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Other government bodies
As discussed in chapter 9, a range of governance frameworks and financial management arrangements apply to Australian Government statutory bodies (both authorities and companies) subject to the Commonwealth Authorities and Companies Act 1997 (Cwlth) (CAC Act). This appendix compares EFIC’s governance and reporting arrangements with those of four CAC Act bodies: Airservices Australia, Australia Post, Medibank Private and the Australian Reinsurance Pool Corporation (ARPC). There are various governance models adopted by CAC Act bodies to undertake their activities and meet objectives. Governance frameworks vary in terms of:

· the scope of ministerial powers to direct authorities or companies in performing their functions

· board composition and committees
· reporting and disclosure requirements relating to planning and performance

· regulation and reporting of pricing of services. 
Some characteristics of EFIC and other CAC Act bodies are summarised in table D.1, as well as requirements relating to competitive neutrality and payments to government.
Table D.1
Governance and other characteristics of selected CAC Act bodies

	
	Airservices Australia
	Australian Postal Corporation
	Medibank Private Limited
	Australian Reinsurance Pool Corporation
	Export Finance and Insurance Corporation

	Type of CAC Act bodya
	Authority, PNFC
	Authority, PNFC, GBE
	Company, PFC, GBE
	Authority, PFC
	Authority, PFC

	Enabling or applicable legislation
	Airservices Act 1995, (AA Act), Air Navigation Act 1920, Aviation Transport Security Act 2004, Civil Aviation Act 1988
	Australian Postal Corporation Act 1989 (APC Act)
	Private Health Insurance Act 2007 (PHI Act)
	The Terrorism Insurance Act 2003 (TI Act)
	Export Finance and Insurance Corporation Act 1991 (EFIC Act)

	Principal activities
	Air traffic control and related services, aviation rescue and fire fighting
	Supply of postal services within and outside Australia
	Operation of private health insurance business in accordance with the PHI Act and Regulations, and direct or indirect provision of a range of insurance services
	Provides reinsurance cover to primary
insurers for losses to commercial property
and associated
business interruption arising from a declared terrorism incident
	Provision of export credits, insurance, reinsurance and other financial services that support Australian exports and overseas investments

	Ministerial power to give directionsb
	(
AA Act, s. 16

	(
Except in relation to rates of postage (APC Act, s. 49)
	
	(
APC Act, s. 38
	(
EFIC Act, s. 9

	Composition of Board/Executive
	Chairperson, deputy chair, non-executive directors appointed by the Minister. CEO appointed by the Board
	Chairman, deputy chairman, non-executive directors appointed by the Governor General on the nomination of the Board
	Executive managing director, non-executive chairman and directors appointed by the Minister. A company 
	Chairperson and non‑executive members of the Board appointed by the Minister. The CEO
is appointed by the
Board
	Managing director and CEO, executive directors, chief financial officer & board secretary, and chief credit officer 
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	Airservices Australia
	Australian Postal Corporation
	Medibank Private Limited
	Australian Reinsurance Pool Corporation
	Export Finance and Insurance Corporation

	
	
	Minister. Managing Director appointed by the Board
	Secretary is appointed by the Board
	
	Managing director is appointed by the Board

	Government board member
	
	
	
	(
	(

	Board or executive Committees
	Audit and Risk, Safety, Environment, Remuneration, Ethics
	Audit and Risk, Human Resources, Superannuation
	Audit and Risk, Human resources, Investment, Nomination, Health and Business Innovation
	Audit and Compliance, Risk
	Audit, Credit, Risk and Compliance, Treasury Risk Review 

	Publishes Corporate Plan
	(
	
	
	
	

	Treasury functions/investment powers
	The AA Act provides for Airservices to enter into approved contracts in relation to foreign currency and interest contracts, futures, commodity contracts
	Treasury policy provides for the use of hedging instruments to protect against adverse interest rate and foreign
exchange rate movements
	Board delegates to an Investment Committee the powers to authorise derivative purchases and/or sales to
manage the investment portfolio
	Cash deposits are managed internally, the balance of pool funds
in medium-term investments are
managed by external
fund managers. All investments are held in the ARPC’s name
	Treasury operations borrow on international capital markets, structure cash flow in Australian and foreign currencies and manage EFIC’s investment portfolio of capital and reserves

	Borrowing powers in its own right 
	(
AA Act, s. 11
	(
APC Act, s. 61
	(
MPL Constitution, s. 35.2(a)
	(
Under s. 38 of the TIA Act, Minister may give directions requiring the ARPC to enter in to contracts to borrow 
	(
 EFIC Act, s. 58‑59
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	Airservices Australia
	Australian Postal Corporation
	Medibank Private Limited
	Australian Reinsurance Pool Corporation
	Export Finance and Insurance Corporation

	Price regulatory arrangements
	The board’s power to set prices for core
services is subject to price notification provisions under
Part VIIA of the Competition and Consumer Act 2010. Minister can make price determinations
	Declared letter services are subject to price
notification provisions under Part VIIA of
the Competition and Consumer Act 2010.
(although certain letter services are excluded).c The ACCC can inquire into disputes about pricing of access to Australia Post’s bulk mail services
	MPL can vary future premium rates subject
to the approval of the
Minister for Health and Ageing and the requirements of PHI Act
	The Minister gives
written directions to set premium rates charged
by the ARPC under reinsurance contracts (TI Act, s. 38 (d))
	The OECD Arrangement on Officially Supported Export Credits establishes minimum prices and maximum terms for export credit. The WTO Agreement on Subsidies and Countervailing Measures prohibits rates below long-term cost recovery 

	Subject to competitive neutrality arrangementsd
	(
	(
	(
	
	

	Tax or tax equivalent payments
	(
Airservices Australia is subject to income tax and GST
	(
	(
	
The ARPC is exempt
from income tax under s. 36 of the TI Act. It is subject to FBT and GST
	
EFIC is exempt from income tax and other taxes under s. 63 of the EFIC Act. EFIC is subject to GST and FBT

	Payment of debt neutrality charge
	Interest on capital is not payable to the Commonwealth but
the capital is
repayable to the Commonwealth at such times as determined by the Minister in writing (AA Act, s. 44)
	(
No current borrowings. Borrowing terms must comply with competitive neutrality
	(
No current borrowings. Borrowing terms must comply with competitive neutrality
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	Airservices Australia
	Australian Postal Corporation
	Medibank Private Limited
	Australian Reinsurance Pool Corporation
	Export Finance and Insurance Corporation

	Commonwealth guarantee of liabilities
	Airservices has an implicit Commonwealth guarantee by virtue of its government ownership
	Australia Post has an implicit Commonwealth guarantee by virtue of its government ownership
	MPL has an implicit Commonwealth
guarantee by virtue of government ownership
	The TI Act provides an explicit Commonwealth guarantee of the ARPC’s liabilities (s. 35)
	The EFIC Act provides an explicit Commonwealth guarantee of the ARPC’s liabilities (s. 62)

	Commercial rate of return required under competitive neutrality policy
	(

	(

	(

	
	

	Dividend policy
	(
Based on board recommendation to
the Minister
	(
Consistent with part 4 GBE governance arrangements
	(
Consistent with part 4 GBE governance arrangements
	(
The TI Act provides that the Minister may direct
the ARPC to pay dividends to the Commonwealth. However, no such payments have been made to date
	(
Based on board recommendation to the Minister


a Prescribed bodies under the Commonwealth Authorities and Companies Act 1997 (Cwlth) are Commonwealth authorities (s. 62) or Commonwealth companies (controlled by the Commonwealth) and are classified as either Public Non-Financial Corporations (PNFC) or Public Financial Corporations (PFC). Some government bodies are also government business enterprises (GBEs) under s. 5 of the Act.  b Refers to ministerial directions in relation to performance of functions or exercise of powers.  c Letter services excluded under clause 5(2) of the Price Notification Declaration for Australian Post include those not reserved to Australia Post under Part 3 of the APC Act, those that involve supply of a special service for which a special charge or additional fee is applicable and those under an incoming mail service to which a convention applies.  d In accordance with the Commonwealth Government Competitive Neutrality Statement of June 1996, Airservices Australia, Australia Postal Corporation and Medibank Private Limited are the types of Commonwealth Government businesses to which competitive neutrality arrangements were intended to apply.
Sources: Airservices Australia (2011); ARPC (2011a); Australia Post (2011); Department of the Treasury (2007); EFIC (2011a); HoTs (2009); Medibank Private (2011).
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 SEQ Heading2 1
Governance arrangements
Independence from government

The enabling legislation establishes the relationship between the Minister and each government body, including the extent to which it is to act independently, and its governance arrangements. The framework set out in DOFA (2005) outlines a set of principles for determining the structure and governance arrangements of Australian Government bodies that are broadly consistent with the recommendations of the Uhrig Review (2003). Application of the principles requires that most CAC Act bodies should have a governing board if they undertake predominately commercial operations. The Statement of Expectations (SoE) issued by the minister is intended to clarify the government policies, objectives and priorities that a statutory authority is expected to observe in conducting its operations. CAC Act bodies respond to the SoE with a Statement of Corporate Intent (SCI) which is agreed with their shareholder minister and is required to be tabled in Parliament. The SCI generally sets out the high level strategic objectives and outcomes of the business, including performance indicators. This does not include commercially sensitive information.

The level of ministerial involvement in the operations of statutory authorities varies depending on the objectives and functions of the authority. However, the enabling legislation of most CAC Act bodies provides for the relevant minister to delegate general powers to the governing board to carry out performance of its functions. The legislation governing some CAC Act bodies allows for prescriptive ministerial control of particular aspects, such as entering into contracts and borrowing. For example, the Terrorism Insurance Act 2003 (Cwlth) stipulates that the relevant minister must provide written directions to the ARPC requiring them to enter into contracts to borrow, or in relation to matters such as the setting of premiums, and the extent to which risk is retained under reinsurance contracts.

Board composition and committees
A common feature of the governance framework of CAC Act bodies is for the shareholder Minister to appoint board members who, in turn, select a managing director or chief executive officer. Consistent with the recommendations of the Uhrig Review (2003), the shareholder minister is not generally represented on the boards of Commonwealth authorities. There are a few exceptions including EFIC, (where the Secretary of the Department of Foreign Affairs and Trade, or an alternate, is a member on the Board (discussed in chapter 9)) the ARPC, the Reserve Bank of Australia and the National Library.

Another common feature of internal governance arrangements of CAC Act bodies, including EFIC, is the use of charters for the board and each of its committees. A charter may define the accountabilities of committee members, provide documentation of delegated authority from the board to executive management and establish procedures for such matters as entering into major transactions or undertaking capital expenditure. For example, the Charter for the Investment Committee of the Board of Medibank Private delegates powers for the Committee to authorise purchases and sales of derivatives to manage its portfolio within risk parameters determined by the Board. According to government business enterprise (GBE) guidelines, the composition and charter of board committees of GBEs should be reviewed annually (Department of Finance and Deregulation 2011).
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Reporting and disclosure
The CAC Act (s. 17) and CAC Act Regulations stipulate the reporting requirements of Commonwealth authorities relating to annual reports and related obligations. A CAC Act body prescribed as a GBE must prepare an annual corporate plan, a publicly available SCI and comply with other aspects of GBE governance arrangements (DOFA 2005).

Corporate plans

Consistent with the requirements of the CAC Act for GBEs, Australia Post and Medibank Private are required to provide corporate plans covering a three‑year period to the relevant minister at least once a year. Airservices Australia is a CAC Act body but is not prescribed as a GBE. It produces an annual corporate plan in accordance with its enabling legislation and the CAC Act. 

The statutory requirements for tabling and public disclosure of corporate plans vary among CAC Act bodies. EFIC is currently not required to make public its corporate plan. The Airservices Act 1995 (Cwlth) (s. 15) requires Airservices Australia to table its corporate plan. Australia Post is required under its governing legislation to include in its annual report an outline of strategies and policies as well as performance targets that are set out in the corporate plan. 

The CAC Regulations set out the matters that must be included in the corporate plan of a Commonwealth GBE. These include:

· the objectives of the authority or company 

· its investment and financing programs 

· financial targets 

· dividend policy

· non-financial performance indicators

· community service obligations

· review of performance against previous corporate plans and targets.

In addition to statutory reporting requirements under the CAC Act, most CAC Act bodies are subject to general reporting requirements under their enabling legislation and other legislation such as the Freedom of Information Act 1982 (Cwlth) and the Environment Protection and Biodiversity Conservation Act 1999 (Cwlth).
In contrast to the EFIC Act, the enabling legislation of some CAC Act bodies provide for ministerial powers to direct board members, when preparing a corporate plan, to vary the content required, including financial performance indicators. For example, the Airservices Act 1995 (Cwlth) (s. 14), provides for the responsible minister to direct the Board of Airservices Australia to vary the plan in respect of financial targets and performance indicators relating to the provision of its services and facilities. The Australian Postal Corporation Act 1989 (Cwlth) (APC Act) provides for the responsible minister to vary Australia Post’s strategies to carry out the community service obligations and financial targets that are covered under its corporate plan.

Reporting of financial and non-financial performance indicators

In some instances, the enabling legislation of a government authority sets out the matters to be considered in setting financial targets in annual reports and corporate plans. These include requirements to maintain financial viability and earn a commercial or reasonable rate of return. This generally includes financial indicators such as operating margins, return on equity and dividends to be paid to government. 

A comparison of some key financial indicators of the selected CAC Act bodies, including EFIC, for 2010-11 are presented in table D.2. The post-tax return on average equity ranged from 5 per cent for EFIC (commercial account operations) to 18 per cent for Medibank Private. 
Table D.2
Key financial indicators of selected CAC Act bodies
2010-11

	
	Units
	Airservices Australia
	Australian Postal Corporation
	Medibank Private Limited
	Australian Reinsurance Pool Corporation
	Export Finance and Insurance Corporation

	Operating profita
	$million
	36.4
	241.2
	299.6
	61.4
	30.2 (CA)
7.7 (NIA)

	Dividendb
	$million
	25.0
	78.5
	434.4
	na
	28.7

	Dividend as a proportion of total profit
	per cent
	68.6
	32.5
	145.0
	na
	74

	Equityc
	$million
	406
	1 804
	1 585
	666
	408

	Return on average equityd
	per cent
	9.5
	13.4
	18.1
	6.8
	5.2 (CA)


a Net profit after tax (not including intangibles). Operating profit for EFIC and the ARPC is pre-tax. Operating profit for EFIC is reported separately for the commercial account (CA) and the national interest account (NIA).  b Dividend for the year ending 30 June 2010 paid the following year. At the date of publication of the 2011 annual report, EFIC’s dividend for the year ending 30 June 2011 had not been made.  c Total equity at end of financial year (including contributed equity, reserves and retained profits). EFIC’s equity does not include $200 million callable capital.  d Post-tax profit as a proportion of average equity. EFIC and the ARPC’s return on equity is indicative of the impact of an upper bound tax rate of 30 per cent. This is estimated as 70 per cent of the ratio of pre‑tax profit to the proportion of average equity. na not applicable.
Sources: Airservices Australia (2011); ARPC (2011a); Australia Post (2011); EFIC (2011a); Medibank Private (2011); Productivity Commission estimates.
In addition to financial performance indicators, the legislation generally also prescribes the non-financial performance standards required to be met by the government agency. For example, in the case of Australia Post, these relate to the frequency, speed and accuracy of its mail services (APC Act, s. 28C). The Auditor General is required to audit and report on compliance with prescribed performance standards and, where these are not met, the Minister may require a service improvement plan (APC Act, s. 28E). 

Airservices Australia publishes a service charter which sets out a schedule of services and facilities it provides and establishes a quality of service framework and the measurement metrics against which it reports on performance outcomes. This includes targets for key performance indicators relating to safety, cost effectiveness, capacity, environment and flight efficiency.

Regulation and reporting of pricing

Price regulatory arrangements and reporting requirements differ substantially between government bodies depending on the nature of the services they provide.

As monopoly providers of services, both Airservices Australia and the Australian Postal Corporation are subject to price notification provisions under Part VIIA of the Competition and Consumer Act 2010 (Cwlth). This applies to the extent that they provide notified services under the Act. The object of these provisions is to apply prices surveillance in relation to markets where, in the view of the Minister, competitive pressures are not sufficient to achieve efficient prices and protect consumers. This requires each body to submit draft price notifications to the Australian Competition and Consumer Commission (ACCC) which are then made publicly available. Regulations under s. 32B of the APC Act allow the ACCC to inquire into disputes about the terms and conditions, including price of access, to Australia Post’s bulk mail services. The ACCC also monitors for cross-subsidy within Australia Post’s services and may require it to keep certain records.
Medibank Private is able to vary premium rates subject to the approval of the Minister for Health and Ageing. Some provisions of the Private Health Insurance Act 2007 (Cwlth) may have an impact on the setting on premium rates, for example community rating requirements (under s. 55) and premiums payable under health insurance policies that are part of a premium reduction scheme. 
The premium rate charged for reinsurance contracts entered into by the ARPC are determined by ministerial direction having regard to the level of risk. Reinsurance premiums are calculated as a percentage of the premium written by the reinsured company that is attributable to the eligible insurance contract. The percentage rate is set according to the postcode tier in which the eligible property is situated. The ARPC reports its premium structure for different classes of reinsurance and aggregate risk data in its annual report. It also reports this information using an online client information reporting system (box D.1).
	Box D.1
The ARPC Reinsurance Information System

	The Reinsurance Information System (RISe) is the ARPC’s client information management system. The RISe allows electronic submission by clients of quarterly and annual returns relating to premium information, as well as submission of claims and loss estimates in the event of a declared terrorism incident. The RISe also allows clients to access information on premium rates and basic market share information. For example, a client (the insurance provider that purchases reinsurance known as the ‘cedant’) can access information on its market share, which is defined as a percentage of the total aggregate for premiums, exposures and claims in the event of a declared terrorism incident. 

	Sources: ARPC (2011a; 2011b).

	


�	The National Library Act 1960 (Cwlth) provides that the Council of the National Library of Australia include a senator elected by the senate and a member of the House of Representatives elected by the House.
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