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Export Finance and Insurance Corporation
	Key points

	· Many countries make use of officially backed export credit agencies (ECAs) to facilitate the provision of finance and insurance services to promote exports. ECAs can offer a range of financial services including: credit to exporters or their foreign buyers, guarantees, bonds, and credit and political risk insurance.

· The Export Finance and Insurance Corporation (EFIC) has been established to facilitate and encourage Australian export trade through the provision of financial services. It provides these services on a commercial account (CA) and manages the national interest account (NIA) on behalf of the Australian Government.

· The Minister can approve, or direct, transactions on the NIA that are in the national interest. EFIC is reimbursed for any losses on the NIA, remits any profits to the Australian Government and receives a fee for its administration.
· EFIC is to operate the CA on commercial terms and generate revenue to fund its operation through fees and premiums for its services. Under the EFIC Act the Australian Government guarantees payments to all EFIC’s creditors.
· EFIC maintains a treasury operation that it uses to facilitate borrowing on domestic and international capital markets to fund its origination activities, to structure Australian dollar and foreign currency cash flows arising from transactions and to manage EFIC’s investment portfolio of capital and reserves.

· EFIC is exempt from the Australian Government’s competitive neutrality arrangements. This means EFIC is not subject to requirements to earn a particular rate of return, does not pay income tax and a number of other taxes, and does not pay a debt neutrality charge to offset the competitive advantages provided by its explicit government guarantee. This places EFIC at a considerable advantage to private providers.
· At present EFIC is generally focused on large firms and often repeat customers. Virtually all Australia’s export trade, by both volume and value, takes place without EFIC’s assistance. In 2009‑10 EFIC provided 54 facilities to 41 clients on the commercial account. In the same financial year there were about 45 000 goods and services exporting businesses in Australia.
· In addition to EFIC’s services, the Australian, state and territory governments provide a range of financial and advisory products and services that assist exporters. The Commission estimates that the gross value of budgetary assistance to exporters provided by the Australian Government was $522 million in 2010‑11. This does not include general support programs that are available to exporters, or assistance provided by state and territory governments.

	


2.1
The role of international trade in the economy
International trade increases aggregate welfare by allowing specialisation along the lines of comparative advantage, thereby redirecting resources to their highest valued uses, and expanding the consumption choices available to consumers and producers in trading nations. International trade can also generate gains in productivity and allow benefits from economies of scale. Competing in international markets may also confer dynamic (long-run) benefits that arise from the development or transfer of more efficient management skills and technologies, and the training of higher‑quality labour. 

In 2010‑11, Australia imported goods and services to the value of $277 billion and exported goods and services to the value of $297 billion, or about 20 per cent of GDP (ABS 2011a). This inquiry will focus on Australia’s export market (box 2.1) but imports, as well as exports, raise the productivity and wellbeing of a nation’s citizens.

	Box 2.1
The characteristics of Australia’s export market

	In 2009‑10 there were about 45 000 goods and services exporting businesses in Australia. Goods accounted for 79 per cent of the value of exports. The mining industry was the main goods exporting industry, accounting for 48 per cent of the total value of goods exported, despite being only 1.3 per cent of exporters. The travel services industry was the main services exporting industry, accounting for 63 per cent of the total value of services exports.

Based on ABS definitions of business size (box 2.4), in 2009‑10 there were 4274 large businesses exporting goods. These businesses represented only 10 per cent of all businesses exporting goods but accounted for more than 90 per cent of the total value of all goods exports. In contrast, medium-sized businesses represented 49 per cent of all goods exporters by number, but accounted for only 6 per cent of the total value of goods exports. Small businesses made up 41 per cent of all goods exporters and contributed less than 1 per cent of the total value of goods exports.
In 2010, Australia’s main export markets were: China, with 23 per cent of the total value of exports; Japan (16 per cent); the Republic of Korea (8 per cent); India (7 per cent); and the United States (5 per cent).

	Sources: ABS (2011c); DFAT (2011b).

	


A well-developed finance sector facilitates trade. Financial markets enable trade by providing credit that allows trading partners to bridge the time between an export order and payment for goods and services produced. Financial markets also facilitate debt and equity investment in domestic infrastructure that supports export industries. Furthermore, financial institutions allow and secure money flows across borders, provide information about foreign countries and their ‘riskiness’, and insure against trade-related risks (Grath 2008).
Trade finance and the role of export credit agencies
Many governments provide trade finance and insurance through export credit agencies (ECAs) as a means of increasing exports, as they see increased exports as a way of raising national income. An increase in the volume of exports may increase national income but that is not always the case. For example, in order to sell more exports, prices may need to fall, offsetting any increase in export volumes.
In economies that are close to or at full employment, efforts to increase exports will come at the expense of other sectors as labour and other resources are drawn from other parts of the economy. It is not necessarily the case that income and employment will rise.
In other cases, policies that support exports may enhance the competitiveness of foreign companies that directly compete with Australian exporters. For example, support may be given to Australian exporters that produce goods or services used in overseas mining projects that compete in international markets with output from Australian mines. Governments also use ECAs to achieve other objectives such as supporting industries considered important to national security or securing greater certainty over imported resources required for domestic industries.
Export credit can reduce the risk associated with an export transaction by giving a buyer time to distribute goods for resale before making payment to the exporter, or in the case of capital goods, time to generate revenue through use in production processes. The maturities of trade finance facilities are closely linked to the type of export (Wang et al. 2005). Generally, capital goods require longer term credit arrangements due to their high cost, while consumer goods are usually financed through short‑term credit (Madura 2008). For this reason, ECA assistance is usually biased toward the finance of capital goods on the basis that they generally require large repayments and longer tenor
 (Wang et al. 2005). The perceived need for ECAs to assist the financing of capital goods does not necessarily reflect any inefficiency in financial markets.
ECAs can be government departments, government corporations or private companies administering an account for or on behalf of government, separate from the commercial business of the institution. ECAs provide a range of products including credit to exporters, guarantees, bonds, insurance against non‑payment of obligations, and direct loans to exporters, financiers or overseas buyers. The operation of ECAs in other countries is discussed in more detail in appendix C.

Australia’s ECA, the Export Finance and Insurance Corporation (EFIC) is a small ECA by global standards. While it is difficult to estimate the exact percentage of Australian exports assisted by EFIC, it is likely to be no more than a few per cent. Virtually all Australia’s export trade, by both volume and value, takes place without EFIC’s assistance.
2.2
Export Finance and Insurance Corporation

Australia has had an ECA since the establishment of EFIC’s predecessor, the Export Payments Insurance Corporation (EPIC) in 1957. EPIC operated as an insurer of last resort for exporters and this role was significantly expanded with the establishment of EFIC in 1974. EFIC obtained additional powers to insure financiers of exporters, insure overseas investments, guarantee tenders and performance, and lend to purchasers of Australian capital goods.
In 1985, EFIC’s powers were transferred to the Australian Trade Commission (Austrade) and it was re-established in 1991 as a statutory authority under the Export Finance and Insurance Corporation Act 1991 (Cwlth) (EFIC Act).
Functions

EFIC was established to facilitate and encourage Australian export trade through the provision of financial services and insurance products, and publish information relevant to Australian exporters. Its main functions under the EFIC Act are to:

· encourage and facilitate Australian export trade

· encourage banks and other financial institutions carrying on business in Australia to assist in financing export contracts
· manage the Australian Government’s aid-supported loan program
 

· provide information and advice regarding insurance and financial products available to support Australian exports (EFIC Act, s. 7).
EFIC undertakes these functions by providing export finance and insurance products for eligible transactions using two accounts — the commercial account (CA) and the national interest account (NIA).

Commercial account

EFIC is expected to conduct its origination business on a commercial basis obtaining a rate of return reflecting the risk undertaken (Emerson 2011). Risks underwritten on the CA are carried initially by EFIC and any losses are borne from EFIC’s accumulated capital and reserves. As EFIC is explicitly backed by a government guarantee, the government would ultimately bear any losses over and above EFIC’s resources (to date this has not occurred). The Minister cannot require EFIC to obtain ministerial approval for a particular transaction, or direct EFIC to enter into a particular transaction, on the CA. However, the Minister may direct EFIC more generally as to how it performs its functions or the exercise of its powers under s. 9 of the EFIC Act.

National interest account

The Minister can approve, or direct, transactions on the NIA that are in the national interest although, by convention, Cabinet approval is sought. EFIC is able to refer transactions to the NIA for approval by the Minister. According to EFIC, referred NIA transactions tend to involve financial commitments too large for EFIC’s balance sheet, or ‘a risk — commercial or political — too great for EFIC to consider at any level on its Commercial Account’ (EFIC, sub. DR90, p. 17).
EFIC manages the NIA facilities after approval by the Minister through a service level agreement with the Department of Foreign Affairs and Trade. EFIC is reimbursed for any losses on the NIA, remits any profits to the Australian Government and receives a fee for its administration. Any budgetary appropriation from the Consolidated Revenue Fund to EFIC that relates to the NIA is through the Department of Foreign Affairs and Trade and is scrutinised by the Australian Parliament (EFIC, sub. 18; DFAT, pers. comm., 11 May 2012).

Governance

EFIC’s governance framework consists of the legislative and administrative controls through which external stakeholders, such as the Minister, exercise control over EFIC, and the internal corporate governance as overseen by EFIC’s Board. EFIC’s external governance framework is largely determined by the EFIC Act and the Commonwealth Authorities and Companies Act 1997 (Cwlth) (CAC Act). EFIC’s governance arrangements are discussed further in chapter 9.
The CAC Act sets out requirements in relation to aspects of EFIC’s corporate governance, financial management and reporting. As a CAC authority, EFIC is required to notify the Minister of certain significant events such as the acquisition or disposal of interests in companies or other ventures. The EFIC Board must also keep the Minister informed about EFIC’s operations and provide any information required by the Minister or the Minister for Finance. The CAC Act also gives the Minister and the Minister for Finance broad powers to require EFIC to provide information about its activities (DOFA 2005).

The Export Finance and Insurance Corporation Act 1991

EFIC is a statutory corporation under the EFIC Act and is part of the Australian Government’s Foreign Affairs and Trade portfolio — with the Minister for Trade and Competitiveness having responsibility for EFIC. Under the Act, the Minister:
· may give written directions to EFIC in respect of the performance of its functions or the exercise of its powers if satisfied that it is in the public interest that directions be given (EFIC Act, s. 9). Current ministerial directions include transactions related to uranium, Iran, Zimbabwe and to the Democratic People’s Republic of Korea (Emerson 2011)
· must appoint board members
 to their statutory positions (EFIC Act, s. 34). The Minister can also terminate appointments under certain circumstances (EFIC Act, s. 43)
· either approves the recommendation from the Board on the payment of a dividend to the Australian Government or directs the payment of a different specified dividend by written notice to EFIC (EFIC Act, s. 55).

The EFIC Act requires that members of EFIC’s Board and its employees keep client information confidential. EFIC has partial exemption from the Freedom of Information Act 1982 (Cwlth). EFIC must report annually to Parliament. EFIC’s annual reporting requirements are set out in the EFIC Act and the CAC Act (box 2.2).
	Box 2.2
EFIC’s formal reporting arrangements

	Australian Parliament and the Minister responsible for EFIC
· Export Finance and Insurance Corporation Act 1991 (Cwlth) (EFIC Act) — reporting obligations including determinations regarding callable capital, recommendations on payment of dividends, determinations regarding insufficient capital and reserves to meet liabilities.

· Commonwealth Authorities and Companies Act 1997 (Cwlth) (CAC Act) — reporting obligations including significant events, EFIC operations, budgetary estimates, and interim reports.

· Annual report tabled in Parliament by the Minister.

· EFIC is required to adhere to Parliamentary processes including Senate Estimates and Budget reporting requirements.

· EFIC’s Statement of Intent in response to the Minister’s Statement of Expectations (publicly available).

· A corporate plan that must meet the requirements of Part 7 of the EFIC Act. The corporate plan is not publicly available.

· EFIC is expected to respond in a timely manner to any request for assistance in formulating policy from the Minister, or the Department of Foreign Affairs and 
Trade (DFAT).

· Inform the Minister and DFAT of any approaches to restructure or relieve outstanding Development Import Finance Facility loans.
Department of Foreign Affairs and Trade

· The Secretary of DFAT (or their alternate) is the Government’s representative on the EFIC Board.

· A service level agreement sets out reporting responsibilities for the management and administration of the national interest account (NIA).
· EFIC is expected to provide DFAT with full information on NIA transactions and NIA management.
· EFIC is to provide DFAT and any other relevant agencies with any non‑legally privileged information they request to support them in preparing advice on policy related aspects of export credits and EFIC’s operations.
Gazettal notice

· For NIA transactions, EFIC must publish a notice of details of a transaction entered into: the nature and extent of the insurance, indemnity or guarantee, or in the case of a loan, the amount provided and the extent of Australian Government liability.

	(Continued next page)
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	Box 2.2
(continued)

	Reports on EFIC’s treasury operations

· Quarterly report on treasury counterparty exposure to both DFAT and the Department of Finance and Deregulation indicating EFIC’s compliance with the investment constraints of the CAC Act.

Audit

· External audit of EFIC’s accounts in accordance with the CAC Act through the Australian National Audit Office (ANAO), currently contracted to Ernst & Young.

· Other ANAO audits that may cover EFIC.

· Internal audit function, currently contracted to Deloitte.

Other

· Freedom of Information compliance (noting EFIC’s partial exemption).

· Compliance reporting to the Australian Transactions Reports and Analysis Centre.

· Australian Government fraud control guidelines, copyright, and procurement plans.

	Sources: CAC Act; EFIC Act; EFIC (sub. 18); Emerson (2011).

	

	


Eligibility criteria for provision of export finance and insurance

Beneficiaries of EFIC’s services include Australian exporters, their buyers and financial intermediaries, subject to satisfying eligibility criteria specified in the EFIC Act (table 2.1). EFIC is able to provide financial services to firms located in Australia which contribute to the production of exports but do not themselves export. This has enabled EFIC to provide facilities to suppliers to resource‑related projects located in Australia.
Under Section 3 of the EFIC Act, transactions must meet one of four criteria to be eligible for EFIC’s services:
· eligible export transaction: a transaction relating to the export of capital goods manufactured wholly or substantially in Australia to be exported from Australia (including associated services), or the rendering of services for a person carrying on business in a foreign country

· export contract: a contract or agreement for the export of goods produced in Australia, whether in whole or in part, or for the rendering of a service to a person outside Australia

· carrying on Australian export trade: includes any transaction (including the rendering of a service) involving a benefit flowing directly or indirectly from overseas to a person carrying on business or other activities in Australia
· overseas investment transaction: a transaction involving either:

· an acquisition of an interest in a foreign corporation proposing to carry on business in a foreign country

· a right to share in the income or assets of a company carrying on business in a foreign country

· lending or guaranteeing repayment of money in connection with a business in a foreign country

· the transfer of money or other equipment in connection with a business in a foreign country (including a related business).

Table 2.

 SEQ Table \* ARABIC 1
Eligibility criteria and how they are interpreted

	Section
	Financial product
	Terminology used
in the EFIC Act
	What this means

	14
	Export payments insurance
	Carrying on Australian
export trade
	Transactions connected to a benefit flowing from overseas to a person carrying on business in Australia, including projects located in Australia, and associated supply chains. 

	16
	Guarantees for loans to Australian suppliers
	Carrying on Australian
export trade
	As above.

	17
	Guarantees for loans to overseas buyers 
	Export contract
	Transactions involving the export of goods manufactured wholly or in part in Australia, or services rendered to a person outside Australia.

	18
	Guarantees to co‑lenders
	Eligible export transaction
	Transactions involving the sale, production, supply, installation, operation, maintenance and repair of exported capital goods produced wholly or substantially in Australia, or services rendered to a person outside Australia.

	23
	Loans
	Eligible export transaction
	As above. Loans can be given to those who are not a party to the transaction.

	19
	Tender guarantees and performance guarantees
	Export contract
and eligible export transaction
	Transactions involving the export of goods manufactured wholly or in part in Australia, or services rendered to a person outside Australia.

	22
	Insurance of overseas investment transactions
	Overseas investment transaction
	Transactions involving the acquisition of interest in a foreign business or of a right to share its income and assets; provision of loans or guarantees to foreign business; transferring of money or equipment to a foreign business.


Source: EFIC Act.

The EFIC Act is not the only determinant of whether EFIC can offer access to its products:

The conditions of access to EFIC’s products are governed by the EFIC Act, OECD Arrangement [on Officially Supported Export Credits] and EFIC’s own management policies, such as Australian content requirements, and its Policy and Procedure on Environmental and Social Review of transactions. (sub. 18, appendix A, p. 34)

As noted by EFIC, the eligibility criteria for some products under the EFIC Act are broader than for others:

Section 16 of the EFIC Act uses ‘Australian export trade’ as its criterion, which is a benefits-based test (see the definition of ‘Australian export trade’ in section 3(5)). Consequently, ‘Australian export trade’ is a broader eligibility criterion than the ‘eligible export transaction’ test. Section 18 on the other hand uses the term ‘export contract’ as its criterion which is defined in section 3(1) to cover goods generally, provided they are produced or manufactured wholly or in part in Australia. This is also a broader eligibility criterion than the ‘eligible export transaction’ test. (sub. 18, appendix A, pp. 33–34)
EFIC previously advised the Commission that ‘the inconsistent product criteria can result in some products being less accessible than others’ (sub. 18, appendix A, p. 33) and further stated that:

The prescriptive drafting of Part 4 [of the EFIC Act] can limit EFIC’s ability to both (i) provide assistance where a business or transaction deserving of EFIC’s support does not meet the specific product requirements and (ii) develop innovative products and forms of assistance. (sub. 18, appendix A, p. 34)

However, the EFIC Act’s eligibility criteria are very broad, conceivably covering any transaction in the export supply chain. For example, EFIC recently provided a $5.1 million performance bond on behalf of Greyhound Australia for the transport of staff to a site in the Pilbara where a gas plant is being constructed (EFIC 2012f). EFIC has also claimed that there may be scope under s. 23 of the EFIC Act for it to provide direct finance to foreign‑owned resources projects in Australia, such as the Ichthys LNG project in northern Australia (trans., p. 295).
Ministerial Statement of Expectations

The Minister communicates his or her expectations of the EFIC Board through the publicly released Statement of Expectations (SoE) which, among other things, reiterates the requirement for EFIC to comply with General Policy Orders as set out in the CAC Act and with the requirements of the EFIC Act. A key requirement of the current SoE is that EFIC is not to compete directly with commercial providers — the basis for EFIC’s ‘market gap’ mandate — and the rationale for EFIC’s exemption from competitive neutrality arrangements.
The need for EFIC to fill a gap in the market was stated in the second reading speech when the EFIC Act was debated in Parliament. The market gap has been formally defined in the SoE as:

 … circumstances where the credit and insurance sectors are not able or are unwilling to provide credit and insurance services to financially viable Australian export transactions or overseas projects. (Emerson 2011, p. 1)
Statement of Intent
The EFIC Board is required to respond to the SoE through a publicly released Statement of Intent that confirms EFIC’s intention to meet the Minister’s expectations (EFIC 2011a). Through the Statement of Intent, EFIC has acknowledged the Minister’s requirement for EFIC to not compete directly with private sector providers of trade finance and insurance and charge prices that reflect the risk undertaken:

 ... EFIC is to perform the functions specified in the EFIC Act only in circumstances where the credit and insurance sectors are not able or are unwilling to provide credit and insurance services to financially viable Australian export transactions or overseas projects. … EFIC pricing will not undercut the private sector and will reflect the risk undertaken ... (Mohl 2011, p. 1)

Corporate plan
The EFIC Board is also required to prepare a corporate plan (EFIC Act, s. 48). The plan is not publicly released. The EFIC Act states the plan must include information on EFIC’s financial targets and strategies, with the Board having regard for:

· the need for EFIC to generate reserves sufficient to support expansion of its operations

· the adequacy of EFIC’s capital

· any direction by the Minister for the payment of a dividend by EFIC for the financial year to which the target relates (EFIC Act, s. 49).
International obligations

The Minister requires EFIC to have regard to international agreements and commitments that Australia is a party to including the Australian Government’s World Trade Organisation (WTO) commitments (such as the WTO Agreement on Subsidies and Countervailing Measures). Agreements identified by the Minister in the SoE include the United Nations Convention against Corruption, the OECD Common Approaches on Environment and Officially Supported Export Credits and the Equator Principles (Emerson 2011).

In addition to those agreements identified by the Minister in the SoE, EFIC states that it respects a number of other international agreements including the OECD Arrangement on Officially Supported Export Credits; the OECD Principles and Guidelines to Promote Sustainable Lending Practices in the Provision of Export Credits to Low Income Countries; OECD Guidelines for Multinational Enterprises; and the Berne Union Guiding Principles (box 2.3). EFIC also states that:

EFIC, as a member of the Export Credits Group (ECG) of the Organisation for Economic Co-operation and Development (OECD), complies with the OECD Council Recommendation on Bribery and Officially Supported Export Credits. The Recommendation outlines measures to be undertaken by ECG members to deter and combat bribery in connection with officially supported export credits. (EFIC ndb)

	Box 2.3
International agreements

	EFIC states that it ‘respects the international agreements to which Australia is a party that relate to its business’ (EFIC 2011a, p. 46). These agreements include:

The Equator Principles

A set of voluntary standards for determining, assessing and managing social and environmental risk in project financing. The principles apply to new project financing with total project capital costs of US$10 million or more.

OECD Common Approaches on Environment and Officially Supported Export Credits

A non-binding recommendation that intends to promote good environmental practice. The recommendation applies to projects financed with officially supported export credits with a repayment term of at least two years. EFIC states that its compliance with the OECD Common Approaches is monitored by peer review from other export credit agencies (ECAs), as well as semi-annual reporting to the OECD.

OECD Arrangement on Officially Supported Export Credits

A non-binding ‘gentlemen’s agreement’ that sets out the most generous export credit terms and conditions that may be offered by participants to the OECD Arrangement. EFIC states that as a result of the OECD Arrangement it can only provide support for up to 85 per cent (or 80 per cent for ships) of the eligible contract value of a transaction. The OECD rules for project finance in high income countries also require that the ECA supported component of any loan syndication is less than 50 per cent of the total syndication. Investment insurance, short-term working capital facilities and bonding facilities are not covered by the OECD Arrangement.

	(Continued next page)
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	Box 2.3
(continued)

	OECD Principles and Guidelines to Promote Sustainable Lending Practices in the Provision of Official Export Credits to Low Income Countries

This agreement seeks to ensure that the provision of official export credits to public, or publicly guaranteed, buyers in low income countries reflects sustainable lending practices by supporting the buyer country’s economic and social progress without endangering its financial future and long‑term development prospects.

OECD Recommendation on Bribery and Officially Supported Export Credits

Provides a number of guidelines to deter and combat bribery in officially supported export transactions, including that ECAs inform exporters requesting their support about the legal consequences of bribery in international business, and require exporters to declare that neither they, nor anyone acting on their behalf, have been engaged or will engage in bribery for the supported transaction.

OECD Guidelines for Multinational Enterprises

The OECD Guidelines provide voluntary principles and standards for business conduct in areas such as employment and industrial relations, human rights, environment, information disclosure, combating bribery, consumer interests, science and technology, competition, and taxation.
United Nations Convention against Corruption

The Convention against Corruption obliges state parties to implement a range of anti‑corruption measures. It establishes mechanisms for the prevention and criminalisation of corruption, as well as for international cooperation and asset recovery. Australia meets its obligations under the Convention through a combination of Commonwealth legislation; the work of various Australian Government bodies; procedural safeguards; self-regulation; and cooperation with regional and international authorities.
World Trade Organisation Agreement on Subsidies and Countervailing Measures

Prohibits governments or their ECAs from providing guarantees or insurance to exporters at rates below that necessary to recover long-term operating costs. The Agreement also prohibits the provision of finance at a rate less than the cost in international capital markets. A country can use the World Trade Organisation’s dispute settlement procedure to seek the withdrawal of the subsidy or the removal of its adverse effects.

Berne Union Guiding Principles

The Berne Union is an international association for export credit and investment insurance. The Guiding Principles are a set of non-binding principles encouraging good governance among Berne Union members.

	Sources: Attorney-General’s Department (2011); EFIC (sub. 18; 2011a); Equator Principles Association (2006); OECD (2006a; 2007; 2008b; 2011a; 2011b).

	

	


It should be noted that these agreements contain numerous exemptions and concessions that limit their effectiveness. Moreover, with the exception of the WTO Agreement and the United Nations Convention against Corruption, these agreements are non‑binding and lack rigorous enforcement mechanisms.

Corporate governance

EFIC’s Board is responsible for EFIC’s corporate governance — managing EFIC’s affairs and overseeing its operations. EFIC states that it has a corporate governance framework consisting of: the Australian Stock Exchange’s Corporate Governance Principles; a risk management framework (RMF); and a financial control framework (EFIC ndm).
The RMF describes the manner in which EFIC’s risk appetite is established and controlled. EFIC’s Board has ultimate responsibility for setting EFIC’s risk appetite and tolerances, and EFIC’s management is responsible for implementing Board‑approved risk management strategies and policies. As part of the RMF, EFIC reports that it maintains a list of risks that it manages across its business, divided into the following categories:

· strategic — risk to revenues, earnings and product offerings as a result of ineffective corporate planning, specific government policy, trade policy or legislative implications, or poor decision-making or implementation of decisions
· reputational — risk of deterioration in the reputation of EFIC arising from adverse publicity
· credit and country — risk that a counterparty will default on obligations resulting in a financial loss
· market — risk of any fluctuation in the value of a portfolio resulting from adverse changes in market prices and market parameters including interest rates and exchange rates
· operational and financial — risk of loss resulting from inadequate or failed internal operational or financial processes and systems as well as the actions of people or from external events. EFIC has grouped operational risks into a number of sub‑categories: general processes; external regulation; internal policies; domestic and international laws; and events (EFIC ndq).
EFIC states that its financial control framework contains various guidelines for the management of capital adequacy, large exposures and treasury operations (EFIC ndk).
EFIC’s business operations

EFIC’s origination business provides loans, guarantees and insurance products. The origination business is separated into a structured trade and project finance unit, responsible for supporting large corporate clients, and a small and medium-sized enterprises (SMEs) and mid‑market unit to support SMEs (defined by EFIC as businesses with annual turnover of less than $150 million) (EFIC 2011a). EFIC’s definition of SMEs differs from that used by other Australian Government agencies and Australian financial institutions (box 2.4).
	Box 2.4
Definition of small and medium-sized enterprises

	The definition of small and medium-sized enterprises (SMEs) varies across government agencies and the finance sector. Treasury submitted to the Parliamentary Joint Committee on Corporations and Financial Services:

There is no single universally accepted definition of a small or medium-sized enterprise. A variety of definitions are used by industry participants. These are generally based on the size of a business’s annual turnover, number of its employees, the size of its borrowings, or a combination of these characteristics. (PJCCFS 2011, p. 2)
For example, within the Westpac group SMEs are defined as businesses with up to $1 million in business lending and up to $2 million in total borrowings. St George Bank defines SMEs as businesses with lending of up to $1 million and annual turnover between $1 million and $5 million. The National Australia Bank defines ‘small business customers’ as businesses with annual turnover between $1 million and $5 million, and ‘medium business customers’ as businesses with annual turnover between $5 million and $50 million. Other Australian financial institutions adopt different definitions of SMEs.

The definition of SMEs also varies across the Australian Government. For example, to be eligible for small business tax concessions, a business must have annual turnover of less than $2 million. Alternatively, the Fair Work Act 2009 (Cwlth) defines ‘small business employer’ as an employer that employs fewer than 15 people. The Treasury definition of SMEs is based on total business income. AusIndustry’s Enterprise Connect program for SMEs provides assistance to businesses with annual turnover between $2 million and $100 million. For the purposes of its Export Market Development Grants scheme, Austrade defines an SME as an exporter with annual revenue of less than $50 million. 

The ABS uses a number of criteria to define export business size: 

· small exporters — having fewer than 20 employees and estimated annual goods and services tax (GST) turnover range of less than $1 million and exports of less than $1 million annually

	(Continued next page)

	

	


	Box 2.4
(continued)

	· large exporters — having 200 or more employees or estimated annual GST turnover range of $20 million or more or exports of $20 million or more annually

· medium exporters — all businesses other than those defined as small or large.

The Australian Securities and Investment Commission also uses multiple criteria to assess company size, defining a company as a large proprietary company if it satisfies two of the following three criteria:

· The consolidated revenue of the company and any entities it controls is $25 million or more for the financial year.
· The value of the consolidated gross assets of the company and any entities it controls is $12.5 million or more at the end of the financial year.
· The company and any entities it controls have 50 or more employees at the end of the financial year.
The definition of SMEs adopted by EFIC, of businesses with an annual turnover of less than $150 million, allows EFIC to classify larger businesses as SMEs than the definitions used by other Australian Government agencies and private sector providers. This figure is three times higher than the upper limit turnover figure that the National Australia Bank uses to define medium-sized businesses.

	Sources: ABS (2011c); ASIC (2010); ATO (2011a); AusIndustry (2009); Austrade (2012); PJCCFS (2011).

	

	


EFIC maintains a treasury operation that it uses to facilitate borrowing on domestic and international capital markets to fund its origination activities, structure Australian dollar and foreign currency cash flows arising from transactions, and manage EFIC’s investment portfolio of capital and reserves. EFIC states that the treasury operation is managed to minimise the cost of funding origination activities and to maximise the return on its investments (EFIC 2011a).

EFIC’s exemption from competitive neutrality arrangements
EFIC derives financial benefit from government ownership. EFIC’s establishment was funded through an initial government injection of funds that forms part of EFIC’s capital base. Under the EFIC Act, the Australian Government guarantees payment to all EFIC’s creditors (although this guarantee has never been called). EFIC also has access to $200 million of callable capital payable by the Commonwealth.
EFIC is exempt from the Australian Government’s competitive neutrality arrangements for all its current activities
. Consistent with this exemption, the EFIC Act exempts EFIC from paying income tax and a number of other taxes, although EFIC is subject to the Goods and Services Tax and Fringe Benefits Tax. It is also not required to achieve a particular rate of return or pay a debt neutrality charge to offset the competitive advantages provided by the government guarantee. EFIC is not subject to the Australian Prudential Regulation Authority’s requirements, although it states that it voluntarily adheres to some of the Authority’s prudential standards (EFIC 2011a).
EFIC’s client base
In 2009‑10, EFIC provided 54 facilities to 41 exporting firms on the CA. In the same financial year, there were about 45 000 goods and services exporting businesses in Australia (ABS 2011c). Productivity Commission estimates based on unpublished EFIC data indicate that it has provided 458 facilities over the past 10 years to approximately 180 separate clients on the CA. EFIC’s clients operate in a number of export sectors, including mining, manufacturing, construction, and ship building and operation (figure 2.1).
EFIC also assists SMEs on the CA. In 2010‑11, 90 facilities were signed with SMEs with a face value of about $135 million. In its 2011 annual report, EFIC noted strong demand for traditional SME products, such as working capital guarantees (EFIC 2011a).

EFIC’s annual reports show EFIC often engages the same firms in repeat transactions on its CA over several years. McConnell Dowell, for example, had eleven approved facilities with a total face value of more than $137 million between 2004 and 2011. Ship builder Incat had four facilities approved between 2002 and 2011. EFIC’s annual reports indicate that between 2002 and 2011, four firms received EFIC’s assistance more than 10 times with one entering into 21 transactions with EFIC since 2009-10.

Figure 2.

 SEQ Figure \* ARABIC 1
Principal recipients of EFIC’s facilitiesa
Face value of commercial account facilities, 30 June 2011
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a Facilities outstanding include the face value of loans, guarantees, insurance and bonds.  b ‘Other’ includes agriculture, forestry and fishing; wholesale trade; financial and insurance services; information media and telecommunications; professional, scientific and technical services; and rescheduled debts to the governments of Egypt and Indonesia that could not be classified.  c Mining includes contract mining.

Data sources: EFIC (pers. comm., 2 December 2011); Productivity Commission estimates.

According to Productivity Commission estimates based on unpublished EFIC data, EFIC provided facilities to 271 unique firms between 1992 and 2011. Of these, EFIC provided 221 firms with between one and three facilities, while 50 firms were provided with four or more facilities (figure 2.2). However, firms with four or more facilities with EFIC accounted for 53 per cent of EFIC’s total CA transactions by number between 1992 and 2011. EFIC suggested to the Commission that:
… [the Commission’s] analysis [of EFIC’s transactions over the period 1992 to 2011] is skewed by the divestment of EFIC’s short‑term trade insurance business in 2003. Focussing on transactions post‑2003, EFIC has supported 30 companies with four or more transactions … (sub. DR90, p. 81)

Figure 2.

 SEQ Figure \* ARABIC 2
Number of firms EFIC provided with four or more facilitiesa, b, c
Commercial account, 1992–2011
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a Excludes companies with three or fewer transactions.  b Some assumptions have been made about the relationship between corporate entities.  c All transactions, including assistance to a buyer.
Data sources: EFIC (pers. comm., 3 November 2011); Productivity Commission estimates.
However, the Commission found a similar pattern of EFIC transactions over this shorter time period. Firms provided with four or more facilities accounted for 49 per cent of EFIC’s total number of CA transactions over the period 2003‑04 to 2010‑11.

The history of repeat transactions suggests EFIC’s operations are inconsistent with EFIC pursuing a demonstration role for private sector providers and effectively locks in the status quo in export finance and insurance markets. Repeat transactions reduce the incentive for exporters to find alternative sources of finance or alter their business practices.

The majority of the value of the facilities provided by EFIC relate to a small number of large corporate clients. EFIC entered into 11 facilities with large corporate clients (defined by EFIC as having more than $150 million in annual turnover) on the CA with a total face value of more than $450 million in 2010‑11. These facilities accounted for more than three quarters of the total face value of EFIC’s CA signings that year (figure 2.3). In contrast, EFIC provided 90 facilities to SMEs in 2010‑11 but these accounted for 23 per cent of the total value of EFIC CA signings that year (EFIC 2011a). This is despite large companies usually having greater access to private finance options than SMEs (chapter 7).
Figure 2.

 SEQ Figure \* ARABIC 3
EFIC signings by business sizea
As a proportion of total face value, commercial account, 2010‑11
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a EFIC defines large corporate clients as businesses with more than $150 million in annual turnover and SMEs as businesses with annual turnover of less than $150 million.

Source: EFIC (2011a).
Key financial indicators
The value of transactions entered into by EFIC varies considerably from year‑to‑year, as does EFIC’s operating profit (table 2.2). It is worth noting that where EFIC has recorded an operating profit, these are accounting profits and do not necessarily indicate EFIC is generating an economic profit. An economic profit would require income to exceed reported expenses, including taxes, plus the opportunity cost of funds. The opportunity cost reflects the benefits forgone by taxpayers from having their funds used by EFIC compared to alternative activities such as education and health. Chapters 6 and 8 contain further analysis of EFIC’s pricing strategies and financial performance.
Profits on the CA are either returned to the Australian Government as dividends or retained by EFIC to increase the size of its capital base. As directed, EFIC paid a dividend of $28.7 million for the year ending June 2010, representing 75 per cent of the CA profit for the preceding financial year (EFIC 2011a). EFIC paid about $75 million in dividends over the period 2006‑07 to 2009‑10. The Australian Government made an allowance for a special dividend of $200 million to be paid from EFIC’s capital and reserves in the 2012‑13 Budget (Australian Government 2012).
Table 2.

 SEQ Table \* ARABIC 2
Key financial indicators
2007–2011
	
	Units
	2006-07
	2007-08
	2008-09
	2009-10
	2010-11

	Face value of new facilities signed
	$million
	554
	369
	577
	971
	593

	Operating profit CAa
	$million
	40.7
	19.7
	33.6
	38.3
	30.2

	Dividendb
	$million
	20.4
	9.8
	16.8
	28.7
	..

	Equityc 
	$million
	359.8
	331.2
	376.7
	407.6
	408.1

	Return on average equity CA
	%
	11.9
	5.7
	9.5
	9.8
	7.4

	Operating profit NIA
	$million
	70.4
	4.8
	-0.2
	9.4
	7.7


a EFIC does not pay tax on its profits.  b Paid the following year.  c At end of financial year (not including $200 million callable capital).  CA commercial account.  NIA national interest account.  .. Not applicable
Source: EFIC (2007–11; pers. comm., 12 October 2011).
Commercial account and national interest account exposures 

EFIC reported exposures (before provisions) of $961 million on the CA and $686 million on the NIA at 30 June 2011 (EFIC 2011a). However, around 75 per cent of total NIA exposures are loans made under the Australian Government’s aid‑supported mixed credit program, the Development Import Finance Facility. This facility was discontinued in 1996 (EFIC, sub. DR90). These loans include all NIA exposures to Indonesia ($492 million), China ($25 million) and the Philippines ($8 million) (table 2.3). The largest non‑aid supported exposures on the NIA are to Egypt, the United States and Papua New Guinea.
The Australian Government reported a total contingent liability in relation to EFIC of $3.4 billion at 31 March 2012. The $3.4 billion contingent liability comprises EFIC’s liabilities to third parties ($2.7 billion) and overseas investment insurance, contracts of insurance and guarantees ($0.7 billion). Of the total contingent liability, $2.8 billion is held on the CA and the remaining $0.6 billion on the NIA (Australian Government 2012).

Table 2.

 SEQ Table \* ARABIC 3
National interest account exposures by country

30 June 2011

	
	Value
	Share of total

	
	$million
	%

	Indonesiaa
	492.3
	71.8

	Egyptb
	101.2
	14.8

	United States
	28.5
	4.1

	Chinaa
	24.6
	3.6

	Papua New Guinea
	15.8
	2.3

	Cuba
	9.7
	1.4

	Philippinesa
	7.6
	1.1

	Australia
	4.5
	0.7

	Japan
	1.5
	0.2

	Total
	685.7
	100.0


a Development Import Finance Facility exposure.  b In the mid‑1980s EFIC paid credit insurance claims on exports to Egypt. These debts were subject to rescheduling through the Paris Club. Egypt has paid all amounts due under the rescheduling in full and on time. The balance of rescheduled debts owed by Egypt is $101 million.

Source: EFIC (2011a).
EFIC in a broader context

EFIC operates within the context of other Australian Government programs to assist exporters and an international network of ECAs.
Australian trade policy
Australia has reduced its own barriers to international trade mainly through domestic industry assistance reform initiatives, reinforced by participation in multilateral trade agreements. Australia has derived substantial economic benefits from the trade liberalisation process with the gains from unilateral liberalisation dominating external trade policy considerations (Banks 2010). More recently, Australian governments have entered into bilateral trade agreements (PC 2008). As the Commission has previously stated:
 … contrary to mercantilist notions that focus on export promotion and market access and often cloud debates about trade policy, the main benefits that arise from trade liberalisation result from a country purchasing its inputs and final goods from the lowest cost sources of supply, and exposing its industries to greater import competition by reducing its own trade barriers. (PC 2010b, p. xxvi)

Government services and programs for exporters

The Mortimer Review of export policies and programs noted the importance of program coordination at all levels of government, and between government and business, to meeting trade and investment objectives (Mortimer 2008).

In addition to the services provided by EFIC, the Australian, state and territory governments provide a range of financial and advisory products and services that directly assist exporters (box 2.5). The coverage of this assistance is highly concentrated in the manufacturing sector and only a fraction of exporters receive this assistance. There is also a number of Australian Government programs that offer financial assistance to businesses in general, including those involved in exporting. Receiving financial support from these programs does not preclude businesses from accessing EFIC’s services.
The Commission estimates that the gross value of budgetary assistance to industry provided by the Australian Government was about $9 billion in 2010‑11. It is estimated that about 6 per cent, or $522 million, was export assistance (PC 2012). Assistance provided by state and territory governments is in addition to this amount.

EFIC’s relationship with Austrade

Austrade is the Australian Government’s international trade, education and investment promotion agency. The Minister expects EFIC to work closely with Austrade in a coordinated approach to delivering services to Australian businesses (Emerson 2011). Austrade and EFIC have worked together on particular issues, for example, in the development of products, and on individual business opportunities such as the sale of fast ferries to Europe. Austrade also supports EFIC by sharing information such as economic analysis, risk management perceptions, and trade and investment research (Austrade, sub. 14).

EFIC and other export credit agencies

EFIC participates in international associations and forums of export finance and insurance providers. These include the Berne Union (box 2.3) and the Asian Exim Banks Forum (a forum of Asian ECAs). These arrangements seek to encourage cooperation between members and provide a forum in which members can exchange information about international trade, and develop and promote improved governance and transparency in export finance.

	Box 2.5
Other government assistance and programs for exporters

	In addition to EFIC’s activities, Government assistance to exporters is provided through:

· other Australian Government direct export assistance programs including the Clean Energy Trade and Investment Strategy

· Austrade and Tourism Australia

· Australian Government general assistance programs to businesses that provide tariff concessions, training assistance, information and advice, and start-up assistance

· state and territory government initiatives including trade missions and direct financial assistance.
Australian Government direct financial assistance for exporters is estimated at $522 million in 2010-11. This does not include direct financial assistance provided through export-related programs by state and territory governments or the value of general assistance programs that benefit exporters. Importantly it does not include assistance by way of the Australian Government’s Enhanced Project By-law Scheme (EPBS), which provides tariff duty concessions to large projects having an approved plan to use local suppliers.

Australian Government direct financial assistance that is specific to exporters comprises:

· the Export Market Development Grants (EMDG) scheme –– businesses with annual turnover of up to $50 million can apply for up to seven grants to partly reimburse expenses incurred in promoting exports. The latest figures available show about 95 per cent of recipients had annual turnover less than $20 million

· Tradex –– provides a cashflow benefit for importers who intend to export goods by exempting them from the relevant duty at the time of import

· the Duty Drawback Scheme –– enables businesses to obtain a refund of Customs duty paid on imported goods where those goods will be treated, processed, or incorporated into other goods for export, or are exported unused since importation.

The Australian Government also provides general business support:

· Commercialisation Australia — a competitive, merit‑based assistance program offering funding and resources to accelerate the business building process for eligible Australian companies and entrepreneurs
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Do not delete this return as it gives space between the box and what precedes it.
	Box 2.5
(continued)

	Australian Government direct funding for export programs, 2010-11a
$ million

Industry

EMDG

Tradex

Duty Drawback 

Total funding

Primary industries
3.8
0.3
–
4.1
Mining

1.4

0.3

–

1.7

Manufacturing

47.6

33.9

74.5

155.9

Services industry groups

90.3

4.7

–

95.0

Total all industries

143.1

39.2

74.5

256.7

a Totals may not add due to rounding.

· Supplier Access to Major Projects — a program that helps Australian industry participate in major Australian and international projects by providing funding to assist research and identification of capable Australian suppliers. The program is funded through the Department of Industry, Innovation, Science, Research and Tertiary Education (DIISRTE).

· Australian Industry Participation (AIP) Plans encourage the use of Australian industry in projects and global supply chains. Companies applying for large Commonwealth grants (generally above $20 million) or other schemes are required to implement an AIP Plan and so provide opportunities for local suppliers. This requirement includes participants in the EPBS. About $230 million in tariff duty concessions was provided to project proponents, including a number of large resource projects, under the EPBS in 2010‑11. The Commission was unable to ascertain the proportion of EPBS support provided to exporters.
· A range of Research and Development (R&D) tax concessions is available to eligible Australian companies. These programs include the R&D Tax Concession, Premium R&D Tax Concession, R&D Tax Offset, Venture Capital Limited Partnerships, Early Stage Venture Capital Limited Partnerships and Pooled Development Funds.

· There is a range of programs specifically directed at small start-ups and SMEs that can be utilised by exporters, including:

· the Small Business Support Line, an AusIndustry program to provide small business owners with a single point of contact to access information and referral services to help better manage their business

· Enterprise Connect, a DIISRTE initiative that offers advice and support to eligible SMEs.
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	Box 2.5
(continued)

	Most state and territory governments have advisory offices in Australia and overseas to assist exporters, and also organise trade missions and exhibitions for exporters to meet contacts overseas and promote their products. State and territory governments also provide direct financial assistance through export related programs. Some of the assistance packages, by jurisdiction, include:

· New South Wales — the Global Growth program offers an adviser to clients to assist with developing export strategies and grants to help implement those strategies

· Victoria — First Step Exporter offers a grant of up to $10 000 to Victorian companies seeking to research and explore opportunities in their first export markets

· Queensland — the Export Advisory Service works with companies to help them become export ready, select export markets and find overseas business partners

· South Australia — the Gateway Business Program contributes 50 per cent of eligible expenses incurred by exporting businesses in developing their international markets

· Western Australia — the Industry Facilitation and Support Program has a number of objectives including export promotion and contributes 50 per cent of eligible expenditure (up to $25 000) to successful applicants

· Tasmania — the Export Market Assistance Scheme and Springboard To Market Program provide assistance to exporters in their marketing activities

· Northern Territory — the Trade Support Scheme allows Northern Territory based organisations to offset up to 50 per cent of the cost of marketing activities associated with exporting
· Australian Capital Territory — TradeConnect provides grants to help new and existing ACT exporters build global opportunities and enhance their international competitiveness.

	Sources: AusIndustry (2009; 2012); Austrade (2012); Business Victoria (2011); DEEDI (nd); Department for Manufacturing, Innovation, Trade, Resources and Energy (2012); Department of Commerce (nd); Department of Economic Development (2012); Department of Economic Development, Tourism and the Arts (nd); Department of the Chief Minister (nd); Department of Trade and Investment (nd); DIISR (2011); DIISRTE (nd); PC (2012).

	

	


EFIC has reciprocal risk participation agreements with foreign ECAs (EFIC, sub. 18). These agreements provide a formal process for risk‑sharing international projects that have contributions from exporters from more than one country. Under these agreements, the main contractor negotiates credit coverage for the entire transaction with its country’s ECA or the ECA of the country with the largest share of the contract (the lead ECA). The lead ECA then arranges support from the ECAs of the sub‑contractor countries (follower ECAs).

EFIC has participated in risk‑sharing arrangements with foreign ECAs for a number of recent domestic and international projects (table 2.4). For example, in 2010 EFIC supported a liquefied natural gas project in Papua New Guinea with ECAs from China, Italy, Japan and the United States (EFIC 2010a). EFIC has emphasised the role it plays in arranging the participation of other ECAs:
 ... EFIC, with substantial reinsurance from Canada’s EDC [Export Development Canada], was able to assist Brookfield Rail access support from a Chinese bank to finance a rail upgrade project for a new iron ore mine in Western Australia; and Santos turned to EFIC and ECAs from Italy and Canada and Malaysia to fill the gap in commercial bank capacity for term debt to finance the development of the Gladstone LNG project. (sub. DR90, p. 8)

Table 2.

 SEQ Table \* ARABIC 4
Projects where EFIC has participated in risk‑sharing arrangements with other export credit agencies
2009–2011

	Transaction name
	Participating ECAsa 

	Gladstone LNG project
	EFIC; Servizi Assicurativi del Commercio Estero (SACE), Italy; and Export Development Canada (EDC) 

	PNG LNG project
	EFIC; Export-Import Bank of China; SACE, Italy; Export-Import Bank of the United States; and Japan Bank for International Cooperation

	Wiggins Island coal export terminal project
	EFIC and EDC

	Brookfield rail project
	EFIC and EDC


a There may be other participating ECAs whose participation has not been made public.

Sources: EDC (nd); EFIC (2010a; 2011e; 2012f); Santos (2011c).
�	The term of the facility.


�	The government mixed credit program, the Development Import Finance Facility, was discontinued on 23 July 1996. However, EFIC is still required to manage a portfolio of outstanding loans.


�	The EFIC Board consists of the Chairperson and Deputy Chairperson; Managing Director; the government member; and as many other members, not fewer than two or more than five, as the Minister determines in writing to be appropriate. An appointed member, other than the government member, must be appointed for a term of three years. They are eligible for reappointment but must not hold office as a member of the Board for a total of more than two terms; or if the member has been appointed at any time as the Chairperson, three terms (EFIC Act, s. 35).


�	EFIC is subject to competitive neutrality arrangements in respect of its (now divested) short�term credit insurance business.
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