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The CHAIRM AN — The Economic Development Committeeis an all-party investigatory committee of
the Legidative Council. Today it is hearing evidence on itsinquiry into structural changesin the Victorian
economy. | advise all present that al evidence taken by the committee, including submissions, is subject to
parliamentary privilege and is granted immunity from judicial review pursuant to the Congtitution Act and the
Parliamentary Committees Act.

| welcome Mr Gerry Ryan, corporate secretary of Australia Post, and Mr Terry Stevens, national manage,
financial services, retail group. | invite you to make an opening statement, after which the committee will ask some
questions. The committee’ sreferenceisto inquire into structura changesin the Victorian economy in anumber of
areas. This morning we are talking about postal communications. The committee' s brief isto assess theimpact of
thewithdrawal of services, and particularly to examine the situation in small and medium-sized towns.

Mr Ryan, | ask you to make an opening statement, after which the committee will ask some questions.

Mr RYAN — Thank you, Chairman and members, for the invitation to appear before the committee
today. | will start with abrief overview of Australia Post and move on to some issues that have been raised with us
by the secretariat in correspondence inviting us to appear today.

AudtrdiaPost isafully owned government business enterprise. It provides high quality mail, parcel and agency
financia servicesto al Austrdians. We employ 27 000 full-time employees, 8500 part-time staff and afurther
9400 as licensees and/or mail contractors. We are required to meet both commercial and social obligations. Our
revenue in the last reported year — o that isthe year before the financia year just completed — was $3.7 billion;
our profit was $391 million, areturn on revenue of 10.5 per cent; and we paid anormal dividend to our owner of
$156 million.

The committee has a copy of our submission and we would be happy to answer any questions on that. However, |
wish to update and expand on some aspects, with particular reference to some of the issues raised in the recent
letter to me from the committee secretariat.

Firgtly, thelevel of our commitment to the Victorian community can beillustrated by reference to employment, our
retail network, our delivery network, our ddlivery performance and some new initiatives, particularly in the
financia servicesarea. On the employment front, some 10 500 Victorians are engaged in the provision of postal
sarvices. Of those, 8400 are employed directly, either full time or part time, and some 3975 are employed indirectly
as post office licensees or mail contractors. Approximately 17 per cent of the 10 500 are employed in
non-metropolitan areas— that is, around 750 of our 10 500 employees or licensees.

At 30 Junethis year we had 1094 retail outletsin Victoria, about the same number asin recent years. Of these,

51 per cent arein metropolitan areas and 49 per cent in rural and remote areas. The dispersion between
metropolitan and rural and remote areas has remained relatively constant in recent years. Of those 1094 outlets, 700
are currently online and 231 of those 700 online outlets are in country areas. So in addition to the normal range of
postal services, the 700 outlets provide online bill payment and banking for the 70 participating financia
ingtitutions. The other outlets— that is those beyond the 700 — provide bill paying services and manua banking
services, but only for the Commonwedlth Bank at this stage.

We ddliver to around 2.2 million Victorian delivery points. That is mainly done through street or roadside delivery,
private boxes and locked bags. AlImost 90 per cent of those 2.2 million delivery points are private househol ds.
Again, over timethe total number of both household and business delivery points hasincreased in line with
population changes, and in line with the popul ation approximately 25 per cent arein country areas.

The CHAIRM AN — Doesthat include post boxes?

Mr RYAN — No, it doesnot. | am just about to deal with those. We service around 4600 street posting
boxes. | may have confused your question there. | am talking of street posting boxesthat are lodgment points for
our ——

The CHAIRMAN — | am taking about delivery points.
Mr RYAN — Those ddlivery point atigticsinclude — —

The CHAIRMAN — The 2.2 million includes post boxes at post offices where people collect their mail
or in other spots.
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Mr RYAN — That isright. In our submission — and we can go to that later — we have disaggregated
those points among street delivery, private boxes, roadside delivery and counter delivery. We service around 4600
street posting boxes, which are our main mail lodgment points, particularly for domestic customers, and
approximately 25 per cent of those 4600 are in country aress.

Interms of pricing, our basic postage rate has been frozen for the past eight years and at this stage we are
committed to afurther three years of that postage freeze. So the 45-cent rate has not increased over that period and
if there are no unforeseen circumstances we hopeto hold it for afurther three years. Over that eight-year period that
has saved around $1 billion cumulatively to our customers, compared with what the basic rate would have been had
it gone up by CPI. In the past year we have a so absorbed the GST on all basic postage rate purchases, which
represents a further $90 million annual saving: that will be arecurring saving.

Délivery service performance— our nationd standard is 94 per cent on time — that is, 94 per cent of al standard
|etters are expected to be delivered within the various standards of delivery that are set down for locd, interstate
and country to country mail ddliveries. At 30 June thisyear the Victorian delivery performance was dightly above
the national standard of 94. | believe it was 94.1, but those results are still subject to verification by KPMG, which
does an independent audit of our delivery performance.

| conclude by referring to some new services and initiatives. Firstly, in personal banking the mgjor initiative
currently benefiting most of our customersis the extended provision of banking services. That is through our
service known as Giropost, which is available at the 700 online officesin Victoriathat | referred to earlier. We
offer customers of the 70 participating financial institutions access to card-based authorised banking services. The
Nationa AugtraliaBank isthe most recent addition to those persona banking services, and we had a national
rollout for the NAB in March of thisyear.

On the business banking front, we have a couple of trials under way. Nineteen Victorian officers are participating
inatria of business banking, and my colleague will be able to amplify on thisif the committee wishes. That trid is
for CBA customers. We have one Victorian site at Woodend for asmaller pilat business banking service for the
NAB. At this stage our expectation isfor amore widespread rollout to country locations by the CBA and the NAB
later thisyear. We are dso working closely with the federal government to examine ways of increasing accessto
Giropost servicesin country areas through the rural transaction centre scheme.

Our other initiatives relate principally to e-commerce areas and they include el ectronic bill payment, which alows
billsto be eectronically presented on our system and paid on our web site, which together with our telephone hill
payment system has expanded the bill payment optionsfor peoplein al locations, metropolitan and country.

Secondly, we have aservice called the pay-it-at-post service which alows online shoppers to make payments at
postal outlets for purchases online should they choose not to make payment for those purchases online.

We have dso had a number of Internet-enabled enhancements to our point-of-sale technology that will provide a
new range of agency service opportunitiesin real time, and that will provide country and metropolitan people with
over-the-counter access to services previoudy unavailable at post offices. Opportunities exist in areas such as event
tickets or vouchers, travellers cheques, activation or recharge of applications for phone cards, or the phone card
reactivation itsalf, and paymentsin real time using credit cards.

Mr Chairman, in conclusion | reiterate that we have an ongoing commitment to maintain service performance
levels and accessibility to postal servicesin Victoria and to enhance them wherever possible. | thank you for
inviting us to appear today, and we would be happy to answer any questions.

The CHAIRMAN — Mr Stephens, did you wish to make any generad comments?

Mr STEPHENS — No, my colleague Mr Ryan has covered most issues, but | am more than happy to
answer any questions, particularly in relation to our activitiesin the financial services area.

The CHAIRMAN — The committee' s reference suggests that the committee has been asked to examine
the changes over the past few years, particularly in the past five, because it refersto local government, and local
government reform occurred from 1994. We are probably looking back six years. The reference asks the committee
to particularly focus on rura areas. Referring to postal communications, from what | have read from your
submission — and the committee thanks you for that submission — and from what you have said today, if one
looks back six years and looks forward to where we are today, a heck of alot seemsto have changed in your area
from the more traditional post office services to what we have now, which you have just enunciated to us.
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Secondly, the committee has been asked to comment on those changes in the context of how country people are
affected by al the changes that have occurred over arange of services. In an overview sense are people who livein
Rupanyup or Patchewollock, wherever it is, better or worse off?

Mr RYAN — Mr Stephens might want to comment as well. In a price sense they have done very well
because of the pricefreeze, clearly, so they are getting the sameif not better service for the same price. There has
effectively been a price reduction because they are paying no GST on purchases, so price-wise they have done
quite well.

Interms of service, aninitiative | have not mentioned, but it is an important one: when we were corporatised there
was an acknowledgment by the then government that there needed to be a balance between us having social
obligations and meeting them and having commercia obligations and meeting them. Inherently thereis a conflict
there. To ensure that conflict did not lead to areduction in service, the current government — even the preceding
government started some work on it — introduced some performance regulations for post that are meant to offer a
form of protection to ensure no reduction in services. Those performance regulations go to the number of retail
outlets and where to operate. There isaminimum of 4500, 2500 of which areto bein rural and remote
communities.

A second performance regul ation specifies the average distance that retail outlets are to be located in terms of the
general community or communities. | will not begin to try to explain the agorithm behind that, but the intent, in
terms of an overview, isto ensure that retail outlets, particularly in rural areas, are on average no more distant than
around 7.5 kilometres from the rural community. In genera termsthat is not abad objective.

We are also required to meet addlivery performance standard of 94 per cent. We dipped below that last year — the
year before last — as we were introducing anew system in our mail processing area called Futurepost. It was
ahdf-billion-dollar investment. We brought in the latest technology and collapsed down anumber of mail centres.
We are now operating out of about seven fewer mail centresthan we did in the past. In the transition from the old
to the new we had adrop in ddlivery performance — | think it was 93.5 per cent, from memory. We are now back
to dightly above 94 per cent.

In along-winded way | am suggesting to you that yes, the government, our owner, has recognised the very
difficulty you point to and has sought to introduce a number of measuresto minimise the risk that serviceswill
drop.

Over the past five years we have seen achange in the mix of our retail outlets, so you will notice from our
submission areduction in the number of corporate outlets and an increase in the number of licensed outlets. That
was driven on the one hand by commercia considerations, because we found that anumber of our corporate outlets
were not operating profitably. We found that under alicensed arrangement we were more likely to be able to
operate profitably, so you will find that changein the mix. By and large we think that has worked well. What it has
ameant in many casesisthat the licensed post office becomes part of amixed business and the hours of operation
of that mixed business quite often exceed our standard or normal hours for corporate outlets, so thereisan
argument that says perhaps the hours of operation have improved access.

If you look at price and service performance, anumber of steps have been taken to minimise the priceincreases that
might otherwise have occurred and to minimise the service reductions that are always at risk where you have
competing socia and commercial obligations between sectors.

The CHAIRM AN — Does the new system mean that |ess people are now working in country townsasa
result of the service being provided in a different way? Whereit is produced by being in the back of the
supermarket or whatever it is, does that mean there are less people athough the service isthere, and we could argue
that perhapsit isan enhanced service but less people are ddlivering it?

Mr RYAN — In the case of Futurepost, our new processing system, we have saved something like
2200 positions over athree-year period. Of that, and | will have to check the precise figures, around 200 to 250
were located in rurd and regional areas. The remainder were located in metropolitan areas.

Mr McQUILTEN — ‘Saved' isan unusua word to use. Does that mean they lost their jobs?

Mr RYAN — Yes, there was areduction in jobsin that part of the business. Y ou will find that overal
there has not been alarge change in our employment numbersin net terms, although there has been change in the
mix. So yes, thereisasmall number — asmall proportion.
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Mr THEOPHANOUS — Can you explain that further?

Mr RYAN — Yes. For example, in the processing area the change in mix | am talking about is from full
time to part-time permanent. In the retail areawe will find that in converting from the corporate outlet to alicensed
post office, or indeed in just looking at our corporate outlets, we again have introduced more part-time
employment. That works for some people of course— for example, students who work in our retail outlets or
parents of young children who work in our retail outlets— so | am suggesting there are pluses also, even with part
time.

Mr THEOPHANOUS — There may well be, but to make comparisons we need to know what the
number of effective full-time positions was and what it is now. | presume you can provide us with measures of
that?

Mr RYAN — Yes, we can. | am checking in case we have put that into our submission.

The CHAIRMAN — Y ou mentioned the 10 500, the 8400 and the 3975, but we do not have afigure of
what it was, say, five or six years ago, do we?

Mr THEOPHANOUS — No. | think we need to be ableto track it.

Mr RYAN — Mr Chairman, if | could take that on notice | would be happy to provide you with the
five-year comparisons and the split between full time, part time, casual and by function.

The CHAIRMAN — And rural.

Mr RYAN — And by rura and remote.

The CHAIRMAN — Isthat possible?

Mr RYAN — Yes, itis.

Mr THEOPHANOUS — Also effective full time?

Mr RYAN — Taking account of overtime?

Mr THEOPHANOUS — Yes, so we can have apoint of reference.
Mr RYAN — Yes.

Mr THEOPHANOUS — | am going to play ahit of adevil’' s advocate here. According to your table
here, there have been closures. Y ou closed anumber of corporate offices, which | take to mean the big post offices
that have a corporate function aswell. Isthat what that means?

Mr RYAN — Not necessarily; we can have corporate offices manned by as few as three people up to very
large GPO-type corporate offices.

Mr McQUILTEN — | suppose you pay the wages of corporate offices?

Mr STEPHENS — Yes, that iswhere we have sadlaried staff running the business.

Mr THEOPHANOUS — And you closed 64 of them in Victoria. Isthat from 1995 to now?
Mr RYAN — That is correct.

Mr THEOPHANOUS — How many people would have been employed in those 64?

Mr RYAN — | can get that figure for you. We have a conversion agreement with our union, the
Communications Electrical Plumbing Union (CEPU), and that conversion agreement means that our focusis
normally on the much smaller corporate outlets, usualy three full-time equivalents or less, so as arough guide that
might represent 180 positions.

Mr THEOPHANOUS — | do not know whether thisis possible but it would be useful for the committee
to get that list of 64 if we could; isthat possible? Because then we could identify regionally where the spots are.
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The CHAIRM AN — We are going to some country areas in our investigations and it would be good for
usto have that information when we do that.

Mr RYAN — Just to balance the scale somewhat, we ought to indicate where those corporate offices were
converted to licensed post offices. In many cases you will find that iswhat happened.

The CHAIRMAN — For sure!
Mr THEOPHANOUS — According to this you have had an increase of 50 licensed post offices.
Mr RYAN — Yes.

Mr THEOPHANOUS — And when you say ‘licensed post office, that isabuilding which is a post
office, not like an agency of something else such as achemist shop or something like that?

Mr RYAN — It can range across each of those. It can be from a separate shop, which isalicensed post
office, through to a mixed business that has a postal licence as part of that mixed business.

Mr McQUILTEN — Or an old post office likein Dunolly where an individual has taken over that
business.

Mr STEPHENS — Y es, we often sdll the property as part of the deal.
Mr McQUILTEN — It looks like and acts like apost office but it is a private business.

Mr STEPHENS — Our genera philosophy isthat the quality and range of services provided should be
trangparent to customers and there is no change between a corporate office and alicence.

Mr THEOPHANOUS — In Sydney we had some people speak to the committee about the way you do
business. One of the issues raised with us was that to some extent you are behind the eight ball when compared
with what is happening overseas with bar coding of letters and more efficient delivery asaresult of that bar coding,
and you are gtill stuck on the four-digit postal code which tells you in ahuge areawhere the mail is going, whereas
you could potentialy have bar coding which would allow you to specify within astreet or afew houses and
increase efficiency dramatically which has occurred overseas. What do you say to that criticism that you have not
gonefar enough?

Mr RYAN — | would say it is quite unfounded. We have just invested haf abillion dollarsin new mail
centres which includes bar coding as afeature, and 75 per cent of business mail is now bar coded and we are
aiming for 100 per cent by July next year. Each shop, building and residence will have its own bar code so we have
the potential, subject to us advising everyone of their bar codes and getting down into the small businessareain
particular, of significantly increasing the amount of bar-coded mail over the next few years. So yeswe did not have
it, but we are now very well advanced. We have the latest equipment.

Mr THEOPHANOUS — Why can you not provideindividual consumerswith abar code? Isit eight
digits or something instead of four?

Mr STEPHENS — | am not sure of the number of digits. The short answer isthat we will be ableto do
that in the future; there is no doubt about that. We have the technology in placeto allow it to happen. It isa case of
timing. Clearly the vast mgjority of mail generated in Australiais from business to consumer and our primary focus
is on getting the businesses to implement bar coding because that iswhere you will get the economies of scale. But
aswe go forward there will be the opportunity for everybody to have aunique delivery address, and that iswhat we
are providing for under the postcode system.

Mr CRAIGE — According to the committee' s reference you should not be here because the reference
refersto the withdrawal of services and the impact that will have on small towns. Y ou have told us only good news
stories about the improvements to services, especidly in rura Victoriawhich, from my point of view as
representing arurd electorate, are quite marked.

| want to talk about roadside delivery in particular and | refer to your comments on page 2 of your statement.
Although we all know that it hasto be five households further than 1.2 kilometres, | wanted to know the definition
of ‘from apost office’, because you have changed significantly what we traditionally knew as a post office. Does
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that mean a community facility, arura transaction centre, or alicensed post office? What does it mean in your
definition? | would aso like you to elaborate on *and the cost is reasonabl e’

Mr RYAN — | will answer that as best | can now and follow it through if necessary. In my understanding
‘post office’ means ‘ postal outlet’; therefore it could mean a corporate office, alicensed post office, or it could even
mean arural transaction centreif there is no other postal outlet in that areaand the rurd transaction centreis
undertaking postal work.

To explain ‘the cost being reasonable’, we had a system which was known as urban base rate. The purpose of that
system was to try to balance the cost of a street or aroadside delivery with, obvioudly, the need for our customersto
get it and the efficiency with which we could deliver it. So we determined the estimated nationd average cost for
delivering mail to homes and businesses in metropolitan areas. Several years ago that figure was $93, so assume for
the moment it was around $100 ayear. Then we said, ‘ Okay, let’slook a delivery frequency and have a system
where multiples of that urban base rate cost should be used in determining frequency of delivery’. Sowe had a
system which meant that where the urban base rate was double in a country areawe would still deliver fivetimesa
week. Where it was two or three times higher — $200 to $300 — we would deliver three times aweek; threeto
eight times higher, twice aweek. Where it was 8 to 13 higher we would deliver once aweek.

We found that system was weighted in favour of the frequency side because we did not bring down the frequency
delivery at the same rate at which the cost increased. In addition, our local managers had a discretion to double
those urban base rates to take into account any specia circumstances— for example, educationa needs or medical
supplies. | am talking in the past tense because that was a system that applied until a couple of years ago.

We now have amore general system. It isless prescriptive than that, but it till has that asits base. We now try
every three yearsto poll residents of areas where there is no street or home delivery to seeif they wish to haveit
introduced perhaps once or twice aweek, depending on cost. Where the mgjority of residents or businessesin that
areavotefor that, weintroduce ddlivery.

Thething that | have to mention isthat we find a number of communities prefer not to have street delivery. We are
talking here more of the Northern Territory and Western Australiathan Victoria; they prefer the security of having
mail at acentra point and people will come into town for other needs and pick up the mail there rather than have
mail |eft at aroadside where security may be a problem on occasions.

Mr CRAIGE — That isacountry issue; many people want to come into town smply becauseitisa
socia as much as abusiness venture. | could take you to many regiona and smdler townsin Victoriawhere on a
given day somewhere between 10 and 20 people could be congregating outside the mail collection area where they
interact with each other. It istherefore important to recognise that as being fundamental from asocia point of view,
not just abusiness point of view. | guess most of those people in those country areas make that decision when you
poll them that it isimportant for them to go in and to interact with other people, usualy in the post office vicinity.

Mr McQUILTEN — | suppose thisapersonal story and gripe that | have.
Mr RYAN — They are dways the hardest.

Mr McQUILTEN — But it relates to other businessesin country areas. We had a bloke who was doing a
sx-day delivery in the particular areawhere | live out at Dunolly. He lost the contract and another fellow took over
and because the mail was delivered on only five days he refused to bring the newspapers on Saturday. It caused
great concern amongst alot of peoplein the area, including myself. Mostly | did not have time to read the papers
on Monday to Friday — the one day | did read the paper was Saturday. Consequently we al stopped taking al the
papers and the newsagent next door lost an enormous amount of business. | am wondering how you can handle that
type of rebound. Y ou put it out as acontract for five days but on the sixth day there was a social service that was
also helping the other business. The fellow who got the contract just refused to do it. Everyone, including the
newsagent, complained because it was ared problem.

The CHAIRMAN — Was the paper being sent through the mail system?

Mr McQUILTEN — The papers were delivered. Y ou ordered the paper and the contractor was delivering
it and being paid for delivering it.

The CHAIRM AN — By the newsagent?

Mr McQUILTEN — No, you had to pay the contractor direct, once ayear.
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The CHAIRMAN — Itisarhetorical question.

Mr McQUILTEN — | know it isatricky one, but that was a consequence of changing just one contractor
where everything was working out nicely. The other fellow just said, ‘No, I’'m out of it" and it had consequences dll
theway downtheline.

Mr STEPHENS— | think it is one of those situations where our local management — in thiscase it
would be an area manager — would need to take those factors into account and clearly understand what the
implications for any change might be. Perhaps that might have involved getting an undertaking from all potential
suppliers of the service to make sure that they were in fact prepared to continue to deliver that kind of service.

Mr McQUILTEN — Could you bring that up with your genera manager in Dunolly? We have had no
problems with the postal service but the newspaper service has collapsed.

Mr STEPHENS — Unfortunately that isacommercia issue between the contractor and the customers
concerned. It isreally outside the realm of our operation. However, having said that, there are ways that we perhaps
could help with respect to that in negotiating new arrangements.

Mr RYAN — That remains a problem?
Mr McQUILTEN — Yes.

MrsCOOTE — | livein South Y arra; my postal serviceisterrific, thank you. | would like to talk about
our brief which probably goesto what your area covers, Mr Stephens, which is more the impact on postal services,
whichiswhy you are here, but we aso have another part to our inquiry, which is on banking. | think you overlap
on both of those. | have some concerns about service delivery for peoplein rura areasin particular. We speak
about the development of the initiatives of email and e-commerce, et cetera. | believe there is awhole segment of
the community that is being left out of this. The Chairman spoke about changes over the last six years; | think we
all haveto acknowledge that thisis one of the very biggest changes. Could you enlighten me asto where we are at
the moment in encouraging normal users— not the commercial people — in Woodend, for example, and how you
are going to use that as a blueprint and where we go with this, how we are taking the community with us with your
socid charter rather than your business charter? Could you el aborate on that abit more for me?

Mr STEPHENS — Certainly. Particularly in relation to provision of business banking services, it has
been somewhat of achallenge for us to have the banks participate with usin the past but that is not the case now,
fortunately. We have embarked on two pilots for provision of banking services, on behalf of both the
Commonwealth Bank and the National Austrdia Bank. With the Commonwedlth Bank we have 40 to 50 sites
nationally where we are providing business banking. They aredl in country locations. A smilar number of Sites
will be operational with the National Australia Bank, within the next four to six weeks. They will be principaly in
Victoria. So we are sarting to roll out the National Australia Bank pilot even though it is currently being restricted
to just one place, which is Woodend.

Both the CBA and the National Australia Bank are very keen for Australia Post to represent them for both personal
and business banking servicesin country locations so we are moving on that quite quickly — and that will be
national. Because the National Australia Bank is Melbourne based, its primary focuswill be Victoria

MrsCOOTE — Whose responsibility will it be to take the people with you? Are you educating the
people?Isit Australia Post’ s responsbility or isit the bank’ s responsibility? How are the peoplein rura
communities going to access this, presuming that for alot of them the only access they have to email isthrough the
post office? Are you hel ping to encourage them to make that transition?

Mr STEPHENS— Yes, weare. Itisajoint responsbility, if you like. The primary responsbility iswith
the bank to let their customers know that the facility isnow available at aparticular office. | am taking specifically
business banking. We are not planning to provide that at every Giropost office, although that is an opportunity. If
the bank wishesto be represented at a particular location then we need to review those locations to make sure they
have the facilities that are capable of providing the required level of service for the bank and for Post to be satisfied.
Having said that, we rely on the banks to nominate the locations where they wish to be represented and then we
make the necessary arrangements for that to occur.

Mr THEOPHANOUS — Why are you not involved at al with community banking?
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Mr STEPHENS — We represent over 70 financia ingtitutions through our network. That allows
customers of those 70 financid institutions to either deposit or withdraw cash or to get a balance on their account.

Mr THEOPHANOUS — Through a machine?

Mr STEPHENS— No. Where we have clearly differentiated ourselves from the banksisthat we are the
in-person banking network for Audtralia, so you are talking to area person across the counter for banking services.
We have clearly and very deliberately differentiated oursalvesin that respect from the banks.

MrsCOOTE — Whoisthat person? Isthat an Australia Post person or a bank person?
Mr STEPHENS — They are an Austraia Post person.
MrsCOOTE — Do you or the bank give them the training?

Mr STEPHENS— A lot of people do not realise that we have actualy been abanking agent since 1911,
with the Commonwealth Bank, so we have a very well-established capability in terms of transactional banking
services.

Mr THEOPHANOUS — Are you saying that anyone can come in from 70 different banks and use an
account and that it does not matter which bank they are with?

Mr STEPHENS — Aslong as that bank belongs to one of those 70 organisations that we represent, yes,
they can have access.

Mr THEOPHANOUS — But it does not extend to things like arranging loans and that sort of thing?

Mr STEPHENS— Not at the moment, no, but we are looking to extend the range of serviceswe are
providing for banks. In some country locations we will be looking to provide specific accommodation for the
mobile bankers. So, for example, Commonwealth Bank or National AustraliaBank customerswill be able to phone
in to have an appointment at a particular location at a particular time.

Mr THEOPHANOUS — Y ou did not answer my question about community banks.

Mr STEPHENS— No, we are not participating in acommunity bank because that would mean that Post
isaligning itself specifically with one bank rather than acting asaneutral provider for al banks and financial
ingtitutions. We differentiate ourselves in that we provide access to our network for any registered financia
ingtitution that is prepared to meet our commercia terms.

Mr THEOPHANOUS — But if you are talking about arural town where the loca bank closes down, |
do not think they would be satisfied with smply having al those servicestransferred to Austraia Pog, if Post was
dtill there. That iswhy community banking has developed in those areas, because they actualy want afull range of
banking services. Why are you not interested in that?

Mr STEPHENS— In terms of afull range of banking services, if you are talking about loans and all that
type of thing, we are not in aposition at the moment to provide that extensive range of services, but in terms of the
day-to-day banking requirements of people we are well equipped to do that.

The CHAIRMAN — If acommunity bank meets your conditions you would be happy to represent it?

Mr STEPHENS — Yes. If you talking about Bendigo Bank, we aready represent it through Giropost —
they are one of our clients. So in addition to their own community bank branches, they are also represented at each
of those electronically equipped Giropost sites.

MrsCOOTE — | was going along the line about how the normal peoplein rural areas actually cometo
understand this. Whose responsibility isit to teach the people in Rupanyup or Patchewollock how to usethe
system?Isit yours or isthe bank’ s?

Mr STEPHENS — It isthe bank’ s system. We do not make any changes to the way that a customer
interacts with their financia ingtitution. They go through the same process with us asthey would if they went to a
bank branch of that particular bank or they used one of their ATMSs. It isthe same process. We arein effect just
providing the access.
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MrsCOOTE — Thank you.
The CHAIRM AN — Would you be happy to give us the locations of those 19 tria sites?

Mr STEPHENS — Y es, we can give you those details. | do not have them with me today but | can
certainly give you details of those. | should also add that the National AustraliaBank has dready provided uswith
advance notice of anumber of other locations it wantsto be represented at over the next six months or so. | would
have to check with it asto whether it iswilling to release those, but aside from that | would be more than happy to
provide you with that information.

The CHAIRMAN — Thank you.
Mr CRAIGE — Can you pay your registration through Australia Post?
Mr STEPHENS— Car regigtration, yes.

Mr CRAIGE — Y ou won that contract, did you not, and therefore every person in Victoria can pay their
car registration anywhere thereisan Australia Post facility?

Mr STEPHENS— That is correct.

Mr CRAIGE — The second question is asto the future. We seein Europe, and in the United Kingdom in
particular, that alot of postal vans not only deliver and pick up mail but also act asasmall bus service. Itis
extremely popular throughout Europe and the United Kingdom. Have you considered that as an option in rura
aressin this country?

Mr STEPHENS — It generally works the other way around, where someone will bid for amail contract
and they are aso abus company.

Mr RYAN — In Western Australia we use bus companies extensively for delivery. As Terry said, we are
getting into their system rather than the reverse,

Mr CRAIGE — Haveyou looked at it particularly in rural areas where you have high ddlivery costs and
there is no bus service?

Mr RYAN — We contract out nearly all those services, and we contract out to existing infrastructure. So
unless the exigting infrastructure providers wish to do that it is not something that we would normally advocate.

The CHAIRMAN — If asmall town post office has been closed for the reason that it isjust not big
enough to sustain the costs, isit possible for somebody to go in there to provide a post office business as a separate
entity? Isit sustainable? We noticed that in Ultimayou called for tenders and did not receive atender from
anybody, which to me meansyou could not make ago of it. What is the Situation with very small towns,
presumably with very small business? How do you get around that, and isthat an issue?

Mr RYAN — Itisanissue. Firg of al, we have something like 500 licensed post offices around Australia
that are on an income maintenance system, so that we are supporting them to kegp them open. So it isan issue but
we are dealing with it in that way.

The CHAIRMAN — How many in Victoria?

Mr RYAN — | would have to get that number for you. | would suspect that there are probably lessthan
the normal proportion. In some cases, however, even with income maintenance the licensee who perhapsis running
amixed businessin asmall town might decide they have had enough and they |leave the town. We do try to get
another licensee, but in cases where we cannot we then look to establish acommunity postal agency that provides
basic stamp assessment, post parcel assessment, postage assessment and pick up and delivery of mail. Soitisa
base core service that is not at the licensed post office level. We try to work with the community to do what we can
with the resourcesthat are left.

Mr THEOPHANOUS — Thefigure of 278 isfor 30 June 1995. Are you able to go back before that and
tell uswhat it was five years before that?

Mr RYAN — Perhaps | could take that on notice and seeif we are able to do that.
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Mr THEOPHANOUS — Thank you. | suppose because of our reference the first question that needsto
be asked is: do you think that you now provide peoplein rural Victoriawith the samelevel of servicesthat they
received five years ago? The second is. taking abusinessin rural Victoria, doesit receive the same level of posta
services as a businessin metropolitan Me bourne would?

Mr RYAN — They are two very broad questions.
Mr THEOPHANOUS — They are.

Mr RYAN — | would say they are the same, if not in some instances better. For example, over the last
five years the price has not moved in relation to the basic postage rate, so in rea terms the price has gone down.
That isadefinite plus for thosein country and metropolitan areas. Secondly, as Mr Stephens has indicated, we now
provide amuch wider range of choicein relation to financia servicesthan we did in the past, so that is another
improvement.

Asto businesses, the price for pre-sorted bulk mail, which is related to the basic postage rate, has aso come down
in rea terms because that margin has been maintained between the frozen postage rate and the businessrate. In
addition to that, businesses are having the GST on pre-sorted bulk mail paid by us. So againin cost terms asfar as
prices go for basic core services, businesses are better off than they were five years ago. And again businesses will
be better off asweroll out business banking, whichisredly il initsfairly early stages but wethink it has great
promise.

Mr THEOPHANOUS — But you still think your monopoly should be protected?

Mr RYAN — No, in fact we argued in front of the national competition council inquiry three and a half
years ago that our monopoly position should be reduced because the redlity isthat aternative technology isa
competitor that iswith us and the old boundaries, if you like, are becoming lessrelevant. So we advocated a staged
reduction in protection. We worked through that with the current federal government and that resulted in some
legidative propositions to reduce the level of protection from around 50 per cent of our current revenue, whichis
whereitis, to around 12 to 15 per cent over atwo-year period. That legidation did not proceed because there was
opposition in the Senate. Post has advocated staged reductionsin protection, not immediate, total free-for-als,
because we think there hasto be aperiod of adjustment to deal with increased competition, but we have not
advocated retaining the monopoly at its current level.

The CHAIRM AN — We had three or four questions for you about data. We will send you aletter
seeking that information, in due course. A record of the discussionstoday has been taken; when that is prepared we
will send it to you for your comments and any suggested aterations. Thank you for your attendance. It may be that
later we may need to send you a note about matters or issues raised.

Witnesses withdrew.
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The CHAIRMAN — | welcome Professor Neilson, Mr John McMillan and Mr Ray Kinnear from the
Department of Infrastructure. The Economic Development Committeeis an all-party investigatory committee of
the Legidative Council and is hearing evidence today in itsinquiry into structural changesin the Victorian
economy. | advise all present that all evidence taken by the committee, including submissions, is subject to
parliamentary privilege and is granted immunity from judicial review pursuant to the provisions of the Constitution
Act and the Parliamentary Committees Act.

The reference given to the committee asksit to look at structural changesin the Victorian economy. It particularly
nominates anumber of areas, one being public transport. The time span for our inquiry dates from about 1994,
when big changes were madein local government and banking matters came to public notice. In other words, we
are looking back for about five or six years. We have to consider particularly what has happened and what is
happening in small and medium-sized rural towns.

On the subject of transport, the committee isinterested in generaly what has happened in the past five or six years.
| invite you to make an opening statement. Welcome, and thank you for attending.

Prof. NEILSON — My role here today will be to observe this session and the next session because | am
interested in the work of the Committee, not having been in thisrole previoudy. Thisis agood opportunity to
engage with you and the Committee’ s activities. The detail will be addressed by my colleagues, who certainly have
been here since 1994, which | have not. Thank you for your invitation, and | ook forward to our discussions.

Mr McMILLAN — Based on the request from the committee we have prepared factual background
information on public transport in Victorig; if you areinterested, we could run the committee through that. It goes
through public transport in Victoria, both metropolitan Melbourne and regiona Victoria; the contracting and
franchising arrangements, all of which have been developed and put in place since 1994; the legidative framework
that has been put in place through Parliament to govern and manage dl that; and finaly, Mr Kinnear will spend
time briefing you on projects and programs that go beyond the franchising process announced by the government. |
supply copies of our presentation, and | will refer toit.

The opening sheet of the submission goes to those four elements. The next pageis amap covering metropolitan
and regional public transport. It sets out the public transport arrangements that operate in metropolitan Melbourne.
Y ou can see the radial train services and tram services, although there are some across-town servicesin, for
example, Glenferrie Road, Chapel Street and so forth. It aso shows the integrated bus route system that generdly
provideslocal and connecting services. A much larger map of that detail has been shrunk to the sizein our
submission; | can make the larger map available. It gives a picture of metropolitan Melbourne.

The next table is an inventory of the components of the metropolitan system. It shows 30 bus operators over

268 routes with nearly 1500 buses. It totals 13 500 services per week day covering 69 million timetable kilometres
per annum. Included in that are the nine Nightrider routes that operate between the last trams and trains on Fridays
and Saturdays and thefirst trams and trains on Saturdays and Sunday's respectively.

The sheet dso includesinformation on the taxi industry, which the government sees as an important arm of the
overall public transport system. The submission shows that more than 2000 licensed operators manage about
3200 cabs in metropolitan Melbourne out of 8 mgjor dispatch centres. The multi-purposetaxi programisa
long-standing subsidy program and was introduced in 1983 to give taxi access to people who have permanent
disabilities that prevent them from using mainstream public transport. It accounts for about 5 million metropolitan
tripsayear that are subsidised by the government.

The next section on that page shows the current inventory of trains being operated by the two companies. | will
return later to the ownership and contracting arrangements. It shows the number of trains and lines operated by
Bayside and Connex. The haf-train satistic shown in the 74.5 trains figure is because they count them in six-car
sets; that 0.5 represents athree-car set. It gives the weekly services operated by each of the companies and the
timetable kilometresin tota, as doesthe next table for trams.

The CHAIRMAN — What about the right-hand column, headed ‘92.0 M trips ?

Mr McMILLAN — That isthe annual number of trips. For ingtance, that figure isthe estimated number
of tripsfor busesin thefinancid year.

The CHAIRMAN — They are annual figuresfor the year?
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Mr McMILLAN — They are anticipated figures for the year ending June 2002. For instance, the taxi cab
tripsis passenger trips, not cab trips. The averagetrip per cab isjust short of 1.5 persons per cab trip. The 5 million
tripsis acomponent of the 32 million. That is the number of trips taken by people digible for the multi-purpose
taxi program, which receives a 50 per cent fare subsidy. Thetotd of suburban train tripsis getting close to
125 million; the tramstotal is about 128 million.

The next diagram shows the metropolitan train system. The blue lines shows the Connex franchise, which tendsto
be the north-eastern and eastern lines to Ringwood, Alamein, Glen Waverley, Ringwood, Epping and Hurstbridge.
The other franchise coversdl the remainder.

The next diagram shows the tram network on asimilar basis. The blue lines are the Y arra Trams franchise. They
tend to be the northern and north-eastern routes, with a couple going through to St Kilda and Port Melbourne. The
balance, the black lines, are the Swanston Trams franchise. The next diagram shows the Nightrider route services
that supplement the mainstream systems in the early hours of Saturdays and Sundays. It is worth while to remind
the committee that seven separate airport shuttle services operate, with the Skybus service being the well-known
one. They operate from Melbourne Airport to central city connections. The remainder shown there are discrete and
separate regional linksto the airport.

The next map sets out the Victorian regiona passenger network. The main black lines are the six V/Line passenger
rail lines. The grey lines are the VV/Line coach services, which, aong with the black passenger rail services, areall
operated by National Express. The V/Line passenger network isacombination of the black rail passenger and grey
V/Line coach routes. The red routes are what we call the V/Line marketed services. They are separate, privately
owned and operated services. They operate under contract to the Department of Infrastructure but fly the V/Line
flag. It is part of thetotally integrated service across Victoria

The dotted lines are the West Coast Rail service to Warrnambool and the Hoys service to Shepparton, which hasa
bus connection to Tocumwal and onwards into New South Wales. The two services are not listed on that page. We
have agreements with New South Wales for the operation of the XPT service between Melbourne and Sydney, and
with Great Southern Rail for the operation of the Ghan and Overland services between Melbourne and Adelaide.
They proceed from the arrows shown above Albury and Wolseley into New South Wales and South Austrdia

respectively.

The next page isan inventory of theregional Victorian services. Thelist on theright isan inventory of coaches and
trips. They represent the coach trips shown by the red and grey lines on the previous page. The ‘buses category on
theleft-hand side of the page represents largely the urban town services, for example, Warrnambool, Geelong,
Balarat, Bendigo, Mildura, the Latrobe Valley and Wodonga— that is, the town services operating in all of our
major provincial centres.

The next group is the free school bus services operated by 600 separate operators under 1600 contracts. Each
school serviceistied to a specific contract and the 3300 services represent two services— onein the morning and
another in the evening. It shows regiond Victoria has 500 taxi operators with nearly 800 cabs out of 120 depots.
That represents the spread around country Victoria. The sheet shows 8 million tripsin country Victoria, 250 000 of
those being the subsidised multipurpose trips. Country Victoriahas 6 train lines and 28 coach services, totalling
200 weekly services. | have made reference on the map to the Warrnambool, Shepparton, Adelaide and Sydney
services.

The CHAIRMAN — We are pleased that at the moment Mr Theophanous is doing some study for the
government on school buses. We are awaiting his expert advice and the final report. In the right-hand column, is
that the anticipated number of tripsfor the year ending June 20027

Mr McMILLAN — Yes. That isthe regiona counterpart to the metropolitan figures given previoudly.

The next sheet in our submission provides the committee with an overall summary of al of those statisticson a
Victorian basis; it covers metropolitan and regiona Victoria. | highlight that the

2001-02 budget for public transport taken from Budget Paper 3 is $1.4 billion, but that includes things like capital
asset charges and the operation of the division of public transport in the Department of Infrastructure. The actua
net cost to government of running al those servicesisin the order of $750 million.

The legidative background that governs the way the services are operated and contracted out is set out. Thefirst of
the three major pieces of legidation isthe Public Transport (Competition) Act that governs the contracting and
safety accreditation arrangements applying to the busindustry. The second isthe Rail Corporations Act that
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provides the operating rights for the franchisees. It established, for example, Victrack and the Spencer Street Station
Authority. Thethird isthe Transport Act, which providesfor the Office of the Director of Public Transport and the
associated contracting arrangements. Rail safety and the associated accreditation arrangements are enshrined in that
act. Thelegidative regulation facilitiesfor taxis and hire cars are a so included in the Transport Act.

The next sheet sets out the contracted operators of the servicesthat | have mentioned. The metropolitan trains are
on a 15-year franchise which commenced on 29 August 1999, so they are coming up for completion of their first
two years this month. Bayside is operated by National Express. Connex is owned by Vivendi Environment, a
French company. Tramsis operated by National Express. The two tram franchises for Swanston and Y arratrams
are 12 yearsin duration. Y arra Tramsis a consortium of Transdev, a French company, and Transfield Australia.

For country trains and coaches we have anewly negotiated contract with West Coast Rail for three years from

1 Jduly thisyear. The current arrangement with Hoys extends to December this year. The contract for al of those
services outlined on the regiona Victorian map for V/Line Passenger, which is also owned by National Express, is
a 10-year franchise which expiresin 2009. In summary of the trams and trains, Nationa Expressis contracted with
the department for the operation of Bayside Trains and is now operating with the M Trainslogo. Swanston Trams
is now also operating with it. That just sets out the metropolitan, country and bus service contracting arrangements.
The V/Line freight business was sold to Rail America, trading as Freight Australia, in May 1999.

The next chart gives an indication to the committee of public transport usage for travel to the central business
district (CBD) intotal trips by mode. Very briefly, other information on rolling stock purchase and upgrade is set
out there. Essentially, the new train and tram programs commence from next month and run through till March
2005.

The CHAIRM AN — What was the date of that survey?

Mr McMILLAN — It isan ongoing survey

The CHAIRMAN — It isacontinuing thing?

Mr McMILLAN — Itisacontinual survey that has been going on since 1994
The CHAIRMAN — Itispretty current.

Mr McMILLAN — The mid-1990s. The next two charts show arrangements for the purchase of trains
and trams and when they will be supplied under the franchise arrangements. The next couple of charts show the
committed train and tram infrastructure projects and funding that were part of the franchise agreements. Under the
agreements the franchisees are required to provide the services, provide the new rolling stock and also do certain
thingsfor the infrastructure.

That gets us through thefirst three dot points, and Ray is going to take us quickly through the programs and
projects.

Mr KINNEAR — There are acouple of significant rail projectsin the process of implementation that
affect rural and regiona Victoriawhich we thought might be useful to draw to your attention. Thefirst israil gauge
standardisation. Y ou will probably be aware that alarge chunk of Victoria srail network is broad gauge based,
which separates it from the network of New South Wales and the national network, which is now all consolidated
on the standard gauge network. Thereisaprogram being put together now to extend the amount of standard gauge
operation within Victoriafrom 27 per cent of the network to 69 per cent of the network. An amount of $96 million
worth of state funding has been put towards that project. That is a project that would be implemented over about a
four-year period. The next pageisamap showing the regions of Victoriathat would be directly affected by that. |
could talk to that or we could come back to that if it was amatter of interest to the committee.

The CHAIRM AN — When we were in Mildura recently there was a huge push to connect up, | think it
was Hopetoun, on to that pink line, to get a connectivity from Mildurato the port of Portland for all the mineral
sands and produce up in that area. They predicted the amount of rail traffic and use of the port would go up
exponentialy if there was a connection from Hopetoun across.

Mr KINNEAR — That is one of the proposalswe are looking &t.

The CHAIRMAN — Isthat something you are looking at?
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Mr KINNEAR — Yes, at an earlier stage. So the need to connect the north-west Mildura area straight
down to Portland for mineral sands was recognised very early on in the study. There were a couple of ways
considered of achieving that. One was to come down from Mildura, on the Milduraline, to about Lascelles, and
connect across to Hopetoun, asyou just mentioned. The aternative wasto convert the whole of the Milduraline
right down to Dunolly that you can see there and acrossto Ararat. It was found that converting the whole of theline
would be alot more cost effective way to achieve that result, and that is part of the program which is being funded.

The CHAIRM AN — We do not want you to announce anything on behalf of the government. Y ou are
looking at al these options, we will say. That is good.

Mr KINNEAR — Those options were previoudy examined. The government has announced its program.
The program isto convert the Milduraline down through Dunolly to Ararat.

Mr THEOPHANOUS — So the Bendigo and Ballarat upgrades will remain as broad gauge upgrades?
Mr KINNEAR — That isright.

Mr THEOPHANOUS — In terms of the faster — —

Mr KINNEAR — For thefast rail services, that isright.

The CHAIRMAN — Let us keegp moving.

Mr KINNEAR — The second project isthe Wodongarail bypass, which you may well be familiar with.
There will now be an efficient rail bypass of the city and anew freight termina established at West Wodonga as
part of that project.

MrsCOOTE — Could you tell me as a proportion of the commonwealth—state initiative what percentage
each isputting in?

Mr KINNEAR — At the moment the total project cost is $60 million, of which Victoriais contributing
$30 million and the commonwedlth is contributing $20 million, and there are some land sales of about $10 million
as part of the project which are expected to fund the balance of the program. The regional fast rail project — —

Mr McQUILTEN — Can | take you back to that land salein Albury. Could that be land under the control
of the Albury—-Wodonga Development Corporation?

Prof. NEILSON — ItisVictrack land, so it may be developed &fter therail is---
Mr McQUILTEN — That is Victrack?

Mr KINNEAR — Theregiond fast rail project isrecognising the significance of the regiona centres of
Gedlong, Bdlarat, Bendigo and the collection of towns that make up the Latrobe Valey. Theideaisto bring them
all within amuch more convenient access time of central Melbourne by operating trains at speeds of the order of
160 kilometres per hour. Thereis $550 million worth of state funding which has been alocated to that project. It is
aproject for delivery over afive-year time scale.

Thefina onethat | would make mention of here is the reintroduction of country passenger rail services. Ararat,
Mildura, Bairnsdale and South Gippdand are currently served by road coach services. Funding of $32.7 million has
been allocated to reintroduce train servicesto each of those centres. That is aproject to be delivered over a
three-year time period from here.

The CHAIRMAN — Thank you, Mr Kinnear. If one looks at our terms of reference, we are asked to look
at theimpact on the Victorian economy of changes, in this case in public transport, and assess the impact of the
withdrawal of certain services on small and medium-sized towns. What you have given to usiswhere we are at
now — wherewe are at in relation to the year which is going to end in June 2002. Thereisin our reference an
underlying fact; that we have to consider what has happened in thelast five or six years so we can assessthe
impact. We know where we are now because you have, very well | think, told uswhere we are at.

| suppose thefirst question | would want to ask iswhere were we, say, four or five years ago, because we need to
be able to compare the public transport system in Victoriain 1994-95 with what we have now, so that we can say,
‘Thisistheimpact of certain things happening’. So we have the end of the equation, but we have not got the start of
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it. | should not think it is possible now, but are you able to provide to us in the next week or two a document which
shows where we were then and what happened dong the way, to get usto where we are now?

Mr McMILLAN — Yes, | beievewe can. Very briefly in response to that question, there have been three
distinct stages of things that have happened in public transport in the period you are talking about. | guesswe
commenced in the early 1990s with acompletely government-owned arrangement for the provision of services. In
the period between 1992 and 1999 we went through the process of preparing for franchising and the removal from
public ownership of al of the public transport services, either by way of franchise or sale. The third element was
wherewe are a now, in the early stages of that franchising arrangement. We can certainly provide the committee
with details on those three stages of where we were and how we got to where we are today.

The CHAIRMAN — | think it isafact that the government itself has given usthis reference to look at
these things, so presumably it wants usto look at that information. | think we need to formally ask you to provideit
to us. We need to have the detail of what serviceswere provided at the start — the origina system that wasin force
or provided to the community in 199293 in terms of buses, trains, trams and taxis, | suppose, asto where they
went and how frequently they ran. Then we need to be able to track the changes that occurred up to wherewe are at
present. That iswhat the government has asked usto do, as| seeit, so we will need to get that information from
you.

Mr McMILLAN — Itisredly the services through each of those periods, from that commencement
point?

The CHAIRMAN — | think itisal of theinformation in here— when we started and how it changed to
get usto here, not just the services.

Mr THEOPHANOUS — Could | supplement what the Chairman has asked for?
The CHAIRMAN — Certainly.

Mr THEOPHANOUS — We want this particular inquiry to as much as possible be one which delivers
some positive stuff for the future. We do not want to get into adanging match over it. | think we have done enough
of that on this committee. Thereis no doubt there were some country services that were removed and you are
reintroducing those. That isfine, We need to know what the impact of the removal of those wasin your estimation,
because that is directly what our reference is asking, and then what you expect to gain from reintroducing them and
how that will impact on other services that might be provided.

The reforms introduced by the previous government were not al bad reforms, asit were. In fact some of it has
presumably improved the system in avariety of ways. We need to know what the impact of those reformswasin
terms of improving the efficiency and effectiveness of the transport system. Obvioudly there has been the
introduction of the private sector in trams, trains and things of that nature. Y ou can take an individual service like
the one going down to Warrnambool, and we would want to know whether the changes that were introduced
improved the service — in other words, thereis a better service now going down to Warrnambool as aresult of
those changes, just as much as the other issuesthat | have mentioned. That isredlly the sort of information that we
need. | think that isfairly accurate.

The CHAIRMAN — | agree with dl of that.

Mr THEOPHANOUS — We need to garner that so we can point to the future. The other thing | would
ask you isasfollows. | know that one of the driving factors in thisis competition. When you establish three
providers of trams or buses— | cannot remember how many you have got — but anumber of different private
sector companiesthat are providing aservice, part of it isin order to allow competition to improve the service. |
presumethat is one of theaims. If that isthe case, could you aso provide to the committee what evidence you have
of how those competitive forces operate, especially in the context that each of those services hasits own area of
location? So how does Y arra Trams really compete with Swanston Trams since they have different areas? Isit by
publicising the different levels and trying to use that method? What sort of mechanism have you got in placeto
ensure that competition actualy works to improve the system, because that was one of the major aspects of the
changes? Can you come back to with us some of that material?

Mr McMILLAN — We can. Sorry, Chairman, in terms of time frame?
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The CHAIRM AN — We do not want to cause too many traumas for you, but what if we say in the next
few weeks? We are heading around rural Victoria over the next month or two taking evidence, and to have the
basic evidence from you earlier on would obvioudy be an advantage, because we would be working off base
quality information when we know what is going to happen. But we do not want to pressure you to get it to us
tomorrow, that isfor sure. We want to be reasonable about the whole thing, but what if we say the next few weeks?

Mr McMILLAN — That isfine.
The CHAIRMAN — Areyou happy with that?
Mr McMILLAN — Yes.

The CHAIRM AN — Just as an example, the L eongatha situation, where the train came out because it
was running at a huge loss and there were al sorts of difficulties providing that service: the bus service that went in,
as| understand it, provided alot more services, alot more buses than there were trains, which meant that the
opportunity for peopleto useit increased. If we are going to say whether that was good or bad, or what wasthe
result of all that, we would need to have the figures on who was using the train — the passenger statistics—
compared with what happened when the bus service went in, and whether that went down because people preferred
to ride on atrain or whether it went up because there was more frequency. That sort of information is certainly of
interest to us.

MrsCOOTE — | have something specific dealing with the fast train services that you have mentioned on
page 4, and the fast rail linksto regiond centres, and particularly the Bendigo line. My understanding was that if
you put in thisfast train the freight has to go off the line while the fast train goes through. Could you give us some
indication of what the logistics of all of this are because presumably that is going to be the same with the fast rail
services right across the state, and how does that impact on the delivery of the freight?

Mr McMILLAN — Perhaps| can commence the answer and Ray can give some further detail. Generaly
how the freight and passenger serviceswork isthat passenger has priority over afreight train, becauseit isjust
more critical for peopleto be on time rather than generdly for freight. Generally the network tendsto fall largely
into afreight network and a passenger network. | think we have about 1200 passenger trains per week and about
400 freight trains per week on average, and agreat number of freight trains actually operate on the grain lines and
o forth where there are no passenger trains. But in terms of the actua projectsfor the regiond fast trains, perhaps
Ray could expand.

Mr KINNEAR — The detail of exactly what infrastructure changes will be made are exactly what the
work is being done on at the moment. The number of conflicts between freight and passenger services are not all
that great in the cases we are talking about, and the detail of exactly how the project would be implemented is what
isbeing done in the detailed planning and design.

Mrs COOTE — With the emphasis ill on the passengersrather than the freight?

Mr McMILLAN — That sort of standard is applied nationally and internationally. Normally under train
management arrangements, passenger trains do take priority over freight trains. Normally with afreight train the
time constraints are much wider than for a passenger train. Normally you have to have the grain to a port within a
certain number of hours, whereas for passengersit ismuch moretime critical, for timetablesto be actually
ddivered to theminute. As| said, that is afeature nationally and internationally of train control and path allocation
arrangements.

Thereisvery little freight at the moment, for instance, on the Ballarat line. There is some on the Bendigo line.
Thereis asuper-freighter service that operates on adaily basisto the freight gate at Bendigo and you would find
that, with one service aday, its capacity to conflict with the passenger service — even the upgraded fast passenger
service — would be very small.

MrsCOOTE — Can you explain something to me about the fast train. Let’ s again use Bendigo asthe
example: will thisvery fast train stop at Kyneton, Woodend and those sorts of places, or will it just go shooting
through?

Mr McMILLAN — The detailed timetable arrangements are being worked through, as Mr Kinnear
mentioned. Obvioudly at the key spots where anumber of people are wanting to travel by train there could be
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intermediate stops, and there could also be amixture of through-passenger and fast connector services. All those
things are yet to befindised, to my knowledge.

Mr CRAIGE — | think you are avoiding the question. | want to know clearly here today: will the fast
train between Bendigo and Mebourne be stopping a any stations on the way through?

Prof. NEILSON — That iswhat is being worked on at the moment. What we are asking the private sector
peopleto do in expressing their interest in these projectsisto come up with what they believe would be the
optimum mix of servicesaswell asthe actua physical construction of the projects. That might mean, for example,
that you could get an 8 o’ clock train that goes from Ballarat straight to Melbourne and an 8.15 am. train that stops
at anumber of places along the way. That mix is open to the operator, and it is very important.

Mr CRAIGE — What work has the department done in respect of the times travelled between Bendigo
and Melbourne and the speed a which the train will haveto travel if it stops per your so-called mix of services?
Have you done any work?

Prof. NEILSON — In theinitia feasibility studies combinations of operating regimes have been looked
at. The more important thing at the moment isto look at the potential passenger responses to the introduction of
new services. One of the things being done at present isto survey peopl€ stravel patterns today and their travel
intentionsto try to work out the demand patterns for these new services.

Mr CRAIGE — Wedready know what their travel patterns are— well, most people do. They would
know what their travel patterns are on theselinesin particular. In my view you are fudging the question, because
clearly the department would have done work and there would be evidence within the department of what stopping
along the way would mean for travel times. What is the anticipated travel time of atrain travelling at
160 kilometres per hour from Bendigo to Spencer Street station?

Mr KINNEAR — You are asking how long it would take theoreticaly if you travel over a 120-kilometre
distance a 160 kilometres an hour non-stop from end to end?

Mr CRAIGE — Yes.

Mr KINNEAR — On my arithmetic, that would be abit under an hour.
Mr CRAIGE — What if it weretravelling at 120 kilometres an hour?
Mr KINNEAR — It would take longer.

Mr CRAIGE — How much longer?'Y ou have done the work.

Mr KINNEAR — Yes. | do not have that materia in front of me.

Prof. NEIL SON — The consolidated feasibility study we have doneis public and | am happy to give the
committee acopy. It containsthe consolidated analysis. It isarather large document.

Mr CRAIGE — | amjust wanting confirmation of some of the evidence in those reports. Does that travel
time take into account the interlinking of rural fast-train networks into the metropolitan system and the historic
delaysthat have occurred over time with country rail services coming into the metropolitan system? Does that
travel time take into account delays, or have you reached an agreement that those delays will not occur?

Mr KINNEAR — Thereisan element of intended works within the program to provide extratrack in the
metropolitan areato be able to overtake the much sower-moving suburban trains.

Mr CRAIGE — Thank you.

Mr McQUILTEN — Inrelation to that last point, on my reading of the issue about achieving thetimes
talked about in the documents Professor Neilson referred to, one of the major problems would be in handling the
fast-train network through the metropolitan area. As| understand it, by fixing up those logjamsin the metropolitan
system for the country trainswe may well be able to make the time lines for metropolitan services better. My
guestion relates to whether one of the trainsin my areawill run from Mildura down to Maryborough and then on to
Balarat. When we bring back that train service, will it go from Maryborough to Bdlarat and then on to Melbourne
or over to Castlemaine and then on to Melbourne? | am not quite sure.
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Mr KINNEAR — It will be the former of those options: from Mildurato Maryborough, then to Ballarat
and on to Mebourne.

The CHAIRMAN — It isimportant that we get thisinformation from you so we can track it through. We
have anumber of issueswe could ask you about now, but | do not think you will have the answers because they
will need abit of research. We may not have indicated to you sufficiently clearly what information we will be
needing, so | will articulate that again to ensure that we are al on the same wavelength and to give you the
opportunity to query it. We need the routes and services that were provided on all forms of public transport in, say,
1994, which isthe date we have set for most of these other things — that is, when local government reform
commenced. We need to be able to track the usage of public transport down the yearsfor different servicesin rura
and metropolitan areas as aresult of the changes as they occurred. If we are to look at the impact, we certainly need
that information.

There may well be other public transport areas that have changed, such asthe provision of information; new
servicesfor the transport of goods from rural areasto the central business district (CBD); and different forms of
trangport provided — for example, busesinstead of trains. Y ou are professionalsin this area and you will know a
lot more things than | am suggesting here that relate to the quality, safety and comfort of public transport and all
those sorts of issues.

Prof. NEIL SON — Presumably you want to know something about the price of tickets?

The CHAIRMAN — Yes, certainly. Pricing was areal eye-opener with our last witness; prices had not
gone up at al. Subsidisation of public transport by government isrelevant, but itsimpact in Victoriais another
issue. We need to look in particular a how the changes have affected customers or potential customerslivingin
rural areas— for example, are there more trains or buses, are they more frequent or more accessible now than they
used to be, and how have those changes occurred over the past five or six years. Are there any other suggestions?

Prof. NEILSON — | suggest that you look at employment in country towns.

The CHAIRMAN — Absolutely. One of theissueswe are certainly looking at is the effect on country
towns of al these changes, particularly where there is no footy team or cricket team or where the supermarket
cannot continue for some reason. It al gets back to the number of employeesin the different services previoudy
provided in country towns. That side of it can be compared with the actua service to the community to determine
whether they are better or worse off. They are the two key issues we have to balance. Arewe all on the same
wavelength?

Mr THEOPHANOUS — | support what the Chairman said, and to summarise that from my perspective
it isabout service provision and how that has changed; employment in these regions; and whether there has been
enhanced competition as aresult of the introduction of private services, which isan important component.

The CHAIRMAN — It has been worth while saying those things.

Mr THEOPHANOUS — | want to ask about rail gauge standardisation. | have the map hereand | am
trying to understand it. A few questions emerge when you look at it from the perspective of long-term planning, if
you like. Why was the decision made in the case of the two most frequent rail services— that is, Bendigo and
Balarat — to keep the broad gauge? Also, why would you keep the broad gauge from Seymour down to
Melbourne when you are going to convert awhole range of broad-gauge services up through Shepparton and so
forth into standard gauge? Can you explain the thinking or rationale behind that?

Mr KINNEAR — The metropolitan rail network isredly the congraint on al of this. Thereisalimit to
the number of standard-gauge trains you can bring into central Melbourne. Thereis one entry only for al of the
west and north of Melbourne and thereis no entry at al for anything coming in from South Gippdand, so it would
require avery mgjor change and investment in metropolitan Melbourne to bring alot more country passenger trains
onto standard gauge. Where there are many passenger trains coming from placeslike Geelong, Ballarat and
Bendigo, it isextremely difficult to do that at this stage. The focus has been on those parts of the network where
you could change the gauge without adding to those sorts of problems.

Our particular argument in relation to Seymour isto say that if oneisthinking in the longer term about the
suburban train system expanding out beyond its current boundaries, if we change some of those hinterland areasto
standard gauge then it will make it that much more difficult and expensive in the future to incorporate them as part
of asuburban system.
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Prof. NEIL SON — Thereis aready astandard gauge from Seymour to Melbourne.

Mr THEOPHANOUS — What | do not understand is that you have a green line going from Melbourne
right through to Wodonga, which is presumably the existing standard-gauge line to Sydney, and then you have a
blue line going down from Seymour. Does that mean there are two tracks a the moment?

Mr KINNEAR — Thereisastandard gauge and broad gauge, and both those would be maintained.

Mr THEOPHANOUS — There must aso be a second track going from Seymour to Wodonga which you
are changing?

Mr McMILLAN — That isright, yes.

Mr THEOPHANOUS — What isthelogic of having both a standard gauge and a broad gauge, or even
two standard-gauge lines, going from Seymour to Wodonga?

Mr KINNEAR — From Seymour to Wodonga you have both standard gauge and broad gauge sitting side
by side a the moment.

Mr THEOPHANOUS — Yes, but what you will have in future is two standard gauge lines sitting side by
side.

Mr KINNEAR — Yes. That providesthe extra capacity for the movement of trainsin that corridor into
the future.

Mr McMILLAN — That is part of the main interstate nationa track.

Mr McQUILTEN — My last question is more of acomment. One of the advantages of the Ararat
extenson over the next three yearsisif we can bring together all the loca busesin the area at that point it could be
really useful to amuch larger area. Isthat concept in your heads at the moment?

Mr McMILLAN — Yes, it certainly is. If you go back in history, the train used to run through from
Dimboola, Horsham and Ararat, and that was replaced essentially with coaches, most of which operate through to
Melbourne. With the passenger train going back into Ararat, the bus and coach services would then be tailored to
service the train returning.

Mr CRAIGE — How much will the reintroduction of the passenger rail serviceto Ararat cost?
Mr McMILLAN — Itispart of that 32 — —

Mr CRAIGE — No, that is not the question.

Prof. NEIL SON — It isabout $5.4 million.

Mr CRAIGE — How much will the Mildurarail service cost?

Mr KINNEAR — | do not have that information in front of me.

Mr CRAIGE — | want the answersin relation to each of the following, individualy: Ararat, Milduraand
Bairnsdale.

Mr McMILLAN — Yes, dl right.

Mr CRAIGE — You indicated, Mr Kinnear, $96 million for the rail standardisation over afour-year
period; when will that work commence? Can | aso have a breakdown of the standardisation costs versus the work
you will be doing to upgrade other facilities, and in particular the ones you talked about being for integration — |
think you mentioned that word — into the metropolitan system? Is all of the $96 million state-committed funds?

Mr KINNEAR — That isright.
Mr CRAIGE — Itisdl out of state revenue?

Mr KINNEAR — Yes.
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Mr CRAIGE — Okay. When will the work on the upgrade of the standardisation commence?

Mr KINNEAR — Theintention isto start in the north-west, and the ideaisto move in as soon as the —

Mr CRAIGE — When in the north-west — what year?
Mr KINNEAR — Next year.
Mr CRAIGE — In 2002?

Mr KINNEAR — Assoon asthe grain is cleared from most of the storage facilities through that area,
whichislikely to be about September or October next year, depending on the grain season.

Mr THEOPHANOUS — Can you aso provide the direct employment that will be created by al the
things you are undertaking — that is, the upgrades and the changes?

Mr KINNEAR — We have certainly prepared that estimate for the gauge standardisation program, which
we can provide to you.

The CHAIRM AN — We have run out of time. We have discussed today the need for further information
and | think generaly we dl have in our minds what we need. We might have some specific questions, which we
will send to you in writing; that is normally how we operate. | assume that if we send you aletter with afew more
guestions you will be happy to provide some answers rather than us having to hold formal hearings every week and
bring you back here. We may well invite you back a some later date. We are learning as we go along. We are not
expertsin transportation, apart from Mr Theophanous and his school buses, and Mr Craige' s previous experience.

We are going to Horsham on 27 August and it would be extremely helpful if we could receive afew days before
that whatever you have donein the past, if at dl possible. | do not want to cause adilemmafor you, but if you have
some base information do not hesitate to send that to us and you can finish the rest after that date. The more
information we can have by way of background the better.

| thank John McMillan and Ray Kinnear for coming along. | understand Professor Neilson is staying with us.
Thank you for your time. We will probably see you again. We look forward to obtaining that information from you
in due course.

Witnesseswithdrew.
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The CHAIRMAN — | re-open the hearing and re-wel come to the hearing Professor Neilson, the
Secretary of the Department of Infrastructure. We are also joined by Prue Digby, the executive director of the Local
Government Division, and Mr John Watson, the director of governance and legidation. The reference that we have
from the government in this caseisin relation to restructure, particularly in rura areas, and the structural changes
which have occurred in the past five or six years. The government has asked usto look at what has occurred in a
number of areas, including local government, to work out the impact of the changes which have occurred,
particularly in rural areas, and to report back to the Parliament, which we hope to do by the end of next year. |
initially want to welcome you and say thanks for coming and to offer you the opportunity to make an opening
submission to us. During the course of today’ s hearing we will probably ask you some questions and it may well be
that we will ask you to collect some information for us and come back to usin due course on some issues.

MsDIGBY — | gpologise that not everybody has a colour copy of our presentation as the colour printer
went down on us— only the Chairman has a colour copy. What | was going to do in my submission was briefly
addressthe profile of Victorian loca government asit stands today, talk about the Local Government Division and
itswork, and further talk about the government’sloca government policy framework and theinitiativesthat flow
from that which the division isimplementing.

The second dide that you have before you outlines the boundaries of the 78 councils. Aswe know, therewas a
reduction in councils from 210 to 78 so we have 78 entities there and we aso have 17 regiond library boards which
cover 53 councils. The next dide depicts the metropolitan council boundaries. There are 31 metropolitan councils
and 47 rurd councils so the dide before shows you the boundaries of the rurd councils and thisis a presentation of
the metropolitan councils.

With respect to the profile of local government you have afairly significant range in the size both geographic and
also population and rate and expenditure base. | have given you some examples here. The annua expenditure
profile ranges from $150 million at Melbourne to $3 million at the Borough of Queenscliffe, which isthe smallest
council. Rate revenue ranges from $95 million at Melbourne to $2 million a Queenscliffe. Population ranges from
191 000 at Gedlong down to amuch smaller council at Queenscliffe of 3400. The number of councillorsrange
from 5to 11. Under the act you can have atotal of up to 12 but that isthe current range of councillors and there are
593 councillors across Victoria. In staff you have once again afairly significant range between Melbourne and
Queengdliffe.

Mr THEOPHANOUS — Mebourne makesit a bit difficult to make comparisons. Is Geelong the next?

MsDIGBY — On most of the indicators Melbourne and Geelong are the two largest in terms of
expenditure, staffing and rate revenue.

Mr THEOPHANOUS — If you exclude those two, what is the range for the other 76 councils?
MsDIGBY — Intermsof?

Mr THEOPHANOUS — Expenditure, rate revenue, and so forth.

Mr CRAIGE — And taff.

MsDIGBY — | would have to take that on notice and get those figures to you. There are anumber of
categorieswhich they fall into. Y ou have Mebourne and Gedlong at the top end and then you have agroup of
councils which would include the Mornington Peninsula.

The CHAIRMAN — Do you have achart of the 78 with that base information on it?
MsDIGBY — | can produce that chart.
The CHAIRMAN — Just send usthat.

Mr McQUILTEN — | have aquestion about Queenscliffe. Isit truethat in al the ama gamations that
took place thiswasthe only council that was not atered? | think | amright.

The CHAIRMAN — The answer isyes, asfar as| am aware.

MsDIGBY — Wodonga had very minor aterationsto its boundaries, asdid Melton, but in terms of being
technically the only onethat did not have any change, Queenscliffeisit.
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Mr McQUILTEN — Isthere any reason for that? | find that a bit interesting.
MsDIGBY — | think that was a probably a government decision of the day.
Mr McQUILTEN — A politica decision.

MsDIGBY — Asl have said, there are 593 councillors across the state of Victoria. | have given you a
gender breakdown there.

MrsCOOTE — It is not good enough; we have to work on this.

MsDIGBY — The Minister for Local Government has a commitment to increasing the participation in
local government through all of the groups. Thereisaralling election cycle with five electionsin 2001, including
Melbourne, and Melton goesto election thisyear, 18 in 2002, and 55 in 2003.

In terms of the representational structures alowed under the act, 14 of the 78 councils are unsubdivided, 62 have a
combination of wards and Nillumbik isthe only council remaining that operates with atwo-tier system— an
election at large and award system. As| said earlier, Melton is going to eection this year.

Mr McQUILTEN — What will that be? Isit wards or unsubdivided?
MsDIGBY — Mdtonwill bewards.

Mr THEOPHANOUS — Isthis question of subdivided or not up to the council itself? How doesthat
work?

MsDIGBY — Unsubdivided versuswards? Y es.
Mr McQUILTEN — It wasthe commissioners a the time, | think, that made the recommendations.
Mr THEOPHANOUS — But the councils can change that if they want.

MsDIGBY — They can apply to changeit; the representational structure is approved by the Minister for
Loca Government. The council actually doesthe work to determine what is the most appropriate structure for its
municipality, and it applies to the minister, who takesit through an order-of-council process.

With respect to the division, following the framework of the government’ s policy the objectives of the division are
the effective management of the local government system for the government, and that includes the effective
administration of the Local Government Act 1989 and to further implement the government’ s policy by workingin
partnership with local government associations and individua councilsin encouraging best practice in governance
and service ddivery. The government’ s policy framework is, asthe minister outlined at the Public Accounts and
Estimates Committee, to build local government capacity, to recognise loca government asthe third tier of
government, and to sustain strong partnerships with the 78 councils.

The CHAIRMAN — We might go through this bit rather quickly, if you would.
MsDIGBY — Theinitiatives?
The CHAIRMAN — Yes.

MsDIGBY — There are anumber of initiatives. Best valueisamajor palicy plank of the government. It
is designed to give councilsflexibility in terms of how they approach the issue of their services and governance. It
is designed to ensure the provision of high-quality local government services and facilities aswell asvauefor
money. The Best VVaue Commission was established last December and commenced meeting in April thisyear.
Fundamentally the commission’ srole isto advise the minister on the implementation of best-value principles
across Victoriaand advise on the capacity of local councilsto actually deliver enhanced and affordable services
that are responsive to the needs of their communities. | do not know whether you wish me to go through the actua
principles; you might like to ask to ask some questions.

The CHAIRMAN — Giventhetime, | think we need to flick through these pages. That is good
information for usto have. The fact that our reference talks about the effects of change over a period of time means
the current initiatives of the government are less relevant to us. It ismore what has happened inthe 4, 5 or 6 years
and the results of that, particularly in rura areas, that we want to home in on. Maybe we could just flick through

13 August 2001 Economic Development Committee 25



pretty quickly unlessthere are any specific items on those initiatives that you are hell-bent on drawing to our
attention.

MsDIGBY — | will just provide it asinformation.
The CHAIRMAN — Theindicators on the second last-page — could you talk about them for a second?

MsDIGBY — One of the concerns of the sector over anumber of years was the nature of thelocal
government indicators program. The sector expressed concern that the purpose of the indicators was not clear and
that in some respects the collection of them was onerous. We set up a performance management sector reference
group where we looked at the issue of the indicators, of which there were a considerable number, and
fundamentally broke them into two categories. Thefirst category was aset of indicators that would essentidly be
for the purpose of the Victorian government and for the community which measured the health of the sector, and
the councils would be required to collect thisinformation and publish it in their annua reports, and thereisa set of
10indicatorsthere. They arelisted on your dide.

The CHAIRMAN — If we wanted to go back a number of yearsto compare the indicators one against
ancther, how far can we go back?

Prof. NEIL SON — It dependsin part on which particular indicators. Some of the more straightforward
ones may exist in the past and others may not because of their composition.

MsDIGBY — Therewas basicaly a set of indicators that measured service performance: they were
called the comparative indicators, and then there were another 26 or 27 — | am not sure of the number — that were
called annud indicators. The comparative indicators remain and are being collected. These indicators we have here
replace the annua indicators. Thisisthefirst year that they will be reported on.

The CHAIRMAN — If we wanted to go back and track through whatever information you havein
relation to indicators, | assume there would be some information in relation to particular aress?

MsDIGBY — Yes, the annua plan indicators will have been collected up until the end of the last
financia year.

The CHAIRM AN — Could we go back to 1994-95?
MsDIGBY — Approximately four years— | will have to take the actua year on notice.

The CHAIRMAN — Y ou can understand our dilemma. One of the issues that we need to get our heads
around is the performance of local government in Victoria by councils prior to local government reform. We need
to be able to say asaresult of reform whether the economic improvements that were hoped for were achieved. We
need to be able to track the rates over those years and any other indicators that will give us ahandle on the results of
thereform.

The government has asked the committee to determine the impact of structural changes. Inlocal government, as|
well know, there were significant changes across the board. The government is asking usto find out the results of
those changes.

There are two questions. Firstly, will you provide the committee with whatever indicators you have of councils
performancesin any area over that time? Secondly, are you aware of any study carried out by governments —
plurad — or by private organisations — maybe universities— that looked at the results of local government reform
in Victoria? Any copies of such studies or references as to where those documents could be found would be of
extreme interest to the committee.

MsDIGBY — Yes, of course we will make available whatever materia we have. In looking at the issue
of performance, the local government board’ s documentation is one source of information in terms of councils
positions pre-amalgamation; it will have someinformation in it. It will not havethelevel of information that was
collected post-reform through the annual and service indicator process. We can certainly look through our records
to see what sort of datawas held on councils' pre-amalgamation.

The CHAIRMAN — It would be great if that could be forwarded to the committee in the next few weeks.

13 August 2001 Economic Development Committee 26



MsDIGBY — Interms of the other material, the research that has been done post-ama gamation, | am not
aware of any extensive research that has been done within the department but | will take that on notice. A couple of
pieces of work have been undertaken through academic ingtitutions that | will deliver to you.

Prof. NEIL SON — Work has been done by the Centre for Local and Regional Government Studies at the
University of Canberra. | know of at least one piece of work that is explicitly about the impact of change on
Victorian local government, so | can certainly track that down for the committee. In earlier years, in the 1990s,
there would have been anumber of commonwealth-funded examinations of local government in Victoriain
comparison with other states. That may well aso contain some base data of value that we could get for the
committee.

MsDIGBY — We can provide the Grants Commission base data to the committee as well.
The CHAIRM AN — We are not interested in its formul ag, though.

Mr THEOPHANOUS — The amagamation of local councils has been supported by both sides of
government at various times. We may have had some issue with the previous government about the way it was
brought about, but the need for amalgamation has been supported by both sides. We are trying to look at what the
impact was and what the impact islikely to continue to be; | know there is some stuff about various efficiency
savings and so forth. There must have been some examinations by the department itself about the improvementsin
efficiency and effectivenessin terms of delivery of services. | think that iswhat the chairman has been talking
about. We also need employment changes, particularly in regiona Victoria

Mr McQUILTEN — Medium and small-sized townsin particular.

Mr THEOPHANOUS — We need to know pre-amalgamation what they were, what the effect wasin
terms of the amal gamations and how much shedding there may have been. We need to know about service ddlivery
and whether that changed, and perhaps the mix of servicesthat councils provided directly, and what they contracted
out asaresult of the CCT arrangements.

| am interested in electoral change and electoral issues, which | think isanissue. Y ou have mentioned it here but |
do not know why there is no consistent approach across local government in terms of elections. There are different
methods. | refer to arecent example — | think it was in Queenscliff — where a single candidate got 40 per cent of
the vote and did not get elected — | think you might know what | am referring to — because of the system where
you get 51 per cent and you take everything. It seems that there are some considerable issues surrounding that in
terms of the electoral processesin each of those country towns. | do not know whether you want to comment on
any of that or whether you will come back the committee.

MsDIGBY — As| said earlier to the chairman, certainly we will bring forth datathat we have, but |
believe there would be gapsin that data, especialy with respect to employment data within councils
pre-amalgamation and post-amagamation, and certainly with service dataas| do not believe the leve of detail you
are asking for is actualy captured as data within the government.

Mr THEOPHANOUS — We do not want to be mideading either. We do not want to say therewasa
reduction in employment of X amount without their being able to say that these services were then provided by
private contractors, so the service level may or may not have changed. We need accessto dl that to be able to make
any meaningful statements.

MsDIGBY — Whatever we have we will provide to the committee.

Mr CRAIGE — Wherethereisaservice provider, there may have been through increased subsidies for
the services more people employed by the private provider, or less. We need to know that. Obviously councils
would have all those figures available to them on the provision of those services.

The CHAIRMAN — They might find it difficult pre-amal gamation.

Prof. NEIL SON — Y ou may find that the records have not have been well kept during that transition
period.

Mr CRAIGE — | do not believe that of local government. | would never say that.
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Mr THEOPHANOUS — Even post-amalgamation, at the starting date of post-amalgamations, the
councils made arange of decisions about how many people they would continue to employ. The starting date has to
be different in terms of the number of people employed, and also what servicesthey were to contract out, so they
must have theinformation at any starting date.

MsDIGBY — Theissue, though, isthe extent to which as a state government we collected that
information. That iswhat | have to do quite alot of detailed research on, because there are no immediate reports
that we have sitting around that say what the impact of CCT was, or what the impact on services was, so we will
have to go back to whatever base data was kept. Certainly councils may have stronger databases than us, but the
issueiswhat we have as a State.

The CHAIRMAN — Timewill tell. | recall there was one bit of work done pre-ama gamation which
predicted how many staff would be required in anew municipality, which was an amalgamated entity, compared
with what was there before. There might be something in the board’ s records because the board, when it came up
with those drafts, indicated savings from staffing. It would be good if the committee could get hold of that.

MsDIGBY — Yes, and then there istheissue of where the reality — —
The CHAIRMAN — Yes, we can find out what happened quite easily.

MrsCOOTE — We skipped over the initiatives at the Chairman’srequest, but | want to elaborate on the
rural and regional summit. Given what you have just said about record keeping, et cetera, can you reassure the
committee that there will be proceduresin place to monitor al those issuesfor best value, particularly in the rural
and regional towns? | know there is acommissioner, but with the record keeping | hope we will not have this
problem into the future. Do you feel confident about that?

MsDIGBY — The government is clear about where it wishesto keep records and where records actually
belong, and what information belongs to local government in the context of recognising local government as athird
tier of government. An example would be with respect to best value. In essence there will be two avenues of data.
One will be the annual report of the Best Value Commission in terms of itsanalysis of how loca government is
managing the implementation of best value and the extent to which it believesit is ddivering service
improvements.

The other key source of datawill be the reportsthat councils are required to produce on the implementation of best
value, their service reviews and the outcomes of their service reviews. Over timewe will have apicture of the
agreement between councils and their communities on what they will deliver and to what standard, and their
performance against that standard. It will be avery clear view of what information we want to collect.

Another processthat we have embarked on is an update of the Local Government Act. One of the key areasin that
act isarestructuring of the accountability requirements and framework for local government and looking at waysin
which thefinancial information that councils produce — and produce in avery public way o that it isnot only
available to the government but is available to the community — shows a consistent set of data around the
introduction of the budget and the accountability at the end of year. That will provide another source of data.

Thethird area of datawe are collecting is the indicators, and they will be published aswell. As part of those
indicators, the congtituent satisfaction survey results are published.

MrsCOOTE — Can you elaborate on the rural and regiona summit as an initiative; the community
building and environmental issues, and the economic issues? Why isthis an initiative?

Mr McQUILTEN — Becauseit has not been done before.

MrsCOOTE — What are they expecting to get out of this? Once again you have community building
and environmental issues. Will there bein place natural resource management procedures, or under the economic
issues have you got infrastructure, transport, health services? What will the summit do?

MsDIGBY — The summit and the holding of the summit was part of the government’ s election policy
platform. That iswhy we are doing it. A summit was held last year and the second summit will be held in
September of thisyear. It isaimed at providing a place where state government and local government can discuss
issues that are of common interest. It is designed to ensure that there is a shared understanding of where we are
trying to go with particular issues and the role that respective governments will play. That isthe focus.

13 August 2001 Economic Development Committee 28



The agendafor the summit is put together in collaboration with my division, the Department of State and Regional
Development and the local government peak bodies. We identify the issues under basically the headings of the
economic environment and social or community building that are of interest to both state and local government.

Mr CRAIGE — | want to talk about the best-value principlesin particular. | notice on page 20 you have
listed local government indicators and then services, and then other indicators. It says, ‘ Best value to be developed'.
Will you tell the committee when those indicators will be developed for best value?

MsDIGBY — We bdieveit will be six to eight months before they are developed. The reason for that is
we are gradually working through the overall indicators, as| stated earlier. Thisistheir first year of reporting. The
governance indicators proved to be quite difficult to define and we are engaging in a process at the moment to do
that. We are looking at the comparative indicators. We believein about six to eight months the work will be
informed by the issues that have been raised by the Best VVa ue Commission and the experience of councilsin
actualy implementing best value.

Mr CRAIGE — Can you understand then my concern that in fact the Best Vaue Commission was
established in December 2000 and here we are now, eight months later, and we till have not got our indicators
established? Now you are telling the committee we have another six to eight months to go before we have
indicators on best value established. That is more than ayear just to establish those indicators. Y ou would then
understand why some councils out there are confused over best value, when it has taken so long.

MsDIGBY — The whole-of-gate indicators have been devel oped essentialy to give a broad-based
picture of the hedlth of the sector, both to the Victorian community and to the state government. The best-value
indicator, and there will probably be only one of them, isto complete that rounded picture. We believe that the
most important data source as to the implementation of best value, which commenced from the implementation
date of the program, isthe data that councils have to report on in terms of the code that the minister has published.

Thefirgt istheir program and what services they will review over the next five years, and then the outworkings of
those service reviews. The outworkings of the service reviews are the first piece of hard datato report on
implementation that councils have. The other source of information about best value and its effectivenessis, as|
said, the work of the Best Value Commission itsalf.

The CHAIRMAN — If | wereto look at some of the results of the amalgamations | would be interested
to know the effects of those amalgamations on somebody’ s rates— whether Mr and Mrs Fred Nerks who livein
Dunolly are paying more or lessto whichever istheir council now. That isonekey indicator. | would be keen, if
possible, for usto get some information from you showing what the rateswere in, say, 1993-94 and to track that
down over anumber of different-sized properties and different types of properties— commercial, residential, et
cetera.

It ismy understanding — correct meif | am wrong — that as aresult of amalgamations there was a push into
economic devel opment where councils were encouraged to put people on to encourage economic devel opment
within the municipalities. As asecond key indicator, | would be interested to know whether there is any
information on what was there before and what is there now and the results of that economic devel opment —
people working in local government. That isthe second key indicator.

One of the god's of amalgamations was to try to provide councils with less overheads to make them more efficient
so they could spend more money on capital works. It would be interesting to see whether that has occurred,
particularly in rural areaswhere, aswe are al aware, thereis abacklog on roads and bridges, and whether
amalgamations have resulted in more money being spent in that area. That isathird key indicator.

Thefourth indicator isthat of debt. Many of the previous 211 councils had substantial debts and could not afford to
borrow any more; they could not afford to undertake capital works because of the huge overheads they were having
to sustain. What is the debt position now in Victorian local government compared with where it was before?

Thereis nothing wrong with debt. Debt isall right if you can serviceit, but there have been some changesin that
area.

Mr THEOPHANOUS — | was going to ask whether that was the experience in your council,
Mr Chairman, but | will not!
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Mr McQUILTEN — | bdievethat St Arnaud and Stawell, which are the two municipalities that were
brought together to form the Northern Grampians Shire, are having problemswith IT and links of communication
between the two towns. | hoped that they would put some more of their operationsin St Arnaud than was currently
happening, but because of the bits of information going between the two townsit isamajor problem. Do you know
whether the lack of technology infrastructure — in this case because Telecom does not have the right links between
the two towns— is causing problemsin other municipalitiesin country Victoria?

MsDIGBY — | need to answer that question in more general terms. Infrastructure is an issue for many
councils. A number of years ago areport entitled Facing the Renewal Challenge showed there wasagap in the
overall expenditure that local government wasinvesting and the expenditure that was required for infrastructure
renewa . A number of rural councils see telecommunications as amajor issue and are working on arange of
initiatives to addressthat.

Mr THEOPHANOUS — | wanted to follow up on what Mr Craige asked about best value. The change
to best value from compulsory competitive tendering is an important change, and | am not sure that you have
adequately addressed what Mr Craige was asking.

If adecision is made by a council on the basis of what isthe best value that can be got in delivering a service either
by contracting it out or by doing it in house or by some mix in between, the issue is that the previous policy was
pretty straightforward — you put it out to tender and it was decided on whoever made the best tender. The new
policy meansthat you have to have away of determining what the best vaue is. What Mr Craige was getting at
was. how do you determine what the best valueis? Isit smply left up to the council? Are you able to give us any
indication of how it hasworked for the past eight months or so that it has been in operation? What sort of decisions
have been made and are you confident that this new system will result in amore efficient delivery of services?

MsDIGBY — The short answer isyes, it isleft up to the councils to make the decision about what is best
value. The best value policy and the framework through the legidation identify a number of principles that councils
need to deliver in order to show that that they have been through a best value process and that the service they have
at the end of the day conforms with these principles.

In articulating and looking at the legidation, the division, dlong with peak bodies, produced a best value framework
which was a guide to councils. Thethrust of best valueisto giveloca government the flexibility to deliver the
sarvicesthat it believesit needsto deliver and that acommunity needs and wants, and to put the decision making
about that back into council’ s hands. The framework is aguide to enable councils to implement best value. Thereis
arecognition that councils will need support over the next 12 to 24 months as they move down this new policy
path. Thedivision is undertaking a series of initiatives with the peak bodies that are aimed at providing training and
development for councils so they have the capability to implement best value. It is seen as a developmental process.

Mr CRAIGE — In our reference we refer strongly to the issue of amalgamations. | raise Delatite shirein
particular, and the work that the local government division has done on the changes that will occur in two small
towns— Bendlaand Mandfield. In view of the proposed tria of the two towns operating separately that is about to
take place, has the division done any cost analysis of the impact of the proposed trial on those two towns?

MsDIGBY — Thedivisionitself has not done any cost analysis of thetria. The minister has articulated
that the trid isto be undertaken by the council, not by the government.

Mr CRAIGE — | appreciate that. In view of that, and because of the impact on both of those towns, has
there been any indication from the local government division at any stage during the process that has been
occurring for some considerable timein Delatite that the staff levels at Benalla under the new arrangements are not
to be reduced?

MsDIGBY — In attempting to answer that question, | will say that | believe the minister has made some
comments on that issue but we are not actively doing any analysis of what a break-up would look like. The shire
itself has done some work and we have looked at the work that it has done.

Mr CRAIGE — Will you put in place a monitoring process for the commencement and the conclusion of
the trial ?

MsDIGBY — At this stage the council isworking on a proposa only. If it goes ahead we would wish the
shireto keep the government informed at critical points on what the trial was showing and whereit proposesto go
into the future.
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MrsCOOTE — LaTrobe University at Bendigo put out a report from the Centre for Sustainable
Regiona Communities on the impact of reforms under the Kennett government. Are you aware of that report?

MsDIGBY — | am awarethat it exists. | am not familiar with the details.

MrsCOOTE — | would like some clarification on one aspect of that. Among the things they said were
impacted upon were jobs and resource losses across rural and regional councils particularly. We have asked you for
considerable information, but could you aso give us as acommittee some information on the specific job and
resource losses?

MsDIGBY — In answer to the Chair's comment along these lines before, | said we would look to see
what datawe had. To date, from my understanding of what the department has collected, | believe thereis
insufficient data to address that question, but there may be someindividual council information that has been
returned to the department over that period which | will certainly look at and submit to the committee.

The CHAIRMAN — | will sum up by saying, firstly, you are aware that we are keen to get some
comparative information from whatever you have available so we can report to Parliament what the results, effects
and consequences of amal gameations have been. In our report we will rely on information which we get from you,
on information we get from independent studies that we are tracking down — you might be able to advise us of
some we are not aware of — relying on face-to-face evidence from peoplein rura areas and peoplein councilsin
rural areas and their views, and on any other sources of information that we see to be relevant. So the information
you will send to uswill be valuable, and we look forward to getting that.

Secondly, how we usually operate with this committee is that we might send you aletter every now and then with a
few questions. They might ask afew things that come to our mind and our research staff will assist usin preparing
them. It is more efficient to do it that way than to have you caled back for hearings every week or two when we
think of something else. There will not be a heap of them, but you should expect that we might write you aletter or
two.

Thirdly, | want to underline the fact that we will be going out to rural areas on at least five occasionsthat | am
aware of, talking to people about thisinquiry, and that will include some of the local councils. | wanted you to be
aware of that.

Fourthly, our first country visit will be to Horsham on 27 August. If possible, would you please send to us whatever
you have afew days before then. It might not be the lot, but if you could send to us whatever you have together by
then it would provide us with a bit more base information, which would be of rea vaueto us.

| thank you for coming in. Thisis an extremely interesting reference from my point of view, having worked in local
government for 30 years. We hope that our report to Parliament will be of some value. So Professor Neilson,
Ms Dighy and Mr Watson, thank you very much for coming along.

Committee adjourned.
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