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REVIEW OF COST RECOVERY BY COMMONWEALTH AGENCLES

Thaik you for the vatuable oppurtunity Lo contribute to your inguiry. Whitst Fam in 2

position to offer specific examples o lustrate the points ¥ wish to make T would proter 1o
confine my cormments to broad principles in the interests of brevity and diplomacy.

Introduction:

It 3 oodten a difficult and sensitive balaneing st for a government regulslory agency o bi
responsibie fur regulating verain condnet ol & specilic industry and at the same timg rely
virtually exchusively an that industry for its funding through the opesition of Tees amil
sharues. There are at times tensions of hoth & managemeni and political nature that nieed W
re addressed and the mechanisms that are used are ofien inadeqeate and’or poorly
designed 1o handle the task. 1 pow wish 1o explore this in more detail. In lenms of the
fasues canvassed in your issues Paper of Oclober 2000, my comments fucus mredominantly
an cust recovery desiga. implementation, acgouniabilily and review.

Triist

Oie of the fundamental principles of cost-recovery S0 ght by industry is that the revenues
cained on a user-pays basis for a specilic function are guarantined to that function 0 as o
prevent heakage into other portfolic expenditures. The standard finance mechanism (pther
than for a statutory suthority) s the Trast frund. Fhis implies that expenditure can only
aceur i accordance with the terms of the frust. This raises the Key issuc of monitoring sed
acoountabilily 1 ensure that: ' :

Ageney expenditure does not venlure outside the temg of the trust; and
Agency expenditure is responsible within the terms of the trust.
This issue 18 imporant from a nuniber of perspectives not the teasl of which is that it ¢an
lcad 1o ggency PrEssure o ingrease feos unecessarily and without justification. fe. an ait
exinenie case the agency may consider it has a blank cheque to do whatever Tt Likes on the
premise that industry will pay.
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A kev issug facing the fee paying industry is whether the accourtability mechanism
eslablished by the agenty Jor monitoring overall performance of the agency with the view
tes resource allacation and fee setiing is adequate 1o be able to detect such inswnces. {Thig
often comprises a committes with peak indusiry and agency mebership), H there is nat
fulf disclosure of all agency expenditure/ forward sstimates ec. this may be diffiewdt #¥not
impossible. Also e openness of such accountability mechunisims may change over tine
with successive administrations wuch that new styles of managément may emerge that are
registant to full disclosure to the industry they are entrusted to regulate.

T evidence exists that the agency has ventured ourside the terms of the rust (eg. perhaps
by funding an exercise at great expense thal does not direetty relate to the operaiicns of the
agenty} what prechanisms exist to make the agepcy accountable” Shoudd the in dustry
lodge a comrpiaint with the Attorney-General, the On :hu;i sman or the responsibie Minister?
This is not clear, :

The vecond point concerns the responsibility of the agency to appropriste standardy of
l'inam.iﬂ! managpmem This in lum raéau, a nmﬂb&r uf isques !’E'iai' mu{h an operational

1 terms of operational eihugmy it paises the issue of the dmbﬂ of the agency's logilimate
charter within the terms of the legisiation and the terms of the trust: For example, i an
agency is merely empowered te regulate Australian activity would it be legitimate for the
agency ko decide to attempt 10 expor‘t its exporiise on a counercial basis Lo ofher coumtries
ire our reiidn at industry expense? 1 such an activity created o profif or broke even there.
may be some justification if industry agreed, but if the activity costed say $imill. p.a. and
onty recetped $350,000 pa., industry s indireetly funding a loss making venture, Other
areas of apparent inefficicney may arise where the agency decides to create wdditional
organisational yois at a substantia) increase in expendifure in eirewnstaaces where the
relevant workload is static or declining,

Such ageney conduct without industry endorsement will Joad ko increased expendifure
which in tura will fead to pressuse from the agency to merease existing fees and to dentify
potential pew sourees of revenue by broadening the fee base. H the agency is relatively -
small and the responsible staft are isolated from mainstream. finance areas whick Gperate
under tried and proven 3015 , the processes adopted to-increase revenug may be urbiteary,
ad-hoc, or éven outside Tegistative authori(y.

('.Zf}lmclu:::i.mt

| ve offered these perceptions Lo assist in devsloping guidelings tor ihu funre,
particularly the design of cost-recovery arrangements. Whilst other issues such as 100%
cust recovery Tunding public iterest funcipns aeed (o be addressed, [ wish to confine my
comments 10 the issues outlingd above,

An approptiate accountability ma.,:.hamqm showld have some form of legislative f-.uppur! 50
a8 10 Prevent suceessive adininistrations attempling to dilute its effectiveness. However, it
is, of colrse, essential that the design proscrve the independence of the regulatory function.
The design showld include features such as:

o Adpguate reprosentation by all stakeholders;
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Frank and open disclosure by The agency of resouree alioeations and stratogic
planning to cnable all stak eholders 10 fave a full knowledge and unde rstaniding of
ihe Fnancial management of the agency,

Easuring stakeholders have the capacity 1o identify thi nexus berween the
resourcing of the agency and the nature and level of the fees and churges e
impased, y

A modet for reviewing tees and charges that ¢crsures informed consent on the pan
of all stakeholders, in.ct.uﬂing'a dispute resoiution mecharism,

Proyision for stakehalder input and cndorsement of proposali to amend the CRms o f

thi frigst.

[ [ook Terward 1o discussing these issucs further at the public hearlng in Canberre on
Tuesday 28 Noyvember 2000,

Yours sincerphy
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