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This report describes the sixth full year of the operation of the Government
Prices Oversight Commission (the Commission).

The Commission commenced operations on 1 January 1996, under the
authority of the Government Prices Oversight Act 1995 (the GPO Act). Its
primary function was to investigate the pricing policies of the major
Tasmanian public sector monopolies.! The Commissioner's powers to
investigate the pricing policies of electricity entities were transferred to the
Tasmanian Electricity Regulator (now Tasmanian Energy Regulator) on
1 July 1998.

In 1997, the GPO Act was amended to provide the Commission with powers
to investigate National Competition Policy competitive neutrality complaints.

Minor amendments to the GPO Act in 2000 clarified the Commission’s role to
undertake consultancy assignments on behalf of the Government, specifically
in relation to petroleum product price monitoring and monitoring of the
Commonwealth Bank of Australia’s undertaking to the Australian Competition
and Consumer Commission in regard to products and services offered in
Tasmania.

As Commissioner of the Government Prices Oversight Commission, | also
hold the office of the Regulator under the Electricity Supply Industry Act 1995
and the Director of Gas under the Gas Act 2000. The Commission itself was
appointed in June 2001 as the Local Regulator pursuant to the Gas Pipelines
Access (Tasmania ) Act 2000.

Pricing Policies Investigations

In July 2001, the Commission released its final report for its second
investigation into the bulk water pricing policies of the Hobart Regional Water
Authority, the North West Water Authority and the Esk Water Authority,
recommending maximum prices for the three years following the release of
the final report. The Government issued a revised pricing determination that
reflected the key recommendations of the Commission.

No investigations into pricing policies were undertaken during the 2001-02
period. However, preparatory work was, and continues to be, undertaken for

1 The Government Prices Oversight Act 1995 provides for the investigation of the
pricing policies of certain Government Agencies, Government Business Enterprises,
Local Government Bodies, statutory authorities and State-owned companies that are
monopoly or near monopoly providers of goods and services in Tasmania.




investigations into the pricing policies of Metro and the Motor Accidents
Insurance Board.

Competitive Neutrality Principles Complaints

Apart from general enquiries, no formal complaints were received in 2001-02.

Consultancies

In addition to performing core legislative functions, the Commission, at the
request of the Government, is able to undertake consultancy projects. During
2001-02, the Commission provided services in relation to three separate
projects at the request of the Government.

In accordance with the brief provided by the Government in 1999-2000, the
Commission continued monitoring Tasmanian wholesale and retail petrol
prices, and retail prices for diesel and autogas in Tasmania. The information
gathered as part of this project is published monthly on the Commission’s
website.

The Commission continued its role in monitoring compliance of the
undertakings given by the Commonwealth Bank of Australia (CBA) to the
Australian Competition and Consumer Commission (ACCC) under section
87B of the Trade Practices Act 1974. The purpose of the monitoring is to
ensure that, following the merger of CBA with the former Colonial Bank Ltd,
the Tasmanian community will enjoy the same level of pricing, new product
innovations and service standards as those offered elsewhere in Australia.
The Commission reports to the ACCC on a six monthly basis, with the next
report due at the end of July 2002.

The Commission was engaged by the Government in 2002 to conduct an
annual assessment of Tasmania’s Councils’ compliance with Tasmania’s
National Competition Policy (NCP) water reform obligations as they apply to
urban water and wastewater services. The Commission's assessment was
presented to the Treasurer in May 2002. The audit determined that there was
substantial compliance with the Guidelines.

In addition to this body of work, the Commission continued preparations for its
new role in the economic and technical regulation of the natural gas industry
development in Tasmania. These activities, together with the activities of the
Commissioner as the Regulator under the Electricity Supply Industry Act
1995, are described in the Annual Report of the Tasmanian Energy
Regulator.

Andrew Reeves
COMMISSIONER




The Commission

The Government Prices Oversight Commission (the Commission) is an
independent statutory body. It was established following the commencement
of the Government Prices Oversight Act 1995 (the GPO Act) on 1 January
1996. Its role is to investigate the pricing policies of Government Business
Enterprises (GBES), agency activities and local government businesses that
are monopoly providers of goods and services in Tasmania.

The establishment of the Commission was part of Tasmania's commitment to
the National Competition Policy (NCP) Agreements that were signed by the
Council of Australian Governments (COAG) in April 1995.

The COAG Competition Principles require that the source of prices oversight
advice has the following characteristics:

(@ it should be independent from the Government Business Enterprise
whose prices are being assessed;

(b) its prime objective should be one of efficient resource allocation but
with regard to any explicitly identified and defined community
service obligations imposed on a business enterprise by the
Government or legislature of the jurisdiction that owns the
enterprise;

(c) it should apply to all significant Government Business Enterprises
that are monopoly, or near monopoly, suppliers of goods or
services (or both);

(d) it should permit submissions by interested persons; and

(e) its pricing recommendations and the reasons for them should be
published.

The Commission was set up according to these principles.

The GPO Act was amended in 1997 to provide the Commission with powers
to investigate alleged breaches of the National Competition Policy
Competitive Neutrality Principles by State and local government business
activities.

The Competition Principles Agreement (CPA) requires Government
businesses to operate within a framework that ensures that they do not enjoy
any net competitive advantage simply as a result of their public ownership.
This is the concept of competitive neutrality. The competitive neutrality
principles (CNP) are set out in clause 3 of the CPA. As a general principle,
significant State and local government businesses should reflect full




Commonwealth and State taxes or tax equivalents, be liable for debt
guarantee fees, face the same regulatory framework as their private sector
counterparts and earn a commercial return on the capital invested in them.
The CPA also requires that there be a mechanism to consider complaints
relating to the application of the CPA.

The complaint mechanism applicable to Tasmanian State and local
government businesses is contained in the Government Prices Oversight
Regulations 1998. The Commission does not have the power to investigate
complaints in regard to Commonwealth government businesses or private
sector businesses.

Objectives of the Commission

The National Competition Policy Agreements define the Commission’s
principal objectives, being to ensure that prices charged by government
businesses promote efficient resource allocation decisions by the business,
government and thus the wider economy. These objectives are given effect
through the GPO Act.

As an independent regulatory body, the Commission does not have a primary
role in policy development. However, the Commission through its papers and
reports does seek to promote discussion of issues that will inform or impact
on policies in regard to the operations of the monopoly service providers.

The Commission's strategic and operational activities, roles and
responsibilities are determined by the GPO Act.

The Roles of the Commission

Under the GPO Act, the Commission has two key roles:
= prices oversight of government monopolies; and
= investigation of competitive neutrality complaints.

In addition to performing the key legislative functions, the Commission
undertakes consultancy projects at the request of the Government.
Consultancies undertaken at the request of the Government during 2001-02
included:

= review of the application of the urban pricing water reform obligations by
Tasmania’s Councils;

= monitoring of petroleum prices; and

= monitoring of CBA retail banking activities.




Prices Oversight

In providing prices oversight of Government monopolies, the Commission is
required to investigate prices charged by government bodies for monopoly
services and to recommend maximum prices to apply for the ensuing three-
year period. An investigation is initiated on receipt of the terms of reference
issued by the Minister administering the GPO Act, currently the Treasurer.
The Commission is required to take account of the terms of reference and the
specific matters set out in Section 31 of the GPO Act. These matters include:

= the cost of supplying or providing the monopoly service;
= interstate benchmarks for prices and costs;

= the need to protect consumers from the adverse effects of the exercise
of monopoly power;

= the need for the monopoly provider to be financially viable;

= the need for a reasonable return to the State, including the payment of
dividends;

= the Ministerial Charter of the GBE prepared in accordance with Section
36 of the Government Business Enterprises Act 1995 (GBE Act)!;

= any community service obligations; and

= the quality of the supply of the monopoly service.

In essence, the Commission is required to consider and recommend
maximum prices based primarily on grounds of economic efficiency. These
outcomes do not always accord with the Government's social and economic
objectives, and the Government has the opportunity to reflect its policies in
the Minister's determination of maximum prices, which is set out in an Order2,

The creation of the Commission was not intended to take away the
Government's ability to use prices charged for Government services as
instruments of policy, but to bring greater transparency.

1 Where the government monopoly is incorporated under Corporations Law, the
Commission looks to the Memorandum and Articles of Association. Where the
monopoly has been established as a joint authority under the Local Government Act,
the Commission looks to the Charter issued by the relevant Councils.

2 |n the case of a local government monopoly business, the Minister for Local
Government (currently the Premier) is able to issue a determination under the GPO
Act.




The GBE Act provides for the identification and payment of community
service obligations (CSOs) where it requires a GBE to undertake a non-
commercial activity.  Non-commercial activities could include providing
services at a concessionary rate to a particular class of customer. The
Ministerial Charter may also require a GBE to carry out certain activities
required by the Government. Non-commercial activities or community service
activities (CSAs) undertaken by a State-owned corporation (SOC) are
performed under contract with the State Government.

There is an expectation by consumers and community interest groups that the
Commission will address social and other issues in its investigations. In
practice, the Commission meets these expectations by accepting submissions
not only on matters that specifically address the terms of reference, but also
on related issues. These issues are then raised for the information of the
Government in the Commission’s reports. The Commission expects that this
treatment will assist the Government to make better-informed decisions when
maximum prices are prescribed.

To assist it in undertaking its price investigation role, the Commission seeks
the expert contributions of persons appointed as Assistant Commissioners
and its consultants. It also draws upon the experience of other regulators,
similar investigations in other jurisdictions, and informed comments from the
community and stakeholders.

Competitive Neutrality

The Competition Principles Agreement (CPA) requires that the State has a
complaint mechanism in place to consider complaints relating to the
application of the competitive neutrality principles by Government businesses.
The prescribed process for making and investigating complaints is contained
in the Government Prices Oversight Regulations 1998 (the Regulations).

In February 1999, the Commission issued National Competition Policy
Competitive Neutrality Principles Complaints Mechanism Guidelines (the
Guidelines). The purpose of these Guidelines is to describe:

= the processes for the review of complaints from persons about alleged
breaches of, and non-compliance with, competitive neutrality principles;

= the role of the Commission in relation to the review of complaints;
= the procedures to be followed by complainants; and

= the internal review process required of government bodies in relation to
complaints made against its business activities.




At the completion of an investigation, the Commission is required to forward a
copy of the final report containing a summary of findings and
recommendations in relation to each matter to the relevant Government body,
the complainant, the Minister and Treasurer. The findings of the
Commissioner are final.

An outline of the complaints mechanism is provided in Appendix B. The
Guidelines and other relevant documents are also available from the
Commission or its website www.gpoc.tas.gov.au.

Composition of the Commission

The Commission for a scheduled price investigation consists of the
Commissioner and any Assistant Commissioner(s) specifically appointed for a
particular investigation. In regard to other matters, the Commission consists
of the Commissioner alone.

Mr Andrew Reeves was appointed as the first Commissioner for an initial
three-year term on 1 January 1996. This appointment was renewed for a
further three-year period on 1 January 1999 and again on 1 January 2002.

The Commissioner was also appointed as the independent Regulator on
1 July 1998 under the Electricity Supply Industry Act 1995 (ESI Act) and the
Director of Gas under the Gas Act 2000 on 16 July 2001. In addition, the
Commission was appointed as the Local Regulator on 20 June 2001 under
the Gas Pipelines Access (Tasmania) Regulations 2001 pursuant to the Gas
Pipeline Access (Tasmania) Act 2000. For administrative purposes, the
functions of the two Regulators and the Director of Gas are carried out by the
Office of the Tasmanian Energy Regulator (formerly the Office of the
Tasmanian Electricity Regulator).

While the Commission and the Regulators are separate and discrete statutory
entities, in practice there is a common set of core skills required. The office of
the Commission is co-located with the Office of the Tasmanian Energy
Regulator. The Office staff are employees of the Department of Treasury and
Finance and the sharing of resources improves the efficiency and experience
of the two organisations. Under the ESI Act and the Tasmanian Electricity
Code, the Regulator is required to prepare a separate Annual Report. The
Annual Report of the Office of the Tasmanian Energy Regulator also provides
details of the roles and functions of the Local Regulator for natural gas and
the Director of Gas.

The new structure is shown as follows and comprises three functional units:
Pricing, Performance Monitoring and Review; and Codes, Licences and
Policy. An administrative unit supports the functional units.




Office of the Tasmanian Energy Regulator / Government Prices Oversight Commission

Organisational Chart as at 30 June 2002
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| Research Officer |

| Research Officer |

| Senior Research Officerl

In 2001-02, the structure of the co-located Offices was reviewed and revised,
largely in response to the new and evolving responsibilities of the Tasmanian
Energy Regulator.

The new structure enables staff to focus on their core roles rather than
covering a wide range of tasks, centralises administrative functions, reduces
single person dependency, and increases organisation-wide knowledge.

The Department of Treasury and Finance provides assistance and facilities to
the Commission for human resource management and for information
technology, financial and accounting services.




Prices Oversight Scope

The GPO Act provides for the investigation of the major public sector (State
and local government) monopolies in Tasmania at least once in every three
years®. The Commission may also be required to investigate any other
monopoly service provided by a State or Local Government body. At the date
of the publication of the Annual Report, the following investigations have been
completed:

= Hydro-Electric Commission 30 August 19964
= Metropolitan Transport Trust (MTT) 28 February 1997
= Motor Accidents Insurance Board 29 August 1997
= Hobart Regional Water Authority

North West Regional Water Authority

Esk Water Authority 23 December 1998
= Metro Tasmania Pty Ltd (Metro)

(previously MTT)® 2 June 2000
= Motor Accidents Insurance Board 31 August 2000

= Hobart Regional Water Authority
North West Regional Water Authority
Esk Water Authority 31 July 2001

The Commission also commenced a second investigation into the pricing
policies of the Hydro-Electric Corporation in 1998. However, this investigation
was transferred to the, then, Office of the Tasmanian Electricity Regulator
following the establishment of that Office.

3 The Government Prices Oversight (Amendment Act) 1998 extended the scope of
the Commission to provide for investigations of prices charged by statutory authorities
and State-owned companies, and local government monopoly businesses.

4 As noted above, responsibility for investigation of the pricing policies of electricity
entities in Tasmania (including those of the former Hydro-Electric Commission) was
transferred to the Tasmanian Electricity Regulator on 1 July 1998.

5 The Government corporatised MTT on 2 February 1998 as part of its transport
reform package.




Conduct of Investigations

The procedures for the conduct of major investigations, the requirements for
reports and the procedures for setting of prices are described in Appendix A
to this Report.

Public Consultation
Public consultation is an important component of the Commission’s work.

Assistant Commissioner(s) are appointed for their expertise on the matter
under investigation. However the Commission also draws on business and
community knowledge to identify the particular issues of each investigation.

Where it is considered appropriate, the Commission will also release a
background or issues paper to encourage initial submissions.  After
consideration of all initial submissions and the issues raised by the entity, the
Commission prepares a draft report with the Commission’s draft proposals.
The draft report becomes the focus for further submissions, which are then
taken into account in preparing the final report and recommendations.

While the GPO Act provides for the Commission to convene public hearings,
no formal hearings were convened during the year. Rather, the Commission
has preferred to meet separately with interested parties. The formality of a
public hearing is daunting for some and the process, while effective in some
circumstances for gathering information, gives less opportunity for meaningful
exchange than direct consultations with interested parties.

The Commission also publishes all its public documents and entity
submissions on its website www.gpoc.tas.gov.au.

Information Gathering

Submissions from the monopoly business whose pricing policies are under
investigation are a major source of information. In addition, the Commission
has powers under Section 29 of the GPO Act to require material to be
provided. There were no Section 29 requests issued in 2001-02.
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Pricing Investigations

Metro And Motor Accident Insurance Board

Preparation work was undertaken for investigations into the pricing policies of
Metro and the Motor Accidents Insurance Board, which will commence in
2002-03.

Bulk Water Pricing Policies Investigation

The Commission completed its investigation into the pricing policies of the
Hobart Regional Water Authority (Hobart Water), the North West Water
Authority (Cradle Coast Water) and Esk Water Authority (Esk Water). The
Commission submitted the Final Report to the Treasurer, the portfolio
Minister, and relevant Local Government bodies on 31 July 2001.

In summary, the Commission recommended in its Final Report that:

= As a first principle, locational pricing (ie different prices at each supply
point) is the preferred mechanism to allocate both volumetric and
connection charges.

= The volumetric price at each node (supply point) should reflect the Long
Run Marginal Cost (LRMC) equal to the Short Run Marginal Cost
(SRMC) plus Marginal Capacity Cost (MCC). The change in
consumption associated with implementation of the revised price should
be taken into account in estimating the MCC. However, where there is
not significant variation in the nodal volumetric costs between nodes or
where the loss of efficiency is not significant, it is acceptable to use a
regional average of LRMC for the volumetric charge.

= If locational pricing is not used for the allocation of remaining costs then
the Commission proposes that these fixed charges be allocated
according to the weighted number of connections in a retailer's network.
This mechanism will not affect the location decisions of those wanting
new connections. Other mechanisms for allocation of fixed charges may
also be acceptable, however the practice of using a three-year rolling
average to calculate the allocation of fixed charges should not be
applied.

In addition to the above recommendations, the Commission also made
specific recommendations in relation to each Authority’s pricing policies.

11



Competitive Neutrality Complaints

During 2001-02, no complaints were made to the Commission.

Consultancies

Monitoring of Petroleum Prices

At the Treasurer's request, the Commission has been monitoring and
reporting Tasmanian wholesale and retail petrol prices since August 1999,
and average retail prices for diesel and LPG (autogas) since April 2000. The
purpose for the monitoring and reporting is to address community concerns
about fuel prices paid by Tasmanians relative to mainland motorists.

In general, the Commission found the apparent unleaded retail margin in
Hobart increased since Liberty closed its Glenorchy site in November 2001.
Hobart apparent unleaded retail margin was about 2.6 cents per litre (cpl) in
March 2002 compared with about zero apparent retail margin from March
2001 to November 2001 and negative apparent retail margin from mid-
September 2000 to December 2001. This indicates that considerable price
support had been provided to retailers by oil companies during the latter two
periods.

Launceston monthly average retail petrol price had been on average about 4
cpl higher than Hobart for the twelve months prior to Liberty’s entry into the
Launceston market in mid-November 2001. As at June 2002, Launceston
petrol prices were, on average, 2.91 cpl below Hobart petrol prices.

Monitoring of the Commonwealth Bank’s Undertaking

In March 2000, the Commonwealth Bank of Australia (CBA) and Colonial
Limited (Colonial) announced their intention to merge.

The Tasmanian Government and the ACCC, among others, expressed
concerns that the proposed merger might have a detrimental impact on retail
banking services throughout the State. To address these concerns, CBA
gave a commitment to the Tasmanian Government that Tasmanian
customers will receive the same prices, new product innovations and service
standards as those enjoyed by customers elsewhere in Australia. That
commitment was subsequently incorporated in an enforceable undertaking
given to the ACCC as a condition of approval of the merger. The same
undertaking was given in relation to regional New South Wales, a region
identified by ACCC as another market that might be adversely affected by the
merger.
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As part of the undertaking, CBA agreed to appoint independent Monitors for
Tasmania and New South Wales to ensure CBA comply with the undertaking.
The Monitors’ roles are to monitor CBA compliance and to report to the ACCC
every six months. The Tasmanian Government has nominated the
Commission as the Monitor for Tasmania. To assist the Monitors, CBA also
agreed to appoint an independent Reporter in accordance with the Reporting
and Monitoring Guideline proposed by the Commission.

The Commission submitted its first report to the ACCC in February 2001 for
the period May to November 2000. Further reports have been prepared and
provided to the ACCC on a six monthly basis since that time.

The consistent finding in these reports has been one of ‘substantial
compliance with the undertakings’.  This has reflected a significant
commitment of resources by the CBA to compliance and ongoing integration
of CBA and Colonial products, processes and branches, all of which tend to
reduce the risk of non-compliance.

There have been very few complaints received by the ACCC, the
Commission, the CBA or the Banking Industry Ombudsman which relate to
compliance with the undertakings. Any such complaints have been rigorously
investigated. To date the ACCC has not found evidence of non-compliance
arising from any of these complaints. The Commission has reviewed, through
its independent Reporter, the integrity of the CBA complaint handling process
and is satisfied that it fairly reflects the number and content of actual
complaints in this matter.

The process of product, system and branch integration between the CBA and
Colonial is now substantially completed. The CBA has continued to allocate
appropriate resources, and evidence an ongoing commitment, to compliance
in this matter. The undertakings may be brought to an end at the conclusion
of three years by agreement between the ACCC and the CBA. This will have
regard to the compliance history of the CBA, but is a matter for the ACCC and
CBA.

The Commission has not published its reports as they are provided to the
ACCC. It is a matter for the ACCC to report on compliance with section 87B
undertakings?.

1 Trade Practices Act 1974,
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Local Government Compliance (Water)

The Commission was engaged by the State Government to assess whether
Tasmania’'s councils are complying with Tasmania’s national competition
policy (NCP) water reform obligations as they apply to urban water and
wastewater services. The primary focus of the audit was to examine whether
councils are recovering sufficient revenue from their water and wastewater
businesses to recover all costs, but not so high as to provide a rate of return
that indicates monopoly profits.

The audit determined that there was substantial compliance with the Urban
Water Pricing Guidelines. The Department of Premier and Cabinet and the
Department of Treasury and Finance are currently discussing the outcomes
with those Councils where non-compliance was identified, to determine a
strategy for adjusting revenue recoveries to ensure that compliance can be
achieved within one or two years, depending on the level of adjustment.

The next audit will commence in November 2002 for completion prior to the
March 2003 Report to the National Competition Council.
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Human Resource Management and Policies

Staff of the Commission (excluding the Commissioner who is employed under
the GPO Act) are employees of the Department of Treasury and Finance
(Treasury) and are made available to the Commissioner on a full-time basis.
As such, Commission staff are subject to the same human resource
management policies and procedures as applies in Treasury. Readers are
referred to Treasury’s Annual Report for any information in this regard.

Asset Management and Risk

The Commission is co-located with the Office of the Tasmanian Energy
Regulator (previously the Office of the Tasmanian Electricity Regulator) and
all assets are shared between the two bodies. Major corporate support
services for the two Offices, including the management of assets, are
undertaken by the Department of Treasury and Finance. Readers are
referred to Treasury’s Annual Report for any information in this regard.

Pricing Policies

Under section 23 of the GPO Act, a monopoly provider that is the subject of
an investigation is liable for the whole or part of the reasonable expenses
incurred by the Commission arising from the conduct and reporting of that
investigation. On this basis the Commission is able to recover from the
relevant entity(ies) all reasonable costs, including overheads, associated with
the conduct of an investigation.

The Commission's competitive neutrality activities are undertaken free of
charge to either the complainant or the entity subject of the complaint.
However, the Regulations require a deposit of $100 to be lodged with the
Commission at the time a complainant lodges the complaint. This amount is
refundable if the complaint is found to be justified.

Consultancy work is generally undertaken on a fee for service basis.
However, the monitoring of petroleum product prices is undertaken on behalf
of the Government and is funded through the Consolidated Fund. Monitoring
of CBA compliance with the ACCC undertaking is funded by CBA.
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Payments to Consultants

The following payments were made to consultants during
2001-02.

Consultancies less than (or equal to) $50,000

Company Location Description Actual
Expenditure

University of TAS Assistant Commissioner, $11 000.00

Tasmania Bulk Water Investigation

Farley TAS GPOC/OTTER $ 1341.15

Consultancy Organisation Review

Informed Sources  TAS Provision of Petroleum $ 7802.30

Consultancy Product Prices

Quill Consultancy  TAS Development of $ 231.00

Templates
Vasiljuk A & R TAS Collation and format of $ 1347.50

final water report.

Freedom of Information Act 1991

During 2001-02 no requests for information were made of the Commission
under the Freedom of Information Act 1991.
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Publications by the Commission During 2001-02

Publication Released
Investigation into Bulk Water Pricing Policies — Final Report July 2001

Petrol Pricing Monitoring Reports — published monthly on July 2001 to
the Commission’s website June 2002

17






FINANCIAL STATEMENTS

For the period ended 30 June 2002

The following financial statements are included:

= Certification

= Audit Report

= Notes to the Statement of Expenditure and Receipts

= Statement of Expenditure and Receipts
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Government Prices Oversight Commission

Certification of Financial Statements
For the period ended 30 June 2002

The accompanying Financial Statements of the Government Prices Oversight Commission have
been prepared in compliance with the provisions of the Government Prices Oversight Act 1995.
The Statements are in agreement with the relevant accounts and records so as to present fairly the
financial transactions for the period ended 30 June 2002 and such components of financial position
as at 30June 2002 which the Minister requires under Section 40(3) of the Government Prices
Oversight Act 1995 to be disclosed in the Financial Statements.

At the date of signing | am not aware of any circumstances which would render the particulars
included in the Financial Statements misleading or inaccurate.

Ve
(,4‘/‘——?/
Andrew Reeves
COMMISSIONER

20 August 2002
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In my opivion the financial repart presents faidy, in accordarde with the cash bass of
acrounting the financal transactions of the Govammant Prices Oversight Commission far
the yrar ended 30 June 2002 and such components of financial position &L that date as

are disclosed in the finandal repor.

& B MarfTew

Asstant Diractor
TASMANIAN AUDIT OFFICE
For the Auditor-General

10 October 2002
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Government Prices Oversight Commission

Notes to the Statement of Expenditure and Receipts

1. Basis of Accounting

The Financial Statements have been prepared in accordance with the Government Prices
Oversight Act 1995 and Ministerial Directives under Section 40(3) of that Act.

The transactions of the Government Prices Oversight Commission are funded through the
Consolidated Fund. The records are maintained on the cash basis of accounting by the
Department of Treasury and Finance on behalf of the Commission.

Figures presented have been rounded to the nearest thousand dollars.
2. Non-Current Assets

The Commission has a policy of recording all assets regardless of value in its asset register.
These assets are recorded at cost and are not depreciated. However, for reporting purposes,
assets with a value greater than $5 000 and an estimated useful life greater than two years are
shown below.

As at 30 June 2002, the Commission did not have any assets which met the above reporting
criteria.

3. Debtors

As at 30June 2002, the Commission had debtors outstanding amounting to $5072 (GST
inclusive).

4, Creditors

As at 30 June 2002, creditors for the Commission amounted to $576 (GST inclusive).
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Government Prices Oversight Commission

The Consolidated Fund
Statement of Expenditure and Receipts
For the year ended 30 June 2002

2002 2001
$000 $000
Receipts
Fees and Recoveries 119 138
Total Receipts 119 138
Expenditure
Employee Entitlements 72 204
Rentals and Other Accommodation Related Outgoings 6 27
Communications 2 6
Travel and Transport 4 17
Consultancies 20 35
Information Technology 1 3
Advertising and Promotion 1 1
Other Expenses 17 63

Total Expenditure 123 356







Government Prices Oversight Commission: Summary of
Procedures

This appendix summarises the Commission’s investigation procedures and the procedures for
setting of prices following an investigation.

Conduct of Investigations

The Notice

An investigation is initiated by the Minister administering the Act (now the Treasurer) with the
agreement of the Portfolio Minister (the Minister with responsibility for the ‘monopoly provider’).
Upon receiving the requirement to conduct an investigation, the Commission is required to give
notice to the monopoly provider and in Tasmanian daily newspapers.

Such a notice must include the terms of reference and specify the purpose of the investigation, how
submissions may be made to the Commission and the matters that the Commission would like
submissions to address.

Matters To Be Considered

In addition to issues specifically mentioned in the Terms of Reference, Section 31 of the Act
requires the Commission to consider certain matters. These include:

= the cost of providing the monopoly service;

= interstate or international benchmarks for prices, costs, revenues and return on assets;
= the need to protect consumers from any adverse exercise of monopoly power;

= any community service obligations of the monopoly provider;

= the need for efficiency in the provision of the monopoly service and for the monopoly provider
to be financially viable; and

= the impact on pricing policies of any borrowing, capital, dividend and tax equivalent
obligations of the monopoly provider, including obligations to renew or increase assets.
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The Investigation Process

In conducting an investigation, the Commission may receive written and oral submissions, consult
with any person, hold hearings and seminars and conduct workshops.

Preliminary notice of any hearing is required to be advertised in the Tasmanian daily newspapers.
The hearing is to be held in public unless the Commission considers that for reasons of public
interest, or because the evidence to be presented is likely to be confidential or commercially
sensitive, the hearing should be held in private.

Freedom of Information Act 1991

The Freedom of Information Act 1991 (FOI Act) applies to the activities of the Government Prices
Oversight Commission. However, where the Commission gives directions prohibiting or restricting
the publication of information provided to it, the FOI Act will not apply in respect of that information.

Section 29 Requests

The Commission may require any person, normally a Government Agency or GBE, to supply
information by a request under Section 29(1) of the Act. This information may be in oral or written
form.  Section 30(2) enables the Commission to give directions prohibiting or restricting the
publication of all or part of this information.

As noted above, where the Commission gives such a direction under Section 30(2), the FOI Act will
not apply in respect of that information or to records relating to the production of such information.

If information is provided in response to a Section 29 requirement and the provider of the
information requests that the Commission give a direction under Section 30(2) to prohibit or restrict
the publication of that information, the Commission will not make that information available to any
person without prior consultation with the provider.
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Reports and Recommendations

Draft Report

The Commission may prepare a draft report when required by the terms of reference, or by the
Minister and Portfolio Minister, or by its own decision. If a draft report is made public, any person
may make submissions. The Commission is required to take these submissions into consideration
before making a final report.

Final Report

The Commission must prepare a final report containing a recommendation in relation to the
appropriate maximum prices chargeable by the monopoly provider for the monopoly service during
the three years after completion of the report.

Section 4 of the Act sets out the form in which maximum prices may be expressed. These include:

= maximum prices or the maximum rate of increase or the minimum rate of decrease in
maximum prices;

= average prices or average rates of increase or decrease in such average prices;
= pricing policies or principles; and

= by reference to a general price index, the cost of production, revenue, a rate of return on
assets or any other factor.

Price-setting

The Portfolio Minister must lay a copy of the Final Report before each House of Parliament within
20 sitting days of receiving the report. Copies are to be available for purchase by members of the
public.

Where the monopoly provider sets its prices by statutory rule, or has been declared a "prescribed
monopoly provider", then the process for price-setting includes Parliamentary oversight as
described below:

= Within 60 days of receiving the final report, the Portfolio Minister is required to consult with
each Minister of the Crown and the monopoly provider in relation to the recommendations of
the Commission.  The Portfolio Minister must either accept the Commission's
recommendations in relation to the maximum prices, or take some alternative decision about
those maximum prices.

= The Portfolio Minister must then make an order (which is disallowable in Parliament) that
gives effect to that decision.
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= The Act further requires that the monopoly provider must, during the 60 days between when
the order is made and when it takes effect, re-determine its prices, tariffs or charges so that
new arrangements are in place to conform with the order from the day it commences.

= Inre-setting its prices and in varying those prices at any time during the next three years, the
monopoly provider must obtain a certificate from the Commission to the effect that the
proposed prices are within the maximum prices, which have been established by the order.

In all other cases, the Act simply requires that after receiving a final report the Portfolio Minister,
after consulting with each Minister of the Crown and the monopoly provider, must determine the
maximum prices to be charged by the monopoly provider during the next three years and take such
action as is necessary to ensure that those maximum prices are met.
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Government Prices Oversight Commission: Complaints
Mechanism

The Competition Principles Agreement (CPA) requires that the State have in place a complaint
mechanism to consider complaints relating to the application of the competitive neutrality principles
(CNP)L,

The Government decided that the Commission would be responsible for overseeing the complaints
mechanism within Tasmania in addition to its existing function of oversight of the prices charged by
public sector businesses that are monopoly, or near monopoly, suppliers of goods or services.

The Commission was empowered to administer the complaints mechanism by the inclusion of this
function under Section 10 of the Government Prices Oversight Act 1995 (the GPO Act) and by
procedures set out in the Government Prices Oversight Regulations 1998 (the Regulations).

Under the Regulations the Commission will;

= only consider complaints by ‘a person who believes that a Government body has contravened
any of the principles and is adversely affected by that supposed contravention’?; and

= only formally consider complaints after the person ‘has discussed that supposed
contravention with the Government body'® against which the complaint is made.

On the completion of an investigation into an alleged breach, the Commission is to report on its
findings to the Treasurer and the Portfolio Minister and make its recommendations public in an
annual report.

Where a complaint is lodged concerning a government business activity which, in accordance with
the relevant Application Statement, is not subject to the competitive neutrality principles, the
Commission will consider whether the person has been adversely affected by the failure to apply
the competitive neutrality principles to that business activity.

The process, which governs the review of complaints concerning the application of the competitive
neutrality principles, can be divided into three stages:

Stage 1 - Identification and Lodgement of a Complaint: by the body or person adversely affected by
the alleged non-compliance with the competitive neutrality principles. Prior to formal lodgement the
complainant is required to discuss the complaint with the relevant government body.

1 The national competition policy competitive neutrality principles as set out in clause 3 of the Competition
Principles Agreement.

2 See clause 4 of the Government Prices Oversight Regulations 1998.

3 See clause 4 of the Government Prices Oversight Regulations 1998.
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Stage 2 - Investigation of the Complaint: by the Commissioner. As part of the investigation the
government body subject of the complaint is required to provide the Commission with a statement
of facts in response to each of the alleged breaches of the CNPs. The Commissioner is also able
to seek additional material from the complainant and the body subject to the complaint and from
any other relevant body.

Stage 3 - Reporting on the Review Outcomes: to the Minister responsible for the Government
business (in the case of a local government body to the Minister for Local Government) and the
Minister responsible for administering NCP. The report may contain recommendations in relation
to the application of the CNPs by the government body that was the subject of the complaint and
or, in relation to the Application Statement itself. ~Where the Commission has made a
recommendation in relation to the application of CNPs, the relevant government body and
Responsible Minister are required to advise the Commission of action being taken as a result of the
Commission’s findings and recommendations. ~ Where the Commission has made a
recommendation in relation to the Application Statement, the Treasurer is required to advise the
Commission of action he/she intends to take in relation to the recommendation.

Under Regulation 18, the Commission in its Annual Report must include:

= particulars of any contravention of the CNPs admitted by a government body in response to a
complaint or determined by the Commission; and

= include particulars of action taken by a government body as a result of such an admission or
determination of a contravention of the CNPs.

The Commission may also include any other matters it considers appropriate to include or other
matters that the Minister requires to be included.

To assist government bodies and potential complainants to understand the complaint mechanism
process, the Commission released the Competitive Neutrality Complaints Mechanism under
National Competition Policy Guidelines in early 1999. A copy of this document is available on the
Commission’s website. In addition the Commission’s staff meet with potential complainants to
discuss the process and requirements under the Regulations.
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Glossary of Terms

Term

Meaning within the Context of this Report

ACCC

Australian Competition and Consumer Commission

Application Statements

Application of the Competitive Neutrality Principles under National
Competition Policy and Application of the National Competition
Policy to Local Government both issued June 1996

CBA Commonwealth Bank of Australia

CNPs Competitive Neutrality Principles as defined in clause 3 of the CPA
and the Application Statements

COAG Council of Australian Governments

Commission The Government Prices Oversight Commission unless otherwise
specified

CPA Competition Principles Agreement

CSA Community Service Activity — being a non-commercial activity
undertaken by a State-owned Corporation under contract with the
State Government

cpl cents per litre

Cso Community Service Obligations (as defined in the GBE Act 1995)

ESI Act Electricity Supply Industry Act 1995

FCA Full Cost Attribution (as defined in the Guidelines for Implementing
Full Cost Attribution Principles separately issued to Tasmanian
Government Agencies and Local Government in 1997)

GBE Government Business Enterprise, being a wholly owned
Government business subject to the GBE Act

GBE Act Government Business Enterprises Act 1995

GST the Commonwealth Government's Goods and Services Tax

GPO Act Government Prices Oversight Act 1995

GPOC Government Prices Oversight Commission

HCC Hobart City Council

LPG Liquefied Petroleum Gas

LRMC Long Run Marginal Cost

MAIB Motor Accidents Insurance Board

MCC Marginal Capacity Cost

Metro Metro Tasmanian Pty Ltd (established in February 1998)

MTT Metropolitan Transport Trust (prior to 1998)

NCP National Competition Policy

OTTER Office of the Tasmanian Energy Regulator

SRMC Short Run Marginal Cost

The Regulations

the Government Prices Oversight Regulations 1998
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