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Overview

Introduction

This report responds to a request to all jurisdictions by the National
Competition Council (NCC) to provide an interim 1996-97 annual report on
progress achieved in implementing the Competition Principles Agreement and
related reforms, to assist the NCC in its assessment of whether Victoria has met
the criteria attached to the first tranche of competition payments from the
Commonwealth.

Following this overview, the detail of the report is divided into four parts.
Parts I to III deal with progress achieved by Victoria against the
commitments made under the Competition Principles Agreement in the areas
of legislative reviews, competitive neutrality and local government reform,
while Part IV sets out progress against the Implementation Agreement first
tranche reforms for electricity, gas and road transport.

Legislative reviews

Summary of First Tranche Criteria Victoria’s progress

Developed a timetable by June 1996 to Achieved

review by 2000 all existing legislation * Victorian Government’s

that contains restrictions on competition timetable was published in June

1996, with reviews scheduled so
that they are completed before
2000 (Tables 1, 2 and 3 provide an
interim annual report on progress
achieved to date)

Although it is still early in the process, considerable momentum has been
generated by Departments undertaking reviews of legislation that restrict
competition. In general, 1996-97 reviews are progressing as scheduled. In
addition to commencing reviews scheduled for completion in 1996-97,
reviews for approximately a dozen pieces of legislation that were scheduled
for later years have been brought forward. Furthermore, the Victorian
Government has been active in eliminating unnecessary red tape. The
Government has already acted to remove restrictions on competition in
nearly two dozen pieces of legislation, by either removing offending
provisions or repealing them in their entirety.
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To ensure that the gains from the reviews are not undermined by the
introduction of new restrictions on competition, new legislative proposals
have been rigorously assessed to ensure that any anti-competitive provisions
are justified on net public benefit grounds. The competition test has been
applied to Acts of Parliament passed since January 1996 and their associated
regulations. In each case Cabinet has been satisfied that this test was
appropriately completed. Similarly, in accordance with the guidelines, the
responsible Minister was satisfied that the competition test was appropriately
applied in relation to new regulation enacted during 1996. The Premier will
shortly be writing to the National Competition Council providing further
details on this issue.

Competitive neutrality principles

Summary of First Tranche Criteria Victoria’s progress
Applied competitive neutrality (CN) Achieved - see Table 4
principles to GBEs

Published a policy statement on CN Achieved

by June 1996 and published the * Victorian Government’s
required annual reports on the CN policy statement was
implementation of CN principles published in June 1996

» Tables 4, 5 and 6 provide an
interim annual report on
implementation of CN
principles, including allegations
of non-compliance

The Victorian Government has been at the forefront of reforming the
structure of Government Business Enterprises and the financial and
regulatory environment within which they operate so that they do not receive
a net competitive advantage over private sector providers simply as a result
of their public ownership. For instance, the TER requirement for tax-
equivalent payments was extended to certain GBEs in the ports sector, while
the Financial Accommodation Levy was expanded to cover certain water and
electricity GBEs. Furthermore, planning legislation is being reformed to
make the requirements for GBEs more in line with those faced by the private
sector.

Although the application of competitive neutrality principles to other
significant business activities is in general not scheduled to commence until
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July 1997, Departments have made notable progress in restructuring
activities in preparation for the introduction of those principles. For
instance, Health Computing Services is being sold, while significant
structural reform is occurring in prison industries.

Furthermore, the Government will be releasing in the first half of 1997
rigorous yet user-friendly guidelines to assist agencies in applying
competitive neutrality costing and pricing principles to their significant
business activities.

Finally, Competitive Neutrality Complaints Unit has been in place since July

1996 to investigate allegations of non-compliance by Departments to

competitive neutrality principles. The Unit has:

* published and widely distributed a simple brochure outlining the
function, procedures and accessibility of the complaints unit; and

» received and reported findings in relation to 9 complaints.

Local government reforms

Summary of First Tranche Criteria Victoria’s progress

Published by June 1996 a statement applying | Achieved

Competition Principles Agreement principles | ¢ Victorian Government’s

to local government local government NCP
statement was published in June
1996 (Table 7 provides
information on Victoria’s
progress in implementing the
reforms outlined in its local
government statement)

Competition reforms being implemented at the local government level in
Victoria are fostering increased efficiency as well as encouraging innovation
and greater responsiveness to customer preferences. Councils are now
subject to the Competition Code, making them liable to prosecution for
breaches of prohibited market conduct such as price-fixing between
competitors, misusing market power and anti-competitive agreements.
Furthermore, consultations are occurring with local government on a strategy
to review local laws by 1999 to ensure that they comply with NCP principles
regarding legislation that restricts competition.
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Councils are reviewing their structures in accordance with competitive
neutrality principles and are on target to meet the requirement that by 1996-
97 they competitively tender 50% of their total operating expenditure; in
1995-96 councils tendered 37% of expenditure. Victorian councils,
ratepayers and the community at large are now beginning to see the material
benefits generated from competitive tendering, which is contributing to
lower rate levels and the provision of more efficient and effective services.
For instance in 1995-96, Victorian ratepayers paid $263m less in council
rates compared to 1993-94 as a direct result of recent reforms, with
efficiency gains also releasing funds for new capital works initiatives.
Other related reforms

First Tranche Criteria Victoria’s progress
Signed the Competition Principles Achieved

Agreement and the Conduct Code
Agreement at the April 1995 COAG meeting

Applied Competition Code Achieved - Competition
Policy Reform (Victoria) Act
1995 received Royal Assent
on 14 November 1995

At time of payment, is still a fully Achieved
participating jurisdiction

Taken all necessary measures to implement Achieved - see Table 8
an interim competitive National Electricity

Market

Introduced free and fair trading in gas Being contingent upon

resolving the Petroleum
Resource Rent Tax issue,
Victoria’s reforms to date
have fulfilled its commitments
- see Table 8

Effective observance of agreed package of road | Achieved - see Table 8
transport reforms

In the electricity and gas sectors, on-going reforms are establishing
competitive industry frameworks that will facilitate greater efficiency and
customer responsiveness. In the area of electricity, Victoria is genuinely
committed to the relevant agreements and is taking the necessary steps to
implement a national market. It has subscribed to the National Electricity
Code Administrator (NECA) and the National Electricity Market
Management Company (NEMMCO) and structurally separated generation
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and transmission, while the ‘retail’ and ‘wires’ businesses within distribution
have been ring-fenced.

In relation to gas reform, as noted in the COAG Communique of February
1995, Victoria’s ability to commit to the agreed timetable was contingent
upon satisfactory and timely resolution of the Petroleum Resource Rent Tax
(PRRT) issue. Upon resolution of the issue in mid-November 1996, the
Government announced major reform of the Victorian gas industry which
will create a competitive market framework. These reforms are to be
implemented as soon as possible.

Having adopted legislation to apply both national charges on heavy vehicles
and dangerous goods transport requirements, Victoria has fulfilled within the
required timeframe its obligations in relation to those elements of the
national road transport law envisaged by the inter-governmental road
transport agreements.

Conclusion

This report provides information to the National Competition Council on
Victoria’s progress to date in implementing agreed reforms that should
satisfy both the intent and spirit of the criteria for the commencement from 1
July 1997 of the first tranche of competition payments from the
Commonwealth.
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PART I:
Review of legislative restrictions
on competition

As part of the Competition Principles Agreement, all Australian governments
agreed to adopt the following guiding legislative principle:
“that legislation (including Acts, enactments, ordinances or
regulations) should not restrict competition unless it can be
demonstrated that:

* the benefits of the restriction to the community as a whole outweigh the
costs; and

+ the objectives of the legislation can only be achieved by restricting
competition.”

To give effect to this principle, and consistent with COAG requirements, the
Department of Premier and Cabinet released in June 1996 the Victorian
Government Timetable for Review of Legislative Restrictions on

Competition. The legislation covered in this timetable includes Acts of Parliament
and regulations or subordinate legislation made under the authority of the Act
which had been made, or were in force, prior to January 1996. Due to the timing
of Victorian Parliamentary Sittings, this date, not April 1995, was chosen as the
date from which the competition test to new legislative proposals is to apply.
However the effect is the same; all legislation has been subjected either to the
legislative review process or the new legislative proposal competition test.

In July 1996, the Department of Premier and Cabinet released Guidelines for the
Review of Legislative Restrictions on Competition, a document setting out the
administrative and methodological guidelines to ensure that the reviews are
undertaken in accordance with the agreed NCP principles. Local Government by-
laws are being reviewed under a separate process outlined in Part III of this
report.

Progress achieved with reviews of existing legislation that restrict competition
which were scheduled to commence by 31 December 1996 are outlined in Table
1. While this interim report only requires information on progress achieved to 31
December 1996 to be provided, in many cases additional information on progress
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achieved since then is also given. There are some reviews that, although
scheduled to commence after 31 December 1996, have been brought forward
and are already underway; these are outlined in Table 2. Copies of the terms of
reference for reviews and the final reports for completed reviews can be provided
on request.

In addition to these reviews that have been brought forward, changed
circumstances have necessitated certain variations to the review timetable; these
are outlined in Table 3. Changes to the official timetable are subject to the
approval of the Premier. It is intended that an updated version of the timetable will
be published in the second half of 1997 around the time that the full annual report
for 1996-97 is prepared. The updated timetable will continue to ensure that all
reviews are to be completed by the end of 1999.

As well as scrutinising legislation in place before January 1996 against the guiding
legislative principle, new proposed legislation since then is being subjected to this
test. The Victorian Government issued to agencies Guidelines for the
Application of the Competition Test to New Legislative Proposals in January
1996, a step-by-step manual to assist agencies in complying with the legislative
review guidelines. Furthermore, Cabinet submissions containing new legislative
proposals are required indicate that the competition test has been applied and
Justify restrictions on competition. Their continued compliance, including
associated regulations made under the Acts, with the guiding legislative principle
will be reassessed, as required, every 10 years.
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PART II:
Competitive neutrality
principles

Competitive Neutrality: A Statement of Victorian Government Policy, released
in June 1996, fulfils Victoria’s obligations under the Competition Principles
Agreement to publish a policy statement on competitive neutrality, including an
implementation timetable for applying, where appropriate, competitive
neutrality principles to Government Business Enterprises, other significant
business activities, new business activities and in-house bids when competition
to the supply of services to government is being introduced. Table 4 updates
Table 1 of the statement, while progress in applying competitive neutrality
principles to other significant business activities, as outlined in Table 2 of the
statement, is outlined in Table 5. The Government will be releasing in the first
half of 1997 rigorous yet user-friendly guidelines to assist agencies in applying
competitive neutrality costing and pricing principles to their significant
activities.

The Competitive Neutrality Complaints Unit in the Department of Treasury and

Finance has been operational since July 1996, being established by

administrative order It is the aim of the Unit to investigate all complaints fairly,

independently and rigorously and to come to a finding on the basis of the best

available information. Details in relation to the complaints received and

investigated by the Unit are set out in Table 6. The Unit is currently:

developing target benchmarks for response times;

» developing a protocol on the collection and use of information;

* participating in the development of a guide to the application of costing and
pricing principles; and

+ assessing the Unit’s compliance with the Australian Standard on complaints
handling.
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PART III:
Local government reforms

The release in June 1996 of the document National Competition Policy and
Local Government fulfils Victoria’s obligation under the Competition Principles
Agreement to publish a statement, prepared in consultation with local government,
on the application of competition principles to local government.

The statement contains an implementation timetable for the key policy elements of
the application of competition principles to local government: competition code;
compulsory competitive tendering; competitive neutrality; and review of local laws.
Victoria’s progress in meeting this timetable are set out in Table 7 below. The
progress to date is consistent with the objective of completing the implementation
of the package of reforms by June 1999.

Page 257



’ First Tranche Progress Reports

Table 7 - Implementation by local government of competition principles

Policy Element

Required Action

Action to Date

Compliance with
Competition
Code

All councils subject to
the Code from July
1996.

Full pecuniary penalties
to apply from July
1997.

All councils informed of their
responsibilities under the Code.
Most councils have now undertaken
an audit of their compliance with
the provisions of the Code, and
have prepared strategies for
ongoing compliance.

Compulsory
Competitive
Tendering

Councils to tender
30% of total expenses
in 1995-96 and 50%
from 1996-97
onwards.

Councils have reviewed their
structures as part of the
implementation of competitive
tendering. Councils tendered
37% of aggregate operating
expenditure in 1995-96, and are
required to move to 50% in
1996-97.

Implementation
of Competitive
Neutrality

By June 1997, councils
are to have reviewed
the corporate structure
of their business
activities and
determined which of
Model 1 or Model 2
competitive neutrality
policies will apply.
Councils to apply
competitively neutral
pricing principles to
Model 2 business
activities from July
1997.

Councils to report
annually on the
implementation of
competitive neutrality
principles from
1996-97.

A guide to the implementation of
competitive neutral pricing
principles is presently being
prepared and will be distributed to
all councils.
The Office of Local Government
will advise councils on the form
their annual reports on
implementation are to take during
early 1997.
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PART 1V:
Other related reforms

Structural reform of public monopolies

The Victorian Government is committed to the structural reform of public
monopolies in sectors where competition is being introduced. Structural reform
is an important element of Victoria’s competitive neutrality policy, with the
requirements outlined in the Government’s competitive neutrality statement on
structural reform for Government Business Enterprises and general government
services being closely adhered to. Progress achieved by Victoria in the
structural reform of public monopolies is reported to the Industry Commission
as part of its micro-economic reform stocktake.

Competitive Conduct Code

In accordance with the Conduct Code Agreement to introduce the required
legislation within the required 12 months after the Commonwealth’s
Competition Policy Reform Bill received Royal Assent, the Competition Policy
Reform (Victoria) Act 1995 received Royal Assent on 14 November 1995.

Electricity, Gas and Road Transport

Victoria is diligently implementing its commitments to reform these sectors,
as outlined in Table 8. The Government is undertaking major structural
reform of the electricity and gas sectors and has fulfilled its road transport
obligations to adopt both national charges on heavy vehicles and dangerous
goods legislation.
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