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About CCI

CCl is the peak organisation representing business in Western Australia. It is the second largest organisation
of its kind in Australia, with a membership of over 8,500 businesses across all sectors of the economy. CCI
aims to build a competitive and productive business environment in Western Australia by promoting free
enterprise through advocacy and essential services that make it easier to do business. CCl’s vision is for
Western Australia to be a world leading place to live and do business.

Introduction

CCl welcomes the opportunity to make a submission to the ERA Discussion Paper Inquiry into
Microeconomic Reform in Western Australia.

CCl is supportive of the broad direction of the Discussion Paper, and this submission provides further detail
about the key areas of reform that have been identified by the ERA. CCl’s submission also discusses a
number of other areas which the business community believes are priority areas for reform that have been
overlooked or downplayed in the Discussion Paper.

The short timeframe for submissions on this fundamentally important issue has meant that there has been
only limited opportunity to explore some of these issues in further detail.

CCl looks forward to continuing to work with the ERA to develop and promote this agenda throughout the
Inquiry process.



State Tax Reform

CCl agrees that a program of genuine state tax reform can have a significant impact on the efficiency and
flexibility of the Western Australian economy.

While the ability to deliver substantial reform to the state tax system is limited by the high level of vertical
fiscal imbalance which currently exists, there is still scope for reform within the existing tax system in the
short term.

The ideal tax system has a minimal overall effect on the business sector and the incentives of individuals,
and promotes and economic environment that creates employment, income and wealth. It should not
impede or reduce the economy’s productive capacity.

There is a range of taxation principles commonly identified as being necessary to achieve these goals, which
CCl believes should guide any reform to the state’s tax system.

e Equity — this principle ensures that the tax burden is spread evenly across the population. Horizontal
equity requires that taxpayers in similar circumstances should face a similar tax burden; while vertical
equity requires that those in different circumstances face a different tax burden with those better able
to pay facing a higher burden.

e Efficiency — an efficient tax system promotes a strong economy by ensuring that resources are
allocated to their most productive use. The system should be administratively efficient so that the costs
of managing and complying with tax are not excessive relative to the revenue raised; and it should be
economically efficient so that distortions caused by people changing behaviour because of the tax are
minimised.

e Transparency —a transparent tax system allows taxpayers to identify clearly how much tax they are
paying, by identifying what is to be taxed and how the liability is to be calculated

e Adequacy —the government requires revenue to fund its expenditure. Tax should raise sufficient
revenue to support fiscally responsible spending.

e Competitiveness — the size and structure of the tax burden should encourage people and businesses to
locate and do business in WA rather than in alternative locations.

e Certainty and simplicity — the tax system should be clear and simple to understand, so that taxpayers
can anticipate when and how the tax is to be paid and the amount of tax.

CClI considers the priority reforms in the short term should focus on enhancing the administrative
simplicity and efficiency of tax arrangements, and to promote a competitive tax regime.

A more comprehensive tax reform agenda is an important objective over the longer term to provide the
State Government with a much more stable and predictable source of revenue, while making the overall
tax base more efficient. However, the ability to achieve meaningful reform will require the Commonwealth
and State Tax system as one regime to address the imbalance between the revenue raising capacity and
spending responsibilities of the states.



Short-term reform: Simplicity and Competitiveness

The short-term reform program should focus on enhancing the administrative simplicity of the state’s
major taxes (from a tax payer perspective), while improving the state’s overall tax competitiveness with
other states.

In its initial submission to the ERA, CCl argued that a range of measures could be adopted by the State
Government to enhance the administrative simplicity of taxes in Western Australia.! These are presented
below:

Tax Suggested Reform

Land tax The MRIT should be incorporated into the land tax base. There is no case to
have two types of land tax.

Land tax Adopt a three year “smoothing” approach to land valuation changes, to guard
against significant increases or decreases in tax payable (and the associated
impact on business planning.

Land tax Implement a simpler single rate and threshold system.

Transfer duty Update transfer duty scales to reflect more contemporary property values.

Transfer duty Reduce the number of rates and thresholds, in line with practice in other
states.

There are also a number of changes that should be made to payroll tax arrangements in the short-term that
seek to make Western Australia’s tax base more competitive compared to other states.

A competitive tax regime helps ensure that Western Australia attracts business investment and moderates
the burden of tax on the Western Australian community. The key to maintaining a competitive taxation
environment is to apply the principles of taxation to minimise the overall effect of the tax system on the
business sector and therefore promote an economic environment that creates employment, income and
wealth. The tax system is an important component of the economic environment for business and
therefore government should seek to provide an overall taxation regime which is not a deterrent to
business investment and operations.

For businesses whose investment is mobile, an uncompetitive tax system may be a determining factor for a
business owner considering where to set up its operations.

While tax competition can encourage governments to match best practice in other jurisdictions and to
strive to keep the overall tax burden at a minimum, governments should avoid contests in which states
compete against each other to attract particular projects with targeted tax incentives and concessions.
Such an approach is self-defeating, drawing labour and resources away from existing and prospective
industries and reducing their comparative advantage.

! See CCI’s initial submission to the ERA Microeconomic Reform Inquiry




It also needs to be recognised that State Governments have very limited capacity through their fiscal
measures to affect the overall economic conditions in this jurisdiction in a counter-cyclical manner. In that
regard, the focus of tax competition should be on ensuring the overall revenue burden is as low as possible
and that revenue is raised in the most efficient and least distorting manner.

There is no widely agreed basis for measuring tax competitiveness. All measures have their advantages and
disadvantages. At various times, different State Governments have chosen to compare tax regimes using a
number of different measures including:

. taxation revenue expressed on a per capita basis;
o revenue relativities based on Commonwealth Grants Commission (CGC) methodology; or
o taxation revenue expressed as a percentage of Gross State Product.

In recognition of the need to maintain a competitive tax environment, a tax competitiveness target has
been part of successive Governments ongoing fiscal strategy. The Government currently assesses WA's tax
competiveness across a range of measures.

On a per capital basis, WA now rates as the highest taxing state in the nation using this measure.
While a number of changes could be made to improve WA's tax competitiveness, CCl believes the priority is

in relation to payroll tax. In 2011-12, WA had the highest payroll tax rate per capita at $1,269.95, compared
to the average of $830.98.

Tax Suggested Reform

Payroll tax Lift threshold to $1.5 million to address the bracket creep from rising wages over
the past decade. This will again ensure that genuine small businesses, with
lower capacity to comply with taxation requirements, are exempt from the tax.
A higher threshold will remove the disincentive for small businesses to grow and
employ more people. The threshold should also be indexed to ensure these
issues do not arise thereafter.

Payroll tax Reduce the rate of payroll tax payable to the national weighted average (4.95
per cent) to bring the state in line with other states.

Long-term reform: Efficiency

Improving the efficiency of the tax system is a significant area of microeconomic reform, but the ability to
achieve substantial change is limited by the state’s revenue raising capacity.

In particular, the high level of vertical fiscal imbalance, the situation which arises when in a federation one
level of government controls a disproportionately high level of total government revenue relative to its
share of spending responsibilities, reduces budget flexibility. This means a large proportion (31 per cent in
2013-14) of general government revenue is granted to the state by the Federal Government — mostly
outside of the State’s control.

There are also a number of other factors that have limited the state’s ability to reform the tax system.




e Royalty income is becoming a larger share of state revenue, rising from five per cent of total revenue to
21 per cent in the space of a decade. However, royalty revenue is difficult to predict, as it relies on
forecasting the Australian dollar and commodity prices.

e One of the revenue streams designed to fill the gap between the state’s revenue raising capacity and
expenditure responsibilities — the GST — is declining, mostly as a result of the increase in royalty
revenue to the state.

e The state’s population is growing faster than at any other point in recent history, increasing the
demand for services from the State Government.

While these factors will limit the ability to undertake substantial reform to the tax system in the short term,
improving the efficiency of the tax system remains an important long term objective. In this regard, the ERA
should recommend a program of tax reform to be undertaken over the longer term that seeks to reduce
the State Government’s reliance on transaction taxes and increase its reliance on relatively more efficient
taxes such as on immovable property and consumption. However, it is important that such a reform agenda
looks to reduce the size of the tax burden on the WA community overall.

Property Taxes

The Henry Tax Review noted that stamp duties are a highly inefficient tax on property and that land tax
could provide an alternative and more stable source of revenue for the States. This is because the land tax
base is immobile. The ERA should investigate the feasibility of this option for WA.

To improve the overall efficiency of the system, changes would be needed to broaden the base of the
existing land tax regime, which would include the removal of existing land tax exemptions on residential
property and other exemptions which are not provided for social purposes. In particular, the ERA should
consider a single rate and threshold system for land, with an exemption threshold that is low enough to
ensure the vast majority of owned land in Western Australia is subject to land tax (to ensure efficiency)
while not too low as to be administratively inefficient (simplicity). Subject to revenue constraints, the rate
of land tax should be as low as possible.

The revenue generated from a broad based land tax should be used to phase out inefficient transfer
duties on all transactions (property, non-real business assets and motor vehicles). In some cases duties
could be replaced with other forms of taxation (such as motor vehicle registration in the case of transfer
duty on motor vehicles) subject to the change occurring in a revenue-neutral manner.

Payroll Tax

CCl acknowledges that, in theory, payroll tax can be classified as a tax on consumption or on labour income,
given that the taxpayer (the business employing the person subject to payroll tax) has the option of passing
the incidence of the tax through to others. This can occur either by adding the cost of the tax to the price of
goods and services sold (effectively making payroll tax a “consumption tax” in a similar vein to the GST) or
through to employees in the form of lower wages (effectively making it a quasi-income tax).

However, in practice, payroll tax is not easily passed on by small business to its customers, resulting in
increasing the cost base of business and reducing profitability. As a consequence, this distorts economic
activity and decision making by businesses. In a 2012 survey conducted by the Australian Chamber of
Commerce and Industry, 86 per cent of Western Australian small business respondents who reported
paying payroll tax said that if the payroll tax exemption threshold was lifted, or rate of taxation was
reduced, they would employ more people.



In this respect, CCl believes that the abolition of payroll tax is an important objective over the longer
term, which should be considered as part of any tax reform process.

CCl also recognises that from a principled view, it may be economically efficient to have a payroll tax
system with as broad a base as possible.

However, the benefits of maintaining the existing payroll tax exemptions are likely to outweigh any
administrative costs, and as a result, the exemptions should be maintained. CCl has identified the current
State Government statutory payroll tax exemptions, and the associated policy intent. The ERA should
examine the currently payroll tax exemptions to ensure that any benefits outweigh any efficiency costs.

Exemption

CCl Comment

For the first $750,000 of
Australia-wide wages
paid in a calendar year

The exemption threshold of $750,000 is designed to ensure businesses with
small workforces are not required to remit payroll tax. WA’s threshold of
$750,000 has been in place for close to a decade, despite average wages
growth of some 90 per cent over this time — meaning that smaller and smaller
businesses are being required to pay the tax.

For wages paid in the
first two years to new
Indigenous Australian
employees.

This exemption is designed to provide an incentive for businesses to employ
Indigenous Australians, who are one of the most underrepresented groups in
the Western Australian labour force.

For wages paid to
persons with a disability
(where the employer
receives a
Commonwealth or State
wage subsidy for the
employee)

This exemption is designed to provide an incentive for businesses to employ
persons with a disability, who are and underrepresented groups in the Western
Australian labour force.

For wages paid by certain
types of organisations

Typically, wages paid by organisations that provide a “public service” like
charities, hospitals, schools, community support and religious organisations,
are exempt from paying payroll tax as recognition that the social benefits they
provide are significant enough to warrant some form of support. Government
departments are also exempt.

For wages paid to
apprentices and trainees

I”

The exemption is intended to provide an incentive for employers to “upskil
their workforce (traineeships) or take on apprentices. The exemption
effectively reduces the upfront cost to the employer of sending an employee
on training, or makes the employment of an apprentice more economic. The
exemption also reflects that in many instances, employees on training may be
less productive than if they were not.

Nuisance Taxes

Removal of “nuisance taxes” such as the Perth Parking Levy should not be ruled out, despite their
relatively modest scope compared to larger taxes such as land tax and payroll tax.




Regulation and Government Intervention

Regulatory reform is an important strategy to improve the efficiency of the WA economy and must form a
key part of any microeconomic reform agenda.

Well designed regulation can help governments achieve their economic, social and environmental goals,
but excessive regulation can have a negative impact on productivity by diverting resources away from their
most efficient use.

Regulation must provide a reasonable balance between protection and compliance costs. Its design should
achieve competitive neutrality, transparency, minimal overlap and duplication, and have an appropriate
balance between efficiency and effectiveness.

Too often regulation is poorly targeted, and in many cases unnecessary, which creates a cost burden on
businesses. These direct and indirect costs include the cost of meeting the requirements of regulation and
the administrative costs of compliance, as well as the costs arising from disincentives, distortions and
duplication of regulation.

A 2005 Taskforce on “Reducing the Regulatory Burden on Business” set out six principles of good regulatory
process.

e Governments should not act to address problems until a case for further action has been clearly
established.

e Avrange of feasible policy options including self regulatory approaches need to be identified and
their benefits and costs assessed within an appropriate framework.

e Only the option that delivers the greatest net benefit for the community, taking into account all
the impacts, should be adopted.

e Effective guidance should be provided to relevant regulators and regulated parties in order to
ensure that the policy intent of the regulation is clear, as well as the expected compliance
requirements.

e Mechanisms are needed to ensure that regulation remains relevant and effective over time.

e There needs to be effective consultation with regulated parties at all stages of the regulatory
cycle.

CCl supports these principles as the basis for good regulatory practice.
A more structured approach to regulation

In WA, a more structured approach to regulatory reform is needed to ensure that both existing and new
regulations are well targeted, proportionate, and minimise costs to business and the community, while
helping Government to achieve its goals.

A recent report by the Productivity Commission found that greater attention to leading practices for
monitoring, reporting and accountability would go a long way toward improving the efficacy and rigour of
current process for Regulatory Impact Assessment across the country. In particular, the report identifies a
range of improvements to the existing system, including:



e transparency measures such as a draft regulation impact statement (RIS) for early consultation,
and publishing all RIS’ and RIS adequacy assessments, to better inform stakeholders of regulatory
impacts and motivate rigour in analysis;

e requiring ministers to provide reasons to parliament for non-compliance with the RIA process and
for the granting of exemptions, could encourage greater commitment to the RIA process and
facilitate further discussion on the impacts of proposals; and

e accountability measures such as: the auditing of agency decisions on the need for a RIS; the
auditing of regulatory oversight body adequacy assessments; and post implementation reviews
undertaken through an independent process, would, in time, invoke more effective scrutiny of
regulatory proposals.

CCl believes that regulatory best practice and efficient and timely implementation of regulatory reform
could be achieved by transferring responsibility for all regulatory reform and gate keeping matters in WA
to a single, sufficiently resourced, independent group. Regulatory reform requires a serious political
commitment, which has typically been difficult to achieve in WA given that responsibility for reform has
been spread across different agencies and bodies. CCl believes that the ERA is well placed to act in this
capacity.

Such an independent group would be responsible for providing advice to Government on new regulations
through a thorough and genuine regulatory impact assessment process, as well as evaluating existing

regulations using regulatory best practices. This body should have the necessary powers to carry out its
responsibilities.

A single minister should also be made responsible and accountable for red tape reduction. This Minister
would coordinate regulatory reform in the State and ensure the government’s regulatory reform agenda is

transparent and accountable to state parliament.

CCl’s initial submission to the ERA Inquiry into Microeconomic Reform provided further detail on a range of
specific areas of regulation that should be considered a priority for reform. These included:

o reforms identified through COAG;

e major project approvals;

e deregulation of regional air routes; and
o food safety compliance.

In addition, CCI’s submission also outlined reforms to the regulation of product markets. These are
discussed in further detail below.

Red Tape Reduction Group Report

The Red Tape Reduction Group Report identified a number of key areas for regulatory reform that would
deliver substantial benefits to the business community. However, much of this report still remains
untouched. CCl believes that the following recommendations should be implemented as a priority.

Short Term Reforms

Recommendation 5.1



Introduce State and individual agency targets to reduce the existing regulatory burden in Western
Australia.

Recommendation 5.2
Introduce agency plans to simplify and modernise existing regulations and processes.
Recommendation 5.3

Introduce Chief Executive Officer accountability for regulatory reform through conditions introduced to
their performance contracts.

Recommendation 5.7

Create a one-stop shop with appropriate decision-making authority within the Department of Treasury and
Finance or the Department of the Premier and Cabinet to facilitate interagency coordination on regulatory
issues.

Medium and Longer Term Reforms

Recommendation 4.1

The RTRG supports the introduction of ‘deemed approval’ mechanisms in government decision-making
processes to provide certainty about decision making timeframes.

Recommendation 4.2

The RTRG supports the introduction of ‘risk-based’ assessment in government decision-making processes to
remove unnecessary regulation.

Recommendation 4.3

Western Australian government agencies should be encouraged to create single portals for information
required in multi-agency approval processes.

Recommendation 4.4

The RTRG supports the introduction of a ‘lead agency’ framework for multi-agency decision-making
processes.

Recommendation 4.5

Western Australian government agencies should be required to publish internal policies and guidelines
used in decision-making processes.

Recommendation 4.6

All new and amended quasi-regulations should be subject to a Regulatory Impact Assessment process and
the results of this process should be made publicly available.

Recommendation 4.7



Require government agencies to develop target timeframes for decision-making processes and report
against them publicly. This report should include:

e calendar days taken to make a decision and calendar days taken during ‘stop the clock’ periods;
e calendar days taken by other departments to deal with referrals under the assessment process;
e calendar days taken by proponents to respond to information requests; and
e thereasons as to why ‘stop the clock’ provisions were utilised
Recommendation 10.4 (Local Government)
Applications not approved or refused within the prescribed time period will be deemed approved.
Recommendation 10.6

Local government authorities and state government agencies involved in the planning process should be
required to use consistent electronic assessment processes for a variety of purposes, including for:

e lodgement and receiving of applications;
e communicating with developers and applicants;
e requesting and providing further information;
e reviewing the progress of an application;
e tracking and reporting development decisions;
e tracking and reporting Schemes and amendments;
o referral;
e approval processing;
e payment of fees; and
e other purposes.
Recommendation 10.8
Streamlined processes for minor local planning scheme amendments should be implemented, including:
e delegation of decision-making power to an independent decision-making body; and
e reduced advertising timeframes.
Recommendation 10.9

The Planning and Development Act 2005 should be amended to provide the Minister with power, on the
recommendation of the Western Australian Planning Commission, to direct local government(s) affected by



a particular State Planning Policy to amend its local planning scheme to give effect to that State Planning
Policy.

Recommendation 11.2
Local governments should be required to take no longer than 7 days to assess building licence applications.
Recommendation 12.1

The RTRG supports the introduction of clear statutory timeframes for environmental approval and licensing
processes.

Recommendation 14.1

Amend the current arrangements to allow for the private sector and other government agencies to have
greater opportunities to develop crown land.

Recommendation 15.3

Model local laws should be prepared for issues that are consistent across the State, and local governments
should be allowed to introduce these model laws solely by a council decision.

Recommendation 15.4

Model local laws should be adopted by metropolitan local governments as a matter of priority. Any
metropolitan local government seeking variation to model laws should require Ministerial approval.

Recommendation 15.5

All local laws should be reviewed and consolidated. Amend the Local Government Act 1995 to require local
governments to list all local laws that are outside the proposed model laws in their annual report.

Retail Trading Hours

Retail trading hours are governed by the State’s Retail Trading Hours Act 1987 and the Retail Trading Hours
Regulations 1988. The legislative environment sets out different categories of retail shops, which
determines their trading hours and in some instances dictates which products can be sold at those times. It
also places limits on the number of businesses an owner of a small retail shop can have and dictates how
many employees within a shop constitutes a small retail shop.

Over time there have been changes to the retail trading hours’ regulatory environment, most recently with
the introduction of weeknight trading and Sunday trading from 11am to 5pm. These changes were a
positive step forward for deregulating retail trading hours, and have provided businesses and consumers
with greater opportunity and flexibility. The September 2013 quarter Curtin Business School-CCl Survey of
Consumer Confidence found that 84 per cent of consumers in the Perth Metropolitan Area had taken
advantage of Sunday trading since it was introduced.

However, the incremental changes that have occurred are now presenting distortions in the market, and in
some instances, creating a less competitive retail trading environment. These arbitrary restrictions on
businesses ability to trade freely and in a competitive market stifle opportunities for growth and
employment.



For instance, current legislation allows small retail shops to trade whenever they like, 7 days a week, 24
hours a day. However, special retail shops can only trade between 6am and 11pm any day, but are
restricted by what they can sell whilst general retail shops can sell anything but are restricted by tighter
trading hours. This means there are effectively three different trading environments operating at the same
time.

CCl believes these remaining restrictions on trading hours and products for sale need to be removed in
order to achieve the full benefits of deregulation.

Improved Competition

One key benefit from the deregulation of retail trading hours is an improved level of competition. While the
recent extension of trading hours has increased the level of competition on weeknights and Sundays, the
current regime still affords an advantage to those who are eligible to trade as small and special retail shops
outside of the trading hours for general retail stores.

The existence of these different trading environments means that some retailers are given greater market
opportunities than others. This distorts the competitive environment which is so critical to ensure business
and consumers are afforded the choices and flexibility they need. For example, a special retail shop such as
a hardware store can only sell certain items but cannot sell white goods but can open earlier (from 6am —
11pm on a Sunday) than their competitors who are general retail shops and can only trade on a Sunday
from 11 am to 5pm. However, the competitor who is classified as a general retail store can sell white goods
during that time.

Another area of concern is the limits placed on small retail shop owners. Owners of small retail shops are
restricted by the number of the stores they can own and the ownership structure, not to mention the
number of employees they can hire at any one time. Whilst there are some minor legislative proposals
going through Parliament now to increase those limits, this quota effectively distorts the market both in
terms of employment opportunities and growth of small businesses. Making incremental changes to
legislation only moves the line in the sand and doesn’t address the real issue of competition.

The benefits from competition of full deregulation were identified back in 1995 as part of the National
Competition Policy (NCP), to which WA was a signatory. Along with the other states and territories,
Western Australia agreed to implement a number of reforms under the NCP which were designed to
improve the wellbeing of Australians by promoting an efficient, dynamic and innovative economy. The
deregulation of retail trading hours in WA was a key reform as part of this agenda to improve competition.
While the recent change to the trading regime has gone some way to achieve this, the ongoing
inconsistencies are at odds with the intention of the NCP.

Greater Choice and Convenience for Consumers

One of the primary benefits from the extension of retail trading hours and the removal of product
restrictions is the increased choice and convenience for consumers. While the introduction of weeknight
and Sunday trading has gone some way to address this issue, further benefits could be achieved by full
deregulation.

Under the current regime, consumers are denied the choice of when and where they can shop outside of
the current standard hours for general retail stores. By removing these legislative and regulatory
restrictions, consumers will be provided a wider range of goods available at more competitive prices, which
can be purchased at a time that is convenient to them.

Importantly, deregulated trading hours allow businesses to have the opportunity to make their own
decisions based upon market forces. Full deregulation would mean that shops are able to open at times
that maximize the number of customers they will have and assist them to get greatest efficiencies from



their capital investments in leasing costs and operating costs, rather than according to government
Increased retail sales

It is not surprising that one of the primary benefits from extended retail trading hours is that it will help
generate higher retail sales, as a result of the increased choice and convenience available to consumers.

A common misconception that often arises during the retail trading hours’ debate is that there is a “fixed
spending dollar.” It is sometimes claimed that people only have so much disposable income to spend, so
the retail sector has nothing to gain by making itself more attractive to consumers. However, this is not the
case.

Further increasing retailers’ opening hours will provide consumers with greater opportunities to engage in
retail trade, particularly those consumers whose lifestyle and working arrangements make it difficult to
shop during the current prescribed trading hours. The broader economic effects associated with increased
employment (and therefore wages) in the sector will also boost retail spending overall.

Another important factor behind growth in retail sales is the emergence of shopping as a form of leisure
activity. As a recreational and enjoyable activity, consumers are likely to increase time spent shopping if the
opportunity is provided. By allowing greater shop opening hours, the amount spent on discretionary goods
and services is likely to increase significantly, with higher retail sales as a result.

Higher Retail Employment

A key economic benefit resulting from the deregulation of retail trading hours is likely to be the increased
employment opportunities and higher levels of employment within the retail sector. Further extending
trading hours would necessitate the employment of additional staff to meet the extra demand and service
additional shifts.

Since the introduction of Sunday trading in metropolitan Perth in August 2012, large grocery retailers have
increased their headcount by over 1000 employees. Sunday has now become one of the most popular days
for shopping. These benefits are likely to be extended further if trading restrictions are further relaxed.

Another benefit resulting from deregulation of trading hours is likely to be the greater number of
employment options. Extending trading hours further will likely to result in greater job flexibility and
improved opportunities for all people, but particularly women, youths, older workers, and those with a
preference for part time employment. This is an important consideration in today’s environment where
governments are trying to encourage greater labour force participation, particularly for those people who
are not as actively engaged in the labour market.

Potato Marketing Authority

Regulation of the marketing of potatoes in WA dates from Australia’s National Security Regulations during
the Second World War. The original motive for regulation in the state potato market was to ensure supply
and price stability during the war. During this time, the short-term needs of supply and price stability were
imperative.

However, the regulation of this industry since the war has aimed mainly to support potato growers,
without much concern for impacts on consumers. Regulations restrict what can be grown, when, and by
whom.

The issue of potato market regulation is hardly one to spark public outcry. However, the aggregate
inefficiencies and costs it lays on the WA economy should be addressed as part of a microeconomic reform
agenda.



The key question that needs to be addressed is whether a market failure exists to warrant the regulation.
The retail sector is a highly competitive industry. If the buyers of a major retailer succeed in driving down
the prices paid to producers but the retailer fails to pass the gains on to customers, then competitors will
be able to undercut them. Alternative outlets also exist if consumers are unhappy with the service they get
from major retailers. Even if buyer power did represent a genuine market failure, under competition policy
principles it must be demonstrated that anticompetitive regulation is the only way to achieve that
objective.

CCl sees no role for the Potato Marketing Corporation, and advocates the repeal of the Marketing of
Potatoes Act 1946 and Marketing of Potatoes Regulations 1989, and full deregulation of the state’s
potato industry.

Competition, choice, and prices

Regulation has impeded competition in the WA potato market, leading to higher prices and lower choice
for consumers.

By eliminating price competition between growers, the Potato Marketing Corporation (PMC) is able to
operate as monopoly supplier to the domestic market. As a result, producers have fewer incentives to
innovate or respond to changes in consumer demand. Efficiency and price competitiveness are all sacrificed
in the process.

Prices

The lack of incentives has kept pressure on the high retail price of potatoes in WA. The average retail prices
of potatoes in WA are amongst the highest in Australia. This places WA consumers at a significant
disadvantage. From 2007 to 2011, Perth potato prices have averaged $2.61 per kilogram’the highest in the
country and almost one dollar higher than the Sydney average price, which was the lowest in Australia over
this time. In recent years, prices in Melbourne and Adelaide have rivalled Perth for the highest national
price. However these price hikes are due to supply conditions coupled with changing consumer tastes.

Prices are not transmitted by the market, but rather by a statutory body. An example of this inefficiency
can be seen during market conditions in which low demand or high supply levels warrant a lower market
price. Here the PMC has been inclined to set a price floor. The minimum price level is set above the
prevailing market price, meaning retailers pay a higher price premium which is conveyed to consumers.
Thus, when a minimum price is set at wholesale, there exists a substantial transfer of benefit from the
consumer to the producer, as well as a transfer from retailers to producers. In its 1995 report, the
Productivity Commission estimated that the price of potatoes in WA was 29 per cent higher than the
international benchmark price and it is unclear that this situation has remained unchanged.?

Historically retail prices have closely mirrored wholesale prices in Perth and to a large degree, retailers have
tended to pass on to consumers the fluctuations in the wholesale price. Given the correlation between the
wholesale and retail price, it is of particular concern that the Act gives the PMC the power to fix prices at
which potatoes are sold to wholesalers.

Choice

2 Australian Bureau of Statistics, Catalogue 6403.0

* Industry Commission Report 1995, The Growth and Revenue Implications of Hilmer and Related Reforms



Currently there is no incentive for growers to differentiate their goods and gain market share. The
regulation affords a single outlet for grower produce, whereby returns to all growers are equalised. These
biases, created by regulation, have caused a notable absence of varieties in the WA potato market.

The poor selection of potato varieties (of any great volume) in WA presents perhaps the clearest indication

of the manner in which the regulation inefficiently distorts grower choices. State potato production is

dominated by the Nadine variety, accounting for 50 per cent of total WA potato production for the past 14
4

years.

These and a host of other varieties are available all months of the year. However, anecdotal evidence from
growers has suggested that regulation has encouraged the production of high yielding varieties and
represents a disincentive for growers to test the market with new varieties or respond to consumer tastes.
Under the current regime, returns to the grower are determined by the pack-out weights of each variety
and thus to allocate factors of production to cultivate varieties that are not widely grown by other
producers represents too great a risk to many growers.

Retailers generally require an assurance of regular supply for a particular variety. Such consistency of
supply is unattainable for new varieties as growers are unable or unwilling to yield a large enough crop to
meet the retail order or are unable to convince other growers to take on a new variety to yield a sufficient
supply and ensure adequate returns. This influence may also justify grower preference for cultivation of the
Nadine variety that has dominated local production for two decades.

In addition, the mechanism of providing returns to the grower encourages an inefficient allocation of
productive resources, as grower outputs are sold at a fixed price determined by the Corporation. This
provides growers with an uneconomic incentive to maximise output to maximise returns. Hence, the
grower is encouraged to utilise an unwarranted amount of inputs such as fertilizer, pesticides and capital
equipment to yield the highest possible output.

Hence the regulatory framework induces an inefficient allocation of resources as such productive inputs
could be better employed elsewhere in economy in the absence of regulation. The lure of constructed
profit also encourages growers to cultivate potato crops over other cash crops, which may result in lower
supplies and higher prices for other fresh produce.

Investment choices are also distorted under the current framework, whereby growers are issued market
entitlements to supply a certain quantity of potatoes at a particular time. In order to increase production,
growers must effectively purchase production entitlement. This represents a significant disincentive for
growers to undertake investment into their businesses as any increase in the scale of production is met by
higher regulatory costs. This discourages the grower to invest, innovate and increase production in order to
gain market share and earn larger returns.

The influence of regulation severely restricts the choices of consumers and growers. This has had a
detrimental effect on the WA community, yielding less choice and higher prices. The structure of the
regulation also encourages the grower to allocate resources in an inefficient manner.

Export Development

The development of export markets provides producers with the opportunity to grow profits and extend
market share. Most importantly, external markets allow producers to effectively diversify the risk attached

4 Potato Marketing Corporation, Tonnages Sold to Wholesale Merchants, as at 15 March 2012.



to their production activities. For example, in times of low domestic demand, producers are able to turn
their production focus to supplying the export market.

The statutory marketing of potatoes undermines any incentive to explore export markets as local growers
already have a guaranteed buyer for their goods in the local market. In addition, there exists a potential
disincentive to export, as growers who are not licensed to sell to the local market would be left without an
outlet for their non-export preferred potatoes.

Barriers to Entry

Access to WA’s potato industry is restricted through licensing. People wishing to cultivate a potato crop
must be registered and apply for an area licence or obtain a registration and licence from an existing
holder.

The Act gives the PMC the power to refuse application for the registration of a business and reject any
application for an area license. Furthermore, the PMC holds the capacity to refuse transfers of registrations
and licences between individuals.

If individuals are unable to register or obtain a licence from the PMC and unable to transfer licences or
registrations from existing holders, then they are shut out of the market. Thus, the registration and
licensing system represents a major barrier to entry into the industry and restricts competition.

Public Benefit
Regional Considerations

A significant proportion of the state’s potato growers are concentrated in certain parts of the state (notably
around Manjimup) and these localities will be affected by the impact of deregulation on local growers.
Some producers may exit the market as exposure to competition squeezes industry participants who are
unable to produce goods at the price, quantity, quality or variety demanded by the market.

This does not mean, necessarily, that they will cease operation —a more likely effect is that they will shift to
more profitable crops, while the most efficient producers increase market share.

Even though these processes will sometimes disadvantage rural producers, they are fair and appropriate,
returning to consumers the gains which producers previously enjoyed because of market distortions.
Their impact on regional communities will be offset if appropriate attention is paid to facilitating structural
adjustment and, where appropriate, compensating losers.

Net Public Benefit

It has been argued that the benefits of price stability, production and quality control, and protection of
grower returns collectively outweigh the costs associated with production and pricing regulation.

The above analysis clearly points out that the benefits of appropriate supply and strong product quality can
be achieved much more efficiently via a deregulated market. Statutory regulation has little part to play in
inducing these benefits to the WA economy.

The benefits of price stability are not worth the costs. Deregulated interstate markets do not record wild
swings in prices, and today’s consumers need little protection from market volatility. In fact WA consumers
have suffered under current arrangements, paying the highest price in Australia for their potatoes over the
past two decades. Furthermore, WA consumers have less choice of varieties than in other states.



Liquor Sales

Liquor licensing and control is subject to significant regulation, which aims to reduce the harm associated
with excessive consumption from a public interest and health perspective. However, the design of the
Liquor Control Act 1988 and the associated regulations do not give due regard to the interests of the
hospitality and tourism industry, its desire to service customers, and the impact licensed venues can have
on the amenity and vibrancy of an area.

In particular, changes should be made to the “Public Interest Test” for new applications to shift the burden
of proof away from the applicant and to the community that will be potentially impacted. The mindset of
the Liquor Commission should be that it is up to the community to prove that a new licensed premises will
have a negative impact, rather than on the applicant to prove that it will not. This system also produces an
implicit bias against potential new entrants to a particular area, promoting existing businesses and reducing
competition.

The State Government has commissioned a review into the Liquor Control Act 1988 which is due to report
by the end of this year. CClI considers changes should be made that seek to remove any unintended
anti-competitive consequences, and shift the regulatory pendulum more towards meeting the needs of
consumers and businesses.

Occupational Licensing

Adopting a national approach to occupational licensing will allow for labour resources to transfer more
readily between the states and territories, helping ease skills shortages in Western Australia.

While CCl is supportive of the national harmonisation approach, concerns have been raised with the
current process as it has adopted the lowest common denominator of standards across states, to set
minimum licensing requirements. Taking this approach has industry concerned with the safety implications
and employer confidence in the delivery of trades.

For example, as a result of harmonised occupational licensing in the electrical trades, the following changes
have caused industry concern:

= Any licensed contractor (builder) will be able to bypass electrical contractors to be on site and
engage an electrician under their own licence. This means that any electrician, regardless of
relevant experience or whether or not they are up to speed on Australian standards, will be able
to do work on public building sites. This may result in increased number of accidents if
underqualified or out of practice electricians work on jobs for which they are not suitable.

= The training requirement to qualify for an electrical contractor’s licence would be removed. No
longer is an electrical contractor required to be on site to ensure safety and standards are
imposed. A builder is now able to oversee this function without the appropriate technical safety
and quality knowledge a qualified electrical contractor has. This removes a safety net to ensure
quality electrical work is being undertaken on site.

= There will be no requirement for ‘on the job’ training to gain an electrician’s licence. This is
concerning as electricians will have limited exposure to actual situational learning experiences in
a real workplace. This will endanger not only people on worksites but the new electrician
undertaking tasks on site without supervision.



= Cgrade training licence for apprentices will be abolished. Apprentices no longer are required to
undertake the introductory safety overview before working on site. This will lead to unsafe
practices on site and employers uncertain of suitability of workers safety standards.

CCl recommends that licensing requirement should meet the safety standards agreed by industry.

Domestic Gas Policy

Growing demand for energy exports, in particular liquefied natural gas (LNG), has created pressures in the
domestic market, driving up the price of domestic gas and electricity, and shifting investment incentives.

However, increasing LNG and gas prices, and changes to regulations, have also driven investment in
domestic gas processing, including Apache’s new plant at Devil Creek and BHP Billiton’s Macedon Gas
project, and in exploration for unconventional sources of gas. Furthermore, domestic supplies rely on
export opportunities to deliver capital investment.

Concerns about the impact of higher gas prices saw the previous WA Government introduce a domestic gas
reservation policy. Some 15 per cent of reserves are now required to be set aside for domestic use.

CCl believes that there is no identifiable market failure in relation to the supply of gas to the domestic
market, and therefore does not support the reservation policy. Such a policy distorts decision making,
and penalises gas producers to subsidise gas consumers. It could also discourage the private sector from
investing in exploring our energy resources.

Research by Deloitte Access Economics for APPEA reinforced the distortionary impacts of domestic gas
reservation policies. The report estimated that the introduction of a domestic gas reservation policy on the
East Coast of Australia would come at a significant cost to the nation’s economy, in the order of $6 billion in
foregone GDP by 2025. CCl believes the ERA should examine the implications of the domestic gas
reservation policy for WA.

Rather than a reservation policy, the Government should instead continue efforts to improve market
transparency and ultimately to increase the liquidity of the domestic market in order to better facilitate the
availability of gas to domestic users.

There are a number of reforms that should be undertaken at key points of the gas supply chain which
were identified in CCI’'s 2007 report Meeting the Future Gas Needs of Western Australia.

The gas bulletin board and gas statement of opportunities provide the opportunity to better understand
gas demand and consider options to improve liquidity in the future. However, the gas bulletin board and
statement of opportunities needs time to be refined and develop into a more useful snapshot of gas
markets, ultimately to enable broader reform across the supply chain.

Once more information is available, the Government should support a review of the feasibility of a short-
term gas trading market in WA. Such a market is already emerging for major domestic users, demonstrating
how the private sector can respond to market signals, but more is needed to understand how the market
operates and the potential to secure supplies.

For upstream gas producers the review of the North West Shelf Joint Marketing arrangements provides a
useful opportunity to consider how best to secure domestic gas and export markets. Furthermore, the
emergence of unconventional gas in the Canning and Perth Basins underpins the importance of market
signals in driving greater production and opportunities for domestic and export users.



Infrastructure

Infrastructure is a key enabler of economic growth and development and is an important aspect of a
vibrant and liveable society. Improving the ways that infrastructure is planned and funded are important
considerations as part of a microeconomic reform agenda for the state.

Over the last decade, Western Australia has experienced strong economic and population growth.
However, investment in infrastructure has not kept up and constraints in key infrastructure such as roads
and airports have added to the cost of doing business, while a lack of social infrastructure has reduced
amenities for Western Australians. To remain competitive in the global economy and attract and retain
private capital, WA needs to upgrade its existing infrastructure and invest in new infrastructure.

Planning and Co-ordination

There is a pressing need to improve infrastructure planning in WA to avoid gaps and ensure that funding is
allocated transparently towards projects that will deliver the greatest benefit to the State. In its 2009
report, the Economic Audit Committee noted that the efficiency and effectiveness of infrastructure delivery
in the state has been greatly diminished by a lack of strategic asset planning.

The body responsible for providing co-ordinated infrastructure planning in WA is the Infrastructure Co-
ordinating Committee (ICC). The ICC sits within the Department of Planning and reports directly to the
Western Australia Planning Commission (WAPC). Its role is to advise the WAPC on planning for the
provision of physical and community infrastructure and promotes inter agency co-operation in decisions
related to urban development. Representatives on the ICC include government agencies with responsibility
for land development, housing, commerce, the environment, state development, energy, minerals and
petroleum, water, health, education and transport.

CCl has concerns about the effectiveness of the ICC. While it is intended to be the central infrastructure
planning body for the state, this is not always the case. Infrastructure planning is scattered around various
government agencies from the Office of Strategic Projects in Treasury, the Department of Planning and the
Infrastructure Co-ordinating Committee (ICC). Planning across major resource infrastructure projects tends
to go through the Department of State Development as the lead agency. The size of the ICC membership
limits its ability to act as a central decision making body. It also lacks any direct industry representative or
contact.

A further concern with infrastructure planning in WA is the lack of a long term infrastructure strategy for
the state. The importance of such a plan was reinforced by the Council of Australian Governments (COAG)
Reform Council, which noted that while the report Directions 2031 lays a very strong foundation for a
housing and land strategy to shape the long term future of Perth, it does not provide actions to form the
basis for a wider planning agenda beyond simply accommodating growth.

The State Government does consider infrastructure projects using the Strategic Asset Management
Framework (SAMF). The SAMF is a high level policy that looks specifically at an agency’s investment
proposal via the annual strategic planning cycle and the State Budget. It strongly emphasises the
optimisation of existing assets, both for asset planning and management.

However, the policy is very focused at an agency level and does not identify where the State infrastructure
priorities are. There has also been limited long term prioritization of public infrastructure planning in
Western Australia in recent years. The result of this is unacceptable cost blowouts and delays in delivery of
major projects. With no broader strategy around infrastructure development in the State, infrastructure
projects have not been prioritised or undergone robust cost benefit analysis.



To remove politics from infrastructure provision and ensure value for money for taxpayers, projects that
involve considerable expenditure or have a significant impact in the community must undergo a
thorough and transparent cost-benefit analysis (CBA). Cost-benefit analysis (CBA) is a tool that supports
evidence-based policymaking and can be used widely for this purpose. A CBA compares the total forecast
cost and benefits of a policy to the community and the economy and tests if the benefits of undertaking a
project outweigh the costs. This will assist policymakers to determine which policy is the most effective to
achieve a stated objective or as a tool to prioritise a potential policy options.

When this does not take place, it results in poor prioritisation and cost blowouts. Recently, there has been
increasing concerns regarding announcements made on key infrastructure projects in WA such as the MAX
Light rail and the train line to Perth Airport where a proper evaluation of the costs, benefits and risk
involved have not been made public.

A CBA should be used to assess options and not to justify a preferred approach prior to an investment
decision. As noted by the Business Council of Australia, “CBA conducted after a political announcement is
usually an exercise in ‘ticking the box’, rather than an honest assessment of all the possible approaches to

meeting the desired objective”.5

A good cost benefit analysis guides decision making in the longer term by considering economic and social
factors. The analysis has to be rigorous, transparent and objective. Objectivity is critical to ensure that
future costs are not underestimated and future benefits overstated. A CBA needs to be straightforward and
readily understood by a wide range of people. The credibility of a CBA is also influenced by the suitability of
a third party appointed conduct the CBA.

The team engaged to undertake CBA should be multidisciplinary, with the specific skills sets required
varying depending on the project under consideration. This should include economists or professionals with
experience in calculating both financial and non-financial costs and benefits with vital inputs from
management accountants, engineers, public policy administrators and procurement specialists.

WA is lagging behind other States such as Victoria, New South Wales and Queensland that have managed
infrastructure from a whole of government perspective and have infrastructure strategies around
recognising the importance of infrastructure to economic growth. Other States have also established
independent bodies to provide advice on infrastructure investment to the Minister and have participants
from public and private sectors. These States have developed long term infrastructure plans from 10 to 20
years.

In addition to the States, the Commonwealth Government is focused on addressing the funding gap for
infrastructure projects with strong economic viability through Infrastructure Australia.

Though WA has received some funding for its infrastructure projects through Infrastructure Australia, this is
miniscule compared to the funding received in States such as NSW and VIC. In the 2013-14 Commonwealth
budget, the Federal Government allocated $500 million to WA to invest in either the light rail or the train to
the airport. However, both projects received a ranking of ‘Early Stage’ status. In order to receive greater
funding from Infrastructure Australia, WA needs to provide more rigorous and robust analysis for
infrastructure projects and ensure that they align with Infrastructure Australia principles to receive more
funding for key infrastructure projects.

> Business Council of Australia, ‘Cost Benefit Analysis’ p.4, Source : http://www.bca.com.au/publications/policy-

essentials-cost-benefit-analysis




CCl believes that an independent statutory body should be set up to provide advice directly to the
Premier on infrastructure. The membership of this body should consist of senior and experienced
individuals from government and the private sector who have experience in delivering and financing
infrastructure projects. The membership should also be limited to a reasonable number so that it can work
more effectively to make critical decisions around infrastructure and advise government.

The work this body should look to undertake should include:

e releasing an infrastructure strategy for WA that identifies long term infrastructure priorities for
the State, to give businesses certainty and direction. This strategy should not lock the
government to build certain infrastructure within a period of time. Rather, it should be a broad
and flexible road map for businesses and investors to identify government’s infrastructure
priorities;

e improving infrastructure co-ordination and planning between agencies through a longer term
infrastructure strategy; and

e providing thorough and transparent business case analysis for infrastructure projects to assist
with prioritisation.

Funding

With strained government finances and the recent loss of the State’s AAA credit rating, the key challenge
for government is funding the state’s infrastructure requirements.

The private sector can play a major role in financing, designing, building, operating and maintaining
infrastructure. Often, the State will achieve better value for money through a contract with the private
sector for the delivery of a service compared with the project or service being delivered entirely at the
public sector’s cost and risk.

Looking at ways to encourage greater private sector involvement in infrastructure provision will be
particularly important in the current fiscally constrained environment.

User Pays

User charges will have a large part to play in ensuring the State’s longer term infrastructure needs are met.
The WA government should consider adopting user charges to pay for infrastructure, to encourage private
sector investment into infrastructure and ensure that infrastructure in the State is better utilised.

Having the community pay for infrastructure usage will ensure that infrastructure is better utilised and
encourage private investors seeking commercial returns to finance a project.

In Australia, user charges are largely visible through road toll charges in most States apart from South
Australia and Western Australia. The benefit of user charges is that it ensures demand is better managed
through a pricing mechanism, resulting in improvements in the productivity of networks and reducing the
need for costly new investment. The revenue raised from user charges could be used to further invest in
infrastructure.

Public Private Partnerships (PPPs)

The Public Private Partnership (PPP) model has served Australia well by delivering high priority
infrastructure projects on time and freed up government funds in that process.



A PPP arrangement involves the public and private sectors collaborating to deliver public infrastructure
projects such as roads, railways, schools or hospitals and manage the facility, maintenance and service
delivery of such projects. These partnerships involve a transfer of certain project risks to the private sector,
especially in the areas of design, build, operations and finance over a long term concession period. In PPP
projects, it is essential to retain the ‘user pay principle’ by charging users for the use of infrastructure such
as toll motorways. This provides proper market based signals that drive the efficient utilisation of
infrastructure and ensure there is an incentive for private sector involvement.

Successful PPP projects in Australia include Melbourne City Link motorway, Sydney Harbour Bridge,
Sydney’s water filtration plants and New South Wales government schools. Though PPPs have been used
extensively in Sydney and Melbourne (and increasingly Brisbane), their use in Perth has been modest.

There is a number of deterrents to greater use of PPPs. The onset of the Global Financial Crisis has resulted
in potential investors becoming more selective in their choices to bid with investors shying away from
managing risks in projects.

High bidding costs has also deterred further investment in PPPs. Bidding costs for PPP projects are high,
with the typical bidding cost for projects with a capital value of $250- $300 million averaging at $2.5 million
and about S5 to 6 million for a S1 billion project.

Some high profile PPP projects that have been unsuccessful have also meant that the use of PPPs has
become politically difficult. One example is the Lane Cove Tunnel in Sydney, which failed due to optimism
on forecasting vehicle traffic. This led to a negative perception of PPPs. These perception issues and ill-
informed views are a barrier to developing the PPP model. Intense media and public scrutiny of deals that
do not go right such as the Lane Cove Tunnel, compared to successful projects such as the Sydney Harbour
Tunnel, has created a difficult political environment for these projects to proceed.

A largely unknown pipeline of projects and a perceived lack of commitment to PPPs across Australia is also
a barrier to further use of this type of model.

Despite these barriers, there are still innovative solutions and funding opportunities for government to
partner with the private sector to build infrastructure. These include:

° the government borrowing, but with private finance guaranteeing the debt — thereby achieving
the risk transfer but with lower costs of capital associated with the government borrowing rate;

. longer term outsourcing and contestability across a wider range of assets (power transmission
and road maintenance for instance); and

. risk sharing rather than risk allocation for infrastructure procurement.6 This could be a more
effective procurement model for PPPs where the private sector is hesitant to take on board the
demand risks for the project.

However, unlocking private sector funds for infrastructure investment will require clear and dedicated
pipeline of projects to justify the deployment of human and balance sheet capital to the WA market.

6AIdis,R & Forward, P, 2011, ‘Towards a new Public Private Partnership Model’, Evans and Peck,
Source:http://www.evanspeck.com/Publications/Towards%20a%20New%20Public%20Private%20Partnership%20Mo
del%20PPP%20Model.pdf




Road user charging

Congestion pricing is a possible tool the government could use to reduce road congestion and provide a
source of revenue for government. Road congestion has been estimated to cost the Australian economy
$13 billion each year and this figure is expected to grow to $20 billion by 2020.”

A solution to this problem could be the introduction of a congestion tax. This is usually a charge imposed on
a vehicle for entering the Central Business District (CBD) of a city during peak hour. This has proven to be an
effective mechanism to reduce traffic congestion and raise revenue for governments in other jurisdictions.

Congestion pricing has been used successfully implemented in major cities overseas such as Singapore,
London, Stockholm, Milan and San Diego. Distance based heavy vehicle schemes are in operation in
Germany, Austria and Switzerland. The London congestion charge generates (gross) revenue of
approximately $380 million per year while the heavy vehicle scheme raises $5 billion per year. The benefits
of a congestion tax includes better utilisation of existing infrastructure, deferred or redirected
infrastructure spending, travel time and cost savings and additional revenue.

A key issue with congestion pricing is the cost of using technology to aid in monitoring congestion. In
London, congestion charges required an investment of $400 million. On the contrary, road pricing in
Singapore was introduced in 1975 through a manual, low technology system but was still successful in
reducing traffic flow into the CBD.

Currently, governments around Australia have attempted to address congestion through a range of
different measures. Many of these measures attempt to address congestion but also focus on other
objectives such as funding infrastructure and improving environmental outcomes. Hence, these measures
impact on road use and indirectly on congestion. These measures include:

o fuel excise;

e road tolls;

e public transport subsidies and priority;

e priority for cars with passengers; and

e car parking levies.

The Henry Tax Review recommended a congestion tax could be introduced across heavily congested parts
of the road network.? A congestion tax could replace inefficient taxes such as motor vehicle registration
and transfer duty. The report noted that this charge should apply to all registered vehicles using congested

roads and that revenue raised from this tax should be hypothecated to be reinvested in transport
infrastructure which includes road, rail and public transport programmes.

’ Deloitte, 2012, ‘Road Pricing: Necessity or Nirvana?’,
Source:http://www.deloitte.com/assets/DcomAustralia/Local%20Assets/Documents/Industries/Government%20Servi
ces/Public%20Sector/Deloitte Road Pricing Dec2012.pdf

8 Treasury, 2009, ‘Australia’s Future Tax System report to the Treasurer’, Source:
http://www.taxreview.treasury.gov.au/content/downloads/final report part 1/00 AFTS final report consolidated.

pdf




However for congestion pricing to gain political support, it would be necessary for government to
demonstrate to the public how revenue hypothecated from congestion pricing could be used to further
invest in critical infrastructure and/or reduce the tax burden through the abolition of more inefficient taxes
and charges.

CCl believes that further investigation needs to be undertaken into congestion charges and their suitability
for WA. A poorly designed congestions charge may add to the tax burden without delivering the intended
outcome of reducing congestion.

Infrastructure Fund

Infrastructure Banks are another model that could be used to fund infrastructure. There are several
international examples of similar institutions including the European Investment Bank, and the Public
Private Partnership (P3) Canada fund. The US government has also been considering setting up a National
Infrastructure Bank to fund infrastructure projects in the country. The infrastructure bank works by using
public capital to purchase highly rated bonds issued by the bank. These funds are then reinvested in various
infrastructure projects.® However, infrastructure banks also need to have the expertise to consider the
appropriate project selection and guidelines and processes involved to make informed decisions.

Infrastructure Australia is not supportive of such an idea as it is concerned that such a fund would ‘crowd
out’ private financing institutions. There was also insufficient support from the private sector to formally
partner with government through an infrastructure fund.

Royalties for Region

There is also the potential for the government to use revenues from the Royalties for Regions (RfR)
programme to invest in infrastructure. Launched in December 2008, the RfR received 25 per cent of the
forecast royalty income for the budget year, which was earmarked to improve social and economic
infrastructure in the regions and deliver services such as health, education, skills training, water and natural
resource management. The programme was also responsible for funding the Mid West Investment Plan,
Pilbara Cities, Gascoyne Revitalisation Plan, Kimberly Revitalisation Plan and Super Towns

Though the recent budget allocations do suggest that the funds in the RfR are allocated to regional
infrastructure projects, there needs to be more transparency around how the RfR is delivering social and
economic infrastructure in the regions. It is important that regional infrastructure undergoes the same
stringent assessment process as all other infrastructure projects to ensure that projects which deliver the
greatest value for money for taxpayers are prioritised.

Additional areas for consideration
Industrial Relations

Industrial relations regulate the manner in which employers are able to manage and interact with their
employees. The June quarter 2013 edition of the Westpac-CCl Survey of Business Expectations found that
industrial relations regulation was the second highest on a list of regulatory concerns, with some 52 per
cent of businesses rating it in the top three (out of nine) areas of concern.

® Committee for Melbourne, 2012, ‘Discussion Paper on Funding and Financing Infrastructure in Victoria’, Source:
http://www.melbourne.org.au/docs/funding--financing-infrastructure-in-victoria- members-note .pdf




Western Australia is the only state in Australia to retain its own industrial relations system. Most private
sector businesses are covered by the federal industrial relations system, leaving only a minor percentage of
mostly small business employees covered by the state system in the private sector in Western Australia.
The state system is also the legislative framework covering public sector employees in Western Australia, as
well as non-trading entities, such as community services organisations.

After the Federal Government used the Corporations Act 2001 to include all “Constitutional Corporations”
in the federal system, a small number of businesses were left in the state system. These small businesses
include sole traders and partnerships, some charitable and not-for-profit organisations and some local
governments. The crux of whether these businesses are left in the state system relies mostly on the funding
arrangements and/or trading activities of these organisations.

The charitable/not-for-profit and local government financial trading status can vary year to year; which
consequently means the organisation’s industrial jurisdictional obligations can also change from year to
year. There is no clear figure of just how many businesses remain in the state system. The Department of
Commerce estimates the number of Western Australian workers who are left in the state system is
between 21.7 to 36.2 per cent, it is important to note that this includes public sector employees, which
would comprise the majority of the estimation. The true number of businesses left in the state system
would be much lower once the public sector has been accounted for.

CCl believes there is no justification for Western Australia to retain its own industrial relations regime,
and that the state should refer its industrial relations powers to the Commonwealth Government. The
rationalisation and simplification of industrial relations and related legislation will remove unnecessary
government duplication of regulation and “red tape”, and would promote higher levels of understanding,
awareness and compliance. It is costly and unnecessary for the State Government to duplicate an industrial
relations system when the vast majority of businesses are regulated by the federal system.

In the Economic Regulation Authority “Inquiry into Microeconomic Reform in Western Australia Discussion
Paper” (ERA Discussion Paper) the ERA concedes that a reform*“...may provide savings to the State
Government but given the dominance of the Federal Industrial Relations system in Western Australia would
not be expected to result in material impacts on productivity in the wider economy.”

CCl encourages the ERA to consider the State industrial relations framework as part of the Inquiry.
Costs to the State Government

Referral of powers would result in an instant, significant cost saving for State Government by allowing for
the winding up of a number of State Government departments involved in administering the State IR
system.

The size and the cost of the WAIRC and associated departments are disproportionate to the number of
employers that they exist for and the amount of matters that are brought to the WAIRC is disproportionate
to the amount of money spent on maintaining it (not to mention modernising it). For example according to
the WAIRC Annual Report only three Employer Employee Agreements were lodged for the 2012-2013
financial year'?, this is in comparison to the 816 Enterprise Agreements lodged in Western Australia in the
FWC for the same period™. The inefficient allocation of resources allotted to this jurisdiction, proves the

10 WAIRC, Report of the Chief Commissioner of the Western Australian Industrial Relations Commission On the
operation of the Industrial Relations Act 1979 1 July 2012 to 30 June 2013. Pp. 32

! Department of Employment, Trends in Enterprise Bargaining June Quarter 2013. Table 7. Available from:
http://docs.employment.gov.au/system/files/doc/other/trendsj13 0.pdf




productivity gains that could be made by removing the jurisdiction would be worthwhile. The scale of
resources in to the output of the jurisdiction is unsustainable in the long term.

The cost saving would be found across the various departments that exist to service the state industrial
relations system and a conservative estimate is a cost saving of upwards tens of millions of dollars per year;
an amount that should not be taken lightly given the Government’s current budget position. Such savings
would be derived from winding up the following agencies, and divisions within other Departments.

e The Western Australian Industrial Relations Commission (WAIRC) could be almost completely removed,
with only a small core function left to deal with public sector industrial relations. The WAIRC has five
full time Commissioners, a President and a number of support staff, and occupies at least three floors
of the 111 St Georges Terrace Building (including the Registry). The rent alone in this building would be
well over $750,000 per floor per year. In the 2012-2013 Department of the Registrar’s yearly report, it
states that for the conciliation and arbitration functions of the WAIRC the State Government provided
the WAIRC $5.896 million for the period. Given that the functions of the WAIRC could be undertaken by
the Fair Work Commission (FWC), all of these expenses to the State Government are unnecessary. The
duplication of the WAIRC functions could be instantly and sensibly referred to the FWC. As the FWC is
federally funded, there would be no cost the State Government for it to handle all Western Australian
industrial relations, except for the public sector.

e The Department of the Registrar exists to support the WAIRC. With the abolition of the WAIRC, this
department would cease to exist, with any services required to support the public sector industrial
relations to be absorbed by other departments. This could deliver substantial savings to Government,
given that in its yearly report for the 2012-2013 financial year the department was given $5.157 million
to operate from the State Government. The majority of the costs of the Registrar could be saved by
referral; in conjunction with the stated WAIRC costs, the savings of these two departments alone would
be well over $11.053 million per year.

e the Industrial Magistrates Court would also become entirely unnecessary with a referral and its costs as
a whole could be saved by its dissolution.

e the Labour Relations division of the Department of Commerce and Wageline could be almost fully
downsized to service only the remaining public sector needs, and could be moved back to the
Department of Premier and Cabinet, where it was located historically.

The savings that could be generated by the referral of the State’s IR powers would be considerable given
ongoing efforts to modernise the states IR system. At the end of 2012 the State Government presented a
Green Bill to Parliament “Labour Relations Legislation Amendment and Repeal Bill 2012”. The Bill seeks to
modernise the state industrial relations landscape and adopts many aspects of the Fair Work Act 2009 (FW
Act). A cornerstone of the proposed amendments is the modernisation of the existing award system. This
would increase the workload of the WAIRC and would potentially require the engagement of additional

12 Looking at archived and current real estate advertisements for 111 St Georges Tce, Perth. The cost of one floor
could comprise the following costs $627.91 per m2 plus an additional $150.26 per m2 outgoing costs per month with
floor space ranging up to 967 m2.

Data from: http://www.realcommercial.com.au/property-offices-wa-perth-500792335

http://www.realcommercial.com.au/property-offices-wa-perth-500546427

http://www.realcommercial.com.au/property-offices-wa-perth-500735855




Registry staff to assist in carrying out the process. The staff would after a time become obsolete and the
Registry would be even further overstaffed in an already unnecessary department.

The need for the state system to undergo a modernisation process could be completely alleviated if the
industrial relations powers are referred. The process would cost the State Government millions of dollars
and would take numerous years to complete. The immense time and money costs that would be spent in
the modernisation process could be instantly saved by simply not undergoing the process. In making these
changes additional expenses will be incurred in drafting and implementing the legislation and the extensive
ongoing refining process that occurs after the legislation has been implemented. Costs would also be borne
out of having to re-educate employers and employees in the new legislation. Five years after the
introduction of the FW Act, the FWC is still undertaking the award modernisation process and this looks set
to continue for at least the next few years.

Costs to business

Essentially if an employer is in the state system, they are being penalised, in comparison to an employer
who is in the federal system.

Firstly, there is an uncertainty for many employers who may be in the state system as to whether they are
in fact in the state or federal systems. Referral of power removes current jurisdictional uncertainty for all
parties — given the various means of structuring an employing entity and transient case law as to what
constitutes trading activities employers often need to seek costly legal advice in an attempt to provide
clarity as to which system applies.

However due to the nature of this definition, clear advice as to which system applies is not always possible.
These businesses are often forced to “jump” between jurisdictions and this often comes a large cost to
these employers having to comply with differing legislations year-to-year. Often the employers who need
this legal clarification are the ones who rely on funds and grants and can least afford it, particularly as the
legal trading status can vary each financial year. CCl is aware of employers who cannot afford this legal
opinion and so they operate by ensuring that they abide by both state and federal legislation unnecessarily,
imposing on themselves higher costs and compliance, to ensure they are not possibly breaking one of the
legislations if they were scrutinised by either Commission.

Employers who are in the state system are also held to a different set of standards to their national
employer counterparts. The minimum wage for example is substantially higher in the state system than the
federal. The employers who are reliant on paying the minimum wage are the employers who can least
afford to pay those additional wages each week. The state minimum wage is currently $23.70 higher than
the federal minimum wage and as can be seen in the table below the difference in the state and federal
minimum wages has been creeping up to a larger gap each year.



FWA WA
Date of Effect 01/07/2010 | 01/07/2010
9 | 2009/10 Weekly MW $569.90 $587.20
S | ¢ difference with WA -$17.30 $0.00
Increase $26.00 $17.50
FWA WA
Date of Effect 01/07/2011 | 01/07/2011
= | 2010/11 Weekly MW $589.30 $607.10
& | $ difference with WA -$17.80 $0.00
Increase $19.40 $19.90
FWA WA
Date of Effect 01/07/2012 01/07/2012
o | 2011/12 Weekly MW $606.40 $627.70
& | $ difference with WA -$21.30 $0.00
Increase $17.10 $20.60
FWC WA
Date of Effect 01/07/2013 01/07/2013
n 2012/13 Weekly MW $622.20 $645.90
& | $ difference with WA -$23.70 $0.00
Increase $15.80 $18.20

An additional cost that these employers will also have to bear will be the modernisation process, if it goes
ahead. The key issue for these small, charitable and not-for-profit organisations is that they are often
without the necessary dedicated HR departments due to the cost pressures of having non-essential
dedicated resources; this means that a modernisation process will cause additional undue financial
pressures during the education and implementation process and would likely lead to higher costs and the
higher possibility of being non-compliant with the legislation.

While these costs may not be defined as significant on a macro level, these additional cost burdens are
significant to the businesses themselves. There will also be additional costs to unions and employer
associations in their necessary involvement in the modernisation process.

Impacts on competition

A single industrial relations system covering all employers and employees in Australia ensures there is a
fair, efficient, universally acceptable and consistently applied regulatory framework for all business in
Western Australia and creates an even playing field across the whole of Australia by removing differing
state laws. This would promote business efficiency, competition and allow all business in Western Australia
the opportunity to compete on a national and international scale.

The maintenance of two industrial relations systems will also maintain a level of competitive advantage for
some employers and disadvantage for other employers, operating in the same industry. Depending on the
jurisdiction these employers may be complying with different rates of pay and penalty rates. Some
employers are afforded a competitive disadvantage simply by being in the conflicting jurisdiction than a



competitor; this unequal playing field is created by no fault of either employer, but determined by which
industrial relations jurisdiction they happen to fall into. Forcing some employers to remain in a state
system, forces them to be disadvantaged and compete on an unequal playing field.

By removing the jurisdictional uncertainties employers would have a finite and universal legislation to abide
by. The competitive disadvantage that is currently held by state system employers would be removed, as all
employers would be bound by the same legislation and be held to the same cost standards. This would also
remove employers need to pay for costly legal advice as to which jurisdiction they currently sit, risk the
consequence by remaining unsure or by abiding by both sets of legislation. By giving back these employers
competitive advantage we would be helping some of the smallest and some of the most worthy employers
to compete on a national and international level.

Public Holidays

If the State Government chooses to continue to maintain a state industrial relations system, CCl believes a
number of changes should be made to the existing state industrial relations framework to reflect the needs
of small business in the state. A review of the state system is necessary in the absence of referral but will
add another layer of unnecessary cost to the system and contribute to a further period of counter-
productivity. A referral of powers will reap a substantial saving in the tens of millions while a review will
cost the State Government even further.

A significant area in which the State Government should take action is to amend the Public and Bank
Holiday Act 1972 (WA) (P&BH Act). The current legislation results in some businesses being obliged to
recognise up to fourteen public holiday days per year, instead of the 10 intended by the legislation. This
particularly affects national system employers that operate seven days a week, who are required to pay
public holiday penalty rates on two days (rather than one) where a public holiday falls on a weekend.

With the commencement of the Fair Work Act 2009, its public holiday provisions have for many Western
Australian businesses doubled the penalty rate costs when employees work on those public holidays that
fall on weekends. This is as a consequence of the interaction between the FW Act [specifically the National
Employment Standards (NES)], modern awards and the P&BH Act.

Additional to the NES prescribing eight public holidays, it also provides that “any other day, or part-day,
declared or prescribed by or under a law of a state or territory...” Given the P&BH Act provides for
additional days where certain public holidays fall on weekends, many WA businesses are obliged to pay
penalty rates for both the public holiday and the additional prescribed day. Further, businesses are
required to pay ordinary rates on both occasions to those not required to work because it is a public
holiday.

Over the 2010-11 Christmas Season six public holidays were appointed for three occasions being Christmas
Day, Boxing Day and New Years Day, greater than any other state or territory. The creation of these
additional public holidays also creates confusion for employers, contributes to loss of business efficiency,
and for WA businesses operating in other states imposes an added responsibility to ensure the relevant
state standard is applied.

There is no evidence of any intention by the Federal Government when it introduced the NES to create
additional public holidays beyond the Public Holiday test case standard of 10 days. The Explanatory
Memorandum states employers are not required to provide public holiday entitlements on two days in
respect of one holiday.

CCl recommend amendments are made to the P&BH Act, as follows.



e Where New Year’s Day or Australia Day fall on a Saturday or Sunday, a substitute public holiday should
be appointed on the following Monday.

e Where Anzac Day falls on a Sunday, a substitute public holiday should be appointed on the following
Monday.

e Where Christmas Day or Boxing Day fall on a Saturday, a substitute public holiday should be declared
on the following Monday.

e  Where Christmas Day or Boxing Day fall on a Sunday, a substitute public holiday should be declared on
the following Tuesday.

This amendment reflects the status quo prior to 1 January 2010, aligns with the Western Australian
legislation more closely with other states and territories and reflects the standard prescribed by the Full
Bench in the Public Holidays Test Case.

Energy

CCl recognises that reforms to the energy market are currently being considered as part of other
Government review processes such as through merger of Synergy and Verve, and the review of the
wholesale electricity market.

Nonetheless, energy markets remain an important element of microeconomic reform that should be
considered by the ERA as part of this Inquiry, given the substantial benefits that would be generated
through reforms that will deliver greater competition.

A detailed policy is needed for our state’s energy sector over the long term, to provide direction with
respect to management and development of energy resources, energy production, security and supply.

Such a plan should look at energy supply throughout the entire supply chain and across different sources of
energy, and consider ways to transition to an open, transparent and competitive market. In particular, an
energy policy for the state’s future should consider:

e international best practice for energy governance, and the role of Government and independent
regulators within energy markets;

e the structure and performance of established energy markets in WA and potential areas for change;

e additional infrastructure requirements across the State to support expected growth in demand in
coming decades; and

e appropriate pricing signals to better manage demand and encourage capital investment. For many
years the price of energy has been artificially restrained, which has resulted in a decoupling of the price
of energy from the cost to produce.

In relation to electricity, the reform process that was initiated with the disaggregation of Western Power in
2006 has achieved some important successes, including incentivising over $2 billion of private investment
in electricity generation, achieving greater security of supply, and enabling medium and large size
businesses to choose their electricity retailer and benefit from low electricity prices.

The reform process needs to continue for the benefits of electricity reform to flow to small business and
to residential consumers. Ongoing and incremental reform of the electricity market is needed to address
excess capacity, improve governance and implement important gas market reforms.



Given their currently significant market shares, the Synergy — Verve Energy merger is likely to have a
significant impact on the South West Interconnected System electricity market. Significant market share
across the market, as well as unfair and anti-competitive behaviour in electricity procurement are serious
risks that need to be appropriately managed through the proposed ring fence. Therefore, the anticipated
outcomes of the merger, and post merger reforms need to be made clear. In addition, industry needs
certainty that interactions between the generating and retailing arms of the new entity are competitively
neutral.

CCl believes the government and the ERA must undertake a transparent analysis and consultation of
post-merger options for increasing competition. This should necessarily include options for plant
shutdowns, asset sales and capital recycling, splitting the merged entity into competing “gentailers”, and/or
complete privatisation. Without embarking on one of these options the merger process is unlikely to
increase competition. The current excess of capacity provides the state with a unique opportunity to move
to the next stage of electricity market reform while supply is relatively secure.

Cost-reflective tariffs

Cost-reflective electricity tariffs have been consistently called for across electricity market reviews at the
state and national levels. Cost-reflectivity is a key first step towards genuine retail competition.

In recent years government has recognised the need to move towards cost-reflectivity and should be
applauded for its efforts to increase tariffs. However, actual tariff increases implemented consistently fail
to reduce the estimated 21 per cent gap between regulated tariffs and the efficient costs of providing
electricity. The state government has consistently pushed the pain of tariff increases into the future, as
demonstrated by Table Two below. By appointing an independent regulator to set regulated electricity
tariffs, government can take some of the politics out of tariff setting and align its procedures with other
states.

For government the subsidy required to maintain electricity tariffs below cost-reflective levels has
increased to $420 million in 2012-13, a significant sum of taxpayer funds that could be invested more
productively elsewhere in the economy.

In addition, electricity consumers in the SWIS continue to be charged the tariff equalisation contribution
(TEC), to ensure the cost of electricity in WA’s regions is the same as it is in Perth. Tariff equalisation is a
social policy decision, and the TEC inefficiently adjusts prices for SWIS consumers to subsidise those in the
regions. Should the government maintain tariff equalisation as a policy, it should be funded from direct
revenue, not through the current cross-subsidy.

Retail contestability

In each of its reviews of the wholesale electricity market, the ERA has made a strong case for expanding
retail contestability. This is further supported by the majority of other electricity market reviews as
outlined in CCI’s previous submission to the Inquiry into Microeconomic Reform.

With 65 per cent of the retail market, government owned Synergy continues to hold a significant share of
the market and with it a significant amount of collateral and risk in underpinning much of the state’s
generation. Without opening the significant and stable market for residential and small business
consumers, independent retailers will be unable to secure significant capacity from generators, and
government will continue to bear a significant amount of risk.



CCl strongly supports the ERA’s call for a clear pathway to full retail contestability. Through its mixed
market combining bilateral contracts, the reserve capacity mechanism and short term energy market, WA
has a structure in place to help provide for efficient and effective competition. In concert with full retail
contestability, regulated tariffs should be gradually removed after levels of customer churn increase to
rates seen in more competitive markets (for example, Victoria). But even with regulated tariffs, retailers
should be free to set prices lower than regulated levels (as occurs in the residential gas market).

Reducing peak demand and encouraging energy efficiency

Policies which enable electricity users to respond to peak demand and to improve energy efficiency are also
recommended by a significant number of the reviews considered in Appendix Two.

Significant costs both in the capacity market and in the electricity network are incurred to meet demand for
only small periods of the year — peak demand periods. To ensure Western Australia’s electricity system is as
efficient as possible, peak demand needs to be addressed and accounted for in pricing structures.

The IMQ’s 2013 Electricity Statement of Opportunities notes that the Individual Reserve Capacity
Requirement, changes to the balancing market and the demand side programme have helped to reduce
peak demand on the hottest days by almost two per cent of total peak demand. These results demonstrate
how appropriate pricing mechanisms in the market can have a material impact on demand. In this case, the
incentives at play are part of the reserve capacity mechanism, underlining how incremental changes to
market design can have significant positive results. But we shouldn’t limit our thinking to participants in the
capacity market. Time of use tariffs are a widely supported mechanism for encouraging smaller users to
reduce demand during peak periods that should also be available for residential customers in a contestable
market.

When combined with smart meters, time-of-use tariffs have proven successful at reducing peak demand,
and reducing household electricity bills. In Western Power’s Perth Solar City project, households with smart
meters with in home displays and time-of-use tariffs have reduced their annual electricity bill by $115 to
$235, and a 13 per cent reduction in consumption during the “super peak” period. If expanded to a wider
range of households this could bring significant network savings while assisting households in actually
reducing their electricity bills. This could provide significant relief as tariffs increase towards cost-reflective
levels.

Public sector reform

In a time of increasingly constrained government finances, the State Government must consider ways to
spend scarce tax payer dollars more efficiently.

Government spending has been outpacing revenue for the past five years. There are now significant costs
now built into the operational expenditure of the WA general government and broader public sector, which
are difficult to unwind without a program of structural reform.

As a result, reform to the operation of Government is an important microeconomic reform, that will
deliver substantial benefits.

Recognising the potential for a challenging fiscal environment in the future, in 2009 the Liberal-National
Government commissioned an inquiry into the operation of the WA public sector, dubbed The Economic



Audit Committee Report (EAC)™. The EAC report provided a comprehensive blueprint for operational
reform of the WA public sector, with the overall objective to reduce the ongoing operational expenditure of
the State Government through reform to the way the public sector conducted business. However, the EAC
report terms of reference did not allow the Committee to examine structural reform to the public sector,
which CCl considers vital in reducing expenditure growth.

The EAC report contained 112 recommendations, ranging from increasing the ability of the State
Government to deliver on its priorities, better service delivery, increasing competition and contestability for
government services and reforms to the way the State Government manages its human resources. Broadly,
these can be broken into two components, a functional review of government and management and
governance reform.

Overall, reform to the operation of the public sector in Western Australia should aim to redirect scarce
government resources to areas of higher priority.

Functional Review of State Government

Western Australia’s public sector structure

is more complex compared to other states 'cr:able Il L

and territories (Table 1). At the end of G‘;Tepr:;';ﬁto Xvetst‘"lfn Newvf’lml‘th 5 o
. . . ustralia ales ueenslian

2012, the Western Australian public service . —

. . Agencies & Authorities

is home to 163 departments, agencies and

trading enterprises, 156 statutory boards Boards & Committees
and committees, as well 140 local Local Government
government authorities. Since 2001-02, Total Government Entities

seven new agencies and two trading
enterprises have been created (in net
terms).

Source: Respective State Government Services

It is not clear that the more complex structure of Western Australia’s public sector yields a better level of
public service. This is of particular concern for the WA business community, as its members routinely deal
with a large number of (often overlapping) regulatory, taxation, planning and development agencies. Such
a complex structure makes it difficult for government to focus on key needs and priorities, and can incur
significant costs, as well as creating a range of management and accountability problems such as:

= areduced ability for the public sector to allocate its resources efficiently;

= excessive competition between agencies for resources and influence;

= inconsistent or incompatible policy objectives between agencies;

= complex lines of reporting to Ministers;

= duplication of services and administrative burdens;

= blurred lines of accountability and responsibility; and

3 Economic Audit Committee. 2009. Putting the Public First: Economic Audit Committee Final Report. Accessed online
at http://www.dpc.wa.gov.au/



= more complex, time consuming, contradictory and confusing relationships between government and
business.

Structural reform to the public sector has the potential to be an important first step in eliminating these
concerns, and improving the efficiency of the sector. Given the complex nature of the public sector in
Western Australia, this would likely involve an overall reduction in the number of government agencies,
enterprises and committees.

A full review of the size, scope and activities of government in Western Australia is needed, to identify
agencies which do not perform a core role of government, or may no longer be relevant. Such a review
should take into account the following guiding principles:

= Activities should be regularly reviewed, the results published, and programs which are no longer
valuable or relevant to a core role of government should be abolished.

= Services which can be delivered more efficiently or effectively through the private sector should be
contracted out.

=  Responsibilities for policy development, regulation and service delivery should be separated wherever
possible in order to limit conflicts in the interest and objectives of agencies and ministers. Service
agencies should not regulate themselves, competitors or potential competitors, and external agencies
should provide objective analysis of public sector agency performance.

=  Within these separate spheres of policy development, regulation and service delivery, agencies and
departments which share similar core objectives and client bases should be combined under a single
agency or authority. Priority should be given to departmental and agency mergers which offer likely
efficiencies through pooling or synergies of skills, economies of scope and shared administrative costs.

=  Government businesses should operate according to clearly determined objectives and parameters.

=  Where community service obligations and standards are imposed, these should be fully and
transparently funded from general government and, if in a competitive or potentially competitive
market, made contestable.

= Trading enterprises should operate with a commercial focus, aiming to make an appropriate return to
government as owner and as tax collector while abiding by government policies on competitive
neutrality and other competition policy requirements, and policies such as competitive tendering and
contracting.

When considering reform to the structure of the public sector, government should look at all options,
including amalgamation, functional reviews, privatisation and contracting out.

CCl believes government should adopt a structured approach to a review of its role in the economy, to
determine whether direct government involvement in certain markets is justified. CCl believes there are a
number of government agencies and boards that should be investigated as options for privatisation or
greater private sector involvement, or abolished or absorbed into other government agencies.

Review of Office of Shared Services program

CCl had long called for a shared services model of internal service delivery in the WA public service, as a
way of eliminating duplication and increasing efficiency for functions which need not be duplicated
between agencies. This was also a key recommendation of the EAC process, and was embraced by the
Liberal Government upon its election in 2008 when the Office of Shared Services was formed.



However, the process did not end up delivering the outcomes and efficiencies it could have, and was
eventually scrapped — at significant cost to tax payers.

In principle, a shared services service delivery model should be able to deliver efficiencies for government,
and should not be completely ruled out as an option as part of a program of public sector reform. But as a
first step, government must commit to a full review of the Office of Shared Services process to determine
what caused it to fail.

Management and Governance Reform

Reforms to public sector management will also ensure that the sector operates efficiently, and that
agencies and individuals are empowered to make decisions and take responsibility for their actions.

The EAC report discusses at great length the issues with public sector management practices and
governance, and recommends a comprehensive program of reform designed to improve flexibility and
enhance accountability. Since then, small changes have been made to the Public Sector Management Act
1974, concerning the role of the Public Sector Commissioner and public sector standards. In May 2013, the
State Government announced that further changes to the Public Sector Management Act 1974 would be
made to introduce provision for involuntary redundancies as an option of last resort, with Western
Australia becoming the last jurisdiction in Australia to introduce such provisions. However, more needs to
be done to modernise the employment practices of the WA public service.

The remaining findings of the EAC should be implemented to address these issues. In conjunction with a
structured program review of the WA public sector, these reforms should deliver ongoing savings to
Western Australian tax payers and allow government room to implement other reform priorities rather
than continuing to spend scarce tax payer funds in an inefficient manner.

Governance and accountability framework

The public sector in Western Australia would benefit from the introduction of a whole-of-government
approach to accountability and governance. Such a framework would help support planning and service
delivery, promote integration and collaboration between agencies and allow for a greater focus on
agencies’ strategic direction and priorities through a more co-ordinated effort amongst public servants.
The EAC found that most government agencies had centralised decision-making structures, largely caused
by a lack of accountability mechanisms and limited penalties for poor performance. Broadly speaking,
frameworks would result in devolved authority and decision making powers.

To address this problem, the EAC recommended that all public sector agencies should develop (or refine
existing) a governance and accountability framework that incorporates:

= the application of an integrated framework and cycle of divisional or area planning, monitoring and
evaluation linked to performance reporting;

= project management approach undertaken by divisions or areas for key priority areas, programs and
initiatives to support quality planning and implementation;

= divisional or area officers being expressly responsible for the governance arrangements, principles,
processes and practices of the relevant division or area and they are embedded, fully understood and
applied by staff, and;

= acomprehensive framework of delegations and authorities that leave no doubt as to scope and nature
of responsibilities delegated and to which positions/levels.



Review of agency KPIs

A devolution of accountability and decision making authority can only be successful if government agencies
are encouraged to review and adjust their key performance indicators (KPls). This will allow both
government and the public more generally to have a clear understanding of whether agencies are meeting
their stated outcomes and areas where improvements are necessary.

At present, it is unclear whether the KPIs for a number of agencies are appropriate, or provide a meaningful
indication of their performance. Agencies’ KPIs are often based upon client or community perceptions of
their performance, and the effectiveness of agency-specific processes. As a result, these indicators do not
provide meaningful insight into whether agencies are delivering improved outcomes. The accuracy of such
indicators is also questionable, given that they are highly subjective, and likely to be inconsistent over time.
It is also difficult to assess agency performance against KPIs over a period of time, as reporting methods or
the indicator itself has often changed.

A more appropriate set of KPIs would assess agencies’ performance against the achievement of outcomes,
as well as benchmarking performance against similar agencies in other jurisdictions, or private sector
providers.

To address these issues, the EAC recommended all departments and agencies refine their existing
reporting regimes to ensure they are consistent across outcome areas, and that all KPIs are reflective of
the scale and risk of the particular activity they are assessing. Indicators should also follow best practice in
so far as they are specific, measureable, achievable, relevant and timely. There may also be a need to
reassess the use of customer satisfaction surveys, which may not be the most appropriate way of assessing
performance for some government functions.

A more flexible public service

A reformed public service, with greater accountability and a more meaningful set of KPlIs, can only deliver
improved outcomes for the state if changes are made to public service flexibility. The EAC report found that
the public service is characterised by a culture of compliance and risk aversion, rather than a focus on
outcomes — a culture which is driven by in large by the prescriptive and inflexible legislation governing
public sector employment.

In this context, CCI considers the recently announced changes to the Public Sector Management Act 1974
an important step. By removing the provisions which guarantee a “job for life” for public servants, the
State Government has kick started the EAC’s recommended approach to increasingly flexibility and
accountability amongst the public service. However, more needs to be done to improve the flexibility of the
public service.

A key priority should be the removal of the freeze on attraction and retention benefits in the public
service. These benefits can and should be used to attract high quality resources to key roles within the
public sector, and act as an incentive or reward to high performing staff. This would bring public sector
employment practices further in line with the private sector. While there should be some sensible limits in
place, and benefits should be subject to review to ensure they are appropriate, public sector managers
should have a wide array of options available to them if there is a demonstrated need to use benefits to
attract or retain staff. This was a key recommendation of the EAC.

There must also be changes to the way the performance of public sector staff is assessed, and breaches
of public sector standards dealt with. In particular, processes should be transparent and encourage staff
development, while rewarding substantiated high levels of performance. Meanwhile, the processes for
substandard performance should be reviewed to ensure they are simple and effective. These processes



should be universal to all public sector employees, all of whom must be treated fairly and consistently. The
EAC’s recommendations on this issue should be fully adopted.

A more adaptive Senior Executive Service

These issues are particularly pertinent for the Senior Executive Service (SES) as this group of public servants
represent the key body of knowledge and decision making in the public sector and represent important
relationships with the business community. A key element of developing a stronger SES is to ensure salary
and benefit packages are competitive with similar kinds of packages on offer from private sector
organisations. The skills required of a member of the SES are likely to be similar to those of an executive
manager in a private sector organisation, yet government agencies are unable to offer flexible salary
packages that could enhance the attractiveness of taking on a position in the public sector. Senior public
servants should also have specific performance targets as part of their remuneration packages, in line with
private sector best practise.

As part of an enhanced benefits package, members of the SES should also be subject to performance
management, in line with their performance against these objectives. As the gatekeepers of major public
decision making, members of the SES should be subject to regular, objective, performance-based feedback;
and be rewarded and penalised in line with their performance. An appropriately designed system of
performance management would enhance accountability, encourage innovation and push SES members to
strive for stronger performance and the associated rewards.

Local Government Reform

The State Government’s recent announcement of local government amalgamation in the Perth
Metropolitan Area is a positive step for WA businesses. There is little reason for the state’s existing
structure of local government, with councils of 1,000 residents or less, to continue, and CCl is confident the
State Government will honour its commitment to reduce the number of councils in the Perth Metropolitan
Area from 30 to 14 by 1 July 2015.

However, the local government reform agenda cannot stop there. While scale economies can be generated
by larger, more efficient and better managed local governments, businesses will still be required to deal
with inconsistency in the interpretation of regulation and planning regimes. CCl is not convinced that local
government should be granted the flexibility to interpret State and Federal Government regulation, and has
made reference to specific areas of concern throughout this document.

CCl believes Western Australian businesses would benefit most from consolidation of local government
planning regimes, consistent application of regulations, and through streamlined approval processes.

Regional Local Government Reform

Western Australia’s regional areas are home to some 110 local government areas, some with a few
hundred residents or less. In certain regional centres this infrastructure is at critical capacity levels. In
October 2005, the then Minister for Local Government and Regional Development asked the Local
Government Advisory Board (the Board) to conduct an inquiry into local government structural and
electoral reform. The findings of the research were submitted to the Minister in March 2006 and then for
public comment later in the year. The critical findings included:

e many local governments are facing severe demographic pressures that are threatening community
sustainability;



e staff attraction and retention is a considerable challenge for many local governments and is threatening
their organisational sustainability; and

e local governments are not generating enough revenue to meet their operating demands and are likely
to have difficulty in meeting long term infrastructure funding needs.

The WA government recently announced that the Perth Metropolitan Area’s 30 councils will be reduced to
14 by 1 July 2015. However, with regional local government facing similar issues in terms of scale
economies and revenue challenges, CCl considers it appropriate that a similar review be undertaken for
regional Western Australia to identify opportunities for amalgamations that will deliver improved capacity
and economies of scale.

CCl believes that there are substantial benefits that could be achieved through reforms to local
government in the regions. This will result in a more comprehensive and structured approach to delivering
local government services.

Training

State Training Providers (STPs) play an important role in the training market by providing affordable
training to students and industry. This training needs to provide students with the skills and knowledge to
be able to perform effectively in the marketplace.

Reform to the current operating model of the publicly funded STPs is required to ensure there is the
capacity to deliver a skilled workforce to meet the changing needs of industry.

CCl supports the current Review of the State Vocational Education and Training system that has been
initiated by the Government. It is an important step in ensuring that the State can set its pathway to
improving the quality of outputs and efficiencies invested in the State Training system.

Utilising state training infrastructure more efficiently to meet the growing flexibility demands of industry,
must be considered. Partnerships with private providers to utilise state training infrastructure in non-peak
times and regional areas should be explored. Attention must also be given to the range of services offered
by STPs, particularly in regional areas, where on occasion, essential courses for industry have not been
offered due to staffing issues.

Another key area to assess in the training system is the quality of industry consultation and input into the
development and relevance of training packages. Industry Training Councils (ITCs) must improve
relationships and networks with employers in their industry responsibility. ITCs must improve processes to
ensure targeted consultation with relevant industry and employers is undertaken on a regular basis so that
training packages can better reflect the needs of industry they are supporting.

Industry expects lecturers to have appropriate qualifications, up-to-date knowledge and skills relevant to
the particular industry sector in which they are lecturing. STPs need to improve their operations through
better industry engagement to ensure a relevant training product. Partnerships with industry need to be
established that allow for trainers to update their exposure to the types of workplaces for which they are
training. This will ensure relevancy in training techniques to meet the needs of the modern workplace.

With the commencement of the Future Skills agenda for publicly funded training in Western Australia,
public providers of training need to ensure they are prepared for competition in an open market and are
still able to offer courses in thin markets. To continue to be relevant, STPs must offer courses that reflect
changing industry standards and be guided by current business practices. This means creating effective
relationships and partnerships with local industry to develop course content suitable for market needs.
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