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PO Box 6021
Parliament House
CANBERRA ACT 2600

Dear Mr Chafer

Thank you for your letter of 11 June 2008 inviting the Australian Electoral
Commission (AEC) to make a submission to the JCPAA Inquiry into the effect
of the efficiency dividend on smaller public sector agencies.

The AEC’s submission addressing the terms of reference for this inquiry is
enclosed.

As you may be aware, the Joint Standing Committee on Electoral Matters
(JSCEM) is inquiring into the conduct of the 2007 Federal Election. The AEC
commented on the impact of the efficiency dividend in its first submission and in
oral evidence to the JSCEM. The submission is available at
http:/mww.aph.gov.au/house/committee/em/elect07/subs/sub169.pdf

If you require further information or clarification of the AEC’s submission please
contact Mr Andrew Baker, Chief Financial Officer (phone 02 6271 4646, or by
email andrew baker@aec.gov.au).

Yours sincerely

~fan Campbell

Electoral Commissioner
e
/8" July 2008
West Block Offices PO Box 61.72 Tel 02 6271 4780 WWw.aec.gov.au
Queen Victoria Terrace Kingston ACT 2604 Fax 02 6271 4554 ABN 21 133 285 8b1

Parkes ACT 2600




AUSTRALIAN ELECTORAL COMMISSION

Sube (F&

BRSO e i v o,

SUBMISSION TO THE INQUIRY BY THE JOINT COMMITTEE
OF PUBLIC ACCOUNTS AND AUDIT INTO THE EFFECT OF
THE EFFICIENCY DIVDEND ON SMALLER PUBLIC
SECTOR AGENCIES

15 JULY 2008



1. Background to the AEC’s submission

The AEC is an independent statutory agency established under the Commonwealth
Electoral Act 1918 (the CEA). The AEC is responsible for conducting federal
elections and referendums and maintaining the Commonwealth electoral roll. The
AEC also provides a range of electoral information and education programs and
activities. The AEC's responsibilities under the CEA include:

Conducting federal elections and by-elections.

Maintaining the Commonwealth electoral roll as well as maintaining State and
Local Government Rolls in accordance with the joint roll arrangements with
States and Territories.

Assisting Redistribution Committees and augmenting Redistribution
Commissions in conducting redistributions of electoral boundaries for the
House of Representatives.

Administering election funding and financial disclosure.
Reporting to the Special Minister of State on electoral matters.

Conducting electoral information and education programs to promote public
awareness of electoral and parliamentary matters.

Assisting in the conduct of foreign elections and referendums as approved by
the Minister for Foreign Affairs and Trade

Conducting national referendums to amend the Constitution, in accordance
with the Referendum (Machinery Provisions) Act 1984.

Conducting elections for registered industrial organisations, in accordance
with the Workplace Relations Act 1996, and

Conducting other non-parliamentary elections as appropriate on a fee-for-
service basis.

To meet these responsibilities the AEC has a national presence with some 850 staff
in 134 locations across Australia. The majority of the locations are Divisional
Offices. These support the local electorate and in most instances have a maximum
of three staff. This arrangement, although servicing the AEC’s responsibilities well,
presents significant challenges, including resourcing, in the provision of services.




2. Comments on specific points of the Inquiry

2.1. Whether the efficiency dividend has a disproportionate
impact on smaller agencies, including whether or not smaller
agencies are disadvantaged by poorer economies of scale or
a relative inability to obtain funding for new policy proposals

2.1.1. The AEC believes the efficiency dividend has a disproportionate impact
on smaller agencies. Many smaller agencies have a relatively narrow
operational focus and their non-discretionary activities are the greater
part of their operations. In addition, for some smaller agencies
(especially those with networks such as the AEC) overheads such as IT,
property and security comprise a disproportionate share of their budget.
These two factors mean that a significant proportion of their budget is
fixed. The difficulties in managing a largely fixed cost budget are then
magnified when an efficiency dividend is imposed.

2.1.2. Governments of the day typically deliver policy initiatives through larger
agencies and additional funding in each year of the Budget cycle for such
agencies is not uncommon. New policy proposals enhance an agency’s
capacity for innovation and managing change. Whilst smaller agencies
do receive additional funding through new policy proposals, the
frequency of receipt is generally less than in larger agencies. As a result
smaller agencies lack some of the budgetary and operational flexibility
more common in larger agencies.

2.1.3. Similarly, administered items are not subject to the efficiency dividend.
Agencies that have responsibility for administered items may also have
scope for cost shifting by structuring certain arrangements such that they
come within the ambit of an administered item. Larger agencies typically
have access to significant administered items. Smaller agencies such as
the AEC have very limited or no access.

2.1.4. The AEC notes that the Inquiry’s terms of reference relate to the
efficiency dividend. However, the indexation regime applied to agency
budgets prior to the efficiency dividend is also a critical factor in
understanding the circumstances faced by smaller agencies.

21.5. FMA agencies’ baseline budgets are indexed according to a Wage
Cost Index (WCI). There is a range of WClIs applied to agencies
depending on their expense profile, although they are all close in
quantum. Nonetheless, whilst the WCI varies to a limited degree
between agencies, in recognition of differences between each, the
efficiency dividend is the same rate across all agencies.

2.1.6. Contrary to the title, the WCI does not reflect the reality of wage cost
and other increases faced by agencies. It is substantially less. As a
result the efficiency dividend and the WCI combine to magnify financial
pressures. For example, for 2008-09 to 2011-12, the net effect of the
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efficiency dividend/WCl is a reduction in the AEC’s baseline funding of
1% each year. Assuming inflation remains at 4%, the “real” efficiency
dividend is therefore around 5%. An effective efficiency dividend of 5%
each year, in the context of a relatively narrow operational focus and
significant levels of non-discretionary activities, is a difficult situation to
manage.

2.1.7. The AEC is particularly disadvantaged by the efficiency dividend as a
result of its mandated organisational structure. As stated earlier most of
the AEC’s 134 sites are Divisional Offices; the majority of these have a
maximum of three staff. The costs of maintaining the Divisional Office
network are significant and fixed by nature. However, Section 38 of the
CEA limits the AEC’s capacity to alter the network and gain efficiencies
(refer Section 2.5.3).

2.2. Whether the efficiency dividend is now affecting the
capacity of smaller agencies to perform core functions or to
innovate

2.21. The AEC believes the efficiency dividend is compromising its ability to
both perform core functions and to innovate.

2.2.2. Before exploring this issue further, the AEC believes it is important to
provide brief details of its budgetary circumstances as part of this
submission. This will enable the Committee to consider the AEC's views
on the efficiency dividend widely and not in an isolated sense that might
be conveyed otherwise. ‘

2.2.3. The AEC does not receive a standing appropriation to cover the costs
of conducting an election; rather funding is incorporated into the annual
appropriations with total funding peaking in an election year. The AEC'’s
total annual appropriations (excluding public funding for parties and
candidates) for the last three financial years were:

2005-06  $95.5 million
2006-07  $109.8 million
2007-08 $183.7 million

2.24. The AEC's funding was reduced by the following amounts as a resuilt of
the decision to impose an additional 2% efficiency dividend per annum:
e 2007-08 $0.8m
e 2008-09 $1.9m
e 2009-10 $2.0m
e 2010-11 $3.6m
e 2011-12 $2.0m




2.2.5. The reduction of $0.8 million in 2007-08 requires particular mention.
The AEC acknowledges the quantum of the increase (0.46%) recognised
the fact it was being imposed half way through the year. However, the
across the board nature of the increase did not take account of the AEC’s
particular circumstances.

2.2.6. The activities required to bring the electoral roll up to date and
successfully deliver the election were substantially complete by
December 2007. As a consequence, by that time the AEC had spent
three quarters of its appropriation for the year. The increased efficiency
dividend was introduced after the election and by this time, the AEC was
left with no means of clawing back savings on expenses and
commitments passed at that point ($146 million to December 2007).

2.2.7. The AEC believes it was inappropriate to apply the increased dividend
to the whole of the AEC’s 2007-08 budget after the cost of the election
was incurred.

2.2.8. The decision obviously has had an impact on the AEC’s operations in
the latter part of the 2007-08 financial year. Since January 2008 the AEC
reduced staffing levels by approximately 50 full time equivalents and
scaled back non-election activities. This meant lower levels of enrolment
stimulation activities and the possible risk of a decline in the electoral roll.

2.29. The CEA’s mandatory nature and the prescription of its provisions are
fundamentally at “odds” with the application of the efficiency dividend.
The prescription in the CEA inhibits contemporary and efficient ways of
transacting with eligible enrollees, electors, political parties and
associated entities. Efficiencies that can be brought to bear on highly
prescribed processes are few in number. For example, enrolment
applications, postal vote applications and candidate nominations cannot
be transacted electronically. Divisional staff manually process forms
received into the AEC’s core election systems as they have done for
decades.

2.2.10. Section 38 of the CEA requires the AEC to maintain the Divisional
Office network. Approximately half the AEC’s total APS staff are
employed in the Divisional Office network and there are significant costs
associated with provisioning infrastructure to each site (principally
property and IT). Infrastructure costs are unavoidable since each site
must be provisioned with a certain level of operational capacity.

2.2.11. The AEC has limited scope to reduce staffing in the Divisional Office
network. Offices with less than three staff are not viable in any long term
sense because of occupational health and safety issues, an inability to
meet peak customer demand and an inability to manage succession. An
alternative is to co-locate Divisional Offices. However, the AEC must
seek the written agreement from the Special Minister of State before
pursuing such a course of action by virtue of Section 38 of the CEA (refer
Section 2.5.3). This amendment to the Act was only made recently — in
2006.







