User Liaison were added.

. Finally, an allowance was made for both Corporate and Executive

Division overheads.

Detailed spreadsheets showing this analysis in more detail have been provided at

Attachment B.

The following table summarises the findings of the financial analysis.

Target Revenue Collection Cost Analysis
Based on 1994/95 Collections Based on 1994/95 Financial Statements
How was it Collected ? How & Where Costs were Incurred
EEPC COMPILE $10,821,706 COMPILE 56,458,023
Interim EDIFICE - $141,102
EDIFICE $703,361
Single Status $420,217
EFT/ Revenue Col. 32,143,313 $9.866,016
EEPC TAPIN (TA)
TAPIN $595,098 $2,182,718
TAPIN (Search)
EEPC Air Cargo $4,783,752
EI Supplement
Sea Carpo $4,133,083
$£13 382 129 EXIT $3,966,529 $12,883,364
TOTAL $24,798,933| | TOTAL $24,932,098

. Based on 1994/95 audited financial data, the magnitude of the revenue
collected via Customs charges ($24,798,933) correlates closely to the
magnitude of the actual costs incurred ($24,932,098).
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3.2.2 Target Revenue for 1996/97

Prior to discussing possible alternatives to the current charging arrangements it is
necessary to determine the target revenue (cost recovery) amounts required for
1996/97. The steps required in making such an assessment required the Working

Party to:

i) Establish what the Customs larget revenue will be for
1996/97

In accordance with existing CAPC agreements the following target
revenues were anticipated for 1996/97:

Target Revenue Component Target Smillion
COMPILE User Charge 12.9
TAPIN User Charge 0.7
Electronic Initiatives 32

Supplement (*)

EDI message costs 2.0
Development Fund 1.0
TOTAL Revenue Required 19.8

(*) The EIS "loan" repayment has been

increased for 1996/97 to enabie carly
repayment or significantly reduced future
repayments, subject to negotiation with
DoF.
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ii) Establish the rationale for the components of the target
revenue.

COMPILE Component

The COMPILE target revenue has been increased by the Department of the
Treasury estimate of the CPI for the financial year ended 30 June 1997, ie.
3%. An infrastructure project involving name/address (COS codes) matching
of Importers has also been included, as this was requested by Industry and
agreed to prior to the introduction of CADF and so could not be funded
under the CADF guidelines.

Electronic Initiatives Supplement

The EIS "loan" from the Department of Finance is being repaid in
accordance with an agreement with DoF. The repayment amount for the
1996/97 year has been increased by the Treasury CPI estimate. In addition it
was thought beneficial to Industry and Customs in terms of savings in
interest if the EIS was repaid more quickly than the current schedule of
outcomes under which a 1999 repayment is planned. (This is reflected in the
additional target amount for 1996/97 and the recommended usage of $1.2m
of the 1995/96 collections.) The timing of negotiations with DoF on the EIS
would be influenced by the Commonwealth Budgetary Cycle timetable,

TAPIN Levy

The TAPIN levy, based on a 1992 arrangement with Industry, has been
increased by an estimate of the growth in COMPILE. This year the CPI has
also been attributed to this component so as to take some account of the
general increase in the costs of providing this service.

EDI Costs

This element of the target revenue is based on the cost of EDI charges
incurred in communication of data between Customs and Industry. The
projections take into account the move to Sender/Receiver pays (approx
$0.1 million) and traffic growth (approx $0.6 million) primarily as a resuit of
EXIT 2.
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Cargo Automation Development Fund

The Working Party has recommended subject to CADF Committee support
that the contribution to the CADF be set at $1 million for the 1996/97
financial year (see section 2.4). '

The Working Party has recommended that the above figure be considered at
the May 1996 CADF Committee meeting.

In future years the setting of the CADF amount to be collected in the
following financial year, could perhaps be determined in the first quarter of
the calendar year by the CADF Committee and this would aliow sufficient
time for the agreed amount to be incorporated in the Charging Review of
Customs Electronic Systems.

Projects approved under the CADF criteria have to be initially funded from
existing appropriations and reimbursed upon completion. In accordance with
this procedure the reimbursement of these costs will be deducted from
costing information provided during the annual charging review process in
the year that funds are drawn down. If the funds are drawn down after the
completion of this Review they will be applied in the Annual Review for the
subsequent year.

3.2.3 Reasonableness of the target revenue for 1996/97

One question which arises out of the financial analysis is whether or not the
target revenue for 1995/96 is reasonable in light of the costs identified by the
financial analysis, after making some aliowances for ACS usage.

Combining these results with the analysis of the 1994/95 financial data the
following table has been derived to show an inflation adjusted estimate of a
“reasonable charge” applicable for 1996/97. This figure was then adjusted
based on a percentage usage by Industry. This principle was established in the
1995 Review and is currently 79.24 % for the chargeable ACS systems (see ACS
Unit Cost spreadsheet in Attachment B).
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This analysis gives the following table:-

Cost Extrapolation to 1996/97
As Based on 1994/95 Financial Analysis Data

ACS Costs Modified Base for Notional Cost
Percentage Attribution Recovery
Base Year 1994/95 after allowing for for the ACS in the
Suggested Industry | 1996/97 Financial Year
Contributions

Base Year
1994/95 $24,932,098
Yr: 1995/96

CPIL: 4.75% $26,116,373
Yr: 1996/97

CPI: 3.00% $26,899,864 79.34% $21,342,793

This figure of $21.3 million supports the reasonableness of the $19.4 million
revenue target established in section 3.2.2 (Section 3.2.2 shows what the ACS
requires for 1996/97, inclusive of ACS message costs and the retention of a
81 million CADF top up).

3.3

3.3.1 Overview

Detail of 1996/97 Charging Arrangements

The Working Party has considered two methods in relation to the setting of the
CAPC for 1996/97; FFS and Hub Facilitation.

(1)

Status Quo (Hub Facilitation)

Where all charges associated with Customs electronic systems will be collected
and recouped in accordance with existing arrangements, ie at a charge of $8.75
plus $0.20 per line, over 25 lines.

*REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS”

20




May 1996 : CNCC Working Party

3.3.2

(2) A Fee for Service Charge

Where all system costs associated with Customs electronic systems will be
collected and recouped on a fee by fee (system by system) basis.

Transaction Estimates and Description of Units of Measure

The cost allocation decision required the Working Party to evaluate the most
appropriate allocation base to reflect the cost behaviour pattern of individual
applications. It was necessary for the Working Party to estimate the volume of
each allocation base.

The allocation base and 1996/97 estimate used for each application is as follows:

COMPILE:

Customs entries have been considered and it is estimated there will be 2,200,000
for 1996/97.

Air Cargo:

Air Waybills are reported both manually and electronically. It is estimated there
will be a small increase in 1996/97 resulting in 3, 441,783 bills,

Sea Cargo:

Manifest lines are a basic reporting unit in the industry. For FCLs (full container
loads) these correspond to the number of containers. However, this is not the
case with LCLs (less than container load). Containers are normally measured in

- "TEUS" (twenty foot equivalent units) terms.

Choosing an appropriate allocation base in this area does cause some problems.
Generally, manifest lines reflect the level of activity and TEUS reflect the level of
volumes. The Working Party has decided to use manifest lines and it is estimated
there will be a small increase to the numbers of manifest lines which will then be
1,167,430 in 1996/97. |
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3.3.3

EXIT 1 and 2:

The most appropriate allocation base for EXIT 1 is the export entry (which
contains the export clearance number) and manifests for EXIT 2.

It is estimated that there will be a small increase for EXIT 1 and EXIT 2 in
1996/97. With the introduction of new legislation in May 1996 however, there
will be a resultant increase in reporting by freight forwarders and & large increase
in electronic sub manifests.

The Working Party has decided to use the export entry as the allocation base.
Although the export entry has been used as the allocation base it is important to
note for measurement purposes that whilst all ECNs (export clearance numbers)
appear on the manifest, there are other goods, and in significant numbers, that
leave the country without an export entry, for example, exempt goods and
personal effects. Consequently, for measurement purposes manifests are treated
as being equivalent to entries. It is estimated that there will be 1,441,096 export
entries in 1996/97. '

Status Quo (Hub Facilitation)
Under this arrangement all the costs associated with the processing of Customs
electronic systems, (i including ACS return message costs), would remain the

same as 1995/96 (ie. $8.75, see table below for detail).

The strengths of this method are:

. Automated and centralised cost recovery retained; which is efficient for
both Industry and Customs;
. Cost doesn't increase in an environment were Government funding and

revenue is under intense scrutiny;

. This approach is better able to reflect the original funding intentions of
Government. This intention envisaged Industry making a recurrent
funding contribution towards Customs processing costs: and

. Given the clear identification of a charge on each COMPILE entry, it is
far easier for a Broker to pass on these charges than it would be if charges
and costs were dispersed across several users and systems.
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The weaknesses of this method are:

. The single charge structure still implies a level of ‘equalisation’
(subsidisation) across users and across systems;

. It doesn't cover Customs costs for the provision of electronic sSrstems; and

. There is still considerable scope for waste and a lack of motivation to

behave in a cost efficient manner.

Status Quo Cost Profile
Hub Facilitation
Includes sufficient cost recovery for Customs

COMPILE message costs {CMC) and retention of the $8.75 ACS

Users CADF fund. 20c /line afler 25 lines
Air Cargo 50.00 CMCs
Users Pay only for their own EDI costs $0.19 UMCs

1e. User Message costs (UMC) Based on 3.4m AWRB
UMC is an estimate only
Sea Cargo $0.00 CMCs
Users Pay only for their own EDI costs 50.25 UMCs
Based on 1.16m M'fest lines

EXIT Users $0.00 CMCs
Pay only for their own EDI costs 50.95 UMCs

Based on 1.44m ECNs

An analysis of the distribution of lines per COMPILE entry under the current CAPC

charging regime is as follows:-.

Entry Size Current Structure
(lines) ($8.75, plus 20 cents
for lines above 25)
1 $8.75
2 $8.75
3 $8.75
4 $8.75
5 $8.75
10 $8.75
11 $8.75
20 $8.75
25 $8.75
30 $9.75
100 $23.75

Percent of
entries up to
this size
64.12%
717.17%
83.15%
86.83%
89.27%
94.83%
95.35%
97.74%
98.29%
98.65%
899.76%
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3.3.4 Fee For Service

Under this method, each individual service would be charged and billed
separately based on a unit charge per business transaction (eg. COMPILE entry,
EXIT ECN, Air Cargo Waybill, Sea Cargo Manifest). The end user would be
responsible for EDI message charges to and from the value added service
provider and Customs would be responsible for messages to and from the VAS.

As for the Hub facilitation method above the target revenue used to derive unit
charges would include a CADF component and an estimate of the total EDI -
message costs to and from Customs.

The estimated unit costs outlined under this charging regime are indicative only,
as  FFS cost attribution will require the continued development and
implementation of a comprehensive Customs cost attribution model (see

Recommendations in Section 1.7 ).

This alternative allows the collection of the target revenue of $19.8 million plus
the User EDI Message Charges (UMC approx $2.3 million).

The estimated charge for each system would be as follows -

COMPILE £5.03
PET Entry
Air Cargo $£1.30
per waybill

Sea Cargo $3.08

per manifest ling
EXIT $2.05

per export Entry

A more detailed analysis of the choice of the most appropriate chargeable units
would be necessary prior to implementing FFS charging arrangements. Some of
the difficulties inherent in the choice on unit are highlighted elsewhere in this

Report.
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The strengths of this arrangement are:

It can be argued that this approach is 2 more defensible cost recovery
Tegime in that the ‘user’ only pays for what they use;

Concerns regarding waste and/or lack of motivation to be cost aware tend
to be minimised as the ‘user’ pays for what they use; and

Concerns that the single charge structure under option (1) & (2) implied a
level of ‘equalisation’ (subsidisation) across users and across systems -
can be addressed.

The weaknesses of this arrangement are:

De-centralised or system by system cost collection may incur increased
costs for both Industry and Customs (see recommendations section 1.7);
and

Customs does not currently have facilities to levy charges on Air Cargo,
Sea Cargo and EXIT in a fair and reasonable manner. A cost attribution
model has been developed (see Attachment D) and will be expanded and
refined as funding and resources allow.

FFS Cost Profile
Fee for Service (FFS)
Pays full FFS for COMPILE ONLY

COMPILE (& associated systems), $5.03 ACS

Users plus any IDC or EDJ that is incurred 20c /line after 25 lines
Pays full FFS for Air Cargo System Use, $0.00 CMCs
Air Cargo plus their own EDI costs ie UMCs. 50,19 UMCs

Users 5111 FFS

Based on 3.4m AWE

Sea Cargo | Pays full FFS for Sea Cargo System Use, plus 50.00 CMCs

Users their own EDI costs ie UMCs. 50,25 UMCs
52.83 FFS
Based on i.16m Mfest tines
EXIT Users Pays full FFS for EXIT System Use, 50.00 CMCs
plus their own EDI costs ie SMCs. $0.95 UMCs
5110 FFS

Based on 1.44m ECNs
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4 Recommendations

Being mindful of the need to have the revised charging arrangements in
place by 1 July 1996, the Working Party recommends that:-

a) The CAPC charge be maintained at the current 1995/96. level for the
1996/97 financial year ie. $8.75 per entry and 20 cents per line with 25
free lines.

b) Set a ceiling target revenue of $19.8 million for 1996/97 based on the

following components:

COMPILE $12.9 million
Electronic Initiatives Supplement $ 3.2 million
TAPIN Levy $ 0.7 million
EDI Costs $ 2.0 million
Development Fund $ 1.0 million

The total collections and expenditure for the financial year 1995/96
(which is reconciled against the target revenue: sce detailed analysis in section 3)
includes an estimate for the last quarter of this financial year. This was
done in order to allow time for the completion of the task of the Working
Party and in order for the CNCC to consider the resultant
recommendations to be applied for the financial year commencing 1 July
1996,

<)

i) Continue the development of a full cost attribution model and use
this as a base for moving to FFS from 1 July 1997, subject to
continuing support from the CNCC for FFS and the availability of the
approprate funding.

ii) As a method of obtaining the appropriate funding for (i) above:
Submit a proposal to develop/modify a comprehensive billing system,
together with the implementation of a full cost attribution model, to
the CADF Committee for consideration,
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d) The annual CADF contribution be considered by the CADF Committee in
the first quarter of each calendar year and then confirmed in consultation
with the Customs Electronic Charging Review Working Party prior to the
end of May; to allow time for this component of the target revenue to be
incorporated in the annual pricing review before distribution to the
CNCC.

e) The net volume and price variances collected through the CAPC charge
in excess of the agreed target revenue (in the order of $1.2 million for 1995/96:
see Section 3.1.2), be applied, in accordance with past practice, to further
reduce the Electronic Initiatives Supplement repayments.

The repayment of this "loan" will then be completed earlier than the
current 1999 projected cashflow or the term will remain constant and
future repayment amounts reduced resulting in an overall saving in
interest. Any changes to the schedule of repayments will be subject to
negotiation by Customs with the Commonwealth Department of Finance
(DoF).

f) Regarding the recommendation from last year's Report that related to the
preparation of guidelines for the conducting of the annual Charging
Review. The following guidelines be adopted in future;

i)  CADF Committee consider the required contribution in the
1st quarter of the calendar year of the Review;

i)  Feed back/issues requested from Industry by March;

iii) Commence Charging Review by April (Working Party
convened);

iv) CADF Committee confirm their required contribution in
time for inclusion in the distribution of the draft Charging
Report to the CNCC members (late May);

V)  Report to CNCC by mid June;

vi)  Publicise any charging change by end of June ; and

vi() Implement variation to charging regime in July.
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Attachment A

Customs Electronic Systems

Review of Charging Arrangements

TERMS OF REFERENCE
and Time Table
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A TERMS OF REFERENCE AND TIMETABLE

The Working Party will be required to;

1. Review the operation of the charging arrangements which hive applied
since 1 st July 1995,

2. Assess the practicality of moving to the “fee-for-service" option within
the constraint that the outcomes must be cost neutral to the Federal
Budget.

3. Recommend charging arrangements to apply from 1 July 1996,

4, Produce a Report for endorsement by CNCC at the June 1996 meeting.

Timetable used for 1996 Review

January 1996

February 1996

End February 1996

13 March 1996
End March 1996
“End April 1996
MidMay 1996
End May 1996

Mid June 1996

1st July 1996

Working Party reconvened

Working Party meet and agree proposed Terms of
Reference

Issues Paper and Terms of Reference distributed to CN CC
members

Status Report to CNCC meeting

Issues Paper responses received and considered
Draft Report available to full Working Party
Discussion of draft Report at industry forum
Final Report

Recommendations endorsed by CNCC

Revised charges implemented
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Attachment B

Financial Analysis Documents
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CNCC Working Party

Customs Electronic Systems
Review of Charging Arrangements 1996

ISSUES PAPER

Issned March 1996
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BACKGROUND

As a resuit of the 1995 Review of Charging Arrangements for Electronic Systems and
wide consultation via an industry "Issues Paper", the following arrangements were put
into place for the ACS charging for the 1995/96 ﬁnancla] year:

A Cargo Automation Processing Charge was introduced which replaced the Electronic
Entry Processing Charge from 1 July 1995. A unit charge per import entry of $8.75 (plus
20 cents per line for each line over 25 per entry) was implemented.

A ceiling target revenue of $18.7 million was established for the 1995/96 financial year
based on the following components:

COMPILE $12.3 million
Electronic Initiatives Supplement  $ 2.5 million
TAPIN Levy $ 0.6 million
EDI Costs $ 1.8 million
Development Fund $ 1.5 million

These arrangements will be reviewed by a Customs chaired Working Party on an annual
basis.

CURRENT

The Pricing Review Working Party has been re-formed. After due consideration of last
years issue paper, its responses and the resulting Price Review Report, it was decided that
this year further views would be sought on the following four issues.

1. What comments/feedback, if any, do you have on the changes in the charging
arrangements which were put in place as a result of the 1995 Review of Charging
Arrangements?

2. Are there any issues arising from the implementation of recommendations from the
1995 Charging Review which the Working Party should be made aware of?

"REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS” C.3
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3. Are there any comments on moving towards full "fee for service” mechanism for
Service pricing. (Refer to attachment (i)

4. Comments on a move towards a Sender/Receiver charging arrangement for EDI
Message Exchange. (Refer to attachment (ii))

“REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS” - C4
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Issues paper - attachment (i)

Background Information - Fee for Service

"Fee-for-Service" was identified as an important issue in last year's review. Whilst the
Working Party Report to the CNCC at that time, indicated that there was in principle
support from Industry for moving in the direction of “fee-for-service”, the demanding
timetable and volume of work involved in the initial review precluded any detailed analysis
of the ramifications of moving to such an arrangement.

Some possible outcomes and possibilities relating to a move to "fee-for-service " are
outlined below:

* multiple billing/collection mechanisms may be required and this can mean
additional costs;

* may be possible to implement "fee-for-service” for some systems more easi]y'

than for others;

* in the short term if a service is provided on a "fee-for-service" basis and the
service is then no longer required, due to technological improvements or some
other reason, some revenue may still need to be collected through some
mechanism to cover expenditure committed over a longer term;

* "Fee-for-service" would seem on the face of things, to be a fair and equitable
distribution of costs, however the implementation of "fee-for-service" for some
systems may be inconsistent with wider Government Policy;

* "Fee-for-service" was explored in last years pricing review as an option. That
option is reproduced below to show how “fee for service” would work in
practice.

"REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS” C.5
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Full Fee for Service Charge (FFS) (As appeared in 1995 Pricing Review)

Full FFS: in this option all the costs associated with the processing of ACS' electronic
systems, (ie excluding the cost of EDI messages), would be collected and recouped on a
fee by fee (system by system) basis,

The following strengths of this option are:

* It can be argued that this approach is a more defensible Cost recovery regime in that
the 'user' only pays for what they use.

* Concemns regarding waste and/or lack of motivation to be cost aware tend to be
minimised as the 'user’ pays for what they use.

+ Concerns that the single charge structure under option () & (2) implied a level of
'equalisation’ (subsidisation) across users and across systems - can be addressed.

The following weaknesses of this option are:

« De-centralised or system by system cost collection may incur increased costs for both
industry and the ACS.

 ACS does not currently have facilities to levy charges on Air Cargo, Sea Cargo and
EXIT. A lead time is required to establish these. '

Option 3 Cost Profile
Fee for Service (FFS) Status Quo
Pays full FFS for COMPILE ONLY
COMPILE (& associated systems), # $6.10 ACS
Users plus any IDC or EDI that is incurred
$0.00 RMCs
Air Cargo Pays full FFS for Air Cargo Sysiem Use, 30.50 SMCs
Users plus their own EDI costs ie SMCs. $1.34 FFS
Based on 2.5m AWB
$0.00 RMCs
Sea Cargo Pays full FFS for Sea Cargo System Use, $1.09 SMCs
Users plus their own EDI costs ie SMCs. * 83.40 FF§
Based on 270k Cont
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$0.00 RMCs
EXAT Pays full FFS for EXIT System Use, 50,78 SMCs
Users Plus their own EDI costs ie SMCs. $1.39 FFS
Based on 1.08m ECNs

#  Signifies a base charge per Entry, with an additional 20c/line after 25 lines.

* This charge is estimated to generate full cost recovery only when the application is
fully implemented across all Sea Cargo. Short falls on current volumes are absorbed in
the COMPILE charge.
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Issues paper - attachment (i)

Background Information - Sender/Receiver pays.

Since its inception in 1989 the Tradegate policy in respect of EDI charges was that of
'sender pays’. This meant that the user pays for all 'send' (outgoing) messages at the
prevailing Tradegate kilocharacter (KCH) rate. Conversely messages received by a user
do not attract any KCH charge.

This policy was developed on the basis of simplicity and used the telephone/fax charging
methodology as a guide.

At the same time it was accepted that the policy could be overridden by individual trading
partner pairs for commercial reasons.

Issues Arising
The 'sender pays’ charging policy gave rise to the following issues over the past few years.

» Initially, Customs structured their charges for the Electronic Initiatives systems on the

- basis that the end user would pay all the message charges. Thus to exchange EDI
messages with Customs the users paid for both send and receive messages. This
became known as the 'sender pays all charging principle.

This issue was partially resolved from 1 July 1995 when, as a result of the 1995
Pricing Review, Customs accepted the sender pays policy.

= The policy gave rise to some difficulties in establishing commercial agreements
between value added networks (VANSs) where interworking is required.

From a global perspective there is now a trend towards a sender and recejver pays
charging philosophy in order to more equitably share the message cost between
trading partner pairs. For Tradegate members who trade globally this has been policy
since 1993, but covering the global charging component only.

"REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS™ C.8
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As a result of a major assessment of its service provider arrangements Tradegate has
concluded that a move to sender/receiver pays would greatly facilitate interworking
and improve the potential for competition between VANs.

Customs supports the Tradegate view as it provides a level playing field for the
network suppliers.

User Implications

'Sender/receiver pays' means that the user pays the VAN to send a message to the
Customs mailbox and to retrieve the response from Customs from their own mailbox. At
the Customs end Customs would pay to collect messages from its mailbox and to send
responses to the end user mailbox. The per kilocharacter charge would typically be half of
the prevailing 'sender pays rate'.

The likely impact of this change based on current volume connections is a reduction in
end-user charges and a corresponding increase in charges paid by Customs.

It should be stressed that the charges paid by Customs are cost recovered through the
Cargo Automation Processing Charge (CAPC) but will be substantially lower, on a per
kilocharacter basis, than average user charges because of Customs greater volumes and
corresponding eligibility for large discounts (see table below).

The real benefit to the interconnected network providers will be 10 eliminate all €1085s
charges between them. This will result in a situation where the network who is
responsible for a user will now be fully responsible for all of that user's charges.

"REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS" co
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List of Submissions:

No.  Submitting Organisation
1 Australian Chamber Of Shipping *

2 Customs Brokers Council of Australia *

Indicates that the submission is reprinted in the Jollowing pages by
permission of the author.
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EACSIMILE
DATE: 29 March 1996
TO: Ken Porter, ACS 06 275 5004
REF: \tp\038\fax29mar. 96
FROM: Gregory A Bondar
SUBJECT : REVIEN OF CHARGING ARRANGEMENTS

Number of pages: 1

Industry comments have been sought on an Issues paper as part of
the 1996 ACS Pricing review. The Chamber wishes to comment as

follows:

= the issues paper incorrectly states that “there was in
principle support from Industry” for a move to “fee for
service” arrangements. It would be more precise to say that
industry supported the examination of “fee for service” as one
of a number ¢f options in the future.

e this having been said, the shipping industry considers that a
“user pays” regime already exists - the “user”™ of ACS systems
1s not a particular company but rather the cargo that reguires
the system to facilitate its movement. Charges are therefore
best collected directly from cargo interests.

» the shipping industry would perceive the introduction of a “fee
for service” as a powerful disincentive Lo use of ACS systems.
“Fee for Service” could well see a drop-off of users in systems
such as 5ea Cargo Automation and an even more reduced

l1ikellhood of take-up of EXIT 2.

= Furthermore, the introduction of “fee for service” could well
work against further enhancement of existing systems, thereby
frustrating the development of a comprehensive c¢argo management
strategy - clients arc less likely to suggest enhancementis to a
system UL¢ benefil Lhe whole cargo movement chain if they know
these enhancements will simply cost them more.

Mamber, International Chamber of Shipping %’d s



the spreading of “fee for service™ charyges throughout the ACS

-
client base would Jlead Lo un-necessary fragmentation of
invoicing and payment arrangements. This has alrcady been

where

acknowledged 1in discussions between industry and AQIS,
experience demonstrates that a proliferation of small charges
itnflates accounting costs and works against efficient cost

recovery.

* The AQIS experlence 1s Instructive - already calls are emerging
for a wide varierty of charges to be merged and invoiced to one
point - the party with the closest relationship t¢ the importer
and best able to recover them. This is precisely the situation
which applies under the current Hub Facilitation Charge

arrangements.
For these reasons the shipping industry would be opposed to any
change to current arrangements, though of course industry would

have no objection to a continuing annual review process to ensure
that the Jlevel o¢f the current Hub Facilitation Charge is

equitable.

A Bondar
ve Diractor
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12 April 1996

Mr K Porter

Director Business Centre
Australian Customs Service
5-11 Constitution Avenue
CANBERRA ACT 2600

Dear Sir,

Reference is made to the letter of 5 March, 1996 addressed to the representative of the Customs
Brokers Council of Australia Inc. (*CBCA”) on the Customs National Consultative Committee
as it relates to the Annual Review of Charging Arrangements for Customs Electronic Systems.
The CBCA position as it relates to identified issues from the Customs Electronic Systems Review
of Charging Arrangements Working Party Report ("the Report”) of May 1995 is set out below,

FEE FOR SERVICE

The CBCA: continues to endorse Option 3 - Fee for Service from the Customs Electronic Systems
Review of Charging Arrangements Working Party Report ("the Report™) of May 1995. In
relation to this aspect the position of industry in general (as set out in Agenda Item 4, Customs
National Consultative Committee Meeting No. 10 of 8 June, 1995) was, in relation to major users
of ACS systems, support for the fee for service. In relation to this aspect it i3 noted in the Issues
Paper, as an attachment to the ACS letter of 5 March, 1996, that certain weaknesses were
identified by the ACS as to the fee service charge, however the issues identified are not seen by
the CBCA as weaknesses for a fee for service but more an inability by the ACS to provide the
necessary infrastructure to achieve the objectives.

EDIFICE PRICING

While Clause 2.7 of the Report recommended EDIFICE Option (2), it was noted by the CBCA
that the cost structure principle between COMPILE and EDIFICE entry creation established in
1994 as to EDIFICE pricing must be maintained. These principles were:

. COMPILE users should not be disadvantaged, with respect to the overall EEPC and IDC

charges as a result of implementing EDIFICE;
. the total cost of processing a customs entry using EDIFICE should be no greater than the
cost of processing an equivalent customs entry using COMPILE,

I P -, UM e et T L ey ey A e



. the total cost, including EDI charges, of processing s customs entry using EDIFICE will
be itemised on the entry in a similar way to its COMPILE costs are itemised.

To meet these principles requires an identical price applying for both COMPILE and EDIFICE
and a fixed EDI charge per entry. It is the CBCA's position that these principles must be
maintained, particularly in relation to the proposal by Tradegate Australia Limited (as to the
Cargo Automation Processing Charge) applicable to COMPILE lease line that “these costs will

be separately charged to those who opt to continue to use the lease line".

In addition, should the Tradegate adoption of a sender/receiver pays philosophy in terms of EDI
charging become applicable, there will be an increase in messaging costs to be recovered by the
ACS. Should Option 3 not be accepted these charges will be recovered in the CAPC and this is
not acceptable to the CBCA.

Should you require any further direction in relation to the CBCA's position in relation to the
review please do not hesitate to contact me. '

Kind regards,

STEPHEN ] MORRIS
Executive Director

A\
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Attachment D

Costing Model
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Notes to Accompany Costing Model

In recognition that ACS does not presently have a consistent or single means of delivering
reliable costing information to management or clients, work is in progress to develop a
detailed cost attribution model. The costing model shown above is the first phase in the
development of an activity based costing model to enable ACS to produce comprehensive
costing information which will meet a range of purposes.

Background

The BD&T Working Party tasked with the development of this costing model has sought
input from other areas of ACS and met with representatives from other organisations who
are further advanced in terms of costing their services. These included: CITEC(QLD
Government IT Bureau ); the Brisbane City Council; the Commonwealth Department of
Human Services and Health; and the ACT Department of Urban Services who are
government organisations with sophisticated financial attribution models, or who have
gone down the path of full/partial cost recovery.

These meetings have been of great value as the information gathered regarding the range
of mechanisms available for determining the true IT costs and the attribution of those
costs has been extensive. These meetings were also helpful for raising issues which need
to be resolved to enable progress towards a costing model to be as smooth as possible.

“REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS" D.2
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Attachment E

Status of the Recommendations from
the 1995 Charging Review
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E Status of the Recommendations from the 1995 Charging Review
Recommendations:
() A new Cargo Automation Processing Charge as per Option 2(a) of the
1995 Report replaced the current Electronic Entry Processing Charge from
1 July 1995.

Action Taken: Implemented.

(b) A ceiling target revenue of $18.7 million be established for 1995/96 based
on the following components:

COMPILE $12.3 million
Electronic Initiatives Supplement $ 2.5 million
TAPIN Levy $ 0.6 million
EDI Costs $ 1.8 million
Development Fund $ 1.5 million

Action Taken: TImplemented

(¢) The unit charge per import entry be calculated based on the target revenue
in recommendation (b) above and a projection of 2,100,000 import entries
per annum giving a unit charge per entry of $8.75 (plus 20 cents per line for
each line over 25 per entry).

Action Taken: Implemented

(d) A joint ACS/Industry review be conducted and independently audited prior
to the commencement of each financial year to reconcile revenue
collections against targets and actual expenditure and to recommend any
necessary adjustments to pricing arrangements to the Customs National
Consultative Committee for endorsement.

Action Taken: Implemented

*REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS”® E.2
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(¢) Guidelines for the conduct of such anmual reviews be developed for
consideration and endorsement by the Customs National Consultative
Committee by December 1995.

Action Taken:

Guidelines have been developed during the conduct of the 1996 Review of
Charging Arrangements for Customs Electronic Systems. It was considered
that the changes implemented as of 1 July 1995 needed further time to settle in
and any changes in the operating environment be allowed to occur prior to
formulating the path for the future.

(f) A joint ACS/Industry Management Committee be established to define and
manage the Development Fund.

Action Taken:

A Committee was established and manages the CADF fund which has been set
up by the ACS as level three trust fund. As this Committee is the subject of
review through a separate Reporting process, further analysis of its operation
is limited in this Report.

(8) The ACS to take steps to develop reliable cost Reporting mechanisms
which will enable the implementation of Option 3 (Fee For Service) to be
realistically considered for implementation in the 1996/97 financial year.

Action Taken:

A costing model is currently being prepared (see amachment D) which will
attribute full costs to all Customs Electronic Systems. Only a portion of
electronic systems are charged out through the annual Charging Review of
Customs Electronic Systems, ie. those which provide for direct access by
Industry.
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All of the above recommendations were accepted by the CNCC when it met in
June 1995,

Additional Suggestion from the 1995 Review:

As an adjunct to the recommended (Option(Za) of 1995 Report) the Working
Party has concluded that a more equitable relationship between ACS electronic
systems costs and unit charges would be achieved by modifying the base formula
from 25 free lines per entry down to 1 free line per entry. The Working Party
therefore recommends that:

(h) Consideration be given to setting the Cargo Automation Processing Charge
to $8.40 per entry plus 20 cents for each entry line above 1 line per entry so
as to achieve the target revenue defined in recommendation (b) above.

Action Taken:

This Option which most closely approximates a payment based on actual
usage, was not accepted by the CNCC at its June 1995 meeting. The Working
Party was of the view that changes to the charging structure, such as varying
the number of free lines may be analysed further under a Fee for Service
regime.

"REVIEW OF CHARGING ARRANGEMENTS FOR CUSTOMS ELECTRONIC SYSTEMS™ Ed



Appendix 4

Comments on selected questions from the Issues Paper
3.2  Rationale for Cost Recovery
What is your understanding of the rationale for their introduction?

Cost recovery fees for processing of imports were introduced within the 1996 Budget as “a
necessary part of a Government-wide push to reduce the Budget deficit created by Labor™,
according to the then Minister. A copy of his media release is attached.

Has the rationale changed since their introduction?

Obviously the rationale has changed, as “the Budget deficit created by Labor™ no longer
cxists, according to the Government. We are unaware of any ncw rationale for continuing
with these fees.

Was account taken of the public benefits of the activities for which cost recovery was
implemented?

Clearly, no, as the fees are set at a 100% recovery rate.

Do you think the arrangements have achieved their objectives?

Yes, the Government has reduced “thc Budget deficit created by Labor™
How successful have they been in recovering costs?

Very. On occasions they have recovered above 100%. The minutes of the Customs National
Consultative Committce (CNCC 25, March 1999) illustrate the poini:

“Review of Charging

The Chairman advised that over-recovery occurred only in relation to the 1998 charging
year. Over-recovery is cnabling Customs to put more resources into Cargo Reengineering
and Partnership Projects. Over-recovered funds will be factored into the October 1999
charges review, which will flow into the consideration of prices for the charging year
commencing 1 January 2000.

Customs to provide a paper to Members (of the Committee) outlining the issues and
options available for dealing with over-recovery. It will address the legal position in
relation to under/over recovery and whether the funds could be paid inte a CADF
account.”

Without the full benefit of the discussion at this mecting it is, nevertheless, alarming that the
inclination here secms to be to keep the money to spend on pet projects, rather than return it.
The stress on this as a one-off event in 1998, should be tempered by the knowledge that full
cost recovery was only introduced in 1997. The following minutes [rom CNCC (July 1999)
provide an interesting update on this debatc, but are extensive, so we have not quoted them
here.



Section 3.3  Economic Effects

What impacts do fees and charges of regulatory, administrative and information agencies
(including the ACCC) have on competition?

Customs duties are a legitimatc form of revenue collcction, ie another form of taxation. Yet
companies paying taxes only to the ATO do not have to lodge returns for every transaction,
nor do they have to pay fees to lodge a BAS etc. Companics who import goods, and
therefore have to deal with both the ATO & Customs do have to lodge returns for every
transaction and pay fees to lodge their Customs Entries. Clearly, this will have a
distortionary effect on competition.

Customs principles for revenue collection should be brought into line with ATO principles.
Are you aware of cost recovery being wrongly applied to a particular activity?

Bven if you accept that every importer should report on every tran saction (which obviously
we do not), little or no work has been done Lo acknowledge the public benefits of the entry
systenn.

Many of the items required in a Customs entry are actually collected solely for the ABS
statistical series. They are not required for the business of either the importcr or Customs, yet
no contribution is made by ABS for this scrvice. In effect, importers have to pay for
providing statistics to the ABS, which is quite external to their own business objectives. 1f
they want to access more than general information from the ABS, they then have to pay agam
to retrieve it, through ABS consultancy services.

The collection of ABS statistics is an obvious public benefit. There is a shared public/private
bencfit in border control. Large companies do not want to risk their own reputation by
bringing in discase to Australia, yet just as obviously Australians want the same prolection.
This is not reflected in the charging regime.

Are the characteristics of client businesses imporiant in setting fees and charges?
Are some parts of the industry having undue influence on the policy process...?

These questions can be answered together. Customs does do a lot of consultation with
industry. However, we think that they are misdirected in defining their clients.

We consider that the primary clients of Customs are thosc companies who pay for the
scrvices provided. However, the primary industry con sultation body — the Customs National
Consultative Committee — compriscs the following members:

e Australian Air Transport Association

Australian Chamber of Shipping

Australian Federation of International Forwarders

Customs Brokers Council of Australia

Institute of Chartered Accountants

Intcrnational Air Couriers Association of Australia

Law Council of Australia



The large, regular importers, who arc the users of all of these scrvices (including Australian
Customs) are not directly represented.

We think that this has obvious potential for ‘undue influcnce’ because there are clearly
occasions when the intcrests of these groups arc not necessarily those of the importers. The
CEO of Customs alluded to this in a recent speech about Cargo Management Re-engincering,
when he said:

“We have a client base of about 5,500 representatives of a much wider community of
about 140,000 (115,000 importers the rest being exporters).

Inevitably there have been concerns expressed by some in the Customs community.
Change is always seen as a ‘threat” and many Customs industry members have been
resistant to the changes that CMR will bring. Perhaps this is because they sce their
traditional Toles undergoing significant change, or even redundancy.”

All of the members of the CNCC have one thing in common, their scrvices are paid for by
Importers — who are not directly represented.

Consideration should be given (o importers being directly represented on this peak advisory
committee — perhaps through 5 representatives of the top importing companics, drawn by lot
and serving fixed 3-5 year (overlapping) terms?

3.5 Public administration issues

What issues and principles should be addressed in government guidelines for the design and
administration of cost recovery? How should they apply?

The public benefit should be assessed, and the proportional cost for this borne by
Government, not the Tmporter. In the cxample of ABS data collcction the cost should be
100% borne by Government. n the case of border contro! there are mixed private/public
benefits which could be shared. In the case of revenue collection, this should be brought into
linc with ATO principles ic, self assessment for Accredited Clients with no charges for
remitting the taxes.

With regard to the cost recovery arrangements with which you are familiar, has the same
agency both developed and implemented cost recovery policy?

Yes. As a general rule, there should be an independent mechanism for reviewing current and
proposed cost recovery charges, outside of the Department which has designed the charges.

How can existing review and evaluation processes for cost recovery arrangements be
improved? What criteria should be used? Who should be consulted?

Some of thesc issues are covered in previous comments, however we would like to make a
suggestion. Customs is about to decide on a new pricing structure for Cargo Management
Re-engineering which will be introduced with the Trade Modernisation Bill. This Bill has
been circulated as a drafi, but is not vet before Parliament. A more detailed review of these



changes by the Commission would provide a real life example of the principles applied in
current cost recovery practice, as a useful, contemporary example.

This is outlined to in the CNCC mccting minutes of July 2000:

“CMR Pricing Structure

Mr Buckpitt outlined the process used to determine the pricing structure for cost
recovery under CMR. Industry feedback reccived was overwhelmingly in favour of a
simplified pricing structurc, with all costs, regardless of intermediate services
provided, linked to the importt entry.

OUTCOME: Mr Buckpitt provided Members with the final pricing structure,
which will be adopted when CMR is introduced. He advised that the prices used
in the structure are estimates only and may change prior to implementation,”

‘These minutes beg a number of questions, which might be legitimately explored by the
Commission amongst various stakeholders in the process, as a useful contemporary example.



