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Methodology and overview

Assessment framework
Establish core requirements
‒ These are the minimum requirements that should be
met by all businesses
Generic assessment (applicable to
all business activities)
Establish key business objectives
‒ What are the criteria against which options
will be considered?

Describe business options

‒ What is the full spectrum of potential
business delivery models

Assess the status quo
‒ To what extent does the current delivery
model meet the core requirements?
Conduct detailed analysis
Business specific assessment
(conducted individually for each
business area)

‒ Rank each business delivery option against
each of the key criteria

Consider implementation considerations
‒ What factors might potentially affect or hinder the
implementation of the preferred option(s)?
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The current situation

6

•

Few if any of the business activities reviewed operate as true Government Business Enterprises. Many businesses explicitly or
implicitly operate in an anti-competitive manner, making it hard for the private sector to participate in the market.
Privatisation is not a feasible option for any of the businesses at present. Put simply, there’s nothing to sell.

•

Prior to 2010 businesses were the direct responsibility of individual Ministers. To limit the extent to which individual Ministers
are able to affect the operating decisions of core business activities, responsibility for the government business areas was
transferred to the direct responsibility of the Administration in 2010-11. The intent was to increase transparency and
accountability, and to align the government business areas with the broader strategic objectives of the Norfolk Island
Administration rather than those of individual Ministers.

•

This objective is laudable. Unfortunately, a lack of human capital and physical resources has forced the Administration to
affect a number of ‘work arounds’ with regard to its business activities, prioritising the day to day running of the Island over the
running of the businesses. Put simply, the operational requirements of individual businesses have become overshadowed by
the day to day running of the Island. Through consultations it became apparent that the Administration simply does not have
the resources to adequately attend to both the day to day running of the island and the operations of the business activities.

•

A lack of skills has affected all aspects of the businesses, not just their administration and operational control. With the
economic downturn discouraging non-residents from moving to the Island and forcing many residents to leave the Island in
search of work, the managers of government business areas have found themselves with an ever declining pool of skilled
labour from which to fill their staffing needs. Even if every other aspect of the businesses were in order, skill shortages would
still pervade at all staffing levels, and indeed are a key implementation consideration for the various delivery options discussed
herein.

•

But in addition to facing a declining pool of skilled labour, business managers themselves have little direct operational control
over their businesses, and in fact are employed as public servants with no direct or indirect connection to their business’
profitability. Not only do they have no direct financial interest in the profitability of their business, but they also face no
obligation to present any form of regular financial reporting.

•

The upshot is a mixture of businesses that not only struggle to make a profit, which is a direct result of managers' lack of
flexibility and incentive to make things better; but the ‘true’ financial performance is something of a mystery, which is a direct
a result of the lack of reporting requirements imposed on the managers.

•

In summary, while the objectives of shifting responsibility of government business areas to the Administration may have been
sound, they were carried out with too little emphasis on what might be termed ‘core requirements’ of any government
business. These requirements will be discussed on the following slide.
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Core requirements
At a minimum the following core requirements should be adhered to regardless of the service delivery model adopted. Thus, the first
stage of analysis will involve assessing the extent to which the current business areas conform to these core requirements.

Governance requirements
• Intergovernmental agreement (Commonwealth, NIG, State/Territory) covering key responsibilities and funding
• Clear regulatory guidelines
• Separation of ownership and control
• Integrity of processes (transparency around key processes, e.g. admin, operational, dispute resolution, etc.)
• Eliminating or clearly documenting any potential conflict of interest
• Clarity around ‘purpose’ of the business activity including any community service obligations

Reporting requirements
• Transparent, audited financial accounts
• Development of an appropriate cost model to ensure cost recovery and transparency of fees and costs
• Due diligence of assets including understanding of age and condition of infrastructure
• Adherence to relevant reporting standards (AASB, IFRS)

• Implementation of appropriate key performance indicators

Operational requirements
• Certainty and transparency around operating environment
• Elimination of sovereign risk
• Establishment of competitive objectives

• Ensuring competitive neutrality where appropriate
• Availability of requisite skills base
7
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Data adequacy
Data requirements
• The Government businesses examined are not reporting entities and as such do not produce financial reports in accordance with
the Australian Accounting Standards Board nor International Financial Reporting Standards.
• While the Norfolk Island Administration does have data showing the revenue and expenses of each business unit, it currently does
not have the capacity (both staffing wise and software wise) to collate these data into a format consistent with applicable
accounting standards.
• For example, the first of our three weeks on Island was essentially spent collecting data from the Administration and developing a
spreadsheet model to collate these data into a rough profit and loss statement for each business for the past five years.
• It should be noted that in many instances financial data are incomplete – either due to misallocation between business units (for
example revenue that should be allocated to Airport fire services is allocated to the Airport); or because other costs such as
depreciation or back office functions are not attributed to individual businesses.
• Thus, we are unable to assess whether, even with the required skills and software, the business level financial data retained by the
Administration would be sufficient to adhere to applicable accounting standards.
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Business objectives
Having considered the extent to which the current delivery model adheres to the core requirements, the business delivery options
described above can now be assessed. Each option will be assessed with regard to a range of over-arching assessment criteria, both
from a macro (Norfolk Island wide) level, and from a GBE specific viewpoint:

Macro (NI wide) objectives
• Ensure the financial and economic stability of the island
• Ensure (establish) a viable and competitive market
• Ensure sufficient infrastructure investment
• Ensure efficient and appropriate investment of public funds
• Realising efficiencies and synergies within existing business areas
• Address market failures by providing effective regulation
• Re-establish the island as a ‘going concern’

Business specific objectives
• Consider the business’ objectives (economic, social and environmental)
• Maximise and strengthen the business’ revenue base
• Ensure an appropriate return to government and community

• Improve sustainability of the business
• Harness synergies where possible with other businesses
• Afford a seamless transition into an alternative ownership structure

9
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Business delivery options - introduction
• Two overall options for each business: government delivery or market test.
• Within each option (i.e. retain government delivery or market test) there are three broad
delivery models. Thus there are a total of six different delivery models that will be considered
for each business.
• But within each option, there are elements of both government delivery and market testing.

• The different options have different mixtures of government/private sector involvement.
Government Delivery

•
•
•

‘Market test’

•
•
•

Government delivery
Shared services
Government Business Enterprise

Management contract
Licensing
Privatisation

Government delivery spectrum
Less government involvement

More government involvement

x

Government
delivery
10

x

Shared
services

x

Government
Business
Enterprise

x

Management
contract

x

Licensing

x

Privatisation
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Business delivery options
The table below describes the six broader delivery models that will be considered for all businesses. That said, the optimal delivery
model will differ for each business, even within the confines of the six models described below. This reflects the fact that each of the 19
business activities are different; there is no silver bullet and no ‘one size fits all’ delivery option that will suit all businesses. Thus, prior
to the options assessment of each business, a table similar to the one below will be provided which explains how each of the broader
delivery models will be considered in the context of the business’ unique intricacies and operations.

11

Option

Overview

Government delivery

The business would continue to be provided as a government service, but the
core requirements relating to governance, reporting and operations would be
adhered to.

Shared services

The government provides the core services of the business, but back office
functions are outsourced to an independent provider (either private or to the
Administration). The ‘shared services’ of multiple government run entities
might also be bundled and outsourced – in this regard while the business is
run by the government, the ‘shared services’ are market tested.

GBE

The business would be run as a ‘proper’ GBE - with government ownership,
but independent management, a clear (and corporatised) operational
mandate, and subject to all the regulatory and reporting requirements of a
‘proper’ GBE.

Management contract

Government retains ownership (and profit) but outsources the business’s
management to the private sector through a contract. The contract would
contain provisions and incentives to ensure the efficient and profitable
running of the business. A notable risk, however, is that there may not be a
sufficiently large pool of potential managers willing to bid for the contract.
This would need to be carefully considered prior to implementation.

Licensing

Government continues to own the land/plant/equipment but issues licenses
for the running of the businesses. Thus while the licensee will retain the
profits of running the business, as licensor, the government would still be able
to issue whatever conditions or restrictions it sees fit. A notable risk, however,
is that there may not be a sufficiently large pool of potential licensees for the
option to work. This would need to be carefully considered prior to
implementation.

Privatisation

The business (or parts of the business) would be sold to private sector buyers.
Government intervention would be through regulatory oversight, particularly
in the case of natural monopolies. Naturally, success depends on the private
sector being large enough, a key implementation consideration.
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a. Liquor bond

Current state analysis

Summary of liquor bond today
Overview of Business:
•

Legend

Source: DAE analysis & NI consultations

Service offerings: Importation, storage and retail of alcohol on Norfolk Island. Collection of
alcohol duty

Mandate and Operating Model:

Governance:

•

Cost recovery business model: Yes

•

•

Service competition: Wholesale: legislative monopoly;
Retail: competitive

Responsibility: NIG
responsibility, delegated to CEO

•

Strategic plan:

•

Operational mandate: Profit generating

•

Business plan:

•

Risk register:

•

Business continuity plan:

F
I
I

•

Business model: Margin business

•

Social or community policy objectives: As needs basis

I

Employees Profile:

Material Risks and Business Drivers:

• Full-time: 3

•

Wholesale cost/revenue driver: Tourism, import duties

• Casual : 1

•

Retail cost/revenue driver: Disposable income, tourism,
government policy

•

Material risks: warehouse condition, limited consumer
choice, poor governance and operating model

• Contract: 0






Source: NIA Statistics,
April 2014

Service Model:

Source: Norfolk Island consultations

NI administration
Interdependencies:

Liquor bond
management

Informal (I) or formal (F) mechanisms

Profit and Loss:

•

Local sales: 53%

•

Licensed
premises: 27%

•

Tourist Sales:
19%

Source: NIA & Norfolk
Island consultations

Source: Preston Rowe Patterson, asset valuation report, June 2012

Revenue fund
Legislative framework:

Key business assets:

14

Significance
to business

Condition
(1=poor;
5=new)

High

3.0

High risk; leaking
warehouse roof

ST

High

3.0

-

LT

Medium

-

-

NA
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Upgrade
required
ST/MT/LT

Source: Norfolk Island Crown Council

Legislation Summary: The Liquor Act 2005 & Liquor Regulations 2006: Regulates licensing,
manufacture and liquor supply. Customs Act 1913 & Customs Regulations 1986: restricts
importation of certain liquor items.

Governance
Services scope

Asset condition
risk

- Inputs: lighterage

Retail

Importation/ Wholesale

Coverage

Capacity
for
growth

-Shared Services

Customer Profile:

Source: NIA

Asset Profile:

Source: DAE analysis

Ownership

Industrial relations
Pricing
Enablement
Consumer protection
Human resources

Y= N=

Relevant Legislation





The Liquor Act 2005 (NIG); Liquor Regulations 2006
(NIG); Customs Act 1913 (NIG); Customs Regulations
1986 (NIG)






Employment Act 1988



Public Sector Management Act 2000; Employment
Act 1988

The Liquor Act 2005
The Liquor Act 2005 (NIG); Liquor Regulations 2006
(NIG);
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GBE analysis – Liquor bond financial performance (total)
Revenue, 2012-13

Expenditure, 2012-13

Total income, expenditure and profit, 2008-14
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GBE analysis – Liquor bond financial performance
(wholesale)
Wholesale revenue, 2012-13

Wholesale expenditure, 2012-13

Sales to licensed premises are
made at retail prices. A 7%
discount is applied for sales in
excess of $1,000 but according
to the data provided, bulk sales
account for only 3% of wholesale
revenue

Wholesale income, expenditure and profit, 2008-14
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GBE analysis – Liquor bond financial performance (retail)
Retail revenue, 2012-13

Retail expenditure, 2012-13

Retail income, expenditure and profit, 2008-14

17
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Liquor bond – status quo
Criteria

Score

Macro (NI wide) objectives
Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Contributes through consolidated revenue
No competition

Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public
funds
Address market failures by providing effective regulation

Consolidated revenue prevents this and no asset plan
No market failure; and not operating to optimal efficiency
NA

Re-establish the Island as a ‘going concern’

Financial contribution to revenue fund

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services

Generates profit and has direct control over who buys what
There is no market failure that necessitates government to
deliver these services

Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and
community
Ensures sustainability of the business

Restrictive trading hours; no incentives; rigid price structure

Strong return but could be stronger
Profitability linked to alcohol consumption
No incentive structure for managers, rigid pricing structure,
restrictive trading hours

Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership
structure

NA

Overall assessment

21
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Postage and warehouse, shared services

Strong profit but lots of untapped potential
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Key observations – liquor bond
Key observations
• Although the liquor bond turns a consistent profit, the remuneration of the bond’s management is in no way related to its financial
performance, meaning there are no direct financial incentives for the managers to operate in a profit maximising manner.
• The wholesale monopoly restricts customer and retailer choice – there is little collaboration between the wholesale arm and major
customers (say, hotels or bars), and it is commonly lamented that restaurants all tend to have the same (or similar) wine lists.
• In addition, there is no price differentiation between wholesale and retail purchases. While there is some discount for very large
purchases, in general, a bar that purchases 50 cases of beer a month will pay the same per case as a consumer that purchases 1
case a month.
• The warehouse is generally in poor condition, with some leakage occurring from the roof. It is also notable that parts of the
warehouse are used to store items for the Post Office (in the adjacent building), yet no consideration is received for this.
• Total expenses have remained relatively stable (driven by COGS), while there has been a slight decline in sales. This could reflect a
number of factors:
• Falling disposable income driving locals to consume less liquor or purchase cheaper varieties,
• The significant proportion of younger people leaving the Island, and
• A decline in visitor numbers.
• As with any jurisdiction in which the Government controls both the sale of liquor and the provision of health services (for example
many parts of the Northern Territory), there is an inherent challenge in finding the right balance between the often competing
objectives of the liquor service and the health services.
• In that regard there may be some pre-disposition toward retaining government control of the liquor services. It is important to
recognise however that the Norfolk Island Government does not need to forgo the benefits of competition to ensure an alignment
of objectives between liquor services and the health system.
• The Government imposes restrictive trading conditions, which require the liquor bond to operate during hours that are not usually
profitable (it opens at 9.30 am), and similarly to shut during peak sale periods (it closes all day Sunday, at 1.30pm on Wednesday
and at 5.30pm all other days).
• It is also noteworthy that opening at 9.30 in the morning may run counter to broader social objectives of minimising alcohol abuse.
19
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Key observations – liquor bond
Alignment with core requirements
• The liquor bond does not meet the core requirements –it does not operate in a competitive market for wholesale or retail products,
instead operating as a legislated monopoly.
• Not only does this restrict consumer choice, but the lack of price differentiation between wholesale and retail purchases implicitly
discriminates against private sector businesses in favour of the government owned monopoly.
• There are no clear business objectives, with the liquor bond simply operating to create profit for the NIA though that mandate is
not formally documented. Financial reporting arrangements are also lacking.

• There is also no clear governance structure or operational mandate.

Focus of options analysis
In considering the key business objectives, alternate delivery options will be assessed for two distinct service offerings:
• Liquor bond – wholesale; and
• Liquor bond – retail (including duty free).

20

Norfolk Island government business analysis

© 2014 Deloitte Access Economics Pty Ltd

Options analysis

Summary of options – Liquor Bond

22

Option

Overview

Government delivery

The government would continue to be the only wholesale and retail
provider of liquor on the Island. That said, in adhering to the core
requirements the inflexible pricing would be amended so that
wholesale prices differ from retail prices, removing the competitive
disadvantage that currently affects licensed premises.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The business would be run as a ‘proper’ GBE. Restrictions on
competition for the retail supply of liquor might be removed allowing
the GBE to operate in a competitive retail market. The wholesale arm
would be a distinct business unit from the retail arm.

Management contract

A contract would be issued through a competitive tender process for
the management of the business. Implementation considerations
would include whether or not to issue separate contracts for the
wholesale and retail arms, and also how to introduce competition to
the retail market. In this context a management contract would be
similar to a GBE, except with fewer complexities in implementation.

Licensing

Two types of licence would be issued: a license which would allow the
importation and wholesale of liquor; and a license which would allow
the purchase of liquor at wholesale prices. The latter would be
primarily issued to retail outlets such as supermarkets and licensed
premises such as restaurants and bars. The government would retain
ownership of the existing building and would impose certain
restrictions on the issuing of licenses, but would divest itself of all
responsibility in day to day operations.

Privatisation

The liquor bond would be completely divested. Both the wholesale
and the retailing of liquor would be subject to competition.
Government intervention would be through regulation, particularly if
the wholesale arm were deemed to be a natural monopoly.
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Liquor bond wholesale – government delivery options
Criteria

Government
delivery

Shared services

GBE

NA

NA

NA

30

28

33

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
23
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Liquor bond wholesale – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

NA

NA

NA

38

42

37

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
24
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Feasibility analysis
Liquor bond –wholesale
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Inappropriate skill set for managing
business; insufficient incentive to ensure
profit maximising behaviour

Medium

Low

Low

As above

Medium

Low

Low

Insufficient understanding of costs and
value of business to find appropriate
operator

Medium

High

Medium

GBE
Management
contract

Contract fails to create sufficient
incentives to drive efficiency

Medium

Medium

High

Licensing

Lack of willing licensees

Low

Medium

High

High

High

Medium

Privatisation

Does not overcome weaknesses of
current model as simply transfers from
government monopoly to private
monopoly; too many bidders leads to
saturation of market

Shared
services

25
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Liquor bond retail – government delivery options
Criteria

Government
delivery

Shared services

GBE

NA

NA

NA

24

24

30

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
26
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Liquor bond retail – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

NA

NA

NA

36

46

37

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
27
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Feasibility analysis
Liquor bond –retail

28

Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Appropriate skill set for managing
business

Medium

Low

Low

Shared
services

Appropriate skill set for managing
business

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

Medium

High

Medium

Management
contract

Contract fails to create sufficient
incentives to drive efficiency

Medium

Medium

High

Licensing

Few licensees thereby not realising
competitive opportunity

Low

Medium

High

Medium

High

Medium

Privatisation

Does not overcome weaknesses of
current model as simply transfers from
government monopoly to private
monopoly. Competition not realised

Norfolk Island government business analysis

© 2014 Deloitte Access Economics Pty Ltd

Liquor bond – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Wholesale

30

28

33

38

42

37

Retail

24

24

30

36

46

37

Justification
• Alignment – of these options a licensing arrangement aligns most strongly for both wholesale and retail. Licensing would incentivise
profit maximisation, which the government options fail to achieve; it has strong revenue potential for the Government through
license fees, yet still retains a degree of government control by issuing conditions on licenses; and as the license holders would be
private businesses, there would be adequate financial reporting since the license holders would be required (and motivated) to
maintain up to date and accurate accounts.

• Implementation – Licensing will require identifying what the conditions of the license are, deciding how many licenses to issue,
deciding what to do with existing stock, and deciding what restrictions/conditions to impose. That said, a management contract
would likely be more difficult to implement, requiring a number of ‘tough’ decisions up front: deciding how many contracts to issue
(i.e. if there is to be competition in retail, should there be a separate contract for each retail owner?), deciding whether or not the
wholesale and the retail arms should remain together or should be split into separate business activities, and ensuring sufficient
incentives are built into the contract. Overall it is considered that licensing would probably be an easier option to implement, and
would have the added benefit of almost completely absolving the government from an activity which has no prima facie need for
government control.
• Competition – Multiple licenses could be awarded for wholesale, or competition could simply occur in the bidding for a single
wholesale license. Issuing multiple retail licenses (that allow holders to purchase liquor at wholesale prices) would facilitate a
competitive retail market. Overall, a licensing arrangement would allow ‘controlled’ privatisation – by contrast, complete
privatisation in an immature market would be a highly risky approach.
• Government involvement – the Government would be involved in key decisions such as how many licenses to issue and what
conditions to impose, allowing it to retain a degree of control over the sale of liquor on Norfolk Island. Government would also
likely retain ownership of the liquor bond building.
29
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Implementation considerations
Licensing in wholesale
• The best option for the wholesale arm of the business is considered to be a licensing arrangement. That way the government
could divest itself of direct operational control, receive revenue from the sale of licenses, while retaining some control over the
conditions attached to the granting of a license.

• There are two primary options for licensing arrangements. These are:
• Option 1: define license fee, where the Government determines what the fee for the licence will be. The advantage of this
approach is revenue certainty; the disadvantage is uncertainty over whether the defined fee represents a market efficient rate.

• Option 2: allow the market to bid for licenses. The advantage of this approach is it ensures the licence fee is the efficient market
rate, and thus of itself gives insight into the maturity of the market. The disadvantage is uncertainty over the fee that will be
generated (though this could be partially mitigated by setting a minimum price), and potential for market volatility to feed into
the licensing process (when times are bad firms might bid less for licences).
• Multiple licenses could be granted to drive wholesale competition – the existing warehouse might even be sublet to accommodate
two license holders. That said, economies of scale considerations might come into play in this regard – for instance many suppliers
impose minimum buy conditions that smaller wholesalers might not be able to meet.

Licensing in retail
• Issuing retail licenses, which allow licence holders to buy alcohol at wholesale prices from the wholesaler, will allow competition in
the retail of alcohol. The retail license will allow the holder to purchase alcohol from the wholesale provider, at wholesale prices.
• It is anticipated that retailers of alcohol would include the Foodland supermarket and the existing retail part of the liquor bond, as
well as potentially the other small grocery stores on Island, or even an independent start up operation. Other purchasers of a retail
license would be licensed premises (restaurants or bars) – these would effectively make a business decision as to whether it is
worth paying for a license that allows them to obtain wholesale prices for alcohol, or simply buy alcohol as a regular retail
customer.
• Conditions would be attached to the issuing of retail licenses. For example, only businesses with a liquor license (say, restaurants
or bars), or registered retailers would be able to purchase wholesale liquor, and purchases must be of a minimum size. This would
prevent perverse outcomes such as groups of individuals ‘teaming up’ to buy a retail license.
30
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Implementation considerations
Importation of liquor
• There are a few options with regard to the importation of liquor:
• Restrict importation to only the wholesale license holder(s)
• Restrict importation to holders of wholesale and retail licenses
• Allow anyone to import liquor, regardless of whether or not they hold a license.
• The first option would allow the Government greater control over the liquor that is brought onto Island, but would also be anticompetitive in the sense that it would be forcing retailers to buy from the wholesale provider, and would also limit competitive
pressure on the wholesaler.
• The second option has merit in the sense that the importation of liquor would not be ‘open slather’ – it would be conducted only
by registered license holders – and it would provide some competitive pressures to the wholesale business to force it to operate
efficiently.
• The third option would effectively allow anyone to import liquor, being subject to customs duties and appropriate liquor duties,
but not subject to the current anti-competitive pricing structure (where importers must pay retail price for imported liquor). This
would ensure the most active competition in the market but might also make it difficult for the ‘start-up’ retailers/wholesalers in
the near term.
• Thus, in the near term, the second option sounds optimal – allowing any license holder to import liquor but not allowing nonlicense holders to import – with a view to progressing to the third option as the new market structure matures.

Other considerations
• Another consideration is simple – what to do with the liquor already held in stock by the liquor bond? Should it be simply granted
to the holder of a wholesale license? Or what if there’s more than one wholesale license holder? Should it instead be auctioned
off to retail license holders?
• Finally, given the social policy considerations, it is important for the Government to ensure appropriate governance and/or
legislation is in place to address any community service obligations, such as minimum price restrictions or restrictions on the
importation of certain types of alcohol.
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b. Telecom

Current state analysis

Legend

Summary of telecom today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Mobile, landline, roaming and internet services

Employees Profile:

Material Risks and Business Drivers:

• Full-time: 6

•

Mobile revenue/cost drivers: Recharge vouchers/service
costs

•

Landline revenue/cost drivers: Line rentals/TNZ & wages

•

Internet revenue/cost drivers: ADSL access/ISP -TNZ

•

Material risks: Poor infrastructure. Landline
obsolescence and dated technology

Mandate and Operating Model:

Governance:

• Casual : 1

•

Cost recovery business model: unclear

•

• Contract: 5

•

Service competition: Internet effective monopoly;
mobile and landline legislated monopoly

•

I

Operational mandate: Service provision

•

Business model: Volume business

•

Social or community policy objectives: Provide reliable
telephone and internet service to NI

Responsibility: NIG
responsibility, delegated to
CEO

I

•

Strategic plan:

I

•

Business plan:

I

•

Risk register:

•

Business continuity plan:

Source: NIA Statistics,
April 2014






Service Model:

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Telecom

Informal (I) or formal (F) mechanisms

Profit and Loss:

Source: NIA

Landline: 26%

•

Internet: 21%

•

Mobile: 21%

•

Line rentals: 23%

•

Predominantly local but
5% is international
roaming

Source: NIA & Norfolk Island
consultations

Asset Profile:

Source: Preston Rowe Patterson, asset valuation report, June 2012

34

Mobile

Capacity
for
growth

Asset condition risk

Governance

Condition
(1=poor;
5=new)

High

4.0

-

LT

Industrial relations

High

2.7

-

ST

Pricing

High

2.4

-

ST

Medium

2.4

-

MT

Low

-

-

NA
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Ownership

Internet

Legislative framework:
Source: Norfolk Island Crown Council
Legislation Summary
Telecommunications Act 1992: Reserve certain exclusive rights to the
Administration. The Minister however is able to authorise person to engage in
certain services and the Administration is able to retain persons to act on its behalf
in providing services.

Significance
to business

-

Upgrade
required
ST/MT/LT

Landline

Revenue fund

Coverage

Key business assets:

-Shared Services but not
billing

management

Customer Profile:
•

Source: DAE analysis

Services scope

Enablement
Consumer protection
Human resources

Yes= No=











Relevant Legislation

Telecommunications Act 1992
Employment Act 1988

Telecommunications Act 1992

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Telecom financial performance
Revenue, 2012-13

Expenditure, 2012-13

Total income, expenditure and profit, 2008-14
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GBE analysis – Telecom financial performance
Landline revenue, 2012-13

Landline expenditure, 2012-13

Landline total income, expenditure and profit, 2008-14
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GBE analysis – Telecom financial performance
Mobile revenue, 2012-13

Mobile expenditure, 2012-13

Mobile total income, expenditure and profit, 2008-14
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GBE analysis – Telecom financial performance
Internet revenue, 2012-13

Internet expenditure, 2012-13

Internet total income, expenditure and profit, 2008-14
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Telecom – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Currently making a profit for the revenue fund

Ensure sufficient infrastructure investment

Infrastructure in poor state; all monies remitted to revenue fund

Ensure efficient and appropriate investment of public funds

Contributes to revenue fund but no standards for appropriate use
of funds and critical infrastructure updates lacking

Address market failures by providing effective regulation

Government provision of telecommunications is appropriate but
regulation is lacking

Re-establish the Island as a ‘going concern’

No long-term plan; no guarantee on how money will be invested;
essential infrastructure updates required

Non competitive market

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Some role for government but not necessarily current model
No long-term strategy, financial accounts or active marketing

Ensure an appropriate return to government and
community
Ensures sustainability of the business

Poor financial performance, not meeting community expectations

Improve efficiency of business

Opportunities for efficiencies to be realised

Harness synergies where possible with other businesses

Some synergies are realised but more available

Overall assessment (out of 52)
39

Only basic services are available
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No long-term strategy

11

Makes a profit but no long term planning for landline/O3b deal
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Key observations – telecom
Key observations
• The contract between TNZ for satellite services and wages are the major cost drivers for telecom.
• While on the surface Norfolk Telecom appears to be turning a reasonably healthy profit, the costs do not incorporate critical
infrastructure updates that are currently required. Landlines bear the majority of the expenditure and provide the least return
compared to mobiles and internet. As such, it cannot be determined whether telecom is operating at cost recovery.
• The major risk is inadequate infrastructure that:
–

Fails to meet consumer needs (for instance no data roaming capacity); and

–

Cannot be replaced or upgraded due to obsolescence of key components.

• This relates to mobile, landline and internet services. Landline switch parts are becoming obsolete making replacement parts
difficult to source and extremely costly. The internet can only accommodate 2G, and therefore there is no opportunity to send data
via mobile phone services. That said, Deloitte Access Economics understands that a recently implemented deal with O3b (‘Other
three billion’) may improve telephony on the Island.
• Inadequate infrastructure has a significant impact on other businesses, such as the NIGTB (who cannot rely on visitors uploading
photos instantly to social media sites), gaming and broadcasting.
• There is a lack of succession planning with regard to the ongoing operations of Norfolk Telecom.
• As shown above, the landline business has been seeing a declining revenue base over the past few years, while the mobile business
has enjoyed rapid growth. The internet business has stagnated in recent years, though this is likely to be driven more by
infrastructure limitations than by any real lack of growth prospects.
• Broadly speaking a decline in landline revenue and an increase in mobile revenue is consistent with Australia wide (and
international) trends, and is likely to continue in coming years.
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Key observations – telecom
Alignment with core requirements
• Telecom is not operating in a manner that reflects the core requirements. Despite technology and infrastructure updates being
critical, there is no planning or reporting on how these two aspects will be addressed in the future, nor asset condition reporting.
• Transparent governance is lacking and there are no KPIs or clear decision-making processes. Although ownership of the business
rests with the Norfolk Island Government, day to day control is passed to the Norfolk Island Administration, and through it the
manager of Norfolk Telecom. But there are no ways of ensuring that the manager’s incentives and interests are aligned with those
of the Government and the Administration.
• There is a complete lack of transparency around financial reporting, with no formal preparation of profit and loss accounts, and no
proper cost allocation between business units – for example, despite being the biggest revenue raiser, no wage expenses are
allocated to the mobile division.
• Finally, there is a lack of formal planning in relation to infrastructure requirements or governance arrangements.

Focus of options analysis
In considering the key observations, the options will be assessed according to the following service offerings:
• Mobile
• Landline
• Internet
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Options analysis

Summary of options – Telecom

43

Option

Overview

Government delivery

The Government would continue to provide each of the landline,
mobile and internet businesses. The future of the landline business
would be subject to a review looking at the possibility of merging it
with the mobile and/or telecom businesses.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The business would be run as a ‘proper’ GBE. Each of the three
businesses would likely fall under the one corporatised banner, with
the expectation of landlines being merged. That said, another
possibility would be for different corporate structures to be set up for
each.

Management contract

A contract would be issued through a competitive tender process for
the management of the business. A key implementation consideration
would be whether to implement one contract for all three business
arms, or a separate contract for each.

Licensing

While the Government would retain ownership of the Island’s
telecommunications infrastructure, a private operator would lease and
operate them.

Privatisation

Norfolk Telecom and its infrastructure/assets would be completely
divested to the private sector. Regulation would be necessary, either
through the Norfolk Island Administration or under contract from a
mainland regulator.
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Telecom mobile – government delivery options
Criteria

Government
delivery

Shared services

GBE

NA

NA

NA

25

24

43

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
44

Norfolk Island government business analysis

=most complex)

© 2014 Deloitte Access Economics Pty Ltd

Telecom mobile– market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

NA

NA

NA

42

41

36

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
45
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Feasibility analysis
Telecom–mobile
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Ability to invest in necessary
infrastructure

Medium

Low

Low

Shared
services

Appropriate skills set for managing
business

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

Medium

Medium

High

Management
contract

Contract fails to create sufficient
incentives to drive efficiency and/or
infrastructure investment

Medium

Medium

High

Lack of willing licensees

Medium

Medium

High

Inability to update infrastructure
through licenses

Medium

Infrastructure investment too
substantial, creating a lack of potential
buyers

High

High

Medium

Licensing

Privatisation

46

Norfolk Island government business analysis

© 2014 Deloitte Access Economics Pty Ltd

Telecom landline – government delivery options
Criteria

Government
delivery

Shared services

GBE

26

27

24

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation(
Overall assessment (out of 64)
47
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Telecom landline – market testing options
Criteria

Management
contract

Licensing
arrangement

Privatisation

17

18

16

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Telecom–landline

49

Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Government bears majority of telecom
costs

High

Low

Low

Shared
services

Government bears majority of telecom
costs

High

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

Medium

Medium

High

Management
contract

No-one applies for the management
contract due to the costs of landlines
and lack of growth opportunity

High

Medium

High

No one bids for licenses due to the costs
associated with landlines and lack of
growth opportunity

High

Medium

Medium

Licensing

High

High

Medium

Privatisation

Infrastructure investment too
substantial, creating a lack of potential
buyers
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Telecom internet – government delivery options
Criteria

Government
delivery

Shared services

GBE

NA

NA

NA

25

24

44

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Telecom internet– market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

NA

NA

NA

43

43

37

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (

=most complex)

Overall assessment (out of 60)
51
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Feasibility analysis
Telecom–internet

52

Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Ability of Government to invest in
necessary infrastructure

High

Low

Low

Shared
services

Appropriate skills set for managing
business

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

Medium

Medium

High

Management
contract

Contract fails to create sufficient
incentives to drive efficiency and/or
infrastructure investment

Medium

Medium

High

Licensing

Inability to update infrastructure
through licenses

Medium

Medium

High

Infrastructure investment too
substantial, creating a lack of potential
buyers

High

High

Medium

Privatisation
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Telecom – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Mobile

25

24

43

42

41

36

Landline

26

27

24

17

18

16

Internet

25

24

44

43

43

37

Justification
• Alignment – of these options GBE is considered the optimal structure for mobile and internet services. While management contract
and licensing also score highly, the implicit reporting requirements of a GBE, combined with the possibility of creating a thriving,
corporatised GBE that offers both mobile and internet services, means GBE just slightly wins out. Given the uncertainty surrounding
the future of the landlines business it is not considered that any form of market testing arrangement would be feasible. As such it is
considered that the Government should continue for the time being to deliver landline services (albeit after implementing the core
requirements) – in this context shared services is meant to infer that over time landlines may be amalgamated with the other
business units.
• Implementation – although a management contract would be easier to implement, a GBE is nevertheless considered slightly more
preferable. This is because it drives efficiencies through its corporatised structure, thereby increasing return. A corporatised, profit
generating government business with transparent reporting framework would also be an easy thing to divest, should this be a
desired option in future.
• Competition – given the significant cost of infrastructure, it is unlikely competition will occur given the small population of Norfolk
Island. That said, a corporatised business structure would not be a hindrance to competition should that become a possibility in the
future. It is also worth noting that market delivery of back office functions is a possibility.
• Government delivery – government will be directly responsible for the landlines arm of the business with a corporatised GBE set up
to deliver the mobile and internet divisions.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

General
• Given the poor condition of the Island’s telecommunications infrastructure, it may be difficult to encourage the appropriate people
to manage a GBE without generous (from the Administration's point of view) incentive structures being put in place. Therefore a
consideration should be whether or not infrastructure upgrades should be made prior to implementing a GBE or after.
• The extent to which the modus operandi of the telecoms business might change now that the O3b deal is in place also needs to be
considered – specifically, the extent to which the managers’ responsibilities and roles might change once the new technology is in
place, and whether Norfolk telecom even continue to exist. Incoming managers will need certainty as to what their roles are, and
the extent to which these roles might change once the new technology is in place.
• Consideration should also be given to the extent to which infrastructure requirements are likely to change with the O3b
arrangement: to what extent will infrastructure investments that are needed now still be relevant under the new arrangements?
Similarly, are there some infrastructure investments that could be prioritised in the short term such that they might actually assist
or facilitate the implementation of the O3b arrangements?

• It is anticipated that the GBE would cover both the mobile and internet arms of the business in the same corporate structure.
However, an obvious alternative would be for separate businesses to be set up to handle both services as separate business
entities. Thus an initial decision to be made is whether mobile and internet should be considered separately or together.
• Bundling service offerings together to also incorporate the landlines division will be another consideration. As noted below,
landlines are rapidly becoming obsolete, and on a small island like Norfolk Island the costs of running the network (relative to a
declining customer base) are set to increase rapidly in coming years.
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Implementation considerations
What to do with the landline business?
• Future growth prospects for landline services are limited – technological change has meant more and more people are forgoing a
landline connection altogether in favour of a mobile phone. With a substantial fixed cost base and a declining customer base, the
losses currently being incurred by the landline arm of the business seem set to continue.

• Government delivery (with back office functions handled by the Norfolk Island Administration or a private provider) is considered
the optimal delivery structure for landlines mainly because none of the other forms of delivery are likely to work – put simply, the
revenue stream is simply not sufficient for a corporatised or privatised operational structure to be feasible.
• Thus an obvious implementation consideration for a small economy such as Norfolk Island is whether or not landlines should be
removed altogether. Clearly one option would be to phase out landlines over a period of say 20 years, with landline services being
replaced instead by mobile telephony or voice over internet protocols (VOIP).
• A study should be conducted into the costs and benefits of winding up landline telephony on Norfolk Island, and the feasibility of
replacing landline services with mobile or internet technology.
• Thus, in the short term, a government delivery model that adheres to the core requirements is considered optimal for the landline
business, while noting that some form of bundling arrangement with the mobile or internet businesses might be considered in the
medium term.
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c. Electricity

Current state analysis

Legend

Summary of electricity today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Distribution of electricity to Norfolk Island

Employees Profile:

Material Risks and Business Drivers:

• Full-time: 8

•

Reticulation/network and retail cost/revenue drivers:
Wages/electricity sales and meter rental

•

Powerhouse/generation cost/revenue drivers : price of
fuel/no income generated

•

Material risks: Generator upgrades required, meter
upgrades and retaining solar power

Mandate and Operating Model:

Governance:

• Casual : 1

•

Cost recovery business model: Yes

•

• Contract: 2

•

Service competition: Legislated monopoly

F

•

Operational mandate: Essential service provision

I

•

Business model: Volume business

I

•

Social or community policy objectives: Provide
accessible and consistent electricity to NI

I

Informal (I) or formal (F) mechanisms

Profit and Loss:

Responsibility: NIG
responsibility, delegated to
CEO

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity plan:

Source: NIA

Source: NIA Statistics,
April 2014






•

Source: NIA & Norfolk Island
consultations
Source: Preston Rowe Patterson, asset valuation report, June 2012

Key business assets:
Significance to
business

Condition
(1=poor;
5=new)

High

4.0

High

2.8

High
Medium

Capacity
for
growth

Asset condition risk

Upgrade
required
ST/MT/LT

Ownership

Reticulation/network and
retail

Powerhouse/generation

Legislative framework:

Source: Norfolk Island Crown Council

Legislation Summary

Coverage
Governance
Services scope
Industrial relations

Generators need repairs

ST

Enablement

3.0

-

ST

2.7

-

LT
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Service Interdependencies:

Revenue fund

Pricing

NA

Two sources of
electricity; solar and
fuel

-Shared Services

LT

Low

58

Electricity
management

Locals –saturated
market with all but
approximately 2
households using
electricity generated by
powerhouse
KWHs generated in
decline since 2007

Source: Norfolk Island consultations

NI administration

Customer Profile:
•

Asset Profile:

Service Model:

Source: DAE analysis

Yes=No= 

Relevant Legislation




The Electricity Supply Act 1985





Employment Act 1988

Consumer protection



Human resources



The Electricity Supply Act 1985; The
Electricity Supply Regulations 1986

The Electricity Supply Act 1985
The Electricity Supply Act 1985; Electricity
Supply Regulations 1986

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Electricity financial performance
Revenue, 2012-13

Expenditure, 2012-13

All revenue is from
reticulation and voltage is
rolled into reticulation

Total income, expenditure and profit, 2008-14
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GBE analysis – Electricity financial performance
Reticulation revenue, 2012-13

Reticulation expenditure, 2012-13

Reticulation total income, expenditure and profit, 2008-14
Decline in revenue driven by
less usage
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GBE analysis – Electricity financial performance
Powerhouse expenditure, 2012-13

Powerhouse total income, expenditure and profit, 2008-14
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Electricity– status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Achieves cost recovery with revenue in reticulation

Ensure sufficient infrastructure investment

Critical upgrades required in both powerhouse and network

Ensure efficient and appropriate investment of public funds

Essential service but lacking infrastructure updates

Address market failures by providing effective regulation

Legislated monopoly

NA
Essential service so revenue fund could always be used if the
situation became dire. Currently achieving cost recovery but price
adjustments do not occur fluidly

Re-establish the Island as a ‘going concern’
GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services

Government role but does not have to be in the supply or
generation, could be merely asset ownership as essential service

Maximise and strengthen the business’ revenue base

Unclear process or decision-making for changing prices to reflect
increased fuel costs

Ensure an appropriate return to government and
community

Electricity return is good however financial return and waste
could be improved

Ensures sustainability of the business

Upgrades required to powerhouse

Improve efficiency of business

Could operate more efficiently including less wastage

Harness synergies where possible with other businesses

Shared services, equipment and maintenance is shared

Overall assessment (out of 48)
62

Supplying electricity but insufficient infrastructure

Norfolk Island government business analysis

18

Lack of maintenance leads to very poor infrastructure condition
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Key observations –electricity
Key observations
• The key cost driver is the price of fuel, with reticulation containing all the revenue and the powerhouse all the costs.
generated solely from diesel powered generators.

Electricity is

• The business is therefore highly susceptible to economic factors that influence the oil price. To the best of our knowledge no
attempt is made to protect the Island against adverse movements in oil prices or exchange rates, e.g. through the purchase of
futures contracts or other hedging strategies.
• While the Administration's financial records allocate some amount of electricity purchases to the expenses ledger for most
government businesses activities, we have no way of telling the accuracy of these disclosures, and a degree of cross subsidisation is
likely to be occurring in respect of electricity used by other government businesses. This means we cannot place too much reliance
on the electricity network's financial accounts.
• Transparent governance is lacking including for price monitoring and changes. There is no incentive for the network’s
management to increase profitability or efficiency, and all income generated is remitted straight back to the Revenue Fund,
meaning no provision is made for critical infrastructure upgrades.
• Due to a shortage of funds maintenance has tended to occur on a reactive rather than proactive basis – responding to issues as and
when they occur rather than attempting to ensure that they don’t occur in the first place. The quality of infrastructure is poor and
the extent to which the existing network will be able to cater to future demand is unclear. In other words, it seems relatively clear
that extensive infrastructure upgrades will be required in the near future, but how this will be paid for is less than clear.
• It is difficult to determine whether cost recovery is occurring, because while electricity is returning a positive sum to the
Government, it does not take into account requisite infrastructure updates nor depreciation of the network.
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Key observations –electricity
Alignment with core requirements
• Electricity does not align with the core requirements. There is not a transparent governance structure, conflicts of interest have not
been documented, there is no clarity around the purpose of the business activity, and there is no clear and coherent pricing
mechanism.

• Reporting requirements are lacking, as is certainty and transparency around the operating environment. Electricity operates in a
legislated monopoly and it is unlikely to be a market in which competition would otherwise occur.
• A lack of accounting generates a lack of transparency around the business's operating environment. Specifically, there is no clear
mechanism through which pricing decisions are made, nor oversight on residents’ or business’ usage of electricity. Finally, with a
lack of transparency surrounding pricing and electricity usage, It has been commented that a degree of informality is thought to
exist with regard to some electricity transactions.

Focus of options analysis
In considering the key observations, the options will be assessed according to the following service offerings:
• Powerhouse (generation)
• Reticulation (distribution/retail)
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Options analysis

Summary of options – Electricity
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Option

Overview

Government delivery

The Government would continue the operation of both the reticulation
and Powerhouse (albeit after implementing the core reform
requirements).

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The business would be run as a ‘proper’ GBE. Restrictions on
competition would be removed, though it is worth noting that
competition in the supply of electricity on Norfolk Island is not
considered feasible.

Management contract

A contract would be issued through a competitive tender process for
the management of the business. It is anticipated that the contract
would cover both the reticulation and the powerhouse business units;
however another option would be to have a separate contract for
each.

Licensing

The Government would retain ownership of the electricity
infrastructure (i.e. power lines, the powerhouse, generators, etc.) but a
private operator would lease them off the Government.

Privatisation

The electricity network and all accompanying infrastructure would be
divested to the private sector.
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Electricity powerhouse – government delivery options
Criteria

Government
delivery

Shared services

GBE

27

27

43

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation(
Overall assessment (out of 64)
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Electricity powerhouse – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

48

32

27

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation(
Overall assessment (out of 64)
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Feasibility analysis
Electricity -powerhouse

69

Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Ability to complete required
infrastructure upgrades

Medium

Low

Low

Shared
services

Complexity dealing with customer billing
queries and cancellation of electricity

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

Medium

High

Medium

Management
contract

Infrastructure upgrade required deters
potential bidders

Medium

Medium

High

Licensing

Infrastructure upgrade required deters
potential licensees

Medium

Medium

High

Privatisation

Too costly to attract potential buyers

High

High

Low
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Electricity reticulation – government delivery options
Criteria

Government
delivery

Shared services

GBE

28

29

45

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Electricity reticulation – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

49

43

41

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Electricity -reticulation

72

Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Ability to complete required
infrastructure upgrades

Medium

Low

Low

Shared
services

Complexity dealing with customer billing
queries and cancellation of electricity

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

Medium

High

Medium

Management
contract

Infrastructure upgrade required deters
potential bidders

Medium

Medium

High

Licensing

Infrastructure upgrade required deters
potential licensees

Medium

Medium

High

Privatisation

Too costly to attract potential buyers

High

High

Low
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Electricity – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Powerhouse

27

27

43

48

32

27

Reticulation

28

29

45

49

43

41

Considerations
• Alignment – of all six delivery options, management contract aligns most strongly for both powerhouse and reticulation, followed by
operating as a GBE. These arrangements provide an incentive for the business to maximise profits. They also provide further benefit
compared to the other options as there is scope for a contract to request a certain amount of infrastructure maintenance or
investment. The contract can specify that such investment is to be considered a business expense, meaning profit cannot be
remitted to the Government until after the requisite investments have been made.
• Implementation – the management contract option is relatively cost-effective because it drives efficiencies through its profit
maximisation structure, thereby potentially increasing return. It is also a transition point into any of the other operating structures,
should this be a desired option in future.
• Competition – none of the options provide clear opportunities for service delivery competition, by virtue of the size of the market
and infrastructure required to deliver the service. However the implementation process of a management contract provides
opportunities for bidders to compete to operate the contract, which in turn will ensure the incoming management is paid a fair
market rate.
• Government delivery – day to day management and operations of the electricity network would be outsourced to a private
provider; however, if desired, the contract can be written such a way as to ensure the Government retains a degree of control over
both the strategic direction of the business as well as major business decisions (such as purchasing new infrastructure, etc.).
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Management contract
The management contract could be developed to:
1) Set minimum requirements and invite interested bidders
2) Incorporate both the reticulation and powerhouse together to ensure both services are provided efficiently and the Government
is not simply left with the powerhouse because it bears the full costs while reticulation the revenue
3) Consider employing and training current Norfolk electricity employees to operate and maintain new infrastructure
• As with the telecommunications network, an implementation consideration is the extent to which the currently poor state of
infrastructure affects the contract bidding process – potential bidders might seek overly generous conditions if they are required to
attend to the impressive list of upgrades that are needed in coming years.
• The Island has little capacity to wait for urgent infrastructure upgrades, but at the same time it doesn’t want to lock in overly
generous provisions in a 20 year management contract because of short term infrastructure requirements.

• The contract should ensure that sufficient strategies are in place to minimise the Island’s exposure to adverse financial market or
exchange rate movements. Such strategies might include the purchasing of futures contracts in oil prices and exchange rates to
protect against adverse movements in these and provide greater certainty over future revenues and costs.
• Electricity provision is a heavily regulated industry – all States and Territories in Australia have an independent regulator that
oversees network and retail pricing arrangements and ensures the regulated entities do not abuse their market power. Currently
no such regulation exists on Norfolk Island, but it is certainly needed.
• The Government will need to decide whether to conduct its own regulation or whether to outsource to another regulator –
perhaps NSW’s Independent Pricing and Review Tribunal (IPART).

Community service obligations
• The management contract may incorporate requirements for pricing (such as a cap on profit margins) or minimum service delivery
requirements to ensure the essential service is provided to an appropriate level and is accessible to all.
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d. Lighterage

Current state analysis

Legend

Summary of lighterage today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Transportation of goods from ships to land

Employees Profile:

Material Risks and Business Drivers:

• Full-time: 1

•

Main revenue drivers: Exchange rate (relative cost of
imported goods); technological change; economic
activity

Source: DAE analysis

Mandate and Operating Model:

Governance:

• Casual : 23PT

•

Cost recovery business model: unclear

•

• Contract: 0

•

Main cost drivers: Wages, condition of infrastructure

•

Service competition: Effective monopoly

•

Material risks: Quality and quantity of lighters

•

Operational mandate: Service provision

Source: NIA Statistics,
April 2014

•

Business model: Break even/cost recovery

•

Responsibility: NIG
responsibility, delegated to
CEO

I

•

Strategic plan:

I

•

Business plan:

Social or community policy objectives: Transportation
I
of NI’s goods

•

Risk register:

I

•

Business continuity plan:

Informal (I) or formal (F) mechanisms






Service Model:

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Profit and Loss:

Source: NIA

Lighterage
management

Customer Profile:
•

Locals –volume
transported has been
decreasing since at least
2010-11

Source: NIA & Norfolk Island
consultations

-Shared Services
-Customs

Revenue fund

Legislative framework:

Source: Norfolk Island Crown Council

Legislation Summary
Lighterage Act 1961: allow s the Government to refuse lighter goods, excludes
liability for loss or damage to cargo or injury or death of a person.
Asset Profile:
Key business assets:

77

Source: Preston Rowe Patterson, asset valuation report, June 2012

Capacity
for
growth

Asset condition risk

Condition
(1=poor;
5=new)

High

4.0

-

LT

High

3.0

-

LT

Enablement

Medium

2.7

New lighter needs to be built

ST

Consumer protection

Medium

-

-

NA
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Ownership

Governance

Significance
to business

-

Upgrade
required
ST/MT/LT

Coverage

Services scope
Industrial relations
Pricing

Human resources

Yes=  No=









Relevant Legislation

Employment Act 1988
Lighterage Act 1961

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Lighterage financial performance
Revenue, 2012-13

Expenditure, 2012-13

Paid by consignee
at $31 per cubic
metre

Total income, expenditure and profit, 2008-14
Decrease in profit
driven by reduction in
tonnes transported
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Lighterage – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Operates at cost recovery

Ensure sufficient infrastructure investment

Construction of lighter required

Ensure efficient and appropriate investment of public funds

Upgrades required but operating at cost recovery and is an
essential service

Address market failures by providing effective regulation

No competition

NA
Costly to build new lighter but an essential service so revenue
fund could be used for any critical requirements

Re-establish the Island as a ‘going concern’

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services

Not unreasonable for the government to provide as it is an
essential service but also could be provided by the private sector

Maximise and strengthen the business’ revenue base

Not operating at a loss but no incentives to drive profit

Ensure an appropriate return to government and
community

Community receiving services and government funds but not
necessarily in the most efficient profit maximisation manner

Ensures sustainability of the business

Destruction of lighters threatens sustainability of business

Improve efficiency of business

Further opportunities for efficiencies such as more efficient use
of customs

Harness synergies where possible with other businesses

Employees from other governments businesses; customs

Overall assessment (out of 48)
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Effectively delivering services
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Key observations – lighterage
Key observations
• Wages drive lighterage costs, with most employees doing this on an as-needs basis when the ships drop anchor. It is a fairly labour
intensive operation, with little scope for major efficiencies to be had by changing technologies or processes.
• Lighterage appears to be operating on a cost recovery basis, though notably its profit margin appears to have declined in recent
years.
• The major risk is insufficient lighters, particularly given it is an essential service. In particular, if one of the ‘paired’ lighters is unable
to operate, it means larger goods cannot be transported to the Island (paired lighters are joined together to transport bulkier
items).
• Loss or incapacitation of any of the lighters – whether one of the ‘paired’ lighters or not - can have a material affect on the Island’s
capacity to load and unload cargo. A few months ago an arson attack on the lighters – which are stored next to each other – came
dangerously close to completely destroying the Island's major means of trade with the outside world; trade on which it depends for
basic necessities such as foodstuffs and medical supplies.
• The service is highly susceptible to weather conditions, and it is not uncommon for adverse weather to affect operations for weeks
or even months at a time. This generates considerable flow on effects to the Island’s economy, and the uncertainty created by
adverse weather conditions (in particular during the stormy season) can have devastating impacts on business operations across
the Island.
• Though the lighterage service operates as a monopoly, it effectively competes with the other mode of bringing goods and people
onto and off the Island – i.e. air cargo. With the airport also being run by the Government, the upshot is that these two government
services find themselves essentially competing with each other - a key factor to be considered in implementing the recommended
delivery option.
• The Island has two jetties – at Cascade and at Kingston – which are used interchangeably depending on the weather. Both jetties
are too small to facilitate containerised cargo, with cargo instead being brought in on pallets. As a result cargo generally has to be
de-containerised prior to leaving the Port of origin, adding considerably to transportation costs.
• This has enormous flow through effects to the cost of basic groceries – 2 litres of orange juice can cost approximately upwards of
$12 for example. It has been estimated that containerised cargo would approximately halve existing shipping costs.
• An option to extend the Cascade jetty to allow for 100 tonne cranes, and thus for containerised trade, is currently under active
consideration.
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Key observations – lighterage
Alignment with core requirements
• The lighterage operation is not really a ‘business’ per se – it is simply operated directly out of the Norfolk Island Administration's
public works program as a community service. That said, the lighterage operation is subject to explicit legislation so in that regard it
has perhaps more governance than many of the other businesses under examination.

• Though it operates as a monopoly, the Lighterage Act 1961 explicitly allows for persons other than the Administration to operate a
lighterage service, and also allows for the Administration to hire out lighterage equipment.
• As with many of the businesses under examination there is a lack of reporting and transparency around the lighterage service business objectives are not clear, and business and financial reporting arrangements are lacking.

Focus of options analysis
Since lighterage has one core service offering - the transportation of goods from ship to land - this will be the sole service considered
in the options analysis.
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Options analysis

Summary of options – Lighterage

83

Option

Overview

Government delivery

The Government would continue to be the sole owner and operator of
lighterage services as is currently the case, albeit after addressing the
core requirements. The legislation would continue to allow for
competing lighterage services, but as per today it is expected the
Government service would operate as a monopoly.

Shared services

Same as above except back office functions would be outsourced to
either the Norfolk Island Administration or to a third party provider,
perhaps in collaboration with other government business areas.

GBE

The lighterage service would be run as a ‘proper,’ corporatised GBE
with an independent board and management, and direct regulatory
oversight. Managers would be incentivised to ensure the business runs
profitably and efficiently.

Management contract

A contract would be issued through a competitive tender process for
the management of the business. The Government would retain
ownership of the lighters and would keep the profits of the business,
however the manager would be incentivised to maximise profits by,
say, awarding a share of profit to the successful manager.

Licensing

While government would retain ownership of the lighters, their
operation and maintenance would be leased out to a private operator.
Profits, etc., would thus be retained by the lessee, but the Government
would retain a degree of control by imposing conditions on the lease
arrangements – e.g. a requirement to operate a minimum number of
lighterage trips.

Privatisation

The lighterage service would be completely divested including all
lighterage assets. That said, it would likely be subjected to some form
of regulation to ensure minimum service standards are maintained.
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Lighterage – government delivery options
Criteria

Government
delivery

Shared services

GBE

NA

NA

NA

36

33

41

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Lighterage – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

NA

NA

NA

45

39

37

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Lighterage

86

Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Ability to complete required lighter
upgrades

Low

Low

Medium

Shared
services

Ability to complete required lighter
upgrades

Medium

Low

Medium

GBE

Clear understanding of costs and value
of business to find appropriate operator

Medium

High

Medium

Management
contract

Lighter upgrades required deters
potential bidders

Low

Low

High

Licensing

Lighter upgrades required deters
potential licensees

Low

Low

High

High

Medium

Medium

Privatisation

Prices are set too high for consumers
and government has no influence in an
essential service
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Lighterage – summary of options
Service
delivery
function
Lighterage

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

36

33

41

45

39

37

Justification
• Alignment – of these options, a management contract is likely to be the simplest and most aligned with the criteria. It would
provide an incentive structure to encourage profit maximisation, forcing operators to drive efficiencies, while at the same time
would avoid the complexities of incorporating a GBE or implementing some form of licensing arrangement.
• Implementation – a management contract is likely the easiest of all the options to implement. The uncertainties surrounding the
Cascade jetty expansion might limit private sector interest (at least until clarity is provided around what exactly happen to the
service when/if the expansion goes ahead), reducing the attractiveness of licensing or privatisation – a prospective buyer or licensee
isn't going to want to become involved with a service that may become redundant in a few years’ time. Though a management
contract might equally face these issues, they can be more easily worked around, and further a contract can be used as a transition
point to another operating model, for instance privatisation, should this be considered a longer-term goal.

• Competition – nothing in the current legislation prohibits private operators from providing lighterage services. The fact that there
hasn’t been private provision to date suggests that other factors are discouraging private operators from undertaking the service possibly related to the uncertainties around weather conditions and the lack of skilled workers able to work on the operation. These
factors may not immediately be resolved, but to the extent that a management contract incentivises a private operator to run the
business more efficiently, that in itself might serve as a draw card for other operators to enter the market. And, of course
competition will be present in the bidding process for the management contract itself. Finally, with the lighterage service effectively
competing with the Airport in terms of cargo transfer, the presence of a management contract for both lighterage and the Airport
could generate a degree of healthy competition between the two alternate services, providing another avenue for competitive
pressures to reach the lighterage operation (even if it’s a monopoly).
• Government delivery – under a management contract the Government would retain a strong degree of control over the lighterage
services – for instance by ensuring a certain number of services are provided each month, etc., and by ensuring an appropriate level
of service provision is maintained.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:
• The contract will need first to determine what will be the core objectives for the contracted manager? Should the manager have a
profit generating mandate, or should the mandate be one of broader social well-being? Purely a profit driven mandate for example
might encourage the manager to rationalise on service delivery, which would have broader social and economic implications. In
economic terms, the contract will need to have regard to the externalities associated with the lighterage service.
• Given this is an essential service, minimum service requirements could be set and combined with some form of incentive structure
to ensure these are achieved.

• It will also need to be decided how many contracts to issue – should there be just one operator or should there be some form of
competition? There may be merit in having some form of competition, but on the other hand given the small pool of workers who
are actually able to operate the service, competition might be redundant and might only generate collusion.
• The relationship between the lighterage service and the Airport (in terms of air freight) should also be considered. In some regards,
government ownership of both means that one hand of the Government is effectively competing with the other. This need not be
a bad thing – indeed, a degree of healthy competition between both would ensure both services are operated as efficiently as
possible. That said, in the short term as reforms are being carried out, a key consideration for both the lighterage service and the
Airport will be the extent to which developments in one affect operations in the other.
• Similarly, the ownership of the lighterage assets should be considered – would the lighters remain in government hands and the
contracted operator(s) merely have rights to use them, or should the lighters be sold to the contracted operator?

• Another consideration is what happens when/if the cascade jetty is upgraded. Key considerations include:
• Is the nature of the upgrade such that offshore cargo transfer (i.e. lighterage of some form) will continue to be necessary, or will
the upgrade allow a direct ship to shore operation (i.e. transferring to a more traditional ports type operation).

• Does the current contract end once the jetty is upgraded or does it continue after the upgrade?
• Once the jetty is upgraded will a management contract continue to be appropriate?
• Once the jetty is upgraded might there be appetite for some form of licensing arrangement (i.e. will firms or individuals seek to
buy a licence and operate in a competitive lighterage market?)
• To what extent will the new jetty change the cost structure and infrastructure requirements?
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e. Energy

Current state analysis

Legend

Summary of energy today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Purchasing of petrol, diesel and jet fuel and maintaining facilities

Mandate and Operating Model:

Governance:

•

Cost recovery business model: Yes

•

Service competition: Effective monopoly

I

•

Operational mandate: Essential service provision

I

•

Business model: Volume business

I

•

Social or community policy objectives: Provide NI
with energy

I

Informal (I) or formal (F) mechanisms

Profit and Loss:

•

Responsibility: NIG
responsibility, delegated to
CEO

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity plan:

Source: NIA






Employees Profile:

Material Risks and Business Drivers:

Employees: 0

•

Main cost drivers: price of oil and exchange rate

(Simply the purchase

•

Main revenue drivers: Tourism (plane fuel), car usage

and sale of fuel. Staff
shared with electricity)
Source: NIA Statistics,
April 2014

•

Material risks: Assets located in close proximity to
ocean, susceptible to high winds and high levels of salt
damaging storage facility

Service Model:

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Diesel (for
electricity): 48%

•

Jet fuel: 17%

•

Petrol: 34%

Source: NIA & Norfolk Island
consultations

-Shared Services

Energy
management

Customer Profile:
•

Source: DAE analysis

Importation and
storage

Wholesale

Revenue fund
Legislative framework:

Supply and
transportation
privately
managed and
operated

Source: Norfolk Island Crown Council

Legislation Summary

Asset Profile:
2012 Key business assets:
Significance
to business
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Condition
(1=poor;
5=new)

Source: Preston Rowe Patterson, asset valuation report, June

Public Sector Management Act 2000: regulate the employment of public servants/public sector
employees. Employment Act 1988: establishes minimum condition, worker compensation, safe
working practices, employment conciliation process and an employment tribunal.

Coverage
Capacity for
growth

Asset condition risk

Upgrade
required
ST/MT/LT

Ownership

Governance
Services scope

High

3.0

-

MT

Industrial relations

High

2.8

Storage plant
maintenance required

MT

Pricing
Enablement

Low

3.0

-

LT

Consumer protection

High

-

-

NA

Human resources

Norfolk Island government business analysis

Yes=

 No=








Relevant Legislation

Employment Act 1988

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Norfolk energy financial performance
Revenue, 2012-13

Expenditure, 2012-13

Total income, expenditure and profit, 2008-14
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Energy – status quo
Criteria

Score

Comments

Macro (NI wide) objectives
Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Operates at cost recovery

Ensure sufficient infrastructure investment

Storage maintenance required

Ensure efficient and appropriate investment of public funds

Operates at cost recovery and an essential service

Address market failures by providing effective regulation

Effective monopoly

NA
As above –consolidated revenue could be used to support energy if
needed

Re-establish the Island as a ‘going concern’

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services

Purchasing sufficient fuel for the Island

Could be a role for government as it is an essential service but
could be equally provided by private providers

Maximise and strengthen the business’ revenue base

Operating at cost recovery but no incentives for profit
maximisation nor necessarily revenue-driven

Ensure an appropriate return to government and community

As above though purchasing sufficient fuel supply

Ensures sustainability of the business

On-going maintenance for storage the major concern but operating
at cost recovery

Improve efficiency of business

Purchasing and selling fuel and bearing all the cost of maintenance
is not the most efficient way to run energy

Harness synergies where possible with other businesses

Shared services, electricity powerhouse

Overall assessment (out of 48)
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Key observations – energy
Key observations
• Norfolk Energy was established in 2007 when ownership and management of the Ball Bay and Airport fuel storage facilities,
transfer of fuel from cargo ships to those facilities, as well as the wholesale of fuel from the facilities to end users (being petrol
station, the Airport and the Power House) was transferred from Exxon Mobil to the Norfolk Island Government. The Government
took on operations after unsuccessfully attempting to find a private operator.
• Essentially Norfolk Energy operates as a middle-man, acting as the importer and the safe-keeper of all fuel on Norfolk Island. Exxon
Mobil continues to be the provider of fuel to Norfolk Island, operating under a service delivery contract with Norfolk Energy.

• Thus, a key question that needs to be answered at the outset is whether the Government should continue to have a role in the
storage and transferring of fuel. The following discussion assumes the operations of the energy service remain broadly the same as
they are today. Any change to this structure would alter the options analysis that follows.
• The cost driver for energy is the price of fuel. Expenditure and revenue have remained relatively stable over time, with little
fluctuation.
• Energy operates on very tight margins, with reported income just exceeding reported expenses over the past five or so years.
Importantly, this does not take into account implicit subsidies received from the Norfolk Island Administration nor the depreciation
of its assets.
• Notably, it is estimated that accumulated depreciation in the energy business’s assets accounts for around three quarters of the
total replacement costs. In other words once depreciation is taken into consideration the ‘true’ financial performance of the
business is far less impressive.
• With ageing assets in poor condition, a key concern, as with many other business areas, is that revenue is wholly remitted to the
Revenue Fund with no allowance made for infrastructure upgrades.
• A major risk is not adequately maintaining assets to a sufficient standard. This relates to the large storage tanks and pipe located
at Ball Bay. It is essential these remain at an appropriate standard to avoid any contamination of the fuel.
• The NIA plays a minor role in energy operations yet bears all the cost of maintaining assets and its associated risks
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Key observations – energy
Alignment with core requirements
• There is no ‘governance’ structure of Norfolk Energy to speak of. It simply draws on the staff of Norfolk Island Electricity as needed,
with the chief mechanical officer of the Powerhouse undertaking day to day Energy operations in a part time capacity. Most
importantly, there is no one person whose job description is solely to manage the fuel on the Island. This could generate
considerable confusion when it comes to performing maintenance activities or, most importantly, in the event of an emergency
such as a fuel leak or a fire at one of the storage plants.
• Business objectives are not clear and business and financial reporting arrangements lacking. There is no set of ‘official’ financial
accounts of the Energy business, a lack of maintenance of the businesses assets, and indeed seemingly a lack of understanding as to
the true state of the assets (for example Deloitte Access Economics was not explicitly told about the poor state of the infrastructure
– we discovered it after reviewing the Island’s 2012 asset condition report).
• There is no competition in the services provided by Norfolk Energy, nor is there really any scope for competition. As will be
discussed below competition might simply be in the form of bidding for a management contract.

Focus of options analysis
Since Energy has one core service offering - the importation, storage and wholesale of fuel - this will be the sole service considered in
the options analysis.
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Options analysis

Summary of options – Energy

97

Option

Overview

Government delivery

The Government would continue to directly operate Norfolk Energy as
it is currently run, albeit after adhering to the core requirements.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses). It would also likely continue to share staff with the
electricity network.

GBE

The business would be run as a ‘proper’ GBE. As a separate entity with
its own accounts, there would be a clear allocation of staffs’ time and
wages to Norfolk Energy, in contrast to the current situation where
staff are drawn from the electricity network on an as needs basis.

Management contract

A management contract would be issued to an independent provider.
It is expected that provider might be the current sub-contractor in
charge of fuel transfer form Ball Bay and the Airport, or potentially a
consortium of current customers. The Government would retain
ownership of the assets and would set appropriate service provisions
in the contract terms.

Licensing

The Government would retain ownership of the assets but would lease
out their operation and maintenance to the private sector. As above,
a potential lessee could be a consortium of current customers.

Privatisation

The entire energy business including assets would be divested to the
private sector.
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Energy– government delivery options
Criteria

Government
delivery

Shared services

GBE

30

28

43

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Energy– market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

45

36

36

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
99
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Feasibility analysis
Energy
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Government bears all the cost through
maintenance of the storage facilities

Medium

Low

Low

Shared
services

Government bears all the cost through
maintenance of the storage facilities

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

High

High

Medium

Management
contract

Infrastructure upgrade required deters
potential bidders

Medium

Medium

High

Licensing

Infrastructure upgrade required deters
potential licensees

Medium

Medium

High

Privatisation

Clear understanding of costs and value
of business to find appropriate operator

High

High

Medium
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Energy – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Energy

30

28

43

45

36

36

Justification
• Alignment – of these options, management contract aligns most strongly against the criteria, followed by operating as a GBE. This
rids the Government of the risks and role in managing fuel, allowing it to re-allocate its time to other core functions. In addition, the
management contract creates incentives to maximise profit and drive efficiencies.
• Implementation – of the options that align strongly, a management contract is likely to be more cost effective and less complex to
implement than a GBE. It means the Government can maintain ownership of the infrastructure, yet will not have the associated
costs with maintaining it. This makes it a cost-effective option relative to the government delivery options.

• Competition – while a management contract can operate in a competitive environment, Norfolk Energy is currently a monopoly and
this is unlikely to ever change. Competition is more likely to occur during the implementation of the management contract.
• Government delivery - if it is established that there is indeed a legitimate need for Norfolk Energy, then the business essentially
would be characterised as a natural monopoly. While this doesn’t prohibit private ownership, in the case of Norfolk Island with
limited regulatory oversight, it does lend itself to a government owned delivery model. In that regard a management contract is
considered the best option in the sense that it maintains government control in the short term, through the setting of contract
terms, etc., while also keeping the door open for potential divestment in the future, should that be considered feasible and/or
desirable.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Management contract
The management contract could be developed to:
1) Set minimum requirements and invite bidders
2) Incorporate a certain minimum level of maintenance to the storage facilities per annum
3) Return a certain proportion of revenue per litre of fuel to the Government
Potential managers for the facilities might include the current sub-contractor involved in the distribution of fuel from Ball Bay and the
Airport, or possibly a consortium of current wholesale fuel users (i.e. the Airport, the Powerhouse, and petrol stations).

The need for Norfolk Energy
A key consideration is of course whether Norfolk Energy should even exist. Wholesale purchasers of fuel could simply import their
own fuel, for example. Possible justifications for a ‘middleman’ in the form of Norfolk Energy include:

•

The cost savings associated with all the Island's fuel being stored in a centralised location, rather than every wholesale fuel user
having their own smaller storage facility;

•

Economies of scale created by Norfolk Energy being able to purchase fuel in bulk quantities; and

•

The security provided to the Island's Government (and community) by having a reasonable stockpile of fuel in case of
emergencies.

Community service obligations
• The management contract may incorporate requirements for pricing (such as a cap on margin) or minimum service delivery
requirements to ensure the essential service is provided in an accessible and to an appropriate level.
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f. Waste

Current state analysis

Legend

Summary of waste management
Overview of Business:
•

Material Risks and Business Drivers:

• Full-time: 2

•

Main revenue driver: Volume of imports and tourists

Governance:

• Casual : 2

•

•

• Contract: 0

Main cost drivers: Cost of exporting waste and burning.
Electricity costs and condition of plant and equipment

•

Material risks: environmental risk – burning and
dumping in the ocean. CSO: community may demand
all waste to be exported or to develop a new method of
waste management. Poor cost recovery model in place

Service offerings: Waste collection facility, exportation of waste, storage of waste

Mandate and Operating Model:
•

Employees Profile:

Source: DAE analysis & NI consultations

Cost recovery business model: unclear

•

Service competition: Effective monopoly

I

•

Operational mandate: Essential service provision

I

•

Business model: Volume business

I

•

Social or community policy objectives: Ensure the
safe disposal and storage and disposal of waste

I

Responsibility: NIG
responsibility, delegated to
CEO

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity plan:

Informal (I) or formal (F) mechanisms

Source: NIA Statistics,
April 2014






Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Profit and Loss:

Source: NIA

•

Household refuse burnt
2012-13: 880 tonnes

•

Glass crushed: 165
tonnes

•

Household food scraps:
38 tonnes

Source: Preston Rowe Patterson, asset valuation report, June 2012

Capacity
for
growth

Waste
management

Customer Profile:

Source: NIA & Norfolk Island
consultations

Asset Profile:
Key business assets:

Service Model:

Source: DAE analysis

Asset condition risk

Ownership

Disposal of waste

Revenue fund
Legislative framework:
Legislation Summary

Source: Norfolk Island Crown Council

Waste Management Act 2003: regulates location of waste management centre,
establishes a levy on all imported items, creates offences regarding depositing
waste in public places and other related matters.

Coverage

Significance
to business

Condition
(1=poor;
5=new)

High

4.0

Minor risk: Building has some external
damage, limited storage space

LT

Medium

3.0

-

LT

Pricing

High

2.7

-

MT

Enablement

High

2.5

-

LT

Consumer protection

High

-

-

NA

Human resources
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Upgrade
required
ST/MT/LT

-Shared Services

Governance
Services scope
Industrial relations

 No=








Yes=

Relevant Legislation

Waste Management Act 2003
Employment Act 1988

Waste Management Act 2003

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Waste financial performance
Revenue, 2012-13

Expenditure, 2012-13

Sales include
payments for
crushed glass
and recyclables
sent offshore.

Prices are not
regularly changed,
going from $15 in
2004 to $16 in 2009
and jumping to $32
per tonne imported in
2014

Total income, expenditure and profit, 2008-14

Expenses are expected
to decrease due to:
• Decrease in staffing
(6 to 4)
• Cessation of green
waste processing
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Waste– status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Operates at cost recovery

Ensure sufficient infrastructure investment

Storage infrastructure required

Ensure efficient and appropriate investment of public funds

Operates at cost recovery and an essential service

Address market failures by providing effective regulation

Insufficient regulation to address current environmental issues

Re-establish the Island as a ‘going concern’

Operates at cost recovery but infrastructure investment is
required

Effective monopoly

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)

Current means of disposing with waste generates considerable
environmental, aesthetic, and potentially health issues

Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Role for government but could also be delivered by private sector

Ensure an appropriate return to government and
community
Ensures sustainability of the business

More effective waste disposal options could be realised

No profit driven incentives

Price is not fluid, no business planning or asset investment plans

Improve efficiency of business

No collection, storage of goods for several years, high
transportation costs and alternative options not explored in detail

Harness synergies where possible with other businesses

Shared services

Overall assessment (out of 52)
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Key observations – waste
Key observations
• There is no kerbside waste collection on Norfolk Island. Residents and businesses are responsible for disposing of their own waste
at the waste management facility; the cost of operating the facility is recovered (ostensibly) through the imposition of a waste
management levy on imported goods.
• The majority of waste at the facility is burned and dumped in the ocean. Residents note that it is not uncommon for some partially
burnt waste to wash onto the Island’s beaches.
• The waste management levy is applied on goods when they are imported. Costing is not calculated in a way that ascertains the
extent to which the amount of levy applied reflects the actual volume of waste produced. In other words, charging is not conducted
at the ‘point of sale’.
• In industry jargon, there is no ‘pay as you throw’ pricing. There is therefore no financial incentive for residents to reduce the
amount of waste they create, nor is there any incentive to recycle where possible – indeed, with charging applied at the point of
importation (i.e. before any potential recycling), there is an implicit penalty against recycling.
• Although the business appears to be operating at a profit, it is impossible to tell the business's ‘true’ financial performance for a
number of reasons:

• It is difficult to attribute revenue to a particular year, since certain items such as batteries are stored for periods of time until
there is a sufficient amount for them to be transported offshore, and of course residents might hold on to imported goods for
several years;
• There is no way of tracing the waste levy imposed on particular goods to the waste actually generated by those goods – hence
some goods might be overcharged, while others might be undercharged; and
• The condition of infrastructure is poor (see next point) meaning there are potentially a raft of future expenses yet to be realised
– the roof of the plant was blown over in a storm at the beginning of 2014 but has yet to be repaired; asbestos is stored in
wooden pallets unprotected from the elements.
• Major risks relate to the current state of the plant and equipment at the waste management plant. Its condition is relatively poor
and some assets are not appropriate for their uses. For instance the glass crusher has issues with sugar from bottles causing the
machine to get stuck. Failure to dispose of waste appropriately poses significant environmental and health risks for NI.
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Key observations – waste
Alignment with core requirements
• Waste does not meet the core requirements –it lacks transparent governance structures and requirements. Business objectives are
not clear and business and financial reporting arrangements lacking.
• It is not clear whether those who use the waste management facility actually contribute to the cost of running it. Those who import
products (e.g. the Foodland supermarket) are the ones who pay the levy; end consumers are the ones who generate waste. But
because it is impossible for the Foodland supermarket to accurately trace the amount of waste management levy applicable to
individual products, it means that almost by definition, the degree of cost pass through is unrelated to the actual charges incurred.

• Thus the users of the waste management facility receive no price signal to deter them from generating excessive amounts of waste.
Alternative options for waste disposal do not appear to have been considered by the Norfolk Island Government.
• There is a lack of key performance indicators and OH&S standards at the plant – this is evident from a cursory examination of the
plant, with asbestos stored in wooden pallets unprotected from the weather, used batteries stored uncovered outside of the plant,
and one corner of the plant’s roof having fallen down in a storm in early 2014 and never been repaired due to a lack of resources.

Focus of options analysis
Waste disposal will be assessed against the options as one core service offering
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Options analysis

Summary of options – Waste
Option

Overview

Government delivery

The Government would continue to own and operate the waste
management facility. Though a ‘pay as you throw’ pricing system need
not necessarily be implemented in adhering to the core requirements,
it would nevertheless be recommended.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The waste management facility would be corporatised and a ‘proper’
GBE established, with an independent board and management. As
part of corporatisation the plant’s efficiency would be improved and a
‘pay as you throw’ pricing system implemented.

Management contract

Management of the waste management facility would be outsourced
to a third party while the Government would retain ownership. The
contract would stipulate that the incoming manager is to improve the
efficiency and the operations of the facility, including implementing
appropriate pricing reforms as noted above.

Licensing

Ownership of the waste management facility would remain with the
Government but its operation and maintenance (including profitability)
would be outsourced to a lessee.

Privatisation

The waste management facility would be completely divested. That
said, given that it would remain as a monopoly sufficient regulation
would need to exist to ensure an appropriate level of service was
retained.
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Waste – government delivery options
Criteria

Government
delivery

Shared services

GBE

23

22

40

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Waste – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

44

36

36

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Waste
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Unable to invest in more effective waste
disposal measures

Medium

Low

Low

Shared
services

Unable to invest in more effective waste
disposal measures

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

High

Medium

Medium

Management
contract

More effective waste disposal
equipment deters potential bidders

Medium

Medium

High

Licensing

May focus on high-margin waste

High

Medium

Medium

Privatisation

May focus on high-margin waste

High

High

Medium
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Waste– summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Waste

23

22

40

44

36

36

Justification
• Alignment – of these options, management contract is the most closely aligned against the criteria, followed by operating waste as
a GBE. This is because both options create an incentive for the manager to maximise efficiency and potentially profits, while the
government delivery and shared services options would not achieve this. Privatisation and licensing also score highly, however it is
considered that, owing to the strong public good aspects associated with waste management, some form of government
involvement is desirable.
• Implementation – of the four options that align strongly, management contract is likely to be the least complex to implement. This
options also provides the ability to transition into an alternative ownership model in the future, should this become desirable.
• Competition – there is unlikely to be competition with a management contract, as waste is operating as an effective monopoly.
However competition is likely to occur in the bidding process for the contract.

• Government delivery – the Government would retain ownership of the facility under a management contract, which in the short
term while urgent reforms are undertaken is considered optimal. After a few years, once a pay as you throw system of waste pricing
has been firmly established, a management contract will also provide the flexibility to transition to an alternate delivery model, if
this is considered desirable.
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Implementation considerations
• Due to the strong externalities associated with waste management – social, environmental, and economic – there is a prima facie case
for some form of government involvement in the waste management process – be it through direct provision of waste management
services, as is currently the case, or through an outsourced management contract, as is recommended for the future.
• The current pricing structure for waste management needs reviewing (and changing), and the waste management facility itself is in need
of major infrastructure upgrades. Whether these reforms should be undertaken now, or wait until a management contract is
implemented, is a key decision to be made.

Management contract
The management contract could be developed by:
• Setting minimum requirements and requesting interested parties to bid to deliver the service
• Incorporating any plant and equipment investments, for instance a new glass crusher

• Provide scope for innovative service delivery, for instance solutions for the removal of asbestos or more efficient or effective recycling
opportunities
• Requiring the contracted operator to immediately undertake a review of alternate pricing structures such as ‘pay as you throw’, and
alternate waste disposal methods.
A first major step for developing a management contract will involve developing a cost model to gain a deeper understanding of the true
cost and revenue of the waste management facility.

Alternative waste management approaches
• The Secretariat of the Pacific Regional Environment Programme (SPREP) is an intergovernmental organisation with the mandate of
protecting the environment in Pacific island states and ensuring sustainable development for future generations. A key aspect of this is
the development of the Pacific Regional Solid Waste Management Strategy. The most recent strategy, released in 2009, provides a
useful insight into the waste management procedures of other island nations and states.
• Although Australia is a member of SPREP, Norfolk Island is not. Notably though, SPREP does have has a number of ‘non-nation’
members, including New Caledonia (territory of France), Wallis & Futuna (France) and the Tokelau islands (New Zealand).
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Implementation considerations
• Similar to PRIF countries Norfolk Island faces challenges in relation to geographical isolation and limited resources. As a result
emphasis must be placed on waste avoidance and waste minimisation schemes to reduce the amount of disposable waste.
• Norfolk Island is not the only island state in which a lack of space for landfill forces waste incineration and dumping as the only real
option for solid waste management (SWM). This is likely to remain the case at least in the short term, but importantly, there are
alternatives, such as shredding and compacting of waste, as well as more technologically advanced solutions such as energy from
waste incineration.
• Currently Norfolk Island’s price strategy incorporates poor price signals and does not clearly reflect the waste disposal activities of
individuals and businesses. Notably, virtually all Pacific Island states make some attempt at reducing waste and encouraging recycling
– whether through financial incentives, or through broader educational campaigns.
Financing Activities
Landfill tipping fees (gate
fees)
Container deposit charge
Advanced disposal
charge
Visitor levy
Waste service fee

Description
Fee for dumping waste at a landfill
Charged on new beverage containers – partial refund issued when container is
returned for disposal
Import taxes levied on non disposable items such as plastic bags, and not on
environmentally friendly options.
Charge payable by each visitor to the country
Fee charged for providing a service e.g. waste collection

Annual Vehicle
registration fee
Penalties and fines

Waste management fee payable when renewing vehicle registration

Permitting fees

Paid when applying for various waste-related permits and licenses

Council taxes

General taxes which include a component for waste management (usually waste
collection)

Fine for breaking the environmental or waste management laws

Applicable PICTs
Cook Islands, Fiji, Guam, Palau,
PNG, Samoa, Vanuatu
Cook Islands, FSM (yap) Kiribati,
Palau
FSM (Kosrae, Yap)
Cook Islands
Fiji, Kiribati, PNG, Solomon Islands,
Tonga
Guam
Fiji, Kiribati, Palau, PNG, RMI,
Solomon Islands
Fiji, Kiribati, Palau, RMI, Samoa,
Solomon Islands
RMI, Solomon Island, Vanuatu

Source: SPREP, Pacific Regional Solid Waste Management Strategy 2010-2015
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Implementation considerations
Changing the pricing structure
• In addition to reviewing the potential for alternative waste management solutions, the incoming management of the plant should
be required to conduct a review of alternate pricing. We consider that a ‘pay as you throw’ pricing structure, as is common now
throughout Australia and indeed the world, would be worth considering for Norfolk Island.

• First, it would provide consumers with a clear price signal regarding the dumping of waste, and would thus incentivise recycling or
waste minimisation strategies at the household level (illegal dumping of waste could be discouraged through the imposition of
fines, or simply the strong sense of community felt by residents on Norfolk Island).
• It would be more equitable, since only those who actually use the facility would pay for its operation. The facility might also have a
recycling centre – such as the ’Revolve’ facility at the Canberra landfill - in order to encourage recycling.
• It would be more efficient, since there would be a clear linkage between the price of dumping waste and the amount of waste
actually dumped – in other words there would be an efficient ‘user pays’ type approach to waste pricing.
• It might potentially reduce inflationary pressures on Island, since waste management would be charged for at the rubbish site
rather than at the point of importation, meaning there would be no pass through of import duties.
• Finally, and though this is impossible to quantify, it might instil something of a ‘user pays’ mindset in the broader community –
something that is generally lacking from the mindset of most Norfolk Islanders.

Community service obligations
• Waste management is a critical service to Norfolk Island, with environmental and health risks if rubbish is not appropriately
disposed of. An operating model could also include a financial disincentive (i.e. a fine) for those who are found not to dispose of
waste appropriately. For instance anecdotal evidence suggests there may be private burning of waste rather than disposing it at
the waste disposal site.
• The dis-connect between the waste management levy and the users of waste services should be addressed. Users of the waste
management centre should simply be charged at the site for dumping waste (‘pay as you throw’). Fines imposed on illegal rubbish
dumping would ensure this does not deter people from dumping waste, and there would be a clear linkage between revenue
received and rubbish actually dumped.
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g. Water Assurance Scheme (WAS)

Current state analysis

Legend

Summary of water assurance scheme
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Treatment of sewerage and grey water to Burnt Pine and Middlegate areas of
NI

Mandate and Operating Model:
Cost recovery business model: Unclear

•

Service competition: Legislated monopoly

•

Operational mandate: Essential service provision

•

Business model: Volume business

•

Social or community policy objectives: Safe treatment
of sewerage and preservation of underground water

F
I
I
I

Material Risks and Business Drivers:

• Full-time: 0

•

Main revenue driver: Tourism volume, population
growth, hotel developments (boosts waste levy)

•

Main cost driver: condition of infrastructure

•

Material risks: Network requires expansion as currently
water treatment system utilised by less than 20% of all
dwellings on island

• Casual : 1
• Contract: 0

Governance:

•

Employees Profile:

•

Responsibility: NIG
responsibility, delegated to CEO

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity plan:

Informal (I) or formal (F) mechanisms






Source: NIA Statistics,
April 2014

Service Model:

Source: Norfolk Island consultations

NI administration
Service interdependencies:

Water assurance
scheme management

Profit and Loss:

Source: NIA

•

Businesses: 50%
of all NI
businesses

•

Residents: 12% of
all NI dwellings

Source: NIA & Norfolk
Island consultations

Treatment of
sewerage

Source: Preston Rowe Patterson, asset valuation report, June 2012

Legislative framework:

Condition
(1=poor;
5=new)

Asset condition
risk

Upgrade
required
ST/MT/LT

High

3.0

-

MT

High

-

-

NA

Ownership

Water Assurance Charges Act 1991: provides the basis for determination of charges
for connection to the water assurance scheme.

Governance
Industrial relations
Pricing

Enablement
Consumer protection
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Source: Norfolk Island Crown Council

Legislation Summary

Services scope

Significance
to business

Network of WAS

Revenue fund

Coverage

Capacity
for
growth

-Shared Services

Customer Profile:

Note: the WAS is
connected to only 17%
of all premises on NI

Asset Profile
Key business assets:

Source: DAE analysis

Human resources

Yes=  No=









Relevant Legislation

Employment Act 1988
Water Assurance Charges Act 1991

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – WAS financial performance
Revenue, 2012-13

Treatment and network
functions do not each have
a revenue and expenditure
breakdown

Expenditure, 2012-13

Maintenance occurs in
response to issues

Total income, expenditure and profit, 2008-14
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Maintenance includes
materials. Electricity
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GBE analysis – WAS financial performance
Number of premises with WAS connections, 2011

Approximately 12% of
dwellings, 50% of
businesses and 17% of all
premises were connected
to WAS in 2011
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Prices are changed
according to RPI on an ad
hoc basis

Prices
Building type

Cost per annum

House

$325

Restaurant/bar

$1,000

Food shop

$1,000

Specialty shop

$675

Shop (excluding food and
specialty)

$325

Garage or service station

$1,000

Tourist accommodation

Dependent on capacity
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WAS – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Operates at cost recovery and significant profit

Ensure sufficient infrastructure investment

Network expansion and steel pipe inspection required

Ensure efficient and appropriate investment of public funds

Maintenance of network required but essential service

Address market failures by providing effective regulation

Insufficient regulation to address environmental and health
externalities of inadequate system

Re-establish the Island as a ‘going concern’

Operates at cost recovery but infrastructure investment is
required

Legislated monopoly

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services

Significant amount of island not connected to WAS network
Role for government but could be in a different capacity

Maximise and strengthen the business’ revenue base

No profit driven incentives and network expansion to increase
revenue not realised

Ensure an appropriate return to government and
community

Health and environmental risks of network under-capacity

Ensures sustainability of the business

Price is not fluid, no business planning or asset investment plans

Improve efficiency of business

Opportunity for greater efficiency could be realised

Harness synergies where possible with other businesses

Shared services; electricity business used for maintenance

Overall assessment (out of 52)
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Key observations – WAS
Key observations
• The main cost drivers are variable costs relating to maintenance and capital expenditure (50% combined). This is an underestimate
because employees from Norfolk Electricity complete the maintenance and this is absorbed into the latter’s labour costs.
• WAS has turned a fairly consistent profit in recent years, suggesting it is operating broadly at cost recovery, however there could be
further costs from extending and upgrading the sewerage network, and as noted above wage costs are not allocated to the
business. Under the Water Assurance Charges Act 1991 the Administration can make an assessment of charges without a property
being connected to the network, however at present only premises that are connected incur a charge.

• Risks of inadequate infrastructure and not continuing to grow the WAS network include environmental degradation, and
contamination of bore water, rivers and streams which could cause disease. The steel pipes need to be inspected as the condition is
unknown, and the pumping station is showing signs of poor condition. These issues could have very severe consequences,
particularly given the network currently has reactionary maintenance, rather than proactive inspections and upgrades.
• Significant growth opportunities exist for the network, with an estimated 17% of all premises connected, and a capacity to have up
to 70% to be connected (some areas will always remain impossible to connect due to geographical constraints). Those who are not
connected to the network operate private septic tanks.

Alignment with core requirements
• There is no separation of ownership and control, and workers are drawn from elsewhere in the Administration on an ad-hoc, as
needs basis. In addition to no clarity around true staffing costs, there is a lack of transparency around key processes, such as
operational issues or dispute resolution.
• Financial accounts are provided to the NIA, however there are considerable information gaps. For instance the condition of the
steel pipes is unknown, but their expected lifespan would suggest they will soon require upgrading. Rather, any maintenance is in
reaction to an issue, rather than considering any on-going maintenance or inspection for the longevity of the network and
treatment plant.

Focus of options analysis
It is difficult to separate out the core services of the WAS network and treatment, therefore both these services will be considered
together when assessing the options.
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Options analysis

Summary of options – WAS
Option

Overview

Government delivery

The WAS would continue to be directly provided by the Government
except the core requirements would be addressed.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The WAS would be corporatised into a ‘proper’ GBE structure. The
GBE would be a profit making entity which would likely involve the
connection of those residents whose properties the network runs past
but does not service.

Management contract

Management of the WAS would be outsourced to an independent
operator, a condition of which would be increasing the coverage and
the profitability of the network.

Licensing

A private operator would take over the day to day running of the
network through a lease arrangement. Thus it would be run as a
completely private sector entity, albeit with government ownership of
the infrastructure. Conditions would be attached to the lease to
ensure an appropriate standard of service delivery is maintained.

Privatisation

The WAS would be completely divested to the private sector including
all its infrastructure. That said, it would need to be regulated, either
directly by the Norfolk island Administration or possibly by an
independent mainland regulator such as IPART.
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WAS – government delivery options
Criteria

Government
delivery

Shared services

GBE

23

22

42

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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WAS – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

44

34

31

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
WAS
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Unable to expand the network

Medium

Low

Low

Shared
services

Unable to expand the network

Medium

Low

Low

Clear understanding of costs and value
of business to find appropriate operator

High

Medium

Medium

Inefficient connection to network

Medium

Medium

High

Licensing

Difficultly in ensuring appropriate
licensing contract in place

High

Medium

Medium

Privatisation

Difficult to set minimum requirements

High

High

Medium

GBE
Management
contract
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WAS – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

All

23

22

42

44

34

31

Justification
• Alignment – of these options, operating the WAS under a management contract is most strongly aligned with the criteria, followed
by operating as a GBE. This would provide a profit incentive, which is particularly important for WAS given the opportunity this
would provide for an operator to expand the network to increase revenue. It would also allow for critical infrastructure upgrades to
be made relatively easily (since necessary capex could be undertaken prior to remitting profits to the Government).
• Implementation – of the options that align strongly, a management contract is likely to be the most feasible and cost-effective to
implement. That said, it will require a greater understanding of the asset condition and any pending upgrades required.

• Competition – competition is unlikely to occur under any option due to the network investment required to operate the service.
However competition may occur when bidding for the contract.
• Government delivery – the Government would retain ownership of the water assurance network and would retain profits; day to
day operations would be outsourced to a profit maximising manager.
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Implementation considerations
Management contract
The management contract could be developed by:
• Setting minimum requirements and requesting interested parties to bid to deliver the service
• Incorporating any infrastructure investments, for instance with a network upgrade
• Incorporating incentives to encourage expansion of the network
A first major step for developing a management contract will involve developing a cost model to gain a deep understanding of the
true cost and revenue of WAS, including the approximate amount of labour time (and therefore wages) dedicated to maintenance,
which is not currently costed into the WAS.
It has been commented that the health and quarantine officer is the only person on the Island with the requisite skills to run the WAS.
The implications that this may have on the success of a management contract would need to be carefully considered.

Community service obligations
• The WAS provides a critical service to the Government yet is currently not reaching its capacity potential. Failure to do so may have
dire environmental and health consequences for NI – clearly it is desirable from a financial, environmental and health perspective
for all residents and business to be connected to the network. It will be important under any business delivery model that
incentives are put in place to assist in transitioning the maintenance component to a proactive rather than reactive activity, which
in turn might encourage more residents to connect.
• An operating model could also include a financial penalty for those who are found not to dispose of sewerage appropriately. For
instance anecdotal evidence suggests there may be instances of private septic tanks containing holes, causing sewerage to seep
into the ground. WAS could incorporate an inspection aspect with fines for non-adherence.

• Finally, consideration should be given to whether the WAS should be merged with the electricity network to form a more broader
utilities business. This could drive efficiencies with regard to the sharing of staff and/or resources, and indeed is the reason many
mainland utilities operate both electricity and water provision services. That said, the unique circumstances of Norfolk Island
warrant special consideration in this regard.
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h. Post office

Current state analysis

Legend

Summary of post office today
Overview of Business:
•

Employees Profile:

Material Risks and Business Drivers:

• Full-time: 4 + 1
vacancy

•

Retail cost/revenue drivers: COGS and wages/retail
sales

Governance:

• Casual : 0

•

•

• Contract: 0

Postal activities cost/revenue drivers: COGS and
wages/stamp sales and Australia Post mail fee

•

Material risks: Post boxes upgrade and cost recovery
model

Source: DAE analysis & NI consultations

Service offerings: Retail shop, receiving, sending and distributing post

Mandate and Operating Model:
•

Cost recovery business model: No

•

Service competition: Legislated monopoly postal;
retail competition

F

•

Operational mandate: Service provision

I

•

Business model: Margin business

I

•

Social or community policy objectives: Provide postal
services for NI

F

Informal (I) or formal (F) mechanisms

Profit and Loss:

Responsibility: NIG
responsibility, delegated to
CEO

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity plan:

Source: NIA

Source: NIA Statistics,
April 2014






Service Model:

Source: DAE analysis

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Postage
management

-Shared Services
-Philatelic

Customer Profile:
•

Retail 40%
(predominantly locals)

•

Postal activities (60%)

Retail business

Postal activities

Key driver of demand
is local consumption
driven by online
shopping

Revenue fund

Source: NIA & Norfolk Island
consultations

Legislative framework:

Source: Norfolk Island Crown Council

Legislation Summary
Postal Services Act 1983: regulates the provision of postal services in NI including
pricing regulations, minimum service standards and community service obligations
Asset Profile:

Source: Preston Rowe Patterson, asset valuation report, June 2012

Key business assets:
Significance to
business

Condition
(1=poor;
5=new)

Capacity
for growth

Asset condition risk

Upgrade
required
ST/MT/LT

Ownership

Coverage
Governance

Services scope
Industrial relations

-

Piping issues – copper base

ST

High

3.0

Post boxes require upgrade

ST

Enablement

Low

3.0

-

LT

Consumer protection

Low

-

-

NA

Human resources

High

135 Norfolk Island government business analysis

Pricing

Yes= No= 









Relevant Legislation

Employment Act 1988
Postal Services Act 1983
Postal Services Act 1983

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Post office financial performance
Revenue, 2012-13

Expenditure, 2012-13

Air freight to
Australia and
New Zealand
Items bought
by the Post
office including
stamps

Total income, expenditure and profit, 2008-14
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GBE analysis – Post office financial performance
Retail revenue, 2012-13

Retail expenditure, 2012-13

Retail total income, expenditure and profit, 2008-14
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GBE analysis – Post office financial performance
Postal services revenue, 2012-13

Postal services expenditure, 2012-13

Postal services total income, expenditure and profit, 2008-14
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Post Office – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Currently operates at cost recovery

Ensure sufficient infrastructure investment

Post boxes and warehouse require investment

Ensure efficient and appropriate investment of public funds

Public funds for retail is not appropriate

Address market failures by providing effective regulation

Case for government involvement, but not operating effectively

Re-establish the Island as a ‘going concern’

Operates at cost recovery but infrastructure investment is
required

Competition in retail but not postal services

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Can deliver postal services but post boxes require updating

No government role in retail but some in postal services
No profit driven incentives

Ensure an appropriate return to government and
community
Ensures sustainability of the business

As above

Improve efficiency of business

Opportunity for greater efficiency could be realised

Harness synergies where possible with other businesses

Shared services; philatelic, liquor bond for storage

Overall assessment (out of 52)
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Key observations – Post office
Key observations
• Norfolk Post is a classic example of the need for accurate and coherent accounting information. The Post Office has been operating
for the past five or so years on the assumption that its retail division is highly profitable, and that this division effectively subsidises
the loss making distribution section. DAE analysis of the Norfolk Island Administration’s financial records indicates that the reverse
is true.
• Post Office expenditure is driven by wages, which accounts for almost 50% of expenditure. However for the retail division, the cost
of goods sold represents almost 45% of all costs. Given this section of the business appears to be operating at a loss, it suggests
that either (a) overheads (wages) are too high; (b) prices are too low; or (c) that Norfolk Post is paying too much for the products it
sells.
• Revenue is predominantly driven by the postal services (i.e. mail distribution), not retail services. Combined, postal services
account for roughly 60% of Norfolk Post’s income.
• Given the majority of the revenue is in postal services and most of the expenditure in the retail service, it begs the question as to
whether the Government should continue to operate an unprofitable retail business, particularly given this is already being offered
by the private sector.

• That said, there is some upside potential for the retail arm if it continues to integrate with Australia Post – through its relationship
with Australia Post, Norfolk Post is able to get some goods more cheaply than other stores on island.
• The major risk for the Post Office is the urgent need for upgrades to the postal boxes. Failure to do so risks core postal services
and revenue opportunities, since residents’ mail is entirely stored in the postal boxes (residents do not have mail boxes).
• During consultations the manager expressed a desire for Norfolk Post to be more akin to Australia Post – for instance, while there is
a small retail arm, Norfolk Post does not currently provide the full range of services that Australia Post does – for instance paying
bills.
• There is a degree of informality regarding Norfolk Post’s relationship with other businesses. For example, mail and other items
from the Post Office are stored at the neighbouring liquor bond’s warehouse for no consideration, and there is a somewhat ad hoc
pricing structure in operation between the Post Office and the philatelic bureau, with the Post office purchasing stamps from the
Philatelic at a heavy discount (30% of face value), which seemingly has no relation to the actual cost of producing the stamps.
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Key observations – Post office
Alignment with core requirements
• There are no incentives in place for the management to act in a profit maximising manner.
• For example, the manager of the Post Office has previously produced a business plan, however there were no incentives in place for
this to continue. The plan also referred to the introduction of a new stock management system but this appears to have not been
implemented.
• As such, basic reporting requirements are lacking and therefore there is no clear understanding of the drivers of cost and revenue in
the business.

• There are also no KPIs provided to the Post Office, and its operations mandate, including any community service obligations, is
unclear. This poses challenges in the sense that a clear community requirement is the provision of sufficient and well maintained
postal boxes, which are currently in a state of disrepair.
• The Post Office operates in a broadly competitive environment. There is direct competition in the retail section, and in the
distribution section there is limited competition from courier companies (for example DHL) – though this isn't significant to the Post
Office’s operations. Broadly speaking though, Norfolk Post does not appear to be operating in an anti-competitive manner.

Focus of options analysis
In considering the key observations, the options will be assessed according to the following service offerings:
• Wholesale
• Retail –including duty free
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Options analysis

Summary of options – Norfolk Post
Option

Overview

Government delivery

The Post Office would continue to be operated as a service directly
controlled by the Government, albeit the core requirements would be
adhered to.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The Post Office would be corporatised and operated as a ‘proper’ GBE.
This would involve an independent board and management. Thus, the
retail division would either be made profitable or disbanded. As part
of this the Philatelic Bureau may be merged into the same corporate
structure. A GBE style of operations would be akin to Australia Post.

Management contract

The Post Office would continue to be owned by the Government but
day to day operations and management would be outsourced to a
private provider through a competitive bidding process for a
management contract. Whether to issue one contract for both the
retail and distribution arms, or a separate contract for each, is a key
implementation consideration, and is discussed below.

Licensing

The Government would retain ownership of the Post Office but would
lease out its operations to a private provider. As with a management
contract, a key implementation consideration would be whether to
issue one lease covering both the distribution and retail arms, or two,
covering both arms separately.

Privatisation

The entire postal operation would be completely divested to the
private sector.
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Post Office retail – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

21

22

40

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Post Office retail – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

37

36

35

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Post office retail
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Few risks , but not a service
government should be operating

Low

Low

Low

Shared
services

As above

Low

Low

Low

Medium

Medium

Medium

GBE

Current state indicates insufficient
return for government and potential
lack of interest for third party to
operate
Current state indicates insufficient
return for government and potential
lack of interest for third party to
operate

Medium

Medium

Medium

Management
contract

Medium

Medium

Medium

Licensing

Current state indicates insufficient
return for government and potential
lack of interest for third party to
operate

Privatisation

Nil

Low

High

High
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Post Office postal services – government delivery options
Criteria

Government
delivery

Shared services

GBE

25

25

45

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Post Office postal services – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

45

39

39

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Post office postal delivery
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Unable to invest in post box upgrade

Medium

Low

Low

Shared
services

Unable to invest in post box upgrade

Medium

Low

Low

Clear understanding of costs and value
of business to find appropriate operator

Medium

Medium

Medium

Can’t find suitable managers

Low

Medium

High

Difficulty to determine optimal
relationship between retail and
distribution arms of the business

Low

Medium

Medium

Licensing

Medium

Medium

Medium

Privatisation

Clear understanding of costs and value
of business to find appropriate
purchaser

GBE
Management
contract
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Post office – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Retail

21

22

40

37

36

35

Postal
services

25

25

45

45

39

39

Justification
• Alignment – of these options, operating the retail component of the Post Office is most strongly aligned with a GBE structure, while
the postal services is aligned with both a GBE structure and a management contract. Retail is currently operating at a loss;
divestment of a loss making business is not feasible. That said, it does have some potential which could be tapped into under an
appropriately motivated manager, either through a GBE or an outsourcing arrangement. Such an arrangement will also generate a
profit making incentive, driving efficiencies and the ability for the Post Office to invest in core functions such as postal boxes.

• Implementation – under any delivery option a comprehensive cost model will need to be developed as a first step prior to any
further reform. Comparing GBE and management contract, the former has the advantage of being in line with Australia Post (a
proven success story), while the latter has the advantage of potentially being quicker to get ‘off the ground’.
• Competition – competition already occurs for the retail arm of the business. Competition could also occur in the market for postal
services, however due to the size of the market this is unlikely to occur.
• Government delivery - the Government would retain control of Norfolk Post under both the recommended options, be it through a
GBE structure or a management contract. That said, the day to day running of the business would be conducted by the
management rather than Norfolk Island Administration.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Management contract versus GBE
• Consideration first needs to be given to incorporating any infrastructure investments, for instance with the post boxes, into the
new operating structure. Alternatively, investments could be made prior to implementing the new structure.

• A first major step for developing a management contract will involve developing a cost model to gain a deep understanding of the
true cost and revenue of each service offering, including the approximate amount of labour time (and therefore wages) dedicated
to each.
• Consideration should be given to the relationship between the retail and distribution arms. While it is considered that the retail
section could become profitable under an appropriately motivated management that was free of some of the restrictions currently
imposed on it, a clear time frame should be given for this to occur – say, if the retail arm is not turning a profit within five years of
implementation, it should be divested.

• A GBE approach for both the retail and postal services arm would have the same profitability incentives as a management
contract/licensing approach. The advantage of a GBE model is mainly that this approach is tried and tested with Australia Post. It
would also be a more transparent form of governance, a desirable factor for an essential service such as postage. Finally, it might
be easier for both the retail and distribution arm to be integrated under the same business unit.
• The downside of a GBE approach is that the complexity of implementation may inhibit changing to an alternate delivery model in
the future should such be desirable – in that regard a management contract may be preferable. The downside of a management
contract is it might be difficult to entice a manger to take on board the loss making retail business.

• The relationship with the Philatelic Bureau should also be considered, including the possibility of merging the two in the same
business unit.

Community service obligations
The Post Office plays an important service to the NI community, particularly since all post boxes are held on site at the Post Office
rather than distributed to individual homes. It is therefore critical that any implementation plan considers the key service
requirements and incorporates these into any contract that is developed.
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i. Philatelic

Current state analysis

Legend

Summary of philatelic today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Provide stamps to Postal office, stamp yearbooks, postcards and collector
stamps.

Employees Profile:

Material Risks and Business Drivers:

• Full-time: 2+ 1
vacant

•

Main revenue drivers: Retail sales

•

Main cost drivers: Wages, volume of outgoing mail
requiring stamps (a lot of pre-paid envelopes now)

•

Material risks: Continued increase in pre-paid
envelopes, lack of demand

Mandate and Operating Model:

Governance:

• Casual:

•

Cost recovery business model: No

•

• Contract

•

Service competition: Legislated monopoly wholesale;
retail competition

F

•

Operational mandate: service

I

•

Strategic plan:

•

Business model: Margin business

I

•

Business plan:

•

Social or community policy objectives: Provide stamps
to NI post

I

•

Risk register:

•

Informal (I) or formal (F) mechanisms

Profit and Loss:

Responsibility: NIG
responsibility, delegated to
CEO

Business continuity plan:

Source: NIA Statistics,
April 2014






Service Model:

•

Retail: 78%

•

Wholesale : 22%

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Philatelic
management

Customer Profile:

Source: NIA

Source: DAE analysis

Production and
design

-Shared Services

Retail

Wholesale (to Post
Office and others)

Revenue fund
Legislative framework:
Source: NIA & Norfolk Island
consultations

Source: Norfolk Island Crown Council

Legislation Summary
Postal Services Act 1983: s.10 requires the Administration to issue and sell postage
stamps.

Asset Profile:
Key business assets:
Significance to
business

Source: Preston Rowe Patterson, asset valuation report, June 2012

Coverage
Governance

Condition
(1=poor;
5=new)

Medium

-

Medium

3.0

Low

3.0

Low

-

Capacity
for growth

Asset condition risk

No shop front

Upgrade
required
ST/MT/LT

Ownership

Services scope
Industrial relations

ST

Pricing

LT

Enablement

-

LT

-

NA

Consumer protection
Human resources

-

154 Norfolk Island government business analysis

Yes= No= 









Relevant Legislation

Employment Act 1988
Postal Services Act 1983
Public Sector Management Act 2000;
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GBE analysis – Philatelic financial performance
Revenue, 2012-13

The Post Office
purchases stamps from
the philatelic at 30% of
face value

Expenditure, 2012-13

Total income, expenditure and profit, 2008-14
Philatelic has three broad
components;

1) Retail
2) Wholesale
3) Design and production
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Philatelic – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Has struggled to turn a profit over the past five years

Ensure sufficient infrastructure investment

Premises in decent condition but no shop front

Ensure efficient and appropriate investment of public funds

No clear need for philatelic bureau, and loss making

Address market failures by providing effective regulation

No market failure because unessential service

Re-establish the Island as a ‘going concern’

Loss making – unclear future

Effective monopoly

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and
community
Ensures sustainability of the business

Undercharges for services; no operational mandate
No role for government as not essential service
No profit driven incentives
Loss making
No business planning or asset investment plans

Improve efficiency of business

Unlikely to be operating at optimal efficiency

Harness synergies where possible with other businesses

Shared services

Overall assessment (out of 52)

156 Norfolk Island government business analysis

5

© 2014 Deloitte Access Economics Pty Ltd

Key observations –Philatelic
Key observations
• Philatelic is a relatively small business operation of the Norfolk Island Administration that has struggled to turn a profit in recent
years. Thus, the key question at the outset is whether the Government should continue to be involved in the printing and selling of
stamps, or whether it should just seek to use Australia Post stamps.

• The main cost driver is wages, with three full time employees and one vacancy. This has remained relatively constant between
2008-09 and 2012-13, despite a significant drop in revenue. This is a variable cost, and could therefore be adapted to expenditure
and, by doing so, improve profits.
• Sales to individuals/stamp collectors drives revenue, accounting for approximately 78% of all sales in 2012-13. Profit has continued
to decline due to a reduction in the volume of stamps sold. This is consistent with the Post Office commenting that sales of nonstamped envelopes have increased in recent years.
• The business does not consistently operate at cost recovery. Wholesalers currently purchase stamps from the Philatelic at 30% of
face value, indicating the price is not set at a cost recoverable level. Indeed there is no clear or transparent process for reviewing
the price at which stamps are sold.
• The current location of the Bureau is not conducive to retail sales – management expressed a desire to operate out of a shop front
that would facilitate retail sales. While Norfolk Post sells stamps on the Philatelic Bureau's behalf, it purchases them at such a
heavily discounted rate that the Philatelic does not make any money from the sales.
• The major risks are losing a cultural asset and a continuous cost burden on Norfolk Island Administration.

Alignment with core requirements
• The current philatelic model fails to deliver on the broader reform objectives of competition, effectiveness and sustainability.
• It has no clear governance structure and insufficient reporting requirements. There is no transparent process for reviewing prices to
determine whether they are cost recoverable. There are no clear regulatory guidelines or KPIs for the philatelic, nor clarity around
its business purpose.

Focus of options analysis
The options will consider the design and production service offerings of the philatelic as one component.
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Options analysis

Summary of options – Philatelic
Option

Overview

Government delivery

Philatelic services would continue to be directly provided by the
Government, albeit after adhering to the core requirements.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The Philatelic Bureau would be operated as a ‘true’ GBE. This would
involve clear profit generating mandate, and reforms would be
implemented including moving the Bureau’s location to a more retail
conducive location and implementing a transparent and cost reflective
pricing structure. Merging completely with the Post Office would also
be considered.

Management contract

Operations of the Philatelic Bureau would be outsourced to an
independent manager. The manager would be incentivised to make
the same reforms noted above.

Licensing

The Bureau would be operated under license from the Government;
thus the Government would retain ownership of the Philatelic building.

Privatisation

The Bureau would be completely divested to the private sector. Given
that it has struggled to turn a profit in recent years it is uncertain
whether a private buyer would be found.
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Philatelic– government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

17

18

34

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Philatelic – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

38

37

35

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Philatelic
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Loss making entity; inefficient use of
government funds

Medium

Low

Low

Shared
services

Loss making entity; inefficient use of
government funds

Medium

Low

Low

GBE

Clear understanding of costs and value
of business to find appropriate operator

High

Medium

Medium

Management
contract

Can’t find suitable managers

Medium

Medium

High

Licensing

Difficult to set requirements

High

Medium

Medium

Privatisation

Difficult to encourage private ownership

High

High

Medium
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Philatelic– summary of options
Service
delivery
function

All

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

17

18

34

38

37

35

Justification
• Alignment – of these options, operating philatelic under a management contract is most strongly aligned with the criteria, followed
by operating under a license. This allows a contract to be developed for the design and production of stamps. The incentive
structures would drive profit maximisation, and thus would likely consider the optimum number of designs and prints to be
completed per annum.
• Implementation – of the options that align strongly, a management contract is likely to be more easily implemented. A GBE and
privatisation would require significant cost modelling and valuation prior to finding potential bidders. In addition, the current lack of
revenue would likely deter potential interested parties in purchasing the philatelic. As such, the management contract also acts as a
transition point should privatisation be considered in future.
• Competition – competition can occur under a management contract, but is unlikely to naturally occur due to the size of the market.
Competition could take another form, for instance by extending the Australia Post stamps to Norfolk Island if this is a more
competitive option for the Post Office. Thus, the main avenue for competition will be in the bidding process for implementing a
management contract.
• Government delivery – under a management contract the Government would continue to own the Philatelic Bureau and would
retain profits earned from the production and design of stamps. That said, an independent manager with sufficient incentive could
ensure that the Bureau is operating as efficiently as possible without wastage of Government funds.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:
The long term future of the Philatelic Bureau would need to be considered ahead of implementing any form of management contract,
including consideration of simply merging with Australia Post and ceasing the production of stamps.

Management contract
The management contract could be developed by:
• Setting minimum requirements and requesting interested parties to bid
• Providing incentives for improving operations, for instance a financial reward if profit is increased by a certain percentage
• The declining revenue base for philatelic stamps would need to be considered prior to any implementation of a management
contract, to determine whether there is in fact a viable future for the philatelic agency.
• Rather than implementing a ‘price’ for taking on the management contract, interested parties might simply submit their plans for
returning the Bureau to profitability.

Other issues
A major focus of the Philatelic should be on achieving cost recovery. There are several options that could be considered, including:
• Developing a pricing model to identify the true cost of designing and printing stamps, and pricing them to retailers and wholesalers
accordingly. This would include developing a transparent pricing review process
• Reconsider the number of designs and editions printed per annum
• Consider an alternative of selling Australia Post stamps and releasing one or two series of ‘Norfolk Island special edition’ stamps
per annum. This is in line with other Australian Territories.
• Using some of the Philatelic shop space (or elsewhere on the Island, such as a building in KAVHA) to develop an ‘art gallery ‘of
current and historic stamp designs and allowing these to be sold on site to visitors.

• The possibility of merging the Philatelic with the Post Office should also be considered – could the former’s operations simply
become another business function of the Post Office?
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j. Cascade sale of rock

Current state analysis

Legend

Summary of sale of rock today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Production and sale of Cascade rock

Mandate and Operating Model:

Governance:

•

Cost recovery business model: No

•

•

Service competition: Some private rock suppliers

I

•

Operational mandate: Profit generating

I

•

Strategic plan:

•

Business model: Volume business

I

•

Business plan:

•

Social or community policy objectives: nil

I

•

Risk register:

•

Business continuity
plan:

Informal (I) or formal (F) mechanisms

Profit and Loss:

Source: NIA

Responsibility: NIG
responsibility,
delegated to CEO

Material Risks and Business Drivers:

• Full-time: 0
(Works depot used
where required and
volunteer board)

•

Main revenue driver: Demand for rock (construction),
development, tourism, population growth

•

Main cost driver: Rent

•

Material risks: Condition of rock (often poor quality),
high cost of easement, inability to repay loan in a
timely manner

Source: NIA Statistics,
April 2014






Customer Profile:
•

Employees Profile:

Local only –demand
decreasing

Service Model:

Source: DAE analysis

Source: Norfolk Island consultations

Cascade cliff management board

Works depot

Four positions
including Chair (NIA),
Administrator,
Minister for Finance,
Secretariat

Service
Interdependencies:

Private enterprise
the rock

-Shared Services

Revenue fund

Source: NIA & Norfolk Island
consultations

Asset Profile:
Key business assets:
Significance
to business

Source: Preston Rowe Patterson, asset valuation report, June 2012

Legislative framework:
Source: Norfolk Island Crown Council
Legislation Summary
Public Sector Management Act 2000: regulates the employment of public
servants/public sector employees. Employment Act 1988: establishes minimum
conditions, workers’ compensation, safe working practices, employment
conciliation process and an employment tribunal.
Coverage
Governance

Condition
(1=poor;
5=new)

Capacity
for
growth

Asset condition risk

Upgrade
required
ST/MT/LT

High

-

-

LT

High

-

-

NA

Ownership

Services scope
Industrial relations
Pricing
Enablement
Consumer protection
Human resources
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GBE analysis – Cascade rock financial performance
Revenue, 2012-13

Payment from
businesses
requiring
calibration
consultancy

Expenditure, 2012-13

Calibration of
weight bridge
Flat rate of
$20,000 per year

Total income, expenditure and profit, 2008-14
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Cascade sale of rock – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Occasionally operates at cost recovery
Effective monopoly

Ensure sufficient infrastructure investment

Rock currently stored in stack at school

Ensure efficient and appropriate investment of public funds

Appropriate as needed to pay back Commonwealth but not
efficient

Address market failures by providing effective regulation

na

Re-establish the Island as a ‘going concern’

Has not recently been operating at cost recovery

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and
community

As above and has not fully paid back Commonwealth
Role for government to pay back funds but otherwise no role
No profit driven incentives or marketing
As above and often poor quality of rock

Ensures sustainability of the business

No business plan or asset management processes

Improve efficiency of business

Opportunity for greater efficiency could be realised

Harness synergies where possible with other businesses

Shared services; school

Overall assessment (out of 48)
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Key observations – Cascade sale of rock
Key observations
• Volume of rock sold drives revenue, however this has been in decline. This may be caused by the quality of rock – there is concern
that only ‘soft’ rock remains with limited options for use. The main purchasers are locals and the Airport for high quality rock, and
the Administration for lesser quality rock (used for the roads). A decline in rock sold is also an indication of reduced building activity
on the Island, an indicator of economic activity.
• The quarry’s existence hinges on an implicit assumption that Norfolk Island should maintain its own rock supply, and this is
preferable to the alternative of importing rock on an as needs basis.

• It has been commented that the current resource base is likely to run out in 2-3 years. The relative benefits and costs of the Island
maintaining its own source of rock warrant careful consideration over the next few years. If it is determined that the benefits
outweigh the costs, then the optimal ownership structure and potential location of a future quarry should be considered. On the
other hand, if it is determined that it is more beneficial to simply import rock on an as needs basis, then the Government should
divest itself of rock supply.
• Expenditure is predominantly driven by rent followed by maintenance (calibration of the weight bridge). Rent is paid at a flat rate
of $20,000 per annum for the quarry on private land. As this is a fixed cost, there is little option for reducing this expense with most
opportunities for achieving cost recovery reliant on increasing revenue.
• Cascade sale of rock is currently operating on a roughly break even basis. There is currently $360,736 remaining in royalties to be
paid to the Commonwealth, with approximately $20,000 paid per annum.
• The major risk is the quality of rock and not being able to use it to pay back the Commonwealth.

Alignment with core requirements
• Cascade sale of rock has some degree of alignment with the core requirements. It has a more transparent governance structure
relative to the other businesses in scope, a result of having a separate management board. The role of the board is to deal with the
royalties paid back to the Commonwealth.
• The business does provide financial accounts and reports to determine the remainder of the amount owing to the Commonwealth.
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Options analysis

Summary of options – Cascade sale of rock
Option

Overview

Government delivery

Government would continue to operate the quarry in a similar manner
as today, albeit the core requirements would be adhered to.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The quarry would be corporatised into a ‘proper’ GBE style of
management, and the entire business operation would be reviewed
and improved.

Management contract

The quarry would continue to be owned by the Government, though
its day to day operations and management would be outsourced to a
third party. Given the quarry's poor financial performance and limited
future viability however, it is not expected that such a model would be
feasible or even worth implementing.

Licensing

Ownership of the quarry would remain with the Government though
its operation would be leased to a third party. However as noted
above, its lack of profitability and future growth prospects limits the
feasibility of such an arrangement.

Privatisation

The quarry would be completely divested to the private sector.
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Cascade sale of rock – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

28

27

17

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Cascade sale of rock – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

19

20

20

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation(
Overall assessment (out of 60)
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Feasibility analysis
Cascade sale of rock
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Increased wages due to having to
employ someone solely for its
operations

High

Low

Low

Nil

Medium

Low

Medium

GBE

Unable to find an operator and inability
for NIA to pay back Commonwealth

High

Medium

Low

Management
contract

Unable to find an operator and inability
for NIA to pay back Commonwealth

High

Medium

Low

Licensing

Unable to find a licensee and inability
for NIA to pay back Commonwealth

High

Medium

Low

Privatisation

Unable to find a buyer and inability for
NIA to pay back Commonwealth

High

Medium

Low

Shared
services
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Cascade sale of rock– summary of options
Service
delivery
function

All

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

28

27

17

19

20

20

Justification
• Alignment – of these options, operating cascade sale of rock under a simple government delivery model is most strongly aligned
with the criteria. Given the small scale of operations for this business it is not considered that any alternative form of operation
would be necessary or even desirable. In essence, the cost of implementing any alternative form of delivery would likely be
prohibitive given the small scale of this business.
• Implementation – retaining government delivery means little change from the status quo (noting that the core requirements would
have to be implemented whatever option is decided upon). The alternative options may result in significant implementation outlays
for a very marginal benefit, meaning they are not as cost-effective.
• Competition – competition can technically occur under any option through the opening up of another quarry. That said, the lack of
revenue generated means competition in the short term is unlikely to be feasible in the absence of large scale capital works taking
place across the Island. Market delivery of back office functions might be considered, such as through private delivery of shared
services for businesses that remain in government hands.
• Government delivery – government would continue to deliver the services, albeit in a manner that reflects the core requirements of
accountability, competitive neutrality and appropriate governance.
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Implementation considerations
• The quarry is used solely as a repayment vehicle for Commonwealth loans.
• Given its poor financial records and limited future prospects it is not expected that any form of privatised operation or even
contracted management would be worth the effort.
• Given the likelihood of the current resource base running out in 2-3 years, it is timely now to address the roader question of
whether Norfolk Island needs its own source of rock – i.e. do the cost savings associated with having a domestic rock source (as
opposed to having to import rock on an as needs basis) outweigh the costs of running the quarry.
• If indeed it is found that Norfolk Island maintaining its own rock supply is more beneficial to importing rock on an as needs basis,
then the optimal ownership structure should be assessed.

• We note that a rock supply working group has already been established to consider the question of where the next quarry should
be built. We recommend that the working group also consider the broader question of whether Norfolk Island needs its own rock
supply in the first place.
• With that in mind it is recommended that the Government should continue to operate the quarry in the short term, with future
ownership and operations being considered after the broader rock supply question has been addressed.
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k. Fire services

Current state analysis

Legend

Summary of fire services today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Fire and emergency services provider to the airport and community

Employees Profile:

Material Risks and Business Drivers:

• Full-time: 4

•

Community fire services cost/revenue drivers:
Wages/sales

•

Airport fire services cost/revenue drivers: Wages/no
income

•

Material risks: Maintaining standards (training,
equipment), achieving cost recovery

Mandate and Operating Model:

Governance:

• Casual: 2

•

Cost recovery business model: No

•

• Contract: 2

•

Service competition: Effective monopoly

I

•

Operational mandate: Essential service

I

•

Business model: Break even/cost recovery business

I

•

Social or community policy objectives:
Provide emergency services to NI

I

Informal (I) or formal (F) mechanisms

Responsibility: NIG
responsibility, delegated to
CEO

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity plan:

Profit and loss






Service Model:

Community services is for
local community

•

Airport predominantly
tourism (Approx. 5 return
flights per week)

•

Emergency management
(as needs basis)

Source: NIA & Norfolk Island
consultations

Asset Profile:

Source: Preston Rowe Patterson, asset valuation report, June 2012

Key business assets:
Condition
(1=poor;
5=new)

Capacity
for growth

Asset condition risk

Upgrade
required
ST/MT/LT

Ownership

Service Interdependencies:

Airport fire services

- Inputs – ambulance, police,
airport

Community fire
services

Emergency
management

Revenue fund
Legislative framework:
Legislation Summary

Source: Norfolk Island Crown Council

Fire Control Act 2000: empowers officers: to enter on any land for fire prevention, to issue
directions to landowners. Disaster and Emergency Management Act 2001: Makes provision for
disaster & emergency management in the event of a declared state of disaster or emergency

Coverage
Governance
Services scope

-

-

LT

Industrial relations

High

3.5

-

LT

Pricing

Medium

3.5

-

LT

High

-

-

NA
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-Shared Services

Fire services
management

High

-

Source: Norfolk Island consultations

NI administration

Customer Profile:
•

Significance to
business

Source: NIA Statistics,
April 2014

Source: DAE analysis

Enablement
Consumer protection
Human resources

Yes=  No=









Relevant Legislation
Fire Control Act 2000; Disaster and
Emergency Management Act 2001

Employment Act 1988

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Fire services financial performance
Total fire services revenue, 2012-13

Total fire services expenditure, 2012-13

Total income, expenditure and profit, 2010-14
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GBE analysis – Fire services financial performance
Fire services prices charged per unit of activity, 2014

$1.50/pax movement is
remitted to the fire services
but not accounted for in the
fire service’s accounts

Airport fire services expenditure, 2012-13

Unlikely to be operating at
cost-recovery as time to
complete inspections (and
associated wage) would
exceed price

Airport fire services total income, expenditure and profit, 2010-14
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GBE analysis – Fire services financial performance
Community fire services revenue, 2012-13

Community fire services expenditure, 2012-13

Community fire services total income, expenditure and profit, 2010-14
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Fire services – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Is not operating at cost recovery
Monopoly

Ensure sufficient infrastructure investment

Recently upgraded and high quality vehicle and infrastructure
investment

Ensure efficient and appropriate investment of public funds

Recent investment not necessarily efficient use of public funds

Address market failures by providing effective regulation

Essential service that the government is supporting

Re-establish the Island as a ‘going concern’

Revenue fund used to support service

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Provides sufficient fire services but not at cost recovery
Role for government but could be role for Commonwealth
Not operating at cost recovery and fees not set to break even

Ensure an appropriate return to government and
community
Ensures sustainability of the business

No financial return but service
No business plans or reporting

Improve efficiency of business

Opportunity for greater efficiency could be realised

Harness synergies where possible with other businesses

Shared services; other emergency services for management

Overall assessment (out of 52)
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Key observations – Fire services
Key observations
• Wages drives fire services expenditure for both Airport and community services. This is because of the services they provide, in
which they need a certain number of employees to be trained and present at community fire events and when each aircraft lands.
Expenditure has remained relatively stable, while income has slightly increased.

• While a small amount ($1.50 per passenger movement) of the Airport’s landing fee is given to the fire services, this is not properly
attributed to the fire services’ income statement - a cost allocation issue that is not uncommon across Norfolk Island. It is also
apparent that $1.50 is nowhere near sufficient to cover the operating costs; generating less than $100,000 per year on current
traveller numbers, while the cost of staffing the Airport’s fire services alone stands at around $250,000 per year.
• That said, any alteration to this charge would involve increasing the Airport’s landing fee, which may have implications for the
current subsidy agreement between the Commonwealth and Air New Zealand for the provision of air services to the island.
• A unique feature of Norfolk Island is that its community fire services are provided from the same resources that are used for the
Airport fire services.
• Most jurisdictions of Australia impose a levy as part of regular rates payments, but with no rates structure in Norfolk Island, fire
services are provided completely free of charge to the community.
• It is also notable that Norfolk Island is currently considered a category 6 airport, and this dictates the calibre of trucks, firefighting
equipment, and the qualifications of the staff. That said, Norfolk Island is the only category 6 Airport whose fire services are not
provided by Air Services Australia.

• We understand that changing Norfolk island’s Airport to a category 5 airport, which may in turn save on running costs, is under
consideration by CASA.
• The few services that are charged for are unlikely to be operating at cost recovery. While this is a service that tends to have few
charges given it is predominately a government service, there are nevertheless some paid services (e.g. installation of fire alarms
and inspection of extinguishers), the prices for which likely do not reflect the true cost of employees’ time and subsequent wages to
provide the services.
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Key observations –Fire services
• A major risk is workforce training and retention. Feedback received during our trip to the Island was that employees needing to
attend training courses in Australia, particularly for the Airport fire services, are not always able to do so (due to a variety of factors
including cost, prioritisation of Australian firefighters, and lack of space). Not only does this create safety issues in terms of fire
fighters not having access to the requisite training, but it potentially could create retention issues and employee dissatisfaction.

Alignment with core requirements
• The current fire service does not have reporting requirements that align with the core requirements. It does not have KPIs, nor a
proper cost model to ensure cost recovery and transparency of fees and costs.

• It lacks a transparent and clear governance structure, with no intergovernmental agreement despite the fact the Commonwealth
provides airport fire services to all other jurisdictions and territories. There is a lack of transparency regarding key processes such as
plant and equipment updates.

Focus of options analysis
In considering the key observations, the options will be assessed according to the following service offerings:
• Community fire services
• Airport fire services (known as the Aviation Rescue and Fire Fighting Services, or ARFFS)
Emergency management will not be considered as a separate service offering in the options analysis because it occurs on an as-needs
basis when an emergency situation occurs and fire services becomes responsible for managing joint emergency operations.
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Options analysis

Summary of options – Fire services
Option

Overview

Government delivery

Fire services – including community and Airport services – would
continue to be provided by government as is currently the case, though
the core requirements would be adhered to.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

Community and Airport fire services would be operated as a
corporatised GBE with independent management and board and clear
and transparent reporting requirements.

Management contract

While government would continue to own the fire services and
associated infrastructure its operations would be outsourced to an
independent provider.

Licensing

A privatised operational structure is not considered feasible for a
service such as fire.

Privatisation
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Community fire services – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

38

36

23

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Community fire services – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

23

19

16

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Community fire services
Option

Identified risks

Government
delivery

Achieving cost recovery

Shared
services

Achieving cost recovery

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Medium

Low

High

Medium

Low

Medium

GBE

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Management
contract

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Licensing

May pose safety issues if services are
not always supplied because they are
not cost-effective

High

Medium

Low

Privatisation

May pose safety issues if services are
not always supplied because they are
not cost-effective

High

High

Low
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Airport fire services (ARFFS) – gov’t delivery options
Criteria

Government
delivery

Shared services

GBE

40

37

23

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Airport fire services (ARFFS) – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

23

23

18

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Airport fire services (ARFFS)
Option

Identified risks

Government
delivery

Achieving cost recovery

Shared
services

Achieving cost recovery

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Medium

Low

High

Medium

Low

Medium

GBE

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Management
contract

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Licensing

May pose safety issues if services are
not always supplied because they are
not cost-effective

High

Medium

Low

Privatisation

May pose safety issues if services are
not always supplied because they are
not cost-effective

High

High

Low
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Fire services - summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Community
fire services

38

36

23

23

19

16

Airport fire
(ARFFS)

40

37

23

23

23

18

Justification
• Alignment – of these options, operating both community and airport fire services is most closely aligned with government delivery.
As an essential service, it is infeasible to consider private delivery of most aspects of this business area.

• Implementation – of the options that align strongly, government delivery and shared services are likely to be the easier options to
implement as they do not significantly depart from the current model. Some degree of market testing may be feasible for the
limited amount of charged services, however would need to undergo significant costing and as such would be unlikely to attract
potential operators.
• Competition – the nature of the market means competition is unlikely to occur under any service model. It is an essential service
with relatively low return from providing services. As such, competition is not considered feasible and government has a legitimate
role for service delivery.
• Government delivery – as per most jurisdictions fire services will continue to be provided by the Norfolk Island Government. That
said, there is a need for a proper costing model, even with a fully government provided service.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Government delivery
• There is little scope for anything other than pure government delivery of fire services. That said, it is important to ensure a proper
cost model is in place, so that those services which are charged for are charged for appropriately, and so that the complete and true
budgetary impact of providing fire services is a matter of public record.
• The imposition of a levy or rates structure for the provision of fire services could nevertheless ensure the business operates on a
broadly cost recoverable basis. A fire services fee could be implemented as part of the proposed land tax regime for Norfolk Island.
• While the Airport fire services are charged for at a minimal amount ($1.50 per passenger movement), this is nowhere near a cost
recoverable amount. That said, the implications that increasing this fee might have on the Commonwealth’s arrangement with Air
New Zealand would need to be considered ahead of time.
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l. Museums

Current state analysis

Legend

Summary of museums today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Caring for and displaying artefacts from collections, ‘telling the Island’s stories’,
running tours, a shop and an historical play

Mandate and Operating Model:

Governance:

•

Cost recovery business model: No

•

•

Service competition: Competitive landscape
I

•

Operational mandate: Service Provision

•

Business model: Break even/cost recovery

•

Social or community policy objectives:
Preserve cultural and historical assets of NI and educate
people on NI’s heritage

I
I
I

Informal (I) or formal (F) mechanisms

Profit and Loss:

Source: NIA

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity
plan:

Material Risks and Business Drivers:

• Full-time: 0

•

Museum cost/revenue driver: wages & conserving
artefacts/volume of tourists

•

Production cost/revenue driver: Wages/sales

•

Retail cost/revenue driver: Wages/COGS

•

Material risks: Loss of café and main point of ticket
sales. Salt air from building location damaging artefacts

• Casual : 3.36FTE
• Contract: 3

Responsibility: NIG
responsibility,
delegated to CEO

•

Employees Profile:

Source: NIA Statistics,
April 2014






Service Model:

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Museum
management

Conservation

Trial of 15

Source: NIA & Norfolk Island
consultations

Source: Preston Rowe Patterson, asset valuation report, June 2012

Key business assets:

High

Capacity for
growth

-

Medium

3.0

Low

-

Asset condition risk

Upgrade
required
ST/MT/LT

Ownership

Coverage

Services scope

Industrial relations
Pricing

MT

-

LT

Consumer protection

NA

NA

Human resources
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Source: Norfolk Island Crown Council

Public Sector Management Act 2000: regulates the employment of public servants/public sector
employees. Employment Act 1988: establishes minimum condition, worker compensation, safe
working practices, employment conciliation process and an employment tribunal.

Locations damage
artefacts (i.e. salt)

NA

Retail

Legislation Summary

Governance
Condition
(1=poor;
5=new)

- Inputs – KAHVA

Revenue fund
Legislative framework:

Significance
to business

-Shared Services

Customer Profile:
Predominantly tourists.
Detailed data on customer
profile not provided

Asset Profile:

Source: DAE analysis

Enablement

Yes=  No=









Relevant Legislation

Employment Act 1988

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Museums financial performance
Revenue, 2012-13

Expenditure, 2012-13
Misc inc
0%

Sales Tof15
10%

Sales bookshop
31%

Sales conservation
59%

Total income, expenditure and profit, 2008-14
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GBE analysis – Museums financial performance
Conservation revenue, 2012-13

Conservation expenditure, 2012-13

Conservation total income, expenditure and profit, 2010-14
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GBE analysis – Museums financial performance
Retail revenue, 2012-13

Retail expenditure, 2012-13

Retail total income, expenditure and profit, 2010-14
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GBE analysis – Museums financial performance
Trial of 15 revenue, 2012-13

Trial of 15 expenditure, 2012-13

Production total income, expenditure and profit, 2010-14
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Museums – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Is not operating at cost recovery
Other museums on NI including an interpretation one in KAVHA

Ensure sufficient infrastructure investment

Buildings with asbestos and in generally poor condition threaten
preservation of artefacts

Ensure efficient and appropriate investment of public funds

Not achieving cost recovery and potentially more efficient
museum infrastructure to reduce wages expense

Address market failures by providing effective regulation

na

Re-establish the Island as a ‘going concern’

Building investment needed, making a loss

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

State of buildings threatens collection

Government or private sector can deliver the role
Making a loss but active marketing

Ensure an appropriate return to government and
community

No financial return but conserves historical and cultural contents
for NI

Ensures sustainability of the business

Has business plans and strategy

Improve efficiency of business

Opportunity for greater efficiency could be realised

Harness synergies where possible with other businesses

Shared services; KAVHA

Overall assessment (out of 48)
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Key observations – Museums
Key observations
• Wages drive museum expenditure, which is brought about by the museums being spread across four different buildings within
KAVHA. This means there must be at least four staff members employed during all opening times (one at each museum). Wages are
the biggest expense for all three service offerings; production, retail and conservation.

• Museums are not operating at cost recovery. Only the conservation business turns a profit on a regular basis. Revenue from the
retail business was affected by asbestos forcing the closure of the café within the KAVHA area.
• That said, it is worth noting that the museums have never been expected to run at a profit, and indeed many museums around the
world are not expected to be profit makers. It is recognised that the museums exist for cultural and ideological reasons in addition
to purely economic ones.
• A major risk is the ability to preserve museum assets in the current building conditions. During consultations it was noted that the
location of the museums at KAVHA means precious artefacts are often subjected to significant amounts of salt which creates
preservation risks and greater conservation outlays. Buildings also require upgrades following asbestos in the main ticket sales/café
building.

Alignment with core requirements
• Relative to other businesses the museums have a more comprehensive array of reporting arrangements, including a strategic plan,
risk register and business plan.

• There is also a clearer governance structure, with the Commonwealth owning the land, buildings and artefacts (except for one
museum where the artefacts are owned by Norfolk Islanders), which are conserved and displayed by an independent operating
body, thereby creating a separation of ownership and control.

Focus of options analysis
In considering the key observations, the options will be assessed according to the following service offerings:
• Conservation

• Retail (bookshop)
• Production (Trial of 15).
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Options analysis

Summary of options – Museums
Option

Overview

Government delivery

The museums would continue to be provided directly as a government
service as per today, though the core requirements would be adhered
to.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The museums would be corporatised into a ‘true’ GBE structure, with
an independent manager and board, and a clear profit generating
mandate. As part of this mandate it is expected that the museums
would be co-located so as to control exorbitant and unnecessary
staffing costs.

Management contract

Ownership would remain in government hands, but management
would be outsourced to an external provider. It is expected that a
single contract would be issued for the management of the entire
museum operation – that is, conservation, retail and the Trial of 15
production.

Licensing

The operation of the museums under this approach would be leased to
the private sector. As with above it is expected that a single lease
would cover all of the current operational aspects of the museums.
What to do with the artefacts in the museums, many of which are
owned by Norfolk island residents, is a key consideration.

Privatisation

The complete operations of the museums would be sold to the private
sector. This could occur either in unison – i.e. the retail, conservation
and Trial of 15 operations together - or each separate aspect could be
sold individually.
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Museums conservation – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

35

34

42

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Museums conservation – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

43

32

30

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Museums conservation
Option

Identified risks

Government
delivery

Achieving cost recovery

Shared
services

Achieving cost recovery

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Medium

Low

Medium

Medium

Low

Medium

GBE

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Medium

Management
contract

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Medium

Licensing

May not be long term focused enough
to complete thorough conservation

High

Medium

Low

Privatisation

Artefacts are removed from museums
by owners

High

High

Low
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Museums retail – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

20

22

35

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Museums retail – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

36

34

34

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Museums retail
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Achieving cost recovery

Medium

Low

Medium

Shared
services

Achieving cost recovery

Medium

Low

Medium

GBE

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Management
contract

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Licensing

Clear understanding of costs and value
of business to find appropriate licensee

High

Medium

Low

Privatisation

Clear understanding of costs and value
of business needed to enhance
market’s appetite

High

Medium

Medium
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Museums Trial of 15 – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

20

20

31

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Museums Trial of 15 – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

37

28

34

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Museums production
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Achieving cost recovery

Medium

Low

Medium

Shared
services

Achieving cost recovery

Medium

Low

Medium

GBE

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Management
contract

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Low

Licensing

Clear understanding of costs and value
of business to find appropriate licensee

High

Medium

Low

Privatisation

Clear understanding of costs and value
of business to enhance market’s
appetite

High

Medium

Medium
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Museums - summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Museums
conservation

35

34

42

43

32

30

Museums
retail

20

22

35

36

34

34

Museums
Trial of 15

20

20

31

37

28

34

Justification
• Alignment – of these options, operating the conservation aspect of the museums under a management contract is most closely
aligned with the criteria. The uncertainty surrounding the profitability of the retail and production aspect lends itself to a
management contract as the optimal approach as well.
• Implementation – privatisation would be complex to implement, with many assets belonging to private individuals and the
Commonwealth. This would create difficulties in arranging the sale process; some owners might be less inclined to leave their
artefacts in a privately owned museum as they would be in a Government run museum. Given this, a management contract is likely
the most cost effective option.
• Competition – the museums currently operate in a competitive market - several museums on the Island are private businesses.
Competition would also be through the bidding process for the management contract itself.
• Government delivery – the Government would retain ownership of the museums; only the day to day management would be
contracted out. Governments often own iconic museums – the National Museum of Australia, for example – on the grounds that
they are an important tourist drawcard. That said, the museum’s poor financial performance in recent years warrants special
consideration, and market testing should not be ruled out as a future possibility.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Implementation
• Given the complexity of privatising retail and productions, it may be more feasible for these to come under the same management
contract as the museums. In this way a clear transition point could be in place, from the current situation, to a management
contract, and finally privatisation should this be considered a viable option.
• Given the Commonwealth Government owns most of the assets, there may be an opportunity to explore further funding
opportunities at the Commonwealth level. This could be solely for preserving and conserving artefacts, a role currently undertaken
at the cost of the NIA.
• The location of museums should be considered under any operating structure. Given the risks identified with regard to the salty air
affecting the ability to conserve precious artefacts, and given the potential for higher value land uses (say, a café by the beach at
Slaughter Bay), re-locating the museums to a single shopfront in the Burnt Pine township would seem a logical move. (This would
also generate a greater amount of passing trade).
• Finally, many inefficiencies currently occur as a result of the building structure based at KAVHA. Merging KAVHA and the museums
together under the one management contract could be an opportunity for further consideration. This would create economies of
scale and resolve the risks identified in the current state analysis. For instance it provides an opportunity to reduce wages and
change to an alternative KAVHA building further from the ocean to reduce the risk of artefact damage.
• That said, it would need to be determined whether merging with KAVHA might hinder the museum’s ability to relocate outside of
the KAVHA area.
• Whether to contract out the operations of the museum separately or in unison is another consideration. Given the potential for
economies of scale/scope, and the interdependencies within the different business units – for example the retail arm relies on the
conservation arm, otherwise it doesn’t have anything to sell – a combined management contract would seem the best approach.
• The contracted management could then employ whomever he/she/they deem necessary to run the separate aspects of the
museum operation.
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m. Tanalith

Current state analysis

Legend

Summary of tanalith today
Overview of Business:

•

Source: DAE analysis & NI consultations

Service offerings: Provides tanalising (timber preservation) services, mostly to private customers
but some to KAVHA and NI forestry as well.

Employees
Profile:

Governance:

• Casual : 0

•

Cost recovery business model: Unclear

•

• Contract: 0

•

Service competition: Unlegislated government monopoly

I

•

Operational mandate: Provision of tanalising services

I

•

Business model: Break even/cost recovery

I

•

Social or community policy objectives:
Ensure pine is appropriately treated

I

Informal (I) or formal (F) mechanisms

Profit and Loss:

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity
plan:

Source: NIA

•

Private: 96%

•

KAVHA: 3%

•

NI Forestry: 1%

Source: Preston Rowe Patterson, asset valuation report, June 2012

Asset condition risk

Significance
to business

Condition
(1=poor;
5=new)

High

3

-

LT

Medium

4

-

LT

•

Material risks: Contamination, economic volatility,
availability/cost of alternate treatment options, poor
governance and operating model

Upgrade
required
ST/MT/LT

Medium

-

Contamination location

NA

Ownership

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Tanalith
management

-Outputs – construction sector
- Inputs (H) – forestry sector,
electricity, tanalith solution

Revenue fund
Legislative framework:
Legislation Summary

Source: Norfolk Island Crown Council

Public Sector Management Act 2000: regulate the employment of public
servants/public sector employees. Employment Act 1988: establishes minimum
condition, worker compensation, safe working practices, employment conciliation
process and an employment tribunal.
Coverage

Services scope
Industrial relations
Pricing
Enablement
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Main cost driver: Wages, cost of electricity and tanalith
solution

Service Model:

Governance
Capacity for
growth

•

Customer Profile:

Source: NIA & Norfolk Island
consultations

Asset Profile:
Key business assets:

Main revenue driver: Tanalith charges , construction activity,
interest rates, population growth

Source: NIA
Statistics, April 2014






Source: DAE analysis

•

• Full-time: 1

Mandate and Operating Model:

Responsibility: NIG
responsibility,
delegated to CEO

Material Risks and Business Drivers:

Consumer protection
Human resources

Yes= No= 









Relevant Legislation

Employment Act 1988

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Tanalith financial performance
Revenue, 2012-13

Total income, expenditure and profit, 2008-14
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Expenditure, 2012-13

Volume of timber treated, 2000-2014 YTD

Volume of
wood treated
is in decline
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Tanalith – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Has been operating at a loss for the past five or so years

Ensure sufficient infrastructure investment

Plant was upgraded in past decade

Ensure efficient and appropriate investment of public funds

Makes a loss but has potential as a broader lumber business

Address market failures by providing effective regulation

No market failure

Re-establish the Island as a ‘going concern’

Potentially provides a valuable input into the Island’s construction
sector.

Operates as an unlegislated government monopoly

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)

Objectives are solely to deliver treated timber; inefficient
operations

Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Potential role for government but current structure inefficient

Ensure an appropriate return to government and
community
Ensures sustainability of the business

Operating at a loss with declining charges

Improve efficiency of business

Operates on ad hoc, as needs basis; no economies of scale

Harness synergies where possible with other businesses

Potential to integrate with upstream forestry plantations and
operate as a broader lumber business.

Overall assessment (out of 52)
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Charges have declined slightly over the past decade

Operating at a loss; average charges have declined

6
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Key observations – Tanalith
Key observations
• The tanalith plant was constructed in the mid 1960s and has been upgraded in the past decade for OH&S reasons and to minimise
the risk of environmental damage from chemical spills. Nevertheless, some consider that the plant’s future is limited (Byron 2012).
• Under the current operational structure, there are no incentives
for the tanalith plant’s operators to improve efficiency, nor
even to operate at a profit.
• Indeed, over the past five years the average tanalith charge
received has declined by around 3% (see chart). These charges
are not reflective of the costs of operating the plant.
• In line with declining volumes generally, it’s not hard to see why
the plant has been operating at a loss fairly consistently over
the past five years.
• The plant sits on Crown land, and the potential for contamination (or potential for the land to already be contaminated) presents
constraints to future private involvement with the plant.
• Roughly half of the Island’s timber supplies are met with imported timber from New Zealand. Byron (2012) notes that this is mostly
a time disadvantage – it is simply quicker to source timber from off Island, because sourcing it domestically requires them to first
purchase the timber from a plantation owner.

• The plant operates as an isolated business, independent of the foresters and the harvesters on which it depends; it only treats
timber once it has been purchased by a third party, and does not purchase and treat timber directly from the foresters and
harvesters.
• If a builder on Norfolk Island desires domestic timber, he or she must first purchase the timber from a forester. Once the timber has
been purchased the builder then sends it to the tanalith plant for treatment. Now, because harvested timber has a limited lifecycle
before it begins to rot, if the builder’s timing does not neatly correspond with the harvesting cycle, then the builder must wait for
the next cycle (because timber from the previous cycle has begun to rot).
• In other jurisdictions (including Australia and New Zealand), lumber yards purchase timber from plantation owners at harvesting
time, treat it, and store it in their yards ready for sale. The builder therefore needs only approach the lumber yard when he or she
wishes to build a house, rather than dealing directly with the plantation owner.
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Key observations – Tanalith
Alignment with core requirements
• As shown on the previous slide, the average fee charged for tanalysing services has declined over the past five or so years. Clearly
this fee is not sufficient to cover the costs of running the plant. In addition, the plant operates on an ‘as needs’ basis; when a batch
of timber comes in for treatment, the plant is fired up, operated, then shut down.

• Data obtained from the tanalith plant indicate that on average, only around 1.6 cubic metres of timber are treated at any one time,
yet in a given month anywhere from 30 to 100 cubic metres of timber are treated in total. Clearly this is not cost minimising: a
more effective and efficient way to operate would clearly be to treat all 30 to 100 metres in a single session (or a number of
sessions), which would save on electricity and staffing costs, rationalise the amount of tanalith solution needed, and increase the
plant’s operational capacity.
• However the current operational structure of the plant does not facilitate such an arrangement – put simply, the timber it is
treating is not its own, it is its customers. It is therefore obliged to treat the timber as and when its customers demand, regardless
of the inefficiencies this creates. Clearly the current operational structure is not consistent with cost minimisation principles.
• In summary, there are two key factors that are hindering the plant’s financial performance:
• Tanalith charges are not changing to keep up with changing input costs (or even inflation); and
• The plant is operating on an as needs basis, treating very small quantities at a time.
• A clear alternative would be for the tanalith plant to operate in a holistic manner, taking involvement in the whole forestry process,
from harvesting to treatment (either through direct involvement or sub-contracting). Currently, plantation owners harvest timber
and essentially live in hope that someone will buy their logs, because unsold logs (prior to treatment) quickly become unusable.
• So by the tanalith plant operating more as an integrated lumber yard, that buys the timber, treats it, and sells directly to the pubic,
not only has the tanalith plant improved its own efficiency and cost structure, but it has also improved the plantation owner’s sales
by eliminating wasted timber. Finally, it has made it a lot easier for end users of wood to obtain cost effective, treated local pine, as
opposed to having to import pine from New Zealand (and incur additional costs in the process).
• It is also worth noting that the plant sits on Commonwealth owned land, which may be contaminated due to the tanalith solution.
This would have to be considered ahead of any potential divestment in future.
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Options analysis

Summary of options – Tanalith
Option

Overview

Government delivery

The Norfolk Island Government continues to own and operate
the tanalith plant, but the core requirements are adhered to
(though keeping in mind that the land on which the plant sits is
owned by the Commonwealth)

Shared services

Same as above, but key back office functions are attended to by
the administration.

GBE

The plant remains in government hands but operates as a ‘true’
GBE, with separation of ownership and control and appropriately
structured incentives for operators to increase efficiencies and
operate at a profit. By providing such incentives it is assumed
that the plant would ultimately operate as a broader, holistic
lumber business – i.e. it would purchase harvested timber in its
own right, treat that timber and then sell treated timber directly
to end users.

Management contract

The plant would remain in government hands but would
outsource the operation of the plant to the private sector under
contract – i.e. profit would remain in government hands. It is
expected that the contract would stipulate that the plant is to
operate as a broader lumber business, as per the description
provided above.

Licensing

The Government would issue a license for private sector
operators to take over all aspects of the plant except ownership.
The plant would be run in whatever way the lessee deems
appropriate. In other words the plant would be essentially
privatised, though the land and buildings would remain in
government hands.

Privatisation

The plant would be completely divested to the private sector.

227 Norfolk Island government business analysis

© 2014 Deloitte Access Economics Pty Ltd

Tanalith – government delivery options
Criteria

Government
delivery

Shared services

GBE

24

24

37

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Tanalith – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

44

39

40

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Tanalith plant
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Not creating incentives for management
to improve profitability

Medium

Low

Low

Shared
services

Not creating incentives for management
to improve profitability

Medium

Low

Low

GBE

Lack of external demand makes
profitability questionable

Medium

Medium

Medium

Management
contract

Difficult to incentivise profit making
behaviour

Low

Low

Medium

Licensing

Lack of private sector demand

High

High

Medium

Lack of private sector demand; unclear
legal issues because of Crown ownership
of land

High

High

Medium

Privatisation
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Tanalith – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Tanalith plant

24

24

37

44

39

40

Justification
• Alignment – the ‘market testing’ options, plus the GBE option, align most strongly with the objectives since they create an incentive
for the plant’s owners/operators to maximise efficiency and potentially profits. The government delivery and shared services options
would not create appropriate incentives. Overall, management contract wins because of the ability to include appropriate
incentives even in the absence of profitability (say, by ensuring a desired return on assets), the ability to easily transition into an
alternative ownership model in the future, should such become desirable, and the ability to incorporate certain conditions into the
contract, such as obliging the operator to operate as a holistic lumber yard as described above.
• Implementation – an appropriate management contract could be drawn up and implemented virtually immediately, whereas each
of the other ‘business like’ options (GBE, licensing and privatisation) would require considerable market research and administrative
costs, coupled with uncertainty over whether sufficient demand would ever exist for the plant to become profitable.
• Competition – it is not considered likely that sufficient demand would ever exist to warrant more than one tanalith plant, even if it
were to operate as part of a broader lumber business as suggested. The benefits of private operation lose their lustre in a
monopolised market. Also, the plant’s location on Crown land raises legal uncertainties, and privatisation has already been tried
unsuccessfully in the past. The main source of competition at present is from imported Radiata Pine timber from New Zealand. This
will continue in the future, which will ensure some form of competitive pressure in regards to pricing of treated logs. In future, if the
suggested model of a broader, holistic lumber business is successful, privatisation may well become feasible.

• Government delivery – the Government will continue to own the tanalith plant for the time being, though it will be outsourced to
private sector management. If the proposed operating model is successful then it is expected that divestment might be considered
in the medium to longer term.
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Implementation considerations
The need for a tanalith plant
• The need for a tanalith plant hinges on the need for a domestic forestry industry. This analysis assumes that domestic forestry will
continue into the future. An alternative would be for domestic forestry to cease and for Norfolk Island to simply import its timber
requirements from offshore. It is estimated the Tanalith plant supplies about half the Island’s sawn timber consumption, with the
other half made up of Radiata Pine imports from New Zealand (Byron 2012).
• Due partly to the time it takes for the tanalith plant to treat timber, Byron (2012) notes that “even with the delays and costs
inherent in international shipping, it seems NZ can service Norfolk timber buyers more quickly and efficiently than the domestic
industry can.”

• In the absence of the tanalith plant, domestic timber could either be left untreated, treated in some other way, or sent offshore for
treatment. This would enhance the desirability of imported pine from New Zealand and reduce the feasibility of the Island’s forestry
sector.
• With the ageing population and deteriorating economic situation, the future for construction on the Island is not bright. And with
the potential expansion of the Cascade jetty in coming years, it is likely that the cost of importing New Zealand pine could fall. On
that basis Byron (2012) argued that the domestic forestry sector faces an extremely uncertain future.
• That being said, it is clear that the plant is not currently operating on a cost minimisation basis, and the average tanalith charge
received has in fact declined over the past five or so years. The plant currently operates on a roughly break-even basis, suggesting
that if the cost structure and efficiency of the plant were improved, it could in fact be a profitable business.
• Relative to 2007, if the average tanalith charge hadn’t declined and instead grown in line with, say, the retail price index, the plant
would have been generating a modest profit (assuming the volume of logs treated didn’t change). And that is before considering
the efficiencies that could be gained by changing the operational structure.
• Logically, if Norfolk Pine and imported pine are on a roughly comparable cost basis under the current structure, then it stands to
reason that Norfolk Pine would enjoy a considerable cost advantage relative to imported timber if the plant were to operate in a
more efficient manner and increase its charges in line with its costs.
• Tanalisation is just one aspect of the broader process involved in getting a log to market, and yet the tanalith plant operates
completely independently of the harvesting, clearing and felling processes. By operating as part of a holistic lumber business that
purchases logs in bulk from plantation owners before treating the logs and storing them ready for sale, it is expected that the
tanalith plant could develop into a profitable business enterprise – this will be discussed in the next slide
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Implementation considerations
Optimal ownership structure
• It is worth noting that attempts to privatise the plant in the past have been unsuccessful, due either to concern about economic
viability or concerns over liability for past chemical spills.
• Given the uncertain future of the Island's pine plantations, it seems unlikely that there would be much private sector appetite for
the tanalith plant. With that in mind, the best option seems to be to implement a management contract that provides sufficient
incentive for the plant’s operator(s) to improve its efficiency and financial performance.
• A management contract also has advantages in the sense that it would be easy to implement, and would leave the door open for
alternate ownership structures down the track. For instance one option to consider might be for some form of co-operative
ownership structure, which combined the interests of both sets of key stakeholders – i.e. the owners of forestry plantations and
the construction industry.
• In so doing, the contract should facilitate the tanalith plant establishing itself as a more holistic lumber business, that purchases
and treats timber in its own right rather than waits for customers to provide it with individual logs to treat.
• An implementation consideration is therefore the exact mechanism by which this should occur. Options include:
• The tanalith plant and forestry plantations remaining as separate entities, with the latter selling logs under contract to the
former; or
• The tanalith plant and the forestry plantations merging so that the manager of the business is directly responsible not only for
the plantation and harvesting of timber but also for the treatment and sale of that timber (i.e. an integrated forestry business).

• Both options would see the tanalith plant treat timber proactively based on an assessment of the likely demand for treated timber,
as opposed to reactively on an as needs basis. Returning to the example of the local builder, he or she could then purchase treated
timber from the tanalith plant whenever it is required, which would likely result in considerable cost savings relative to both the
current cost of Norfolk Island timber and the cost of imported timber.
• Another implementation consideration is the type of log that should be planted. Byron (2012) notes that Radiata Pine from New
Zealand is favoured in the construction industry because it is lighter and easier to work with, while Norfolk Pine is preferable for
appearance (e.g. for furniture).
• Importantly, the decision of what to plant is best left to a profit maximising business manager. However, it is worth noting that an
integrated lumber business that covers planting, harvesting and treating might be in a better position to alter their plantations
based on market demand.
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n. Broadcasting

Current state analysis

Legend

Summary of broadcasting today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: News updates, entertainment, community announcements

Mandate and Operating Model:
Cost recovery business model: No

•

Service competition: Legislated monopoly

•

Operational mandate: Service provision

•

Business model: Break even/cost recovery

•

Social or community policy objectives: Provide the
community with news and current affair updates

• Full-time: 1

•

Main revenue drivers: Sponsorships

• Casual: 4

•

Main cost drivers: Casual announcer wages, cost of
electricity and infrastructure

•

Material risks: Poor condition of mobile broadcasting
vehicle

• Contract:

•

Responsibility: NIG
responsibility, delegated to
CEO

Source: NIA Statistics,
April 2014

I

•

Strategic plan:

I

•

Business plan:

•

Risk register:

•

Business continuity plan:

I

Profit and Loss:

Material Risks and Business Drivers:

Governance:

Supported through
informal (I) or formal (F)
mechanisms

•

Employees Profile:

I

Source: NIA






Service Model:

Source: DAE analysis

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Broadcasting
Management

-Shared Services

Customer Profile:
•

Local listeners

•

Business sponsors

Community
announcement

Entertainment

Revenue fund
Legislative framework:
Legislation Summary
Source: NIA & Norfolk Island
consultations

Asset Profile:

Source: Preston Rowe Patterson, asset valuation report, June 2012

Key business assets:
Significance
to business

Condition
(1=poor;
5=new)

Capacity
for
growth

Asset condition risk

High

4.0

-

LT

High

2.6

-

ST

High

3.1

Outdated technology

ST

Medium

-

Extremely poor condition

ST

Low

-

-

NA

NA
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Upgrade
required
ST/MT/LT

Ownership

Source: Norfolk Island Crown Council

Norfolk Island Broadcasting Act 2001: Establishes the “Norfolk Island Broadcasting
Service”. The Act imposes the requirement for broadcasting services
(radio/television open/limited) to be licensed.
Coverage
Governance
Services scope
Industrial relations
Pricing
Enablement

Consumer protection
Human resources

Yes=  No= 










Relevant Legislation

Employment Act 1988
Norfolk Island Broadcasting Act 2001

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Broadcasting financial performance
Revenue, 2012-13

Expenditure, 2012-13
Approximately 50
companies per
month pay on
average $70 per
month

Total income, expenditure and profit, 2010-14
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Broadcasting – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Has been operating at a loss for the past five or so years

Ensure sufficient infrastructure investment

Needs upgrade of mobile broadcasting van

Ensure efficient and appropriate investment of public funds

Provides community service in the form of radio services, with
some private sponsorship of certain segments

Address market failures by providing effective regulation

Operates under complete government control

Re-establish the Island as a ‘going concern’

Sponsorship rates are extremely low and provide an unfair
advantage over other forms of advertising

Operates as a government monopoly

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services

Delivers radio services but infrastructure in poor condition

Case for government ownership, but lack of professional
independence raises other questions about media freedom

Maximise and strengthen the business’ revenue base

Does not operate on a cost recovery basis

Ensure an appropriate return to government and
community
Ensures sustainability of the business

Charges have remained broadly constant over the past decade
Inadequate sponsorship fees mean heavy loss making

Improve efficiency of business

Sponsorship charges have remained constant for the past few
years

Harness synergies where possible with other businesses

Shares infrastructure with Norfolk Telecom for no consideration

Overall assessment (out of 52)
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Key observations – broadcasting
Key observations
• Established under Part 2 of the Norfolk Island Broadcasting Act 2001 as the ‘Norfolk Island Broadcasting service’. Note that in this
context broadcasting refers solely to Norfolk Radio. While technically the broadcasting service extends also to television coverage,
the latter is beamed directly from the mainland and its content is not controlled by the broadcasting service in any way. Under any
operating model for the broadcasting service it is expected that this would continue to be the case.
• Although the Norfolk Island Government ostensibly has little control over the day to day programming of the broadcasting service,
in practice the service reports directly to the Administration, and Administration control is enshrined in legislation.

• The NI Broadcasting Act grants the broadcasting authority the power to issue media licences. The authority is free to deny the issue
of a licence on whatever grounds it sees fit, thereby retaining the government monopoly on broadcasting. The authority is also free
to make whatever rules it deems necessary in relation to the content of broadcasting.
• This raises broader questions about the need for a free and independent press.
• This is not to say government should not be involved with broadcasting. Nevertheless, it cannot be denied that the Administration
of Norfolk Island exerts direct operational control over the Island’s only radio station, and explicitly restricts the ability for private
individuals to conduct broadcasting services on the Island.
• The ABC is an example of a successful government owned broadcasting commission. But unlike Norfolk Radio, the ABC has a
strictly independent board, and a set of strict KPIs in place that must be met in order to receive government funding.
• The broadcasting service essentially operates a community service by providing 24 hour radio coverage, and also by broadcasting
emergency announcements on an as needs basis. Despite being considered an ‘essential government service,’ it operates with no
KPIs, no operational mandate of any form, and no clearly defined community service obligations.
• The broadcasting service is permitted to raise revenue through sponsorships – these essentially function as advertising. However as
discussed below, the fees charged for such sponsorship appear arbitrary and have not changed in the past few years.
• The service operates in a ‘quasi-shared’ relationship with Norfolk Telecom. Until 2009-10 it came under the operational mandate of
Norfolk Telecom, but is now considered a separate government business activity. But there remains a substantive amount of
infrastructure and resource sharing with Norfolk Telecom.
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Key observations – broadcasting
Alignment with core requirements
• The main form of income, aside from direct government grants, is roughly $40,000 a year which is raised from sponsorship revenue
(e.g. businesses can pay to sponsor the morning news programs or other specific programs/time slots). However, even the
commercial aspects of the broadcasting service are not operated in a truly commercial manner. For example many services – such
as broadcasting of government meetings and broadcasting of school events – are provided free of charge, and sponsorship rates are
arbitrary and not levied on a cost recovery basis.
• The cost of sponsorship in general is extremely low. Two line advertisements are available for $5; voice overs are charged at $1 per
second with a 30 second minimum; while one on one interviews are charged $25 regardless of the time taken.

• For less than $100 per month sponsors are able to ‘purchase’ airtime on a daily basis. Given that the radio station essentially has a
captive market for listeners (and the majority of locals have the radio switched on at all times), there seems a clear scope for
sponsorship fees to be raised; if not to make a profit, then at least to cover costs.
• Deloitte Access Economics was provided with an example whereby the cost of wages alone for certain sponsored programs
exceeded the revenue generated from sponsoring those programs. Factoring in other costs such as utilities, infrastructure, and
royalties, it is clear that the sponsorship rates do not come close to cost recovery.
• This raises a number of fundamental concerns:
• Most importantly, it means the Government is effectively providing subsidised advertising to private businesses – likely an
unintended outcome, especially given Norfolk Island’s dire financial circumstances at the moment,
• On a related note, by charging such low rates for radio advertising, the radio station is acting in an uncompetitive manner. In
other words, its pricing schedule (with losses made up from general government revenue) gives it an unfair competitive
advantage over other forms of advertising - e.g. newspapers, online or in tourist brochures.
• With all of that in mind however, the current operational structure provides no way by which to fix this problem. In particular,
the remuneration of the radio station's management is in no way related to the efficiency or revenue of the station, meaning
there is no incentive for anybody to actually address this issue.
• It is also striking that the revenue base is limited to simply sponsorship. While recognising that the size of the Island naturally limits
the radio station's potential to raise revenue, we nevertheless consider that there is greater potential for advertising dollars to be
earned – for example by providing ‘traditional’ advertising options or by inviting businesses to sponsor competitions, etc.
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Options analysis

Summary of options – broadcasting
Option

Overview

Government delivery

The broadcasting service would remain in government hands, but
the core requirements are adhered to.

Shared services

Same as above, but key back office functions are attended to by
the administration.

GBE

The broadcasting service remains in government hands but
operates as a ‘true’ GBE, with separation of ownership and
control and appropriately structured incentives for operators to
increase revenue and efficiency.

Management contract

Management of the radio station would be employed under a
contract granting them full responsibility for hiring and firing of
staff, content decisions, and pricing structure (including the
flexibility to introduce alternate revenue sources). The contract
would provide management with sufficient incentives to
maximise the efficiency (and revenue) of the radio station.

Licensing

The Government would issue a license for private sector
operators to take over all aspects of the radio station except
ownership. The station would thus be run in whatever way the
lessee deems appropriate.

Privatisation

The station would be completely divested to private sector
owners.

242 Norfolk Island government business analysis

© 2014 Deloitte Access Economics Pty Ltd

Broadcasting – government delivery options
Criteria

Government
delivery

Shared services

GBE

38

38

42

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Broadcasting – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

44

32

29

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Broadcasting service
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Not creating incentives for management
to improve profitability

Medium

Low

Low

Shared
services

Not creating incentives for management
to improve profitability

Medium

Low

Low

GBE

Lack of external demand makes
profitability questionable

Medium

Medium

Medium

Management
contract

Difficult to incentivise profit making
behaviour

Low

Low

Medium

Licensing

Inability to make a profit; risk of closure

High

High

Medium

Privatisation

Inability to make a profit; risk of closure

High

High

Medium
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Broadcasting – summary of options
Service
delivery
function

All

Government
delivery

Shared services

38

38

Government
Business
Enterprise

Management
contract

42

44

Licensing
arrangements

Privatisation

32

29

Justification
• Alignment – given the small size of the market it is unlikely that the broadcasting service would ever be able to turn a significant
profit in its own right. In that regard it seems unlikely that licensing arrangements or privatisation present feasible options, at least
in the near term. That said, it is crucial that services be provided at least on a cost recovery basis, and a review of sponsorship rates
is also desirable.
• Implementation – a management contract or GBE seem the preferable options, since both of these structures would formalise the
separation between ownership and control. A difficulty with the GBE option is the unlikelihood of the radio station ever turning a
profit; that said, the presence of specific legislation establishing the Norfolk Island Broadcasting Authority would somewhat simplify
the process of establishing a GBE. Licensing and privatisation are not considered ideal options because many aspects of the radio
station are not likely to ever be profitable, and because the amount of regulation required to oversee the operation would be
extensive.
• Competition – though competition is not feasible in the provision of broadcasting services, it should be noted that the market for
advertising is fairly competitive – businesses can advertise online, in tourist brochures, in the local newspaper, etc. By charging
sponsorship rates at a less than full cost recovery basis the broadcasting service is placing itself at a competitive advantage relative
to other, private sector advertising mediums.

• Government delivery – the main reason for remaining in government hands in the short term is due to the difficulties with divesting
a loss making business to the private sector. It is considered that a management contract with sufficient incentives to improve the
broadcasting service’s operations (and most importantly its pricing structure), and expand its revenue base, might be a pre-cursor to
eventual divestment of the radio station. The Government could then simply purchase a certain amount of air time each day for
government announcements.
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Implementation considerations
• Three key aspects of the broadcasting service are in need of a review:
1.

The current pricing model for sponsorship, and the extent to which sponsorship rates reflect the true costs of operating the radio station;

2.

The potential to expand the radio station's revenue base to incorporate ‘traditional’ advertising; and

3.

The costs and benefits of operating the radio station 24 hours a day, 7 days a week.

• Thus, a key implementation consideration is that regardless of the operating structure adopted, there is a critical need for a
comprehensive review of the radio station’s current pricing structure.
Reviewing the pricing structure
• The broadcasting service’s current pricing structure is insufficient to cover its costs. For less than $100 per month businesses can
receive air time every day of the week. In many cases the sponsorship revenue received from businesses in insufficient to cover
even the cost of the staff making the announcements, and in many cases radio broadcasts are provided free of charge.
• Not only does the current pricing structure make it impossible for the radio station to cover its costs (meaning the Government
winds up needlessly subsidising private sector sponsorship of radio broadcasts), but it is anti-competitive – i.e. it makes other
forms of advertisement less attractive.

• While recognising the unique circumstances of the Island and the small customer base, clearly the benefits of advertising far
outweigh the approximately $100 per month received from most sponsors. And in light of the Island’s current circumstances,
providing an implicit (or explicit) subsidy of private sector business decisions like advertising is a less than optimal outcome.
Expanding the revenue base
• The potential to expand the radio station’s revenue base to incorporate traditional advertising should be actively pursued. With
some 85% of locals listening to the radio throughout the day, there is almost certainly demand in the market for more traditional
advertising, apart from simply sponsoring a news bulletin or other radio program.
• The supermarket could advertise weekly specials, for example; or restaurants could advertise special deals in quiet periods. While
this can be achieved via an advertising structure, it is somewhat harder to achieve via sponsorship: for example you are more likely
to hear “this program is brought to you by Joe’s restaurant”, and less likely to hear “this program is brought to you by Joe’s
restaurant which currently has a two for one offer on fish and chips if purchased before 6pm.”
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Implementation considerations
• Other options could involve giveaways, business sponsored competitions, paid programming or the hosting of events such as
dances, concerts or sports events.
• The recently held country music festival, for example, is a classic example of something the radio station could be involved in. With
such a high proportion of locals listening to the radio, the station could play a key role in harnessing local support for such events.
The station would make money by selling tickets to the events (as well as advertising dollars), and big enough events may even
bring more people to the Island.
• To the best of our knowledge, there is nothing in the legislation which prohibits the radio station from considering forms of revenue
raising other than sponsorship. The only thing stopping it is the lack of incentives and lack of business acumen.

• In any case, the possibility of expanding the radio station's revenue base should be explored. Hosting of events, etc. as described
above could actually enhance the radio station's ultimate goal of providing a community service for Norfolk Islanders.
Reviewing the operating hours

• It is clear that the broadcasting service conveys an important community service. It was commented that the majority of the
population has the radio switched on 24 hours a day, and it is considered the most effective method of immediately disseminating
important information to the public.
• For example in 2009 when an air-ambulance flight en route to Melbourne ditched in the sea off Norfolk Island, the radio was used
to convey to members of the public the plane’s location. This occurred in the middle of the night, a clearly unprofitable time of
broadcasting.
• While certainly the radio was useful in that situation, the costs of keeping the radio station running 24 hours a day need to be
balanced against the benefits of 24 hour operation; on an island such as Norfolk, the word about the plane crash would still have
gotten out in the absence of radio.
• Importantly, if it is determined that 24 hour operation is desirable, then regulations can be enacted to ensure that even a private
sector operator would adhere to this requirement.
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Implementation considerations
Optimal ownership structure
• As noted above the implications of the current pricing structure extend beyond the radio station's own revenue base, to the
competitiveness and transparency of advertising in general, be it on radio, online, or in the newspaper. The radio station's pricing
structure, its capacity to expand its revenue base, and the desirability of maintaining a 24 hour, 7 day a week service should be
immediately assessed.
• The need to ensure that such a review occurs suggests that the most desirable option would be to simply implement a
management contract. That way, the contract could simply stipulate that the incoming management would commit to contracting
a review of the radio station's pricing structure within six months of taking office.
• While a review would still be possible under a GBE, it would be more difficult for the Government to force the GBE’s management
to undertake such a review; any review should be completely independent of the Norfolk Island Government, including but not
limited to selection of the terms of reference and of the consultant employed to undertake the review.
• Privatisation or licensing arrangements are unlikely to be feasible options, at least in the short term, because the capacity for the
radio station to make a profit is uncertain. In the medium to longer term a radio station that is more fully integrated into the
Norfolk Island community, and one that has a diversified revenue base, from sponsorship and advertising, through to the hosting of
events such as dances and concerts, might be a candidate for potential divestment. But at the moment such potential is highly
uncertain, and so market testing options are not considered appropriate at this point in time.
• But while government ownership of the radio station seems desirable, clearly significant changes need to be made. For a start, it
should not be charging sponsorship rates so low as to provide an effective subsidy to private business’ advertising.
• The separation of ownership and control should be clearly entwined in management contracts or legislation. This in turn would
improve confidence in the Island's broadcasting service, and may ultimately enhance the possibility of some form of private
investment in the medium to longer term. Thus, the two stand out options are GBE and a management contract.

• Overall, a management contract seems the most desirable approach for three reasons:
• It will incentivise the radio station’s management to improve efficiency and revenue;
• It will allow the government to retain control of key infrastructure and equipment, which ensuring that broadcasting services
continue to be provided at an acceptable level; and
• It will provide the greatest flexibility down the track in regards to alternative ownership structures.
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o. KAVHA

Current state analysis

Legend

Summary of KAVHA today
Overview of Business:
•

Material Risks and Business Drivers:

Employees Profile:

Source: DAE analysis & NI consultations

• Full-time: 7 + 3 vacant

Service offerings: Maintenance and development of Kingston and Arthurs Vale Historic Area (KAVHA)

Mandate and Operating Model:

Governance:

• Permanent Part-time: 2

•

Cost recovery business model: No

•

• Contract: 5

•

Service competition: Effective monopoly

I

•

Operational mandate: Service provision

I

•

•

Strategic plan:

Business model: Break even/cost recovery

I

•

•

Business plan:

Social or community policy objectives: Preserve
cultural and historical assets of NI

I

•

Risk register:

•

Business continuity plan:

Informal (I) or formal (F) mechanisms

Profit and Loss:

Responsibility: NIG
responsibility, delegated to
CEO

Source: NIA

•

Some buildings
inhabited by Cwth
Government employees

•

Research and
interpretation centre for
tourists

Source: NIA & Norfolk Island
consultations

Source: Preston Rowe Patterson, asset valuation report, June 2012

Key business assets:
Asset condition risk

Commonwealth
appointed so no
delegating authority
over NI employees

Conservation &
management

•

Material risks: Achieving cost recovery, state of
buildings

Ownership

Source: Norfolk Island consultations
Commonwealth and
NIG members

KAVHA Board

Service Interdependencies:
-Shared Services

Site manager
Corporate and
strategic

Legislative framework:
Legislation Summary

- Inputs – Museums

Research and
interpretation

Grounds &
facilities

Source: Norfolk Island Crown Council

The KAVHA Management Board is an intergovernmental group operated by the NI
and Cth governments.
Coverage

Condition
(1=poor;
5=new)

High

4.0

-

LT

Pricing

High

3.0

-

LT

Enablement

Medium

2.7

-

ST

High

-

-

NA
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Main cost drivers: Wages

Revenue fund

Significance
to business

-

Upgrade
required
ST/MT/LT

•

NI administration

Governance
Capacity
for
growth

Main revenue drivers: Tourism

Service Model:

Customer Profile:
No real customers but:

Asset Profile:

•

Source: NIA Statistics, April
2014






Source: DAE

analysis

Services scope
Industrial relations

Yes=  No= 







Consumer protection



Human resources



Relevant Legislation

Employment Act 1988

MOU relating to the establishment of the
KAVHA Management Board 1994

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – KAVHA financial performance
Revenue, 2012-13

Expenditure, 2012-13

Total income, expenditure and profit, 2008-14
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KAVHA – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Does not operate at cost recovery
na

Ensure sufficient infrastructure investment

Funding provided for maintenance of buildings but more required
(e.g. asbestos issue)

Ensure efficient and appropriate investment of public funds

Appropriate but cannot establish efficiency

Address market failures by providing effective regulation

Preservation of historical assets and World Heritage status

Re-establish the Island as a ‘going concern’

Not operating at cost recovery and few revenue sources

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)

Preservation of buildings and strategic plan to adhere to World
Heritage requirements but not currently meeting all of them

Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Strong role for government because heritage listed site

Ensure an appropriate return to government and
community
Ensures sustainability of the business

No financial return but contribution to culture and history

Improve efficiency of business

Efficiencies could be gained including collaboration with museum

Harness synergies where possible with other businesses

Forestry, shared services but could work with museums

Overall assessment (out of 48)

254 Norfolk Island government business analysis

Opportunities for marketing and expansion as a tourism site

Strategic plan but poor financial performance

18

© 2014 Deloitte Access Economics Pty Ltd

Key observations –KAVHA
Key observations
• The main cost driver for KAVHA is wages, which account for 73% of all costs, with seven full-time employees, five contract and two
part-time employees.
• KAVHA is not operating at cost recovery. Indeed it has very few revenue sources, fluctuating between approximately $74,000 and
$84,000 between 2010-11 and 2012-13. Profit has improved slightly due to a gradual decrease in expenditure.
• There is a confusion of operational control over KAVHA, with complications arising from the joint Norfolk Island and
Commonwealth Government board and funding. This creates challenges in developing and pushing forth a strategy for KAVHA.

• KAVHA is currently effectively outsourcing its education and information World Heritage obligations to the museums, yet there is
no formal agreement in place for this or subsequent funding.

Alignment with core requirements
• KAVHA theoretically aligns with the governance core requirements; it has an MOU between the Commonwealth and Norfolk Island
Governments, clarity around its purpose including meeting World Heritage requirements, and a board with the two governments
for transparency. However in practice, this is not operating smoothly and fails to provide KAVHA with strategic direction or capacity
to grow and improve the area.
• Given the KAVHA site encompasses both land and historical buildings, it cannot operate in a competitive environment, regardless of
the operating structure. Hence any apparent misalignment to principles of competition and competitive neutrality can be
considered irrelevant.
• KAVHA does report its costs across four service functions, however further reporting on asset and infrastructure condition and
development of an appropriate cost model could improve alignment with the core requirements. It currently has no reporting on
the number of visitors to the site.

Focus of options analysis
KAVHA will be assessed against the options according to all its service offerings. Given this is a World Heritage Listed site, privatisation
will not be considered in the options analysis as one cannot sell the site or its assets.
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Options analysis

Summary of options – KAVHA
Option

Overview

Government delivery

KAVHA would continue to be managed by the Government, though the
core requirements would be adhered to. The Norfolk Island and
Commonwealth Governments would come to some form of agreement
which would limit the unnecessary duplication of tasks and uncertainty
around control.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

KAVHA would be corporatised and operated as a GBE. The new entity
would undertake a comprehensive review of potential revenue
sources, including but not limited to the options mentioned below.

Management contract

Similar to the above, the incoming management would undertake a
review of potential revenue sources; KAVHA would thus be operated
profitably but the Government would retain ownership of the heritage
listed area.

Licensing

The Government would retain ownership of KAVHA but it would be
operated under lease from a private provider. The lease conditions
would ensure that the area is managed appropriately.

Privatisation

Privatisation is not considered feasible for KAVHA because there is
nothing to physically sell.
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KAVHA – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

na

na

na

31

31

36

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 56)
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KAVHA – market testing options
Criteria

Management
contract

Licencing
arrangement

na

na

na

na

40

29

Privatisation

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 56)
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Feasibility analysis
KAVHA
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Achieving cost recovery

Medium

Low

Low

Shared
services

Achieving cost recovery

Medium

Low

Low

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

Medium

GBE

Management
contract

Clear understanding of costs and value
of business to find appropriate
operator

High

Medium

High

Licensing

Clear understanding of costs and value
of business to find appropriate licensee

High

Medium

Medium

Privatisation

Infeasible
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KAVHA – summary of options
Service
delivery
function

All

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

31

31

36

40

29

Privatisation

Justification
• Alignment – of these options, a management contract is most strongly aligned with the criteria, followed by operating as a GBE. A
management contract is likely to operate more efficiently as it provides incentives for the development of the area into a major
tourist attraction, within the appropriate guidelines.
• Implementation –while government delivery and shared services are the most easily implementable as they do not significantly
differ from the current structure, they are also likely to produce less benefit as their structure does not encourage profit
maximisation. A management contract is likely to be moderately easy to implement as it will require a clear understanding of the
costs of the current operation to take to market.
• Competition – given KAVHA is a World Heritage Listed site, competition is only likely to exist in terms of other heritage listed tourist
destinations, for instance Port Arthur in Tasmania. A management contract model is more likely to produce the incentives for
operators to advertise and market KAVHA to the tourism market compared to government delivery and shared services. In addition,
the research and interpretation centre may compete with other local museums, while competition will be present in the bidding
process for the management contract.
• Government delivery – given KAVHA essentially consists of an area and not an individual building, and given the area is world
heritage listed, there seems a prima facie case for some form of government control. That said, it is considered that an indirect form
of control, say through a management contract, would be preferable to complete da to day control as is currently the case.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Management contract
The management contract could be developed by:

• Setting minimum requirements and requesting applicants to bid
• Setting a price for the contract
• Providing financial benefits to the operator for achieving particular outcomes; for instance an improvement in the number of
visitors to the area and a certain proportional decline in expenditure

Cost recovery
While not currently achieving cost recovery, there are opportunities for this to occur. Examples include:
• Charging tourists a visitor fee for accessing KAVHA. This is not dissimilar to other World Heritage listed sites.
• Introducing the private sector into other parts of the operation, for instance transforming some of the current empty houses on
quality row into an up-market bed and breakfast, or using some of the buildings near the shore for a restaurant or café.
• Charging rent for public land use, such as for the golf course
• There are also potential efficiencies to be gained, for instance from merging the museums so they are used to meet KAVHA’s world
heritage listing requirements.

Other considerations
• As noted above there is a degree of confusion between the Commonwealth and Norfolk Island Governments with respect to the
day to day operations of KAVHA. An obvious consideration is whether the two Governments’ responsibilities should be
amalgamated – for example the Norfolk Island Government could take over the Commonwealth's responsibility for a fee (and vice
versa), or both Governments could simply outsource management to a third party.
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p. Forestry

Current state analysis

Legend

Summary of forestry and reserves
Overview of Business:
•

Material Risks and Business Drivers:

Employees Profile:

Source: DAE analysis & NI consultations

• Full-time: 4 + 1 vacant

Service offerings: Sell pine, maintain reserves, plant trees, weeding and other conservation
activities.

• Casual : 0

Mandate and Operating Model:

Governance:

• Contract: 2

•

Cost recovery business model: No

•

•

Service competition: Effective monopoly

Source: NIA Statistics, April
2014

•

Responsibility: NIG
responsibility, delegated to
CEO

Operational mandate: Service Provision

I

•

•

Strategic plan:

Business model: break even/cost recovery

I

•

•

Business plan:

Social or community policy objectives:
Ensure reserves are safe and well maintained

I

•

Risk register:

I

•

Business continuity plan:

Informal (I) or formal (F) mechanisms

Profit and Loss:

Source: NIA






Source: NIA & Norfolk Island
consultations

Source: Preston Rowe Patterson, asset valuation report, June 2012

Key business assets:
Significance to
business

Capacity
for growth

Asset condition risk

Upgrade
required
ST/MT/LT

High

3.0

-

MT

Medium

3.0

-

LT

High

-

-

LT
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Main revenue driver: Construction –Main cost
driver: Wages and transport

•

Material risks: Market in decline; competition
from NZ timber

Service Model:

Source: Norfolk Island consultations

NI administration
Service Interdependencies:

Forestry and
reserves
management

Conservation

-Shared Services
- Inputs – Tanalith, National
parks

Ownership

Sale of pine

Revenue fund
Legislative framework:

Source: Norfolk Island Crown Council

Legislation Summary
Public Reserves Act 1997: sets out functions and responsibilities for day to day
management. Trees Act 1997: Regulates tree plantations, licenses and royalty
requirements for tree on unleased crown land and fees for taking pine cones/seeds
on such land.
Coverage
Governance

Condition
(1=poor;
5=new)

•

Customer Profile:
Timber is sold for local use
in construction and
building. No additional
customer profile data
provided

Asset Profile:

Source: DAE

analysis

Services scope
Industrial relations
Pricing
Enablement
Consumer protection
Human resources

Yes= No= 









Relevant Legislation
Public Reserves Act 1997; Tree Act 1997

Employment Act 1988

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Forestry financial performance
Revenue, 2012-13

Expenditure, 2012-13

Total income, expenditure and profit, 2010-14
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GBE analysis – Forestry financial performance
Reserves expenditure, 2012-13

Reserves total income, expenditure and profit, 2010-14
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GBE analysis – Forestry financial performance
Plantations revenue, 2012-13

Plantations expenditure, 2012-13

Plantations total income, expenditure and profit, 2010-14
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Forestry – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Does not operates at cost recovery
Some competition with local timber

Ensure sufficient infrastructure investment

Infrastructure required for forestry in good condition but more
investment needed to allow for forestry to construct fences etc.

Ensure efficient and appropriate investment of public funds

Appropriate as it is a required service but not efficiently used

Address market failures by providing effective regulation

Have weeding and conservation activities

Re-establish the Island as a ‘going concern’

Not operating at cost recovery

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Small demand for timber and other nursery plants

In Australia conservation is by government but timber is not
Barely making revenue

Ensure an appropriate return to government and
community

No financial return but there is a community one from
conservation and maintenance of the reserves

Ensures sustainability of the business

Plantations for the future and business plan but financially doing
poorly

Improve efficiency of business

Additional efficiencies could be leveraged

Harness synergies where possible with other businesses

Shared services but not national parks

Overall assessment (out of 52)
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Key observations –forestry
Key observations
• The key driver of expenditure is wages. Although this has decreased in recent years, it still comprises 60% of overall expenditure.
• The driver of revenue is the volume of timber sold, which remains relatively small due to the higher cost of Norfolk pine relative to
imported timber. This also reflects a lack of building activity on the Island and the current operating structure of the tanalith plant
which forces interested parties to purchase timber directly from forestry plantations prior to tanalysing (see separate discussion on
the tanalith plant).
• Forestry is not operating at cost recovery. There are currently no community taxes that pay for the upkeep of local reserves. The
conservation activities also play a community safety role in ensuring accessibility of land and providing fencing.
• There are also significant inefficiencies between the Commonwealth and NI Governments. The land on which the timber
plantations are located is Commonwealth land, and conservation occurs across the reserves and national parks. Yet there is little to
no sharing of resources, both in terms of human capital and materials.

Alignment with core requirements
• While there is separation of ownership and control, governance could be strengthened by providing clearer guidelines and KPIs to
ensure a transparent process.
• Finally, while forestry does have a business plan other basic reporting requirements are lacking.

Focus of options analysis
In considering the options, forestry will be assessed according to its two services:
•

Conservation activities

•

Plantation activities.
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Options analysis

Summary of options – Forestry
Option

Overview

Government delivery

The forestry operations would continue to be delivered by the
Government, though the core requirements would be adhered to.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

A corporatised GBE would be established. That said, a key
consideration would be whether to set up separate entities for the
conservation and plantation arms of the forestry operations.

Management contract

Management of the forestry operations would be contracted out.
Whether to institute separate contracts for conservation and
plantations would be considered, as would the possibility of merging
Commonwealth and Norfolk Island Government responsibilities.

Licensing

Forestry operations would be operated under licence from the private
sector. It is expected that the plantations would be leased in their
own right (and operated by a profit maximising entrepreneur,
potentially in synch with the tanalith plant); the conservation aspect of
the forestry operations is not considered suitable for a leasing
operation, mainly because it currently has no revenue source.

Privatisation

As above, only the plantations would be privatised.
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Forestry conservation – government delivery options
Criteria

Government
delivery

Shared services

GBE

34

34

33

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Forestry conservation – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

33

31

28

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Forestry conservation
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Ability to achieve cost recovery

Medium

Low

High

Shared
services

Ability to achieve cost recovery

Medium

Low

High

GBE

Poor return difficult to attract potential
operators

High

Medium

Medium

Management
contract

Poor return difficult to attract potential
operators

High

Medium

Medium

Licensing

Poor return difficult to attract potential
operators

High

Medium

Medium

Privatisation

Public land –infeasible to sell

High

High

Low

275 Norfolk Island government business analysis

© 2014 Deloitte Access Economics Pty Ltd

Forestry plantations – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

24

24

33

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Forestry plantations – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

na

na

na

36

31

34

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Forestry plantation
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Ability to achieve cost recovery

Medium

Low

High

Shared
services

Ability to achieve cost recovery

Medium

Low

High

GBE

Poor return difficult to attract potential
operators

High

Medium

Medium

Management
contract

Poor return difficult to attract potential
operators

High

Medium

Medium

Licensing

Poor return difficult to attract potential
operators

High

Medium

Medium

Privatisation

Commonwealth land –unfeasible to sell

High

High

Low
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Forestry– summary of options
Service
delivery
function

Conservation
Plantation

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

34

34

33

33

31

28

24

25

33

36

31

34

Justification
• Alignment – of these options, government delivery (or a shared services model with outsourced back office functions) is most
strongly aligned for conservation activities, while a management contract incorporating both the plantations and the tanalith plant is
considered optimal for the plantations. As discussed in the tanalith chapter, this would allow the tanalith plant and the forestry
plantations to operate as a holistic lumber business, rather than their current disjointed structure.
• Implementation – of the options that align strongly, government delivery would involve the least change from the status quo, with
just the core requirements needing to be implemented. Implementing a management contract for the plantations and operating it
in conjunction with the tanalith plant will take a little longer, but should nevertheless be relatively straightforward.
• Competition – there is currently small amounts of competition occurring with the plantation service offering, which could continue
to occur under any of the service models.
• Government delivery – Government will continue to undertake conservation activities, but forestry plantations should be subject to
an outsourcing arrangement (and operated in conjunction with the tanalith plant).
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Achieving cost recovery
A key consideration is how cost recovery could better occur under an operating model. Currently, cost recovery does not occur with
revenue relying solely on pine and nursery products sold. Under the non-privatisation models, the following cost recovery
considerations could apply:
• Fee for the community, for instance in the form of a land tax, to pay for maintenance and conservation of public reserves and land

• Fee for tourists for their use of the reserves and parks
• Camping fees could apply on the parks and reserves where camp sites exist to account for any upgrades that are subsequently
required

• Greater efficiencies between the local and national parks, including sharing resources
• The relationship between the Commonwealth and Norfolk Island Governments’ interest in forestry assets should be considered,
with the possibility of the Commonwealth managing the Norfolk Island Government’s assets under contract, or vice versa.

Relationship with the tanalith plant
• As noted in the discussion on the tanalith plant, there appears to be considerable potential for a holistic lumber business which
deals with not only the planting, felling and harvesting of forestry plantations, but also the treatment of timber and selling to end
users. Considerable scale economies could be achieved by not forcing the tanalith plant to operate only when and if a customer
provides it with timber, and instead allowing it to proactively source its timber from the forestry plantations, meaning when a
customer demands timber there will be a ready supply at the tanalith plant, without having to wait for the next harvest.

• Also, allocative efficiency would be improved by forestry plantations selling directly to the tanalith plant rather than end
consumers. The current approach, which forces consumers to purchase timber from the forestry plantation directly, by-passing
the tanalith plant, and then approach the tanalith plant themselves, results in a duplication of processes and considerable
inefficiencies at all points on the supply chain.
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q. Norfolk Island Government
Tourism Bureau

Current state analysis

Legend

Summary of tourism bureau today
Overview of Business:
•

Source: DAE analysis & NI consultations

Service offerings: Promoting NI as a tourist destination and promotion of NI and private
businesses

Mandate and Operating Model:

Governance:

•

Cost recovery business model: No

•

•

Service competition: Competitive

I

Responsibility: NIG
responsibility

•

Operational mandate: Service Provision

I

•

Strategic plan:

•

Business model: break even/cost recovery

I

•

Business plan:

Social or community policy objectives: Promotion
of local business

I

•

Risk register:

•

Business continuity plan:

•

Source: NIA

Material Risks and Business Drivers:

• Full-time: 4

•

Main revenue driver: Volume of tourists

• Casual : 3

•

Main cost driver: Marketing, wages

• Contract: 1

•

Material risks: competition with other locations,
changing demographics, stability of tourism and non
diversified tourist operations

Source: NIA Statistics,
April 2014

Informal (I) or formal (F) mechanisms

Profit and Loss:

Employees Profile:






Service Model:

Source: DAE analysis

Source: Norfolk Island consultations

NI Minister
Service Interdependencies:

NIG tourist board

-Shared Services

NIG tourism bureau
general manager

Customer Profile:

Front of desk and
retail

Predominantly tourists. Total
bookings made through
NIGTB (incl. website& front
desk) are:

- Inputs – KAVHA, museums

Marketing

Revenue fund

2011: 1351
2012: 1286

Legislative framework:

2013: 1255

Legislation Summary

Source: NIA & Norfolk Island
consultations

Asset Profile:

Source: Preston Rowe Patterson, asset valuation report, June 2012

Norfolk Island Government Tourist Bureau Act 1980: Establishes NIG tourist Bureau as a body
corporate; Establishes an NIG Bureau Advisory Board; outlines functions of the Bureau

Yes=  No=

Relevant Legislation

Governance



Norfolk Island Government Tourist Bureau
Act 1980

Services scope








Norfolk Island Government Tourist Bureau
Act 1980

Coverage

Key business assets:
Significance
to business

Condition
(1=poor;
5=new)

High

-

Medium

4.0

Low

-

Capacity for
growth

Asset condition risk

Upgrade
required
ST/MT/LT

MT
-

LT

-

NA

Ownershi
p

Industrial relations
Pricing
Enablement

Consumer protection
NA
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Human resources

Employment Act 1988

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – NIGTB financial performance
Revenue, 2012-13

Expenditure, 2012-13

Total income, expenditure and profit, 2010-12
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NIGTB – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Does not operate at cost recovery and has little revenue

Ensure sufficient infrastructure investment

Front office could be expanded & relies on adequate internet

Ensure efficient and appropriate investment of public funds

Appropriate but private sector organises some tourism events
more than NIGTB and marketing may not be the most efficient

Address market failures by providing effective regulation

Competes with other tourism board for tourists

na

Re-establish the Island as a ‘going concern’

Not operating at cost recovery and few revenue sources

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services
Maximise and strengthen the business’ revenue base

Tourism has declined and private sector is organising some events

Ensure an appropriate return to government and
community

Provides a community service to support local businesses but not
operating at cost recovery

Ensures sustainability of the business

Has strategic and business plan but not making profit

Improve efficiency of business

Efficiencies could be gained

Harness synergies where possible with other businesses

Shared services, private sector businesses, museums. Could have
greater collaboration with Commonwealth assets

Overall assessment (out of 48)
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Key observations –NIGTB
Key observations
• The main cost driver for NIGTB is marketing, followed by wages. It is estimated that approximately 30% of the Bureau’s wages
expense are in relation to marketing activities. Marketing predominantly occurs within the Australian (3 wholesalers) and New
Zealand (4 wholesalers) markets and takes various forms including social media (twitter, Instagram, Facebook) and connecting with
private operators in Australia and New Zealand.
• A lack of internet capacity on Norfolk Island deters NIGTB’s marketing attempts particularly at the younger age group, as people
cannot instantly upload images or comments on their experience to social media pages. This represents a lost marketing
opportunity.
• The NIGTB is not operating at cost recovery. It has few identified sources of revenue and significant cost outlays. Further, it is not
clear the extent to which the NIGTB’s website actually makes a significant difference to tourism on the Island.
• NIGTB has a more transparent governance arrangement relative to other government businesses. It has an advisory board on
which there are six private sector individuals to bring expertise and greater collaboration between the private and public tourism
operators.

Alignment with core requirements
• As mentioned above, the NIGTB has a separation of ownership and control through the establishment of an advisory board, whose
role is to provide advice to the NIGTB manager and be accountable for management. The board reports directly to the Chief
Minister and has selected members that build a strong relationship and expertise from the private sector. As such, they do align
with the governance core requirements.
• The NIGTB also has a strategic and business plan and KPIs, meaning they meet some of the reporting requirements. However
improvements could be made to allow for stronger alignment with the reporting and operational core requirements, for instance
development of an appropriate cost model and certainty and transparency around the operating environment.

Focus of options analysis
NIGTB will be considered against the options by one service offering. This is because the visitor centre and marketing components of
the business are difficult to disaggregate, as they share physical and human capital resources. For instance staff often conduct
marketing work while waiting for attendees to the visitor centre.
286 Norfolk Island government business analysis

© 2014 Deloitte Access Economics Pty Ltd

Options analysis

Summary of options – NIGTB
Option

Overview

Government delivery

The Government would continue to operate the NIGTB, after
addressing the core requirements.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The NIGTB would be incorporated into a government owned business
entity with a clear operational and profit generating mandate. This
would lead to a review of revenue raising activities, including
potentially charging businesses for advertising space.

Management contract

Day to day management would be outsourced to a private operator
with clear profit maximising incentives written into the contract. The
contract would also include incentives to maximise the efficiency of
advertising and marketing activities (which do not in their own right
generate revenue).

Licensing

The NIGTB would be operated under license by a private provider. If
this option were to be pursued the Government would need to decide
if it wishes for the NIGTB to remain the ‘official’ tourism body for
Norfolk Island, and if so, licence conditions would be set accordingly.

Privatisation

The NIGTB would be completely divested to the private sector.
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NIGTB – government delivery options
Criteria

Government
delivery

Shared services

GBE

39

38

38

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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NIGTB – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

38

37

29

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
NIGTB
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Achieving cost recovery

High

Low

Medium

Shared
services

Achieving cost recovery

High

Low

Medium

Lack of profit and revenue
opportunities may make it difficult to
find an operator

High

Medium

Medium

GBE

Management
contract

Lack of profit and revenue
opportunities may make it difficult to
find an operator

High

Medium

High

Lack of profit and revenue
opportunities may make it difficult to
find an operator

High

Medium

Medium

Licensing

High

High

Low

Privatisation

Lack of profit and revenue
opportunities may make it difficult to
find a buyer
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NIGTB– summary of options
Service
delivery
function

All

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

39

38

36

38

37

29

Justification
• Alignment – of these options, government delivery is most strongly aligned with the criteria, followed by operating under a
management contract or shared services arrangement. Other than privatisation, all options were relatively closely aligned,
indicating there is a core role for government. The market testing options may drive efficiencies through their profit incentive, but
ultimately the goals of the NIGTB seem to be most consistent with direct government service provision (albeit after meeting the
core requirements).
• Implementation – the government delivery and shared services options are far more easily implementable, since these do not differ
from the status quo to a significant extent. More importantly, the current lack of profit may mean it is difficult to find willing
candidates to operate under one of the market testing options.
• Competition – within Norfolk Island the NIGTB operates in collaboration with other tourism companies and providers of tourism
activities. however the NIGTB is the overarching promoter of the Island and so, like Tourism Australia, essentially operates as a
standalone government provided service.
• Government delivery – the Government should continue to provide the NIGTB’s services and the Bureau continue to function as the
main conduit between Norfolk Island and potential tourist (or their agents).
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Cost recovery
A major issue for the NIGTB under any model is achieving cost recovery. Options that could be considered for achieving this include:
• Charging a ‘parks and reserves’ fee, which could incorporate the botanical gardens, national park and many of the reserves.
• Implementing a fee for access to the KAVHA area
• Charging private tourism related businesses an annual fee for participation in advertising generated by the NIGTB

Operational mandate
• Notwithstanding the above the overarching purpose of the NIGTB is, and should continue to be, to provide a source of information
relating to Norfolk Island. It conducts the Island’s marketing, facilitates the booking of tours and hotels, etc., and essentially acts as
a conduit for further information.
• While there are some retail sales within the tourist centre itself, these are a secondary consideration. It should also be noted that
tourism bodies are traditionally provided as government services – Tourism Australia, for example, as with destination Queensland
and other State bodies.
• Outside of Norfolk Island, a key question is should the NIGTB be the sole provider of marketing activities? In other words, the
extent to which the NIGTB co-exists with other bodies should be examined.
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r. Gaming

Current state analysis

Legend

Summary of gaming today
Overview of Business:
•

Mandate and Operating Model:

Governance:

•

Cost recovery business model: Yes

•

•

Service competition: Legislated monopoly

F

Responsibility: NIG
responsibility, delegated to CEO

•

Operational mandate: Profit generating service

I

•

Strategic plan:

•

Business model: Volume business

I

•

Business plan:

•

Social or community policy objectives: Not encourage
problem gambling

I

•

Risk register:

•

Business continuity plan:






(Director of gaming
authority employed
but works only as
required)
Source: NIA Statistics,
April 2014

Source: NIA

•

High

Condition
(1=poor;
5=new)

Capacity
for
growth

Asset condition
risk

3.0

Upgrade
required
ST/MT/LT

Ownership

-
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MT

Service interdependencies:
-Shared Services
-Telecom

Both areas
managed by one
person
Source: Norfolk Island Crown Council

Legislation Summary
Yes=No= 

Relevant Legislation

Governance



Gaming supervision Act 1998

Services scope



Gaming Act 1998; Bookmakers and Betting
Exchange Act 1998; Gaming Supervision Act 1998

Industrial relations




Employment Act 1988





Gaming Act 1998; Bookmakers and Betting
Exchange Act 1998; Gaming Supervision Act 1998

Pricing
Enablement

MT
Faster internet,
greater bandwidth

Two members are
‘off island’

Regulation

Legislative framework:

Consumer protection

High

Material risks: In current model, both business
development and regulation managed by same
person. Highly competitive nature of industry due to
ease of relocation

Revenue fund

Key business assets:
Significance
to business

•

Source: Norfolk Island consultations

Gaming: 3
businesses

Source: Preston Rowe Patterson, asset valuation report, June 2012

Main cost driver: Consultancy fees and travel

Business
development

Coverage

Asset Profile

•

Gaming Authority
Members

Bookmaking: 10
businesses
online

Source: NIA & Norfolk
Island consultations

Main revenue driver: Uptake of online gaming

NI administration

Customer Profile:
•

•

Service Model:

Informal (I) or formal (F) mechanisms

Source: DAE

analysis

• Full-time: 0

Service offerings: Grants bookmaking and online gaming licenses

Profit and Loss:

Material Risks and Business Drivers:

Employees Profile:

Source: DAE analysis & NI consultations

Human resources

Gaming Act 1998; Bookmakers and Betting
Exchange Act 1998; Gaming Supervision Act 1998

Gaming supervision Act 1998
Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Gaming financial performance
Revenue, 2012-13

Expenditure, 2012-13

Total income, expenditure and profit, 2008-14
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Gaming – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Operates at cost recovery and significant revenue

Ensure sufficient infrastructure investment

Little infrastructure required but faster internet would assist

Ensure efficient and appropriate investment of public funds

Appropriate for government to have regulatory role

Address market failures by providing effective regulation

Government has regulatory role but could have more transparent
governance

Re-establish the Island as a ‘going concern’

Profit generating

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)

Conflict of interest with managerial roles

Supports the optimal role of government in delivering
services

Appropriate for government to have regulatory not business
development role

Maximise and strengthen the business’ revenue base

Lack of clarity over expenses

Ensure an appropriate return to government and
community

Returning consolidated revenue but concerns over pricing
structure

Ensures sustainability of the business

Financially providing return but relies on number of business
entrants which has fluctuated

Improve efficiency of business

Clarity regarding expenses and pricing structure

Competes with Australian jurisdictions; NT and Tasmania

Harness synergies where possible with other businesses
Overall assessment (out of 52)
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Key observations – gaming
Key observations
• The cost driver of gaming is consultancy, which accounts for the wage of the director of gaming for regulatory activities. While a
relatively small amount relative to the proportion of revenue, there is a considerable amount spent on travel ($19,501) for
attending conferences (for regulation and business development).

• Gaming’s governance structure is relatively transparent, with a board that provides strategic direction to the gaming director. It
operates as an independent statutory authority, meaning it is able to make key decisions, such as the price of a license, without
requiring Ministerial approval. This may pose regulatory issues.
• Gaming’s operations are somewhat restricted due to the explicit inclusion of Norfolk Island in Commonwealth legislation applicable
to gaming.
• There is a strong reliance on telecommunications infrastructure, which is currently sub-optimal and potentially hinders operations.

Alignment with core requirements
• Through the establishment of the Gaming Authority the gaming business acts as an independent statutory body. This creates
greater transparency and integrity of processes.
• That said, reporting requirements are not aligned with broader reform objectives. Most importantly, there is no separation of
functions between the marketing (business development) and the regulation arms of the business area, creating a clear conflict of
interest (either actual or potential). There are no KPIs , cost models or business or strategic plans that would support operations.

• Operational requirements could also be enhanced, through greater transparency in the communication and reporting process
between the Gaming Authority and NIA.

Focus of options analysis
In considering the key observations, the options will be assessed according to the following service offerings:
• Business development

• Regulation
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Options analysis

Summary of options – Gaming
Option

Overview

Government delivery

The Government would continue to provide both the business
development and regulation aspects of the gaming operations. That
said, in adhering to the core requirements, the functions would be
separated with different, independent managers for each.

Shared services

Government delivery except back office functions would be
outsourced, either to the Norfolk Island Administration or through a
contract with a private provider (perhaps in collaboration with other
businesses).

GBE

The business development (marketing) function would be corporatised
as a GBE – the regulatory operation is unable to be corporatised since
it is not truly a business activity.

Management contract

Both the business development and regulatory functions would be
subject to a management contract (separately to ensure separation of
the functions), with appropriate incentives in place to ensure both
functions operate in accordance with their overall mandate.

Licensing

The business development (marketing) function would be licensed to a
private sector operator – the regulatory operation is unable to be
licensed since it is not truly a business activity.

Privatisation

Infeasible
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Gaming regulation – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

40

37

36

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Gaming regulation – market testing options
Criteria

Management
contract

Licencing
arrangement

na

na

36

36

Privatisation

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 60)
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Feasibility analysis
Gaming
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Achieving cost recovery

High

Low

High

Shared
services

Achieving cost recovery

High

Low

High

Lack of profit and revenue
opportunities may make it difficult to
find an operator

High

Medium

Low

GBE

Management
contract

Lack of profit and revenue
opportunities may make it difficult to
find an operator

High

Medium

Low

Lack of profit and revenue
opportunities may make it difficult to
find an operator

High

Medium

Low

Licensing
Privatisation

Infeasible due to nature of activity

High

High

Low
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Gaming bus. development – government delivery options
Criteria

Government
delivery

Shared services

GBE

na

na

na

na

na

na

40

39

36

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness
-complexity of implementation (

Overall assessment (out of 56)
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Gaming bus. development – market testing options
Criteria

Management
contract

Licencing
arrangement

na

na

na

na

30

30

Privatisation

Macro (NI wide) objectives
Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds

Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business

Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness
-complexity of implementation (

Overall assessment (out of 56)
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Feasibility analysis
Gaming
Option

Identified risks

Risk of
implementation
(high, medium, low)

Cost of
implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Achieving cost recovery

High

Low

Medium

Shared
services

Achieving cost recovery

High

Low

Medium

No distinction between business
development and regulatory functions
raises potential conflict of interest and
may impede corporatised operations.

High

Medium

Medium

Management
contract

As above

High

Medium

High

Licensing

As above

High

Medium

Medium

Privatisation

As above

High

High

Low

GBE
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Gaming – summary of options
Service
delivery
function

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

Gaming
regulation

39

37

36

36

36

26

Gaming
business
development

40

39

36

30

30

29

Justification
• Alignment – of these options, government delivery is most strongly aligned with the criteria for the gaming regulation. This is
because it matches a role of government to provide sufficient regulation for industries, making it impossible to privatise this
function. Business development activities essentially operate as a marketing function, and in this regard government is also the
preferred provider.
• Implementation – relative to other business areas the gaming business performs fairly well against the core requirements, meaning
implementation of the latter shouldn't be overly complex. The biggest challenge will be separating out the business development
service function from the regulation function to improve transparency and remove a conflict of interest.
• Competition – occurs under all operating structures, with most competition coming from Australian jurisdictions (mostly the
Northern Territory and Tasmania), but also the Isle of Man.
• Government delivery – though government delivery is considered the optimal form of delivery model, as noted below, an important
reform is to separate the business development and regulatory functions.
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Implementation considerations
In addition to the core requirements, the following implementation considerations should be taken into account for the preferred
option:

Separation of regulatory and business development functions
• Separation of functions between regulation and business development is essential. While both should be provided by the
Government, they need to be controlled by different people – otherwise there is a clear potential for conflicts of interest to occur,
which not only can affect current operations, but can also have a damaging effect on Norfolk Island's reputation in general.
• For example, imagine being at a gaming conference seeking to attract online gaming businesses to Norfolk Island. Clearly the
interests of the business development officer are to ‘sell’ as much online gaming space as possible; not necessarily in line with the
interests of the regulatory body.
• Naturally there is a risk that deals are made with online gaming businesses that are not in the best interests of Norfolk Island as a
whole. But there is also the risk of the business development being done too conservatively – for example, the current
manager/regulator advised us that ‘regulation always comes first’ in business deals, an attitude that while commendable, is not
necessarily consistent with the goal of attracting business. The only solution is a clear and transparent separation of powers.
• Of course, not only does the lack of separation present practical issues such as those noted above, but it also raises question marks
about the legitimacy of the operation and about the efficacy of the rule of law in Norfolk Island. Upon discovering the lack of
separation, potential ‘customers’ would naturally begin to wonder about just how much involvement the Government is likely to
have in their affairs – they might start to get concerned about the prospect of the Government changing its mind six months into a
contract and doubling the licensing fee, for example.
• Essentially, the lack of separation greatly increases the sovereign risk for gaming companies to do business in Norfolk Island, and
provides a competitive advantage to other jurisdictions such as the Northern Territory and Tasmania.
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s. Airport

Current state analysis

Legend

Summary of Airport today
Overview of Business:
•

Service offerings: Customs, maintenance, security and operations

Mandate and Operating Model:

Governance:

•

•

Cost recovery business model: Yes
F

•

Service competition: Monopoly operations and rental

•

Operational mandate: Service provision

•

Business model: Volume business

I

•

Social or community policy objectives: Provide safe
air transport facility

I

F

Informal (I) or formal (F) mechanisms

Material Risks and Business Drivers:

Employees
Profile:

Source: DAE analysis & NI consultations

•

• Full-time: 2

• Casual: 10

Responsibility: NIG
responsibility, delegated to
CEO

•

Strategic plan:

•

Business plan:

•

Risk register:

•

Business continuity plan:

•

• Contract: 3






•

Source: NIA
Statistics, April 2014

Source: DAE analysis

Main revenue drivers: Passenger fees, tourism, Air NZ
relationship, exchange rate, competition from other
destinations, harbour facilities
Main cost drivers: Wages, maintenance , CASA
regulations
Material risks: Contract with Air NZ, competition from
cruise ships and/or other destinations

Service Model:

Source: Norfolk Island consultations
Key driver of demand
is commercial
(tourism)

NI administration

Airport

Profit and Loss:

Source: NIA

•

39% from Brisbane

•

41% Sydney

•

13% Auckland

Service Interdependencies:

management

Customer Profile:

-Shared Services
-Fire services

Operations

Rental
Revenue fund

Source: NIA & Norfolk Island
consultations

Asset Profile:
Key business assets:
Significance
to business

Source: Source: Preston Rowe Patterson, asset valuation report, June 2012

Legislative framework:
Legislation Summary

The operation of commercial airports is regulated by Commonwealth legislation
which creates various licences and permits. CASA and Office of Transport Security
conduct regular audits of the airport operations.

Coverage
Condition
(1=poor;
5=new)

Capacity
for
growth

Asset condition risk

Upgrade
required
ST/MT/LT

Ownership

Governance
Services scope

High

-

-

MT

Industrial relations

High

2.9

-

MT

Pricing

High

3.0

-

MT

Enablement

Medium

2.7

-

LT

Consumer protection

High

-

Cracks in tarmac

ST

Human resources
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Yes=  No= 









Relevant Legislation
Airport Act 1991
Airport Act 1991
Employment Act 1988
Airport Act 1991

Public Sector Management Act 2000;
Employment Act 1988
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GBE analysis – Airport financial performance
Revenue, 2012-13

Rentals
include for a
café, hanger
and rock
crusher

Expenditure, 2012-13

All expenses are
attributed to
operations as retail has
no expenses

Miscellaneous
items include
parking fees,
disposal of
rubbish and
security cards for
airside personnel

Total income, expenditure and profit, 2008-14
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by 58% to $35 per
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Airport – status quo
Criteria

Score

Comments

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of
the island
Ensure (establish) a viable and competitive market

Operates at a profit, albeit many opportunities not taken up
Operates as a government monopoly

Ensure sufficient infrastructure investment

Full remittance of profits to the Revenue Fund with no setting
aside for upgrades or maintenance

Ensure efficient and appropriate investment of public funds

Clear case for government provision, but it is done poorly

Address market failures by providing effective regulation

No clear market failure and not run efficiently

Re-establish the Island as a ‘going concern’

Current ownership structure generates uncertainties over long
term performance of the Airport

GBE specific objectives
Ability to deliver business’ objectives (mandated or
interpreted)
Supports the optimal role of government in delivering
services

Makes enough money but hindered by ownership structure
Possibly a case for government involvement but needs to be
improved

Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and
community
Ensures sustainability of the business

Makes a profit; but unlikely to be maximised

Improve efficiency of business

As above

Harness synergies where possible with other businesses

Potential for advertising or leasing out of space to private
operators

Overall assessment (out of 52)
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Key observations – Airport
Key observations
• The first thing one notices about the Airport is the condition of the terminal building. The building is dark and dreary, with no
advertising or retail space (aside from one fairly small coffee shop) and, perhaps most noticeably, no duty free outlet (with the
latter thought to be made redundant by the Island’s low import duties).

• In the near term, opportunities may exist for advertising billboards – for example, the brewery across the street might remain open
for when the flights arrive, and lease an advertising billboard that offers $10 burgers for customers who mention the ad. Or tour
providers might want to advertise their tours and invite customers to check out their shop down town. Though it may sound
simple, advertising billboards represent an obvious and potentially lucrative revenue source for the airport in the near term.
• Another opportunity is rental car outlets – currently rental cars are arranged mostly through tourists’ hotel bookings with offices in
town, but if given the opportunity companies may choose to relocate to the Airport. Another opportunity would be the addition of
a newsagent/newsstand that sold books, magazines, and other ‘flight’ related merchandise (such as neck pillows, etc.).
• Rental income currently provides about $45,000 revenue each year to the Airport – a figure that could increase considerably with
relatively little effort if the Airport were to open its terminal up to retail and/or advertising opportunities.
• Another striking feature about the Airport is the lack of customs and/or quarantine facilities. There are no sniffer dogs in the
arrivals hall, for instance, nor any attempt to screen passengers’ bags upon exiting the immigration room.
• As with most business activities examined, most or all of the Airport’s earnings are remitted directly to the Revenue Fund, with the
result that crucial infrastructure upgrades have gone unperformed. Urgent maintenance works include the restoration of the
runway to fix dents in the surface and replacement of the aerodrome beacon; the existing beacon is so old that parts have not been
available for five years.
• In 2010 landing fees were reduced significantly, by some 58% per person, in an attempt to stimulate greater visitor numbers. This is
the cause of the sharp downturn in revenue since 2010-11.
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Key observations – Airport
Alignment with core requirements
• The Airport is covered by the Norfolk Island Airport Act of 1991, as well as being regulated as a commercial airport by
Commonwealth legislation through the Australian Civil Aviation Safety Authority (CASA), which conducts regular audits of the
Airport’s operations.
• The Airport's operations and maintenance activities are driven solely by CASA requirements. This includes security, screening,
maintenance of runway standards, fuel storage, etc.
• Overall, the Airport performs fairly well in regard to governance– it has a clear operational mandate (to provide Airport facilities for
the Island) and is well regulated by the Commonwealth. Apart from that however, it is fairly lacking.
• For example, although the legislation names the Norfolk Island Government as the owner of the Airport, nowhere is there mention
of who should manage it. That said, the legislation explicitly provides the Government with the direct authority to set landing,
departure and other fees.

• Although the Norfolk Island Government has expressed an interest in achieving full cost recovery with relation to the Airport and its
operations, it remains free to change fees apparently at a whim.
• This was seen in 2010 when landing fees were reduced by $35 per passenger due to concerns that high passenger fees were
deterring travellers. An understandable concern perhaps, but the concern was not (to the best of our knowledge) supported by any
sort of analysis to determine the extent to which landing fees affected traveller numbers (or even the extent to which landing fees
affect ticket price), nor of whether or not the new fee structure would be sufficient to cover costs.
• As it turned out passenger numbers continued to decline, suggesting landing fees were not a significant factor in travellers’ overall
cost of visiting Norfolk Island. Further, the Administration’s recent focus on cost recovery suggests the reduced fee was not
consistent with those principles.
• Based on the actual number of passenger movements over the three years from 2011 to 2013, and given that the landing fee is
unlikely to have made a material impact on passengers’ decisions to travel to Norfolk Island, we estimate that had the landing fee
remained the same the Airport would have made roughly $6 million in extra revenue over those three years.
• More broadly, and as with many of the business activities examined, the manager of the Airport seemingly has little to no incentive
to actually improve the Airport’s operations.
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Options analysis

Summary of options – Airport
Option

Overview

Government delivery

The broadcasting service would remain in government hands, but
the core requirements are adhered to.

Shared services

Same as above, but key back office functions are attended to by
the administration.

GBE

The Airport service remains in government hands but operates as
a ‘true’ GBE, with separation of ownership and control and
appropriately structured incentives for operators to increase
revenue and efficiency.

Management contract

Airport management would be employed under a contract
granting them full responsibility for hiring and firing of staff,
business related decisions (such as introducing new retail space),
and pricing structure (including the flexibility to introduce
alternate revenue sources). The contract would provide
management with sufficient incentives to maximise the
efficiency (and revenue) of the Airport and ensure that any
future pricing decisions (such as the passenger fee reduction of
2010) are made with sufficient analysis and oversight.

Licensing

The Government would issue a license for private sector
operators to take over all aspects of the Airport except
ownership. The Airport would thus be run in whatever way the
licensee deems appropriate.

Privatisation

The Airport would be completely divested to private sector
owners.
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Airport – government delivery options
Criteria

Government
delivery

Shared services

GBE

36

36

48

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Airport – market testing options
Criteria

Management
contract

Licencing
arrangement

Privatisation

49

44

48

Macro (NI wide) objectives

Contributes to the financial and economic sustainability of the island
Ensure (establish) a viable and competitive market
Ensure sufficient infrastructure investment
Ensure efficient and appropriate investment of public funds
Address market failures by providing effective regulation
Re-establish the Island as a ‘going concern’
Business specific objectives
Ability to deliver business’ objectives (mandated or interpreted)
Supports the optimal role of government in delivering services
Maximise and strengthen the business’ revenue base
Ensure an appropriate return to government and community
Improve sustainability of the business
Improve efficiency of business
Harness synergies where possible with other businesses
Afford a seamless transition into an alternative ownership structure
Feasibility

-cost effectiveness

-complexity of implementation (
Overall assessment (out of 64)
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Feasibility analysis
Airport
Option

Identified risks

Risk of
implementation
(high, medium,
low)

Cost of implementation
(high, medium, low)

Benefits of
implementation (high,
medium, low)

Government
delivery

Not creating incentives for management
to improve profitability

Medium

Low

Low

Shared
services

Not creating incentives for management
to improve profitability

Medium

Low

Low

GBE

Lack of sufficient talent to manage the
GBE; competition from cruise ships

Medium

Medium

Medium

Management
contract

Difficult to incentivise profit making
behaviour

Low

Low

Medium

Licensing

Competition from cruise ships; risk of
closure; risk appetite of private sector

High

High

Medium

Privatisation

Competition from cruise ships; risk of
closure; risk appetite of private sector

High

High

Medium
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Airport – summary of options
Service
delivery
function

Airport

Government
delivery

Shared services

Government
Business
Enterprise

Management
contract

Licensing
arrangements

Privatisation

36

36

48

49

44

48

Justification
• Alignment – The Airport has suffered in the past from a lack of clear decision making processes, which has led to hastily considered
policy decisions and a lack of investment in critical infrastructure. Thus the first two options (government delivery and shared
services) can be ruled out on the grounds that they retain direct government control of the Airport (albeit while meeting the core
requirements, so still an improvement on the current situation) and do not provide adequate incentives for profit maximisation.

• Implementation – a GBE would arguably be the easiest option to implement, since much of the requisite legislation is already in
place (i.e. the Airport Act 1991). Implementing a management contract for a business as complex as the Airport might present a
challenge (though by no means insurmountable).
• Competition – Competition in the provision of airport services is not a possibility on Norfolk Island – privatisation would therefore
involve the creation of a monopoly, requiring appropriate government oversight. In that regard the cost of establishing an
independent government regulator leans toward favouring some degree of government ownership, as is the case in a GBE or
management contract approach. As noted below, many of the inherent risks associated with Norfolk Island and the Airport in
particular may discourage large scale private sector investment.
• Government delivery – under the preferred management contract approach it is anticipated that the Government would divulge all
responsibility for day to day operations to private operators. This would include all responsibility for the setting of fees (though
these would of course still be subject to regulatory approval) as well as the hiring out of Airport space (for instance retail outlets in
the terminal building).
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Implementation considerations
Harnessing the Airport’s potential
• The over-whelming impression of the Airport's operations is the extent of un-utilised potential, both short term and long term.
As noted above, a short term and relatively easy opportunity lies in the leasing of retail space to interested tenants – say a
newsagent/newsstand or rental car companies – or leasing advertising billboards – say to local cafes/restaurants or to tour
companies keen to advertise their tours.
• Longer term potential lies in the simple fact that the Airport has a large degree of under-utilised land at its disposal. For
example, the Airport could feasibly lease a portion of its land to a hotelier and encourage the construction of a hotel on the
Island – despite a wealth of accommodation options the Island lacks a ‘true’ hotel (by Australian and New Zealand standards
anyway), and the Airport site could be a logical spot for one.
• And, of course, the Airport could seek to establish relationships with alternative airlines with a view to implementing additional
routes. As the middle classes of developing countries such as China and India continue to grow, they will increasingly demand
holidays to the South Pacific, and Norfolk Island's status as an Australian territory might prove an advantage.
• None of this is to say that the Airport will definitely end up having a newsagent, rental car companies or a hotel leasing some of
its space, nor that it definitely should seek to encourage routes to and from developing Asia. It is merely intended to make the
point that the Airport has considerable potential looking forward, potential which has so far gone un-noticed (or more
accurately, un-actioned) because the operational structure of the Airport does not provide the right incentives to the right
people.
• That said, the options considered here are all subject to a large degree of uncertainty, uncertainty which is compounded when
put in the context of the Island’s dire economic and financial situation. In this regard there is a degree of unavoidable ‘Island
risk’, which could work to limit large scale private sector investment on the Island. Even if the ownership structure is amended
and all the right incentives are put in place to facilitate and enable profit maximising behaviour, the risks may still be too great to
encourage any large scale investment activity. Put simply, the risks of investment may prove too great a barrier for significant
large scale investment from profit maximising Airport managers (or owners).
• All of the options considered depend on steady growth in a) tourism; and b) Airport patronage. Not only does Norfolk island
face immense competition from other South Pacific holiday destinations, but the Airport also potentially faces competition from
the other source of tourism to the Island – namely cruise ships. The latter are not currently a large source of tourism due to the
risk of weather conditions prohibiting landings on the Island. But with the expansion of Cascade jetty comes greater certainty in
the ability to offload cruise passengers, and thus a real source of competition to the Airport.
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Implementation considerations
Optimal ownership structure
• It is clear that a straight government ownership model is not optimal for the Airport – the lack of incentives and accountability
has led to sustained under-investment in essential infrastructure and under-utilisation of the Airport’s key assets – its land and
its terminal.

• That leaves four potential options: GBE or management contract, and licensing arrangements or full scale privatisation. The
latter two are appealing in the sense that the government could completely divest itself of the responsibility of finding an
appropriate manager (leaving the market to do that job), and simply let the market do its job.
• However an important implementation consideration is that the two ‘privatisation’ options are also highly subject to the risks
noted on the previous slide:
• The first is that unavoidable ‘Island risk’ might limit the private sector’s appetite either for taking on the operation and
management of the Airport or from making the kinds of investments necessary to truly harness the Airport's potential.
• The second risk is that with the expansion of the Cascade jetty in the next five years, the ability to unload cruise ship
passengers will be ever greater. With cruise ships carrying upwards of 2,000 passengers per year, it is easy to see how tour
companies might seek to tailor their offerings to cater for this market. While this would undoubtedly be a good thing for the
Island in general, it might not be so good for the Airport.
• With that in mind, in the near term, a GBE and management contract stand out as the two preferred options – while they
would still incorporate incentives and private sector principles, they might not be as risk averse as private owners would. (This
doesn’t mean they would be reckless in their attitude toward risk, merely that the government ownership would enable them a
greater ‘buffer’ against risk in any investment decisions).
• While the difference between the two is marginal, a management contract is considered optimal simply because it would take
relatively little time and effort to implement, and could ensure that key steps such as allowing for advertising or leasing out
retail space could occur virtually immediately.
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Appendix A –Overview

Background
Timeline of events
Norfolk Island has experienced a severe and sustained economic downturn, leading to a number of research reports, surveys and
funding arrangements between the NIG and Commonwealth over the past five to ten years.
A significant report was the Norfolk Island Roadmap, released in March 2011, which was developed in partnership with the
Commonwealth and NIG to describe reforms that would strengthen Norfolk Island’s economic diversity to provide a sustainable and
growing economy, social cohesion and resilience and unique heritage and environment.
This report paved the way for further work with relation to NI’s economic sustainability, a timeline of which is provided below.

Phase one –development of framework
From these, the Commonwealth appointed Deloitte Access Economics to develop a Framework to assess NI’s GBEs. This Framework
was presented to the Commonwealth and NIG in November 2013, of which the key aspects are presented in the proceeding slides.
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Government Business Activities
Governance overview of GBEs
In 2010, the governance structures of NI’s GBEs changed, in part to create greater Ministerial accountability. The main change during
this period was placing GBE profit into a revenue fund so decisions on spending had to be appropriated. The difference in these
governance arrangements are illustrated in the diagrams below.

Previous structure
NI Minister

GBE manager
Dividend

Profit retained

Current structure
Across both
structures
shared services
including
finance, plant
and equipment
ICT, HR and
Legal retained
in-house by the
ANI

NI Minister
CEO
GBE manager

Minister delegates
responsibility to CEO and
Deputy CEO except for
NIGTB, KAVHA, Gaming &
Cascade sale of rock
Profit-making incentive
removed as none retained
within GBE

Revenue fund

Each month GBE
managers would
declare a dividend
that the Minister
would sign off on. This
was not appropriated

1. Department of Finance and Deregulation, (2011), ‘Commonwealth Government Business Enterprise Governance and Oversight Guidelines’
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Appendix B –Macroeconomic
environment today

Macroeconomic environment today
How big is Norfolk Island’s economy?
• Insufficient data exist to gain an accurate indication of the economy of Norfolk Island. The Island produces no national accounts,
as such the best indication of economic performance can be gleaned from quarterly GST collections, which give a rough indication
of overall spending.

• ACIL Tasman estimated that Gross Island Product (GIP) in 2010-11 was $87.9 million. As shown below, this would imply a GIP per
capita figure roughly on par with Australia’s.

Norfolk Island
Population
GDP/GIP
GDP/GIP per capita ($)

Australia

1,452

21,507,717

$87.9

$1,406,645

$60,537

$62,965

Source: ACIL Tasman 2012; Norfolk Island 2011 Census; Australia 2011 Census; ABS 5206.0

• We have no evidence to corroborate or dispute the GIP estimate above. That said, given Norfolk Island’s relatively lower wages
and the high share of the population with zero income, the estimate would appear high.
• On the other hand, the estimate is consistent with the fact that there are a large number of high net worth individuals on the
Island, which other things equal, suggests a very high degree of income inequality.
• That said, to the extent that their wealth wasn’t made on Island, much of their wealth might not contribute to GIP, again
suggesting that the GIP estimate above might be overstated.
• Regardless, data provided by the Norfolk Island indicate that between 2010-11 and 2012-13, tourism fell by 6.5%, and gross
turnover fell by some 25%. We can therefore conclude that GIP would have declined quite considerably between 2010-11 and
2012-13, though by how much we are unable to gauge.
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Macroeconomic environment today
Industrial structure of Norfolk Island
• Norfolk Island’s economy relies strongly on the retail, food and accommodation industries, which comprise 27%, 9% and 13% of
employment by industry respectively. This reflects the strong role of tourism, which ACIL Tasman estimated accounts for 41% of
Gross Island Product.
Employment by industry, 2011
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Macroeconomic environment today
• The chart across illustrates residents’ disposal income per week. It
shows a significant increase for negative/nil income in 2011, indicating
the population is earning less than previously and less likely to spend on
non-essential goods.

Individual Weekly Income, 15 and above

• A significant proportion of the Norfolk Island workforce relies on
tourism, with 27% and 23% of people working in the retail and
accommodation and food industries respectively.
• The jump in ‘nil income’ in 2011 suggest job layoffs tied to tourism.
• Tourism numbers and occupancy rates have shown a fairly consistent
decline since the GFC, but recently (since July 2013) have turned
upwards.
• This may reflect an improved economic outlook in Australia or a
depreciating $A making Norfolk holidays more price competitive. Of
course, it may simply be a blip – only time will tell.
Annual visitors and occupancy rates, 2005-06 – 2012-13
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Macroeconomic environment today Ordinarily Resident Population Pyramid, 2011
Labour force

Significant gap
in young
working age
suggesting
many of this
age bracket
leave NI
potentially for
employment
opportunities

• Norfolk Island’s workforce tends to be relatively older,
between 40 and 64 years. This creates challenges in
terms of an ageing workforce, particularly as people
will begin shifting from the workforce to recipients of
NIG supports, such as pensions and healthcare costs.
It may also have adverse implications for the future
supply of labour.
• The skill base of the population is also skewed
toward having achieved a trade certificate or year 12
or equivalent as the highest level of education. It is
largely under represented in tertiary qualifications.
This has important implications for implementing any
options in terms of whether the requisite skills are
available on NI (both formal and informal skills
required). More importantly, it identifies potential
training and education opportunities for the current
and future workforce, which may also be used to
encourage a younger generation to remain in the NI
workforce.

Ordinarily Resident Population 15 + years by
Highest Level of Education (%)

• There is a high level of dependency on the Norfolk
Island Administration for employment (26% of all
employment). Any changes to GBEs therefore needs
to consider the implications this will have on overall
employment on NI.
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Macroeconomic environment today
Key observations
• Norfolk Island’s economy relies strongly on retail, food and accommodation.
• The market driving these sectors includes both locals and tourists, both of which have experienced a decrease in demand in recent
years, the former from less disposable income and the latter from fewer tourist numbers (only 57.3% of accommodation capacity
was realised in 2012-13). This has placed further strain on the economy.
• There is also a strong reliance on the Government (and through it the Norfolk Island Administration) for employment, with the
Government having an active involvement in virtually all sectors of the economy. The government business areas examined for
this report made a total (gross) income of roughly $20 million – total (gross) income of the Norfolk Island Government was only
$32 million.
• These businesses do not operate according to commercial standards: they are inefficient and many of them make a financial loss
on a regular basis, and, perhaps most importantly, they stifle private sector activity
• The biggest industry is tourism, estimated to account for 41% of the local economy. About 80% of tourists are Australians and the
remaining 20% New Zealanders. Tourists from other countries make up a negligible share.
• Due in large part to a lack of industry and lack of educational options beyond year 12, Norfolk Island’s population is ageing rapidly,
which highlights the potential challenge of the future supply of labour. It also places significant pressure on NIG for support
services such as pension and health care expenditure.
• At the 2011 Census some 27% of the Island’s population was over the age of 60, compared with 19% Australia wide. Norfolk’s age
dependency ratio (population over 65 relative to population between 15 and 64) was 29%, compared with 21% Australia wide.
The Island's workforce is underrepresented in tertiary qualifications and is overrepresented in trade certificates, highlighting
learning opportunities for the island’s workforce.
• With such an ageing population it is crucial that the Island's industries operate as profitably and as efficiently as possible. However
as this report demonstrates, the Norfolk Island Administration has a strong hand in virtually all sectors of the economy, and this
stifles private sector activity. While the small size of the Island means that a strong degree of government involvement is
inevitable, it is crucial that government business activities that are the focus of this analysis be run as efficiently as possible.
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Appendix C: Implementation
considerations

Implementation
• While each business will have different implementation requirements relevant to meet its specific needs, a general implementation
plan for each of the business options can be adopted as a guide.
• The following slides provide a guide as to the implementation process that could be adopted for each of the business options.
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The need for accounting data
• Before undertaking any of the business development options listed in this report, there is an urgent need for greater accounting
information.
• It has already been noted that neither depreciation expenses nor internal subsidies are allocated to individual business units. But
the lack of data goes further than that.
• While the Administration does have data showing the revenue and expenses of each business unit, it currently does not have the
capacity (both staffing wise and software wise) to collate these data into a usable format.
• For example, the first of our three weeks on Island was essentially spent collecting data from the Administration and developing a
spreadsheet model to collate the Administration’s raw financial data into a rough profit and loss statement for each business for
the past five years.
• The lack of data limits the capacity of the Administration to understand where its money is coming from; it limits the capacity of
business managers to appropriately and expeditiously respond to changing sales trends; it limits the capacity (and willingness) of
potential investors to invest their money in Norfolk Island; and it limits the capacity of external parties (including journalists,
lobbyists, consultants, and the general public) to gain a true understanding of the financial position of the Norfolk island
Administration and its business activities.
• As a practical example, during consultations we were informed that the retail arm of Norfolk Post is profitable. However upon
collating the data we found that the data told a different story: in fact the data suggest that consistently over the past five years,
the retail operations of Norfolk Post have been operating at a loss.
• While this may be a cost allocation issue (notably, wages account for half of reported retail expenses), it also suggests that for the
past few years the Post Office (i.e. the Administration) may have unknowingly been operating as an unprofitable business.
• More broadly, the lack of comprehensive accounting data for the individual businesses stands as a key barrier to the
implementation of any of the reforms recommended here. Put bluntly, nobody is going to sign a management contract or a
leasing arrangement that ties them to the profitability of the business if they don’t know how profitable the business actually is.
• The need for accounting covers two broad themes:
• A need for proper collation and analysis of existing business level transactions (in a similar vein, but more comprehensive,
to what we did for the first week of our Island visit)
• Development of a comprehensive and methodologically robust cost allocation model that allows ‘back office’ expenses
such as IT, HR, legal and payroll support to be allocated across various functions. The model needs to be at a business level
that allows the allocation of expenses within the businesses (for example, the allocation of administrative expenses or wage
costs across the distribution and retail arms of the Post Office, or across the retail and wholesale arms of the liquor bond).
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Internal subsidies
• The financial records available for each of the individual business areas are incomplete. Because there is no onus on any of the individual
business managers to prepare a set of formal financial accounts, the amount of information available from each business varies.
• In addition to not allocating depreciation to individual businesses, the available data do not give an indication of the extent of internal
subsidies received by the businesses. In particular, the Administration provides a range of shared services – finance, IT, Human Resources and
legal services – to each business at no charge. The value of these services are not allocated against individual business areas, but clearly they
impact upon the true cost to the Administration of running the businesses.
• Using staffing data provided by the Administration we have attempted to allocate these costs across individual businesses. Put simply, if a
business accounts for 5% of total Administration employees, then 5% of the cost of running the shared services is attributed to that business.
In total, 58% of the costs of running the shared services are estimated to be attributable to business areas.
• This is a very rough estimate which is intended purely for illustrative purposes. There is an urgent need for the construction of a
comprehensive and methodologically robust cost allocation model to achieve a more accurate split.
• Nevertheless, it suggests that on account of internal services provided by the Administration, the true costs of running each business areas
could be as much as 30% higher than would be suggested from the available financial records.
• This is significant because given the tenuous financial position of many of the businesses, a recorded profit might easily become an apparent
loss once all internal services have been attributed across the business lines.
• There are reasons to suspect that the estimate provided
here is an underestimate. For example, it should be
noted that none of the business areas pay rent for the
land they occupy.

Estimated value of shared services, % of 2012-13 expenses

• The value of this rent is hard to determine because there
is not an active market for the land. For example, if the
liquor bond were privatised and the land on which it sits
sold (or leased), it is difficult to estimate what the market
might be willing to pay for that land, because the market
does not exist.
• Nevertheless, clearly the land does hold some intrinsic
value, which represents a cost to the Administration (in
terms of the opportunity cost of not receiving rental
income for the land.
• Similar to shared services, the lack of rent further adds to
the true cost of running the business areas (because the
Administration is losing out on rental income).
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Implementation –core requirements
The diagram below illustrates the key steps for implementing the necessary core requirements for all of the government businesses

Establish working
group (as required)
for implementation

Conduct detailed analysis
(drawing on material from this
report) on the current
governance, reporting and
operations of the business. Assess
current alignment with
requirements and where gaps
exist

Recruit those with
the appropriate skills
for operating and
governance
structures (as
appropriate)

Document
current assets
including state
and condition

Conduct
competitiveness
analysis and
address any
shortfalls

Ongoing implementation and oversight

Identify skills
required and recruit
the appropriate staff
to implement core
requirements

Identify any current
Commonwealth
bodies that could
have their powers
extended to Norfolk
Island to meet core
requirements (i.e.
ASIC)
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Draft policies,
procedures, KPIs
and MOU’s as
appropriate

Develop and run
cost model and
ensure cost
recovery
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Implementation –government delivery
The diagram below illustrates the key steps for implementing the government delivery option following the implementation of all
necessary core requirements

Establish operating mandate and operating objectives:
•

Develop three years strategic/service plan – identify skill level
and training required to enable operating mandate achievements

•

Develop an improvement program for the customer experience

•

Establish performance and service targets to determine where
the service wants to go including clear KPI’s and CSO’s

•

Establish service delivery and operating principles

Develop budget plan and
determine base funding, including:

•

Targeted levels of cost recovery
the shared service businesses
will strive to achieve

•

Ensuring budget appropriately
matches demand

Ongoing implementation and oversight

This may involve,
where relevant, an
integration plan i.e.
amalgamation of
services

Determine appropriate operating
structure

Develop a training and resources
strategy
•

Including physical,
operational and
functional requirements

Define roles, responsibilities and
accounting requirements including:
•

Reporting requirements

•

Governance arrangements

•

Policies and procedures
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Drawing on previous analysis
that determined the skill level
and resources required to
achieve operational mandate,
identify any training and
resources opportunities
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Implementation –shared service
The diagram below illustrates the key steps for implementing the shared services model option following the implementation of all
necessary core requirements for all of the government businesses

Establish clear operating mandate and
operating objectives
•

Develop clear KPI’s and CSO’s

•

Establish service delivery and
operating principles

•

Establish shared services role in both
the administration and across
businesses

Determine appropriate structure for the
delivery of the shared service

Develop a training and resources
strategy

•

To determine how businesses access these
services

•

•

Establish arrangements for charges, rates,
KPI’s and policies of shared service issues

•

Reporting requirements

•

Governance arrangements

Develop budget plan
•

Targeted levels of cost
recovery the shared
service businesses will
strive to achieve

Drawing on previous analysis
that determined the skill level
and resources required to
achieve operational
mandate, identify any
training and resources
opportunities

Ongoing implementation and oversight

Identify the services
and/or functions
across government
that are utilised by
broader business on a
regular basis
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Understand the demand for
shared services and required
resources meet demand

Establish service
contracts/arrangement where
shared service is material

•

•

Ensure budget
appropriately matches
demand

Establish formal service
delivery arrangements
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Implementation –GBE
The diagram below illustrates the key steps for implementing the GBE model option following the implementation of all necessary
core requirements for all of the government businesses
Develop business plan and aims:

Establish clear operating mandate
and operating objectives

• Determine budgetary arrangements including
funding and dividends where appropriate

• Develop clear KPI’s and CSO’s
• Establish service delivery and
operating
principles
to
determine how to undertake the
job

Soft testing of
market

Establish
board
and
management structure
•

Recruit
people

appropriate

• Determine asset and capital expenditure strategy to
determine what infrastructure and equipment will
be funded and maintained

Ongoing implementation and oversight

Develop change strategy
Support and develop pre market due
diligence:

Determine
roles
responsibilities:

• Technical

• Determine
relevant
decision
making
and
delegated authorities

• Financial
• Develop cost of service models and
record actual cost according to service
delivery functions

and

• Establish the scope of the
GBE’s independency

• Plan of how the organisation and staff move from the
current working structure to the proposed structure;
taking into consideration:
• Physical assets

• Staff
• Governance
• Accountability of people

• Any training and resource requirements
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Implementation –licensing
The diagram below illustrates the key steps for implementing the licensing following the implementation of all necessary core
requirements for all of the government businesses
Determine the nature and number of
licenses to be offer
•

Establish the scope of the services
allowed under license agreements

•

Identify
conditions/obligations
attached to the license

•

Area relevant
discrete)

to

Identify regulatory arrangements:

•

license (NFI

Determine where appropriate
whether oversight will be
independent of government or
within NIG control -

Develop marketing testing documentation:

Co-ordinate and tender process

•

•

Establish criteria for prioritising bids

•

Identify
transparent
and
independent selection panel with
third party oversight

•

Draw up license application
advertise

•

Conduct selection process

Tender options: lump sum fees, annual
costs, dividends, return to government,
taxing arrangements, when is the
license effective from, whether to
establish a transitional phase to
transfer stock or assets

and

Ongoing implementation and oversight

Conditions/Obligations could include:
•

Constraints of number of licenses held on Island

•

Resale rights and conditions

•

Performance standards and Community Service Obligations

•

Where appropriate,
change strategy

Develop license agreement
•

Determine reporting obligation under license

Determine
the
process of how
licenses will be
issues

•

Structures that will oversee and
regulate compliance with the
license

Role of Government in any ownership transition of licenses

•

•

•

Location: where appropriate, where and how many
establishments, are to deliver service

Establish government rights,
approval rights and regulations

•

•

Establish obligations to deliver and achieve KPI’s

•

Character appraisals and background checks of license
holders

Establish oversight: roles and
responsibilities and funding
arrangements

•

Entity able to attain license i.e. business, individual
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Including probity
arrangements

develop

Plan of how the organisation and
staff move from the current
working structure to the proposed
structure;
taking
into
consideration physical assets,
staff, governance, accountability
of people and any training and
resource requirements
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Implementation –market testing
The diagram below illustrates the key steps for implementing the market testing for all of the government businesses

Establish working
group (as required)
for implementation

Identify employee
arrangements, asset
ownership arrangements
and legislative constraints
and their implications for
market testing. Develop
strategy for addressing
elements

Identify skills
required for
implementation and
sourcing

Identify aims and essential
requirements, for instance
maximum prices,
retention of assets etc.

Running of
process and
assessment of
bids

On-going
implementation
and oversight

Ongoing implementation and oversight

Identify options that
can be implemented
together

Develop cost model and
record actual cost
according to service
delivery functions
Support and develop pre-market due
diligence: technical, financial,
development of documentation to
test the market.
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Implementation of
contracts

Establishment of
assessors board
and assessment
criteria
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Blue arrows apply to all businesses and green
to market testing options

Implementation considerations

Implementing the options will be a gradual process and will require several stages for each of the businesses. The diagram below
illustrates the key steps of implementation that need to be considered and an indicative timeframe. Timeframes will differ according
to how businesses have been prioritised for implementation
Plan implementation of core
requirements:
• Develop three years
Establish working
strategic/service plan and
group (as required)
business plan
for
implementation • Establish performance targets
and operating mandates

Support and develop pre market
due diligence: technical, financial,
development of documentation to
test the market. Develop cost of
service models and record actual
cost according to service delivery
functions

Implementation
of contracts
Soft testing of
market

Ongoing implementation and oversight

Decide preferred
options & prioritise
implementation

Identify employee arrangements,
asset ownership arrangements
and legislative constraints and
their implications for market
testing. Develop strategy for
addressing elements

Identify options that
can be implemented
together
Identify skills
required for
implementation
and sourcing
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Identify aims
and essential
requirements,
for instance
maximum prices,
retention of
assets etc.

Develop change
management
strategy

Running of process and assessment of bids,
including:
• Establishing criteria for prioritising bids
• Identifying transparent and independent
selection panel with third party oversight
• Drawing up RFQ and advertising
• Conducting selection process
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Implementation –privatisation
The diagram below illustrates the key steps for implementing the market testing for all of the government businesses
Support and develop pre-market due diligence:

Expression of interest:

• Technical

• Sales timetable

Negotiation and completion:

• Financial (including accounting policies)

• Prepare information memorandum and
release to market

• Selection of preferred purchaser

• Hold industry briefing

• Final legal agreements

• Prepare pricing analysis

• Manage execution and completion

• Determine purchases to be shortlist

• Finalise separation

• Customer profile
• Historical income statement, balance sheet
Establish working
• Trading update
group (as required)
for implementation • Corporate structures and operations

• Negotiation

Ongoing implementation and oversight

Identify skills
required for
implementation
and sourcing

Develop cost model and
record actual cost
according to service
delivery functions

Develop vendor due diligence report, considering:

Competitive bidding:

• Cash management policies, controls and dollar values

• Invite bidding

• Any historical fraud incidents • Professional rebates

• Support review

• Intangible assets

• Property leases

• Taxation arrangements

• Transaction structure

• Obtain and assess final
offers

• Operating cost structure

• Competition constraints

• Employees, remuneration

• Industry funding

and entitlements

• Terms of product supply agreements

• Prepare summary
evaluation report

• Forecast achievability
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Implementation prioritisation
The chart below plots the expected ease of implementing the recommended delivery model against the expected benefits of doing
so, either in the form of revenue potential or reduced Commonwealth outlays. Businesses in the top left quadrant – easy to
implement and high benefits – should be considered first.
Revenue opportunity (high)
Liquor bond

Airport

WAS

Forestry

Post office

Fire services

Museums

Telecom

Electricity

Lighterage
Gaming

Tanalith/forestry plantations

Broadcasting

Waste

Easy

Hard
Ease of implementation

NIGTB

KAVHA

Philatelic

Energy

Cascade sale of rock
Telecom (landline)

Legend
Government delivery/shared services
GBE
Management contract
Licensing

Revenue opportunity (low)
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Appendix D: Consultations

Appendix D: Consultations
Name

Position/role
Manager, Norfolk energy

John Christian

Manager, electricity

Neil Tavener

Health, quarantine supervisor, water assurance scheme

Deb Simpson

Manager, post office

Glenn Robinson

Manager, airport

Gerri Downie

Chief Fire Officer, fire services

Peter Davidson

Manager, forestry, reserves and conservation

Bevan Nicolai

Plant supervisor, tanalith

Kim Davies

Manager, Telecom

Rod McAlpine

Director, gaming

Doug Jackson

Manager, liquor bond
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Appendix D: Consultations
Name

Position/role

Cathy O’Sullivan

Board member, cascade sale of rock

David Magri

Works manager, KAVHA

Anita French

Administration, KAVHA

Glen Buffett

General Manager, Norfolk Island Government Tourism Bureau

Lisa Richards

Curator, museums

Jon Gibbons

CEO, Norfolk Island

Bruce Taylor

Deputy CEO, Norfolk Island

Mal Snell

Supervisor, Waste management

Louci Reynolds

Associate Manager, Broadcasting

Jeannette Buffett

Supervisor, Philatelic

Rod McAlpine

Director, Gaming
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Appendix E: Case studies

Appendix E: Waste Management Case Study
Septic Tank Decommissioning, Western Australia

Source: Government of Western Australia, Department of Health

Environmental risks of septic tanks:
• Septic tanks pose significant environmental and health risks to communities. Septic tanks hold a large amount of untreated wastewater; if
tanks are to be incorrectly decommissioned or abandoned, waste water has the potential to leak out of the system contaminating soil and
groundwater, having the potential to pollute local watercourses.
• The above mentioned environmental risks highlight the hazardous nature of Norfolk Island’s current waste water system. The Island’s
current Water Assurance Scheme network reaches less than 20% of dwellings, causing a significant installation requirement of septic tanks.
Infrastructure investment is required in order to extend Norfolk Island’s current waste water network which would aim to reduce the
number of septic tanks and therefore reduce environmental threats.
Western Australian Regulation:

Source: Western Australian Legislation

• Once a sewer connection is available to a property that has a septic tank, the property must be connected within 5 five years of the Water
Corporation advising of its availability. Once the property is connected, the septic tank is required to be decommissioned.
• Western Australian legislation, Health (Treatment of Sewage and Disposal of Effluent and Liquid Waste) Regulations 1974 requires
decommissioning at the following times:
– Not more 60 days after ownership of the property has changed (it is ultimately the purchaser’s responsibility to ensure that the system is
decommissioned.

– If the foundations for a building on the premises are to be built closer than 1.2 meters from the apparatus or a building is to be
constructed above the apparatus (decommissioning must occur before any building works commence).
– If there is a ‘material change of use’ of the property, within 60 days (for example if a residence is converted into a business, the system
must be decommissioned not more than 60 days after the change of use has occurred).
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Appendix F: References
• ACIL Tasman, (2012), Norfolk Island Economic Development Report: Reform of the Norfolk Island Economy, Department of Regional Australia, Regional
Development and Local Government
• Australian Bureau of Statistics

• Consultations with Norfolk Island Stakeholders

• Deloitte Access Economics, (2011), Wellbeing Report –Norfolk Island (including underlying dataset), Department of Regional Australia, Regional Development
and Local Government
• Department of Regional Australia, Regional Development and Local Government (2011), Norfolk Island Roadmap Submissions Feedback Summary.
• Electricity Powerhouse Log, Average KW hours Generated - Supplied by Bruce Taylor, Deputy CEO of Norfolk Island Administration on 25 th May 2014

• Liquor Bond historical sales data - Supplied by Bruce Taylor, Deputy CEO of Norfolk Island Administration on 25th May 2014
• Norfolk Island Administration owned land asset list - Supplied by Bruce Taylor, Deputy CEO of Norfolk Island Administration on 13 th may 2014
• Norfolk Island Airport and Security Rate of Service, 2014 - Supplied by Bruce Taylor, Deputy CEO of Norfolk Island Administration on 25 th May 2014
• Norfolk Island Airport Capital Expenditure Budget 2015 - Supplied by Glen Robinson, Norfolk Island Airport Manager on 27 th may 2014
• Norfolk Island Fuel Electricity Rates, – Supplied by Bruce Taylor, Deputy CEO of Norfolk Island Administration on 21 st May 2014

• Norfolk Island Government Business Services Staff Establishment Statistics - Supplied by Bruce Taylor, Deputy CEO of Norfolk Island Administration on 13 th ma
2014
• Norfolk Island Infrastructure Projects Data - Supplied by Jon Gibbons, CEO of Norfolk Island Administration on 10 th May 2014
• Norfolk Island Monthly Visitor Statistics, Provided by Norfolk Island Government Tourism Bureau on 15th May 2014
• Norfolk Island Tourism Strategic Plan, 2013-2023
• Preston Rowe Patterson, Norfolk island Administration Asset Evaluation report, June 2012
• Pacific Regional Infrastructure Facility, Pacific Regional Solid Waste Management 2010-2015 report
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Appendix F: References
• Norfolk Island Administration financial records, 2009-13 – Supplied by Bruce Taylor, Deputy CEO of Norfolk Island Administration on 13 th
May 2014
Government Business Service’s Financial information provided:
• Tanalith
• Norfolk Island Government Tourism Bureau
• Post Office
• Philatelic
• Forestry and Reserves
• Gaming
• Cascade Sale of Rock
• Museums
• KAVHA
• Liquor Bond
• Telecom
• Electricity
• Lighterage
• Norfolk Energy
• Waste Management
• Water Assurance Scheme
• Fire Services

• Broadcasting
• Airport
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Appendix F: References
Legislation:

•

Norfolk Island Government Tourist Bureau Act 1980

Postal Services Act 1983

•

Airport Act 1991

•

•

Bookmakers and Betting Exchange Act 1998

•

Public Health Act 1996

•

Broadcasting Services Act 1992 (Cth)

•

Public Reserves Act 1997

•

Business transaction (levy Imposition) Act 2006 (Norfolk Island)

•

Public Sector Management 2000

•

Business transactions (Administration) Act 2006 (Norfolk Island)

•

Quarrying and Related Public Works Act 2004

•

Companies Act 1985 (Norfolk Island)

•

Radiocommunications Act 2991 (Cth)

•

Companies Regulations 1986 (Norfolk Island)

•

Telecommunications Act 1992 (Norfolk Island)

•

Disaster and Emergency Management Act 2001

•

Trees Act 1997

•

Electricity (Licensing and Registration) Act 1985

•

Waste Management Act 2003

•

Electricity Supply Act 1985

•

Water Assurance Charges Act 1991

•

Electricity Supply Regulations 1986

•

Employment Act 1988 (Norfolk Island)

•

Employment Regulations 1991 (Norfolk Island)

•

Environmental Act 1990

•

Environmental Protection and Biodiversity Conservation Act 1999 (Cth)

•

Fair trading Act 1995 (Norfolk Island)

•

Fire Control Act 2000

•

Gaming Supervision Act 1998

•

Goods and Services Tax 2007 (Norfolk Island)

•

Goods and Services Tax Regulations 2007 (Norfolk Island)

•

Health (Treatment of Sewage and Disposal of Effluent and Liquid Waste) Regulations, 1974,
Western Australia

•

Lighterage Act 1961

•

Liquor Act 2005 (Norfolk Island)

•

Liquor Regulations 2006 (Norfolk Island)

•

Museum trust Act 1987

•

Norfolk Island Act 1979 (Cth)

•

Norfolk Island Broadcasting Act 2001
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