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Executive summary

Food Standards Australia New Zealand (FSANZ) is an Australian Government agency that
develops and administers the Australia New Zealand Food Standards Code (the Code). The
Code is implemented and enforced by state, and territory agencies, the New Zealand
Ministry for Primary Industries and the Department of Agriculture and Water Resources (for
food imported into Australia.

The Food Standards Australia New Zealand Act 1991 requires FSANZ to consider costs in
decision-making. As a standard setting body, FSANZ is required to comply with the Council
of Australian Governments (COAG) regulatory impact analysis requirements administered by
the Office of Best Practice Regulation (OBPR). FSANZ is required to submit a Regulatory
Impact Statement (RIS) to the OBPR for all decisions made that would encourage, or force,
businesses or individuals to pursue their interests in ways they would not otherwise have
done, unless the impact is minor.

The Commonwealth Department of Health contracted FSANZ to develop an activity-based
costing model for government costs associated with changes to the Code. The model will
form part of the response to the Australia and New Zealand Ministerial Forum on Food
Regulation (the Forum) for the Review of Food Labelling Law and Policy.

The project has involved:

e systematic consultation with all Australian state and territory agencies, the New
Zealand Government and a number of local government bodies

e collection of readily available costing information held by agencies and a number of
local government bodies

e categorisation of the implementation costs associated with changes to the Code to
the agencies

e assessment of this data with respect to estimating costs and benefits associated
with a change to the Code.

Regulatory impact analysis of a new piece of legislation estimates the impact of changing
from the current conditions (status quo) by considering costs that arise from the regulation
being incorporated into the existing food regulatory system. FSANZ has examined
relationships between changes to the Code and jurisdictional implementation costs. A subset
of jurisdictional implementation costs were considered to be out-of-scope because they were
not typically required by the OBPR and did not fit within standard approaches to cost-benefit
analysis.

From the range of costs considered, three classes of activities were within scope, namely:

o development of the implementation strategy
o physical implementation of the new regulation into the food regulatory system
e ongoing administration of the regulation.




A Government Implementation Cost Framework (the framework) was developed in order to
perform two functions. The first function was to help determine whether the jurisdictions’
costs were material to the regulatory impact analysis and so required expression in monetary
terms. The second function was to estimate the size of the jurisdiction’s net cost if necessary.
The framework comprised an indicative materiality tool and a costing tool. The project has
found a number of consistent factors that influence the jurisdictions implementation costs.
These include:

¢ whether the industry is presently regulated and the level of that regulation

¢ the number of businesses affected by the change

¢ the skills and systems that industry may already have in place to manage the new
regulatory requirements

o if food safety plans need to be changed, or put in place, in order to comply with any
Code changes

¢ whether the changes are required to be legislated or gazetted by the jurisdictions in
order to legalise the changes to their food safety system.

If the factors listed above are unlikely to be material to the jurisdiction’s costs then a quick
decision can be made to limit research effort to more relevant areas. Increasing the number
of the above factors involved increases the likelihood that the jurisdictions’ implementation
costs will be a significant component in FSANZ's regulatory impact analysis and so require
in-depth cost review.

Effective models require balance between accuracy, reflection of real-world issues, reliability,
and ease of use. The usability of the materiality tool is enhanced by using proxy measures to
indicate ‘the complexity of the change to the Code’, and ‘the level of the regulatory
sophistication of the affected businesses’.

The costing tool is built around information and data provided during consultation with the
agencies. The tool is based on a simplified activity-based costing approach. The values
calculated using the model will act as a starting point for further discussions with jurisdictions.

This approach allows costs to be calculated by identifying the activities involved in
implementation and assigning a cost to each activity, based on required resources.

It is anticipated that the framework will be refined and developed over time with the collection
of improved costing data and increased experience in estimating government costs, and this
will assist FSANZ in optimising regulatory design. It is FSANZ's intention that this ongoing
process will take place in close partnership with the food regulators.




1 Introduction

Food Standards Australia New Zealand (FSANZ) maintains the joint food standards set out
in the Australia New Zealand Food Standards Code (the Code).

As a standard setting body, FSANZ is required to comply with the Council of Australian
Governments (COAG) best practice regulation and regulatory impact analysis requirements
as administered by the Office of Best Practice Regulation (OBPR) *. FSANZ is required to
submit a Regulatory Impact Statement (RIS) to the Office of Best Practice Regulation
(OBPR) for all decisions made that would encourage or force businesses or individuals to
pursue their interests in ways they would not otherwise have done, unless the impact is
minor?. The RIS aims to be a balanced, structured examination of the considered options in
order to address the food-related risk or other objective (risk management options). The
purpose of a RIS is to draw conclusions on whether regulation is appropriate, and if so,
which of the considered risk management options is the most efficient and effective
approach. The OBPR independently assesses the RIS quality of analysis.

Cost-benefit analysis (CBA) is often a key component of the RIS as it can assist in identifying
the risk management option that offers the greatest net benefit to the Australian and New
Zealand communities. The risk management option that is most likely to provide the greatest
net benefit to the Australian and New Zealand communities is generally recommended as the
preferred option.

In addition to the administrative COAG requirements, sections 29 and 59 of the Food
Standards Australia New Zealand Act 1991 stipulates that FSANZ must have regard to
whether the costs that would arise from a food regulatory measure outweigh the direct and
indirect benefits to the community, Government, or industryg.

The costs and benefits included in the CBA are those that are incurred as a result of
adopting the risk management option. That is, from the base case of status quo, it is the
additional or incremental, costs and benefits that would arise from the risk management
option being incorporated into the existing food regulatory system.

The preferred risk management option is the option that is most likely to provide the greatest
net benefits to the Australian and New Zealand communities. The overall net benefit can be
calculated from the net cost estimates of the government, industry, and consumer segments
of the CBA (refer appendix 1). Improving the accuracy of the net cost estimates of each of
the segments is a worthwhile investment of resources where that segment is likely to
influence which of the risk management options will be the preferred option.

There are two components of the net cost estimate that influence its significance in a CBA,
namely the magnitude of the net cost estimate in relation to the other segments, and the
accuracy of the net cost estimate. Better information often reduces the uncertainty
surrounding estimates, however if that segment of costs is already known to be immaterial in
deciding the preferred option, then the value of the additional information may be negligible.
Undertaking a comprehensive CBA process can be time consuming and costly, and in the
context of a tight fiscal environment, it is important that FSANZ allocates resources
strategically to where they can most efficiently influence regulation design.

! link to COAG regulatory impact guidelines

2 | ink to COAG RIS preliminary assessment form
% link to FSANZ act.



https://www.coag.gov.au/node/175
https://www.dpmc.gov.au/resource-centre/regulation/coag-ris-preliminary-assessment-form
https://www.legislation.gov.au/Details/C2016C00147

FSANZ has experienced some challenges in quantifying the regulatory impact of Code
changes on the jurisdictions. FSANZ often receives only a few submissions, or limited
information in submissions detailing the agencies’ costs associated with incorporating Code
changes into their food regulatory system.

This often means that FSANZ has to rely on limited information that is not necessarily
representative of all jurisdictions and may not account for the legitimate variation of net costs
between jurisdictions. This makes it difficult to estimate the net costs for the government
segment of a CBA, and to determine likely materiality and accuracy of the information
provided or generated.

The potential uncertainty in quantifying government costs could, in some instances, limit
FSANZ’s ability to accurately evaluate proposed changes to the Code and thus optimise
regulation design.

1.1 Background

FSANZ was contracted by the Department of Health to develop an activity-based costing
model for government costs in order to inform the response to the Australia and New
Zealand Ministerial Forum on Food Regulation (the Forum) to the Review of Food Labelling
Law and Policy.

FSANZ thus undertook a project to develop a Government Implementation Cost Framework
(the framework) to assist in determining if the jurisdictions’ costs are likely to be material to
decision-making and, if so, to estimate the size of the jurisdiction’s net cost. The framework
comprises:

e an indicative materiality decision tool (materiality tool) which is a qualitative
assessment of the likelihood that the jurisdictions’ cost of implementing food
regulation will be material for each specific risk management option

e a costing tool for calculating a quantitative estimation of the net costs for each
jurisdiction for the specific risk management option, if the indicative decision tool
suggests a material cost of implementation. The values calculated by the costing
tool will act as a starting point for consultation with the jurisdictions.

The development process of the framework and its possible future is set out below.
This paper has the following narrative structure.

1. Research objective, design and information gathering process. This section
discusses the objectives in developing a Government Implementation Cost
Framework and the project methodology.

2. Consideration of agency implementation activities. This section discusses the typical
activities that agencies undertake when incorporating new food regulation into the
jurisdiction’s food regulatory system. The section also discusses which of these
activities is appropriate to be captured in FSANZ regulatory impact analysis.

3. Government Implementation Cost Framework. This section outlines the framework
and the two tools it comprises. It also discusses how the framework can be used to
more effectively engage with the agencies on their costs and improve the accuracy of
the initial net cost estimation.

4. Possible next steps. This section offers possible means for progressing the
framework.

5. Conclusion.




2 Research objective, design and
information gathering process

2.1 Project objectives

FSANZ has undertaken a project to assist in future estimation of jurisdictions’ costs
associated with implementing changes to the Code. This involves:

¢ Identification of the significant activities agencies undertake in interpreting,
implementing and administering changes to the Code. Then determining which are
appropriate to include in FSANZ regulatory impact analysis.

¢ Determination of how these activities can be quantified for the purpose of CBA.

¢ Identification of what attributes or context of a change influence implementation and
enforcement costs.

o Development of a Government Implementation Cost Framework.

The Government Cost Framework intends to:

¢ Provide an indication of the significance of the jurisdictions’ costs -
Undertaking a comprehensive CBA process can be time consuming and costly,
both for FSANZ and the agencies involved. Better information often reduces the
uncertainty surrounding estimates, however if the government costs of a risk
management option are already known to be relatively small, these costs are likely
to be immaterial to the ordering of options and the value of the additional
information may be negligible. Having a clear decision-making process around
determining the materiality of costs will assist FSANZ in allocating scarce resources
to where they might more effectively influence better regulation design.

e Calculate an initial estimate of the jurisdictions’ net costs through a Costing
tool - Due to the complexities of the food regulatory system and the lack of cost
data presently available, this estimate will indicate the size of the costs but may not
do so with a high degree of accuracy in a number of circumstances. This
preliminary cost estimate will provide a starting point for consultation with the
agencies by clearly conveying the types of costs that make up the estimate and the
assumptions of how the agencies would be affected by Code changes. The
aggregated results produced by the costing tool could also possibly be used as
default values to be placed in Consultation RISs (CRIS) when it appears too difficult
or costly relative to the value of the information to seek increased certainty or
accuracy.

Standardising the quantification of agencies’ costs fits into FSANZ's ongoing process of
progressively moving parts of its CBA calculations into costing tools and models to improve
the timeliness, transparency and methodological robustness of its regulatory impact analysis.
These costing tools estimate the monetary value of various types of potential impacts
associated with changes to the Code, and include the following components:

e afood labelling model — to estimate the costs to businesses of labelling or
relabelling of food and beverages

e abusiness compliance model — provides estimates of costs to businesses for new
food regulations

e acost of illness model — estimates the cost of various foodborne illnesses.




2.2 Project design

Project stages include:

initiation

pilot data collection

further data collection

analysis of information collected

development of the first version of the Government Implementation Cost
Framework

e consultation on findings

e framework refinement.

2.2.1 Project initiation

The project began with a review of key literature and scoping of the feasibility of the project
utilising experts in the field, including the Productivity Commission and economists, including
FSANZ's Social Science and Economic Advisory Group (SSEAG).

As a result of the desktop-research undertaken in this phase, FSANZ focused on a simplified
activity-based costing approach in order to obtain maximum usability of any eventual costing
tool. This approach allocates implementation costs to each risk management option based
on the activities necessary to incorporate the Code change into the jurisdictions’ food
regulatory system. Although this is more detailed information than would be described in a
CBA, having information on the work undertaken to introduce new food standards in different
scenarios enables a picture to be built of how the nuanced differences between the risk
management options could influence project costs.

With this approach, costs to each agency can be calculated by identifying the activities
involved and assigning a cost to each activity-based on the required resources. The costs of
each agency in the jurisdiction would then be combined to obtain a net cost for each
jurisdiction.

Any economic model or theory is necessarily a simplification of the real-world situation. In
developing the Costing tool this causes a trade-off between the data intensity and complexity
of the tool with the accuracy of its outputs and ease-of use. In order to balance the
competing priorities in design, criteria were created to guide the development of the costing
tool. These criteria included assessment of:

¢ Meaningfulness to the agencies — the costing tool is a starting point for predicting
the jurisdictions costs. Further engagement with the agencies is essential for
meaningful cost predictions, to ensure that this engagement is effective, agencies
be able to easily relate to the cost categories so they can participate in the costing
process and be able to justify how costs were expected to deviate from preliminary
estimates.

o Cost driver homogeneity — cost categories are grouped together where they have
similar unit costs and are influenced by similar cost drivers.

o Agency based focus — the model should objectively, consistently and accurately
reflect the actual activities that the agencies undertake to incorporate the change to
the Code into their regulatory system. To meet this objective, the model needs to
be able to reflect the underlying regulatory context of the jurisdiction.

¢ Transparency — the model needs to have a sensible link between the activities that
agencies undertake to incorporate the change to the Code into their food regulatory
system and the factors that are likely to influence the amount of work required to
successfully undertake each of the activities (the cost drivers).

e Capacity for improvement — the model should be able to be improved as further
information and more relevant cost data becomes available.




e Administration and operational feasibility — the model needs to be fit for purpose,
useable and maintainable for FSANZ.

2.2.2 Pilot data collection

A pilot consultation was undertaken using Tasmania to shape the data collection process.
Initial discussions refined the understanding of how the state’s food regulatory agencies
interacted, the activities and costs of the food safety system, the incremental work involved in
implementing changes to the system, and broad cost and work categories. With the
assistance of the agencies, the factors likely to influence the costs involved in the activities
were identified and based on this, a draft government costing tool was developed.

The pilot study indicated that it was unlikely that precise cost data directly associated with
implementing Code changes was obtainable and so information collected would be of a
qualitative nature in some instances. Building on the experience with Tasmania and including
academic advice, case studies of recent changes to the food standards were used in order to
prompt discussion on the typical activities the agencies would undertake to incorporate a
Code change into their regulatory system.

Not only did the case studies identify the activities that the agencies undertake to implement
a change to the Code, but they also provided a means to determine how the heterogeneous
underlying regulatory context affects the implementation activities. Comparison of differences
due to the underlying regulatory context of the jurisdiction when agencies introduced the
same change to the Code was instrumental in being able to determine factors that are likely
to drive implementation costs given the information was qualitative in nature.

2.2.3 Data collection

FSANZ collaborated with EY, a large and experienced consulting firm with extensive
experience in government and data collection, to undertake the explorative information
collection process. This phase of the project involved the following steps.

¢ A data collection strategy — development of a strategy for data collections based on
findings from the pilot study and an EY desktop review of the key agencies and
their approaches to food regulation. The strategy involved developing a survey and
case study questions tailored to each agency.

e Data collection — This involved all Australian state and territory food regulatory
agencies, two local councils from each jurisdiction, the New Zealand Ministry for
Primary Industries and the Australian Department of Agriculture and Water
Resources. Data collection was undertaken using a two-stage approach of in-depth
face-to-face consultations with agencies in New South Wales and Victoria, and a
survey of the remaining Australian and New Zealand agencies. The face-to-face
agency consultations were staggered to allow for the incorporation of lessons learnt
from each set of consultations into the data collection strategy, in order to ensure
maximum value from the consultations and consistency in data collection. Detailed
agendas to facilitate discussion were developed. The survey of the remaining
agencies involved a two-page ‘data guidance’ document, which outlined the
objective of the project and the data being sought and used examples.

o Data quality assurance — checks on the completeness, accuracy and consistency
of the data collected were undertaken throughout the whole process.

New Zealand government, and Australian state and territory government agencies were
approached to participate in the project, as well as two local government councils from each
state. We were unable to obtain information from the Northern Territory, Queensland
Department of Health or the New Zealand Ministry for Primary Industries.




This data collection phase took three months and generated a significant volume of data and
information from the 31 agencies that participated®.

Information was collected on the activities that could be involved in incorporating a Code
change into the jurisdictions’ food regulatory system; how to estimate the cost of each activity
and the factors that are cost drivers for each of the activities. The characteristics of the risk
management options that might influence costs and the underlying regulatory context are
collectively referred to as ‘cost drivers’.

The jurisdictions have key inherent differences, or underlying regulatory context, which
means that each agency is uniquely affected by each risk management option and that each
has different unit costs associated with implementation activities. The underlying regulatory
context of the jurisdictions is influenced by factors such as:

industry type and concentrations of industries

differing numbers, types and sizes of businesses within the industries
agency approaches to food safety and levels of business support
extent of the use of Third Party Auditors (TPAS) for the specific industry or type of
business

level of delegation to local councils

schemes for setting fees and audit/inspection frequency

any requirement to have on-site food safety supervisors

previously existing jurisdiction-based regulation

remoteness and wage costs

roles and responsibilities of the agencies in the jurisdictions.

Not only do these factors differ between the jurisdictions, but there is also significant variation
within jurisdictions as most local councils have independence in setting audit or inspection
schedules and in determining fees for businesses within their area.

The heterogeneous starting points (i.e. existing jurisdiction regulation) and end points (i.e.
different implementation strategies), different geographical factors and concentrations of
industries and businesses have highlighted the potential inappropriateness of extrapolating
data across the different jurisdictions. An aggregate national tool could not consistently and
accurately capture implementation costs that reflect the differing realities of each of the
jurisdictions.

Thus the simplified activity-based costing approach provides FSANZ with the flexibility to
reflect the numerous facets that influence government implementation costs, whether it be
the underlying context of the jurisdiction, or nuanced differences between the risk
management options.

2.2.4 Analysis and development

This phase aimed to determine if there are commonalities across the agencies in activities
undertaken and if these common activities could be converted to a monetary value as well as
how they should be incorporated into the FSANZ CBA framework.

As anticipated from the pilot study, the data that the agencies hold does not necessarily
capture the incremental net costs of incorporating Code changes into their food regulatory
systems. However, the qualitative information collected from the case studies highlighted
strong similarities in the implementation strategies of the food regulatory agencies. The
similarities in the implementation activities enabled a theoretical structure to be developed to
isolate those activities specific to incorporation of Code changes.

* Refer Appendix 3

10

——
| —



Ideally, the costs of the implementation activities would have been directly observable and
steered the theoretical structure for estimating these costs. The Government Cost
Framework captures costs incurred because the agencies need to introduce the change to
the Code into the food regulatory system of the jurisdiction. The agencies undertake a
significant body of work in the normal administration of the food regulatory system, and the
work involved in introducing many of the changes to the Code are generally small (e.g. small
labelling changes or allowance of an additional food additive). Perhaps because of this, there
is limited data captured on the incremental work involved in implementation. Although the
jurisdictions were not able to provide the incremental cost data, they were able to provide
general costs on administering the food safety system in their jurisdictions, and from this,
estimates of the unit cost of implementation activities were created. Despite the limitations in
the quantitative data, the development of a Government Cost Framework has begun. While
the data is not ideal for isolating the incremental costs, the theoretical structure has been
populated with sufficient data to allow preliminary government implementation cost estimates
to be created which indicate the significance and likely magnitude of the costs as a starting
point for further consultation with the jurisdictions.

The complexity and integrated nature of the cost drivers means that the level of detail
captured in the activity-based costing structure allows for each agency to be considered
individually for each risk management option to produce maximum flexibility and accuracy in
cost estimates. However, as already indicated the accuracy of cost estimates are limited by
the cost data that underpins the costing tool.

2.2.5 Consultation and refinement

FSANZ has obtained feedback on the methodology and the first version of the framework
from agencies, economists and the OBPR. It is anticipated that the Framework will be refined
and improved over time with the collection of improved costing data and increased
experience in estimating government costs.

3 Consideration of which agency
iImplementation activities should and
should not be taken into account

Four distinct groups of activities were identified by agencies in administering their food
regulatory systems. The jurisdictions’ implementation costs were considered in the context of
what constitutes OBPR compliant analysis of regulation impact and standard approaches to
CBA, which led to a subset of costs being considered as ‘out of scope’. Activities that would
be captured in FSANZ CBA are outlined below.

Activity level costs are more detailed than what is submitted to the OBPR or released
publically in FSANZ documentation. Calculating costs at such a detailed level assists in
understanding how the nuanced differences between risk management options affects
implementation. This more detailed analysis of costs can be made available to individual
jurisdictions when requested.

3.1 Agency costs

3.1.1 Policy type activities

This group captures the ‘background’ work necessary to administer and change the food
regulatory system. For those states with more than one food regulatory agency, this type of
work is generally undertaken by the ‘core’ or ‘central’ food regulatory agency, rather than the
specialist agencies.

11
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Activities in this group that are relevant to a FSANZ CBA are those that would be undertaken
if a decision were made to proceed with a specific risk management option. All the previous
policy work at the point of decision between maintaining the status quo or a specific
intervention (regulatory or not) are sunk costs. This means that the costs and benefits
included in the CBA are those that are incurred as a result of adopting the risk management
option i.e additional or incremental costs and benefits that would arise from the risk
management option being incorporated into the existing food regulatory system. These
include:

¢ Coordination with FSANZ and other agencies across Australia and New Zealand on
an implementation strategy. Typical work for this activity involves research,
meetings, writing and reviewing papers and can be quantified in Full-Time
Equivalent (FTE) hours where the FTE cost is the average staff full-time annual
salary plus 75% ‘on-costs’ to account for leave loadings and superannuation.

o Development of policies on the administration strategy for the affected food
products or business. This includes policies on proposed enforcement and incident
responses, determining how the change sits in the existing risk hierarchy
underpinning the administration approach in the jurisdiction, and the roles and
responsibilities for the jurisdictions’ agencies. Typical work for this activity involves
meetings between and within the jurisdictions’ agencies as well as research,
industry consultation, and writing and reviewing papers to determine the
jurisdictions’ position on the proposed administration of the change to the Code.
This activity would be quantified in FTEs.

e Establishment of food safety schemes for higher-risk foods and businesses and
necessary supporting templates and guidance. Some agencies have developed
generic programs for certain industries or businesses, although businesses can still
develop unigue programs. If the Code change requires a change to food safety
programs, significant work would be required in communicating the new
requirements, making changes to the generic programs and accrediting all
programs. This would be quantified in FTEs.

o Developing education materials and/or guidelines for agency staff, consumers and
businesses. These supporting materials communicate how businesses can comply
with the Code or how inspectors can ensure businesses are compliant with the
Code. This would be quantified in FTEs.

e Training agency staff, auditors and inspectors. Staff need to be kept informed of
new requirements on businesses, what it means for the business to be compliant
(or noncompliant) and how to verify compliance. Typical work for this activity may
involve training sessions, presentations, newsletters and industry site visits. This
would be quantified in FTEs.

e Legal requirements. Some jurisdictions will need to legislate changes or undertake
a gazettal process in order to legalise any changes to their food safety system. This
would be quantified in FTEs.

There is of course considerable other work undertaken in the agencies’ contribution to the
development of risk management options and particularly the finalisation of proposed
changes to the Code. This work can extend over many years and involve significant resource
cost in attending bi-national meetings, researching possible alternatives and impacts, and
liaising with other states, intra-state agencies and industry. As mentioned above, these costs
are incurred as part of the process to decide if a change should be made to the Code, and
what that change should be. As such, these costs have already been incurred at the time of
deciding to proceed with the implementation of a specific and are excluded.

12
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3.1.2 Compliance type activities

This group of activities captures the work agencies undertake to verify that businesses
comply with the jurisdiction’s food regulatory system. This can be done by audit of food
safety programs, inspections or visits. Activities in this group that are relevant to FSANZ CBA
are those that will be undertaken to rollout or physically implement a Code change into the
jurisdictions’ food regulatory system, and include the following:

e Educating businesses about their new food safety obligations and verifying their
compliance with the new regulation. Education may occur through newsletters,
dissemination of reference material and discussions during audits, inspections or
visits. Verification occurs during audits and inspections. Audits, inspections and
visits are the primary means of communicating with and training businesses, and
as such, this activity will be measured in terms of the average increase in audit,
inspection and visit times (i.e. average increase of staff time) and quantified in
FTEs.

e Accrediting, certifying and licensing businesses. If the businesses are newly
captured in the food regulatory system, or the businesses are required to be re-
accredited or re-licensed as part of the process for ensuring compliance with new
regulation then this activity would be captured. This would be quantified in FTEs.

Additionally, if the businesses were not specifically captured in the jurisdiction’s food
regulatory system, other than the general food safety obligations, then the ongoing
associated operations or administration of the regulation would be captured in FSANZ CBA.
The most significant components of ongoing compliance that are incremental to current
activities include:

e Audits and inspections. These would be measured in average time for audit or
inspections and quantified in FTEs.

¢ Management of food safety scheme. If the industry were included in the food safety
scheme and hence required a food safety program, then the average annual
management cost of this would be included.

¢ Ongoing licensing or accreditation. The average annual management of the
licensing and accreditation of businesses would be included.

3.1.3 Enforcement type activities

These will not be captured in the FSANZ CBA as the RIS process typically assumes that
businesses comply with new regulation unless clear guidance can be given about expected
non-compliance rates and consequent expected costs and benefits. The agencies typically
undertake graduated and proportionate responses to breaches of the Code. Examples of
initial enforcement tools that may be employed include improvement notices or warning
letters. Examples of subsequent tools (or those used in response to a significant incident)
include prohibition orders, penalty notices, licence suspension/cancellation or prosecution.
There is not necessarily a predictable relationship between Code changes and change in the
amount of enforcement activities undertaken. Many factors will influence business uptake of
new regulation, such as costs involved and the complexity of the change. Additionally, some
food regulatory agencies are more lenient during the rollout phase meaning that rather than
initially adopting strategies from the ‘enforcement toolbox’ they provide additional guidance
and assistance to those businesses struggling with the new standard. While additional time
spent with businesses managing their non-compliance may be required, this may not be
apparent in administration data as it may not result in an increase in penalty notices but
rather in longer audits or inspections. The implementation strategy that the jurisdiction adopts
will impact on this class of costs—if the jurisdiction invests more resources in the
development of reference material and training and has a longer transition phase to the new
standard, the enforcement-related costs could be smaller.
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3.1.4 Food incidents management type of activities

This group of activities captures the more unpredictable food regulatory work associated with
responding to food safety incidents such as food recalls, investigations of outbreaks of
foodborne illness, and handling of complaints. Recalls of food products that fail to meet the
standards set in the Code is a costly exercise for FSANZ, agencies and industry. These
activities have not been reported to have a clear relationship with Code changes and
therefore are out of scope for the first version of the Government Cost Framework, however
may be further explored later.

The agency costs incorporated into FSANZ CBA calculations are represented in Figure 1.

Input to bi-national implementation

Developing administration policies

Establishing food safety schemes

Implementation Policy type
strategy activities

Developing reference material

Training staff

Undertaking legal implementation

Educating
businesses

Rollout Verifying compliance

Accreditation /
licensing

Compliance

Audits / inspections

Ongoing
operations

Management of food
safety scheme

Ongoing licensing

Figure 1. Categorisation of relevant agency activities into FSANZ CBA structure

14

——
| —



3.2 Agency benefits

To determine the net costs for jurisdictions, benefits also need to be considered. Increases in
costs for compliance and enforcement type activities may also be associated with an
increase of revenue to the agency from industry cost recovery. This may be in the form of
increases in licensing fees, inspection fees (particularly when charged by the hour) or fines
from enforcement activities. The most significant benefits include:

The introduction of increased fee collection for those agencies that cost recover
from the industry may result from the introduction of stricter requirements into the
Code. For example, introducing a new allergen into the Code may result in longer
audits to verify ingredient and production segregation, residual levels testing and
appropriate labelling of products. If the agency charges an audit fee then this is an
increase in the revenue received by the agency. These activities would be
qguantified in FTEs as they are captured in the compliance and enforcement costs
mentioned above and would be calculated in the same manner. Any increases in
regulatory fees incurred by businesses due to a change to the Code would be
captured in the business segment of the FSANZ CBA. For example, figures
received from Victoria indicate that approximately 60% of the total food regulatory
expenses are cost recovered, which would be captured in business costs in a RIS.
The ‘dollar is a dollar’ approach to the CBA means that any transfers between
community subgroups are ‘cancelled out’ in the bottom line. This case could be
represented in the CBA as factors such as longer audit FTE costs are incurred by
an agency, the increased cost recovery fee is a cost incurred by the business, and
the cost recovery fee received by the agency is a benefit to the agency. The
agency incurs a cost to undertake the audit, the business incurs a cost to
recompense the agency for the audit and the agency receives a benefit in terms of
the payment received from the business. The recovery process therefore ‘cancels
out’ and only the cost to the business would be captured in the end CBA figures.
Expected fines collected through enforcement of noncompliant businesses are not
reflected in FSANZ CBA, as the expectation is that businesses will comply with any
new regulation.

The cost of foodborne illness outbreaks can be significant, such as the cost to the
jurisdictions of providing healthcare, and lost productivity. Some changes to the
Code aim to reduce the likelihood of a foodborne illness outbreak. Reducing the
average number of these outbreaks is of benefit to the jurisdictions, but the overall
community benefit of these outbreaks is calculated from the Cost of illness model
previously mentioned and thus out of scope of the Government Cost Framework (to
avoid double-counting). This may be an area for future work.
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4 Government Implementation Cost
Framework

The framework sets the policy for incorporating government implementation costs into
FSANZ CBA and is the application of the findings of the project. It will be possible to vary the
approach if needed on a case-by-case basis. The cost predictions generated from the
framework will be discussed with the jurisdictions as part of development of any RIS.

The framework provides:

An early indication of the significance of the potential government
implementation costs through an indicative materiality decision tool
(Materiality tool). Each risk management option will be tested for the likelihood of
significant government costs. If the early indication is that government
implementation costs may be significant, such that they could influence the
outcome of a CBA, then the user should proceed to using the costing tool.
Significance is a contextual conclusion and other segments of the CBA, such as
consumer and business costs, need to be considered in determining the
significance of government implementation costs. In some instances, an industry or
affected businesses may be concentrated in a small number of jurisdictions. This
may mean that costs are high for these jurisdictions, but are not significant in the
entire context of the CBA. If costs are likely to be burdensome to one or more
jurisdictions, it may be appropriate to undertake further investigation even where
the jurisdictions’ costs, in total, are not significant to the CBA.

Quantification of the government implementation costs associated with new
or revised food standards through the use of the costing tool (Costing tool).
After using the materiality tool to conclude that government implementation costs
may be significant for the risk management option, the costing tool can be used to
provide an estimate of the likely cost. This estimate will be the starting point for
costs reported in the consultation RIS. The costing tool uses the before mentioned
structure of agency implementation activities which allows for costs to be separated
into ‘once-off’ and ‘ongoing’ costs for sensitivity and discounting calculations.

A starting point to effectively engage with the agencies on the estimation of
their implementation costs. The values calculated by the model will act as the
starting point for further discussions with jurisdictions.

The structure used in the framework aligns, as best able, with self-described agency
activities. It is anticipated that this structure provides an intuitive breakdown of the activities
that will assist agencies in identifying where the expected implementation costs could deviate
from the FSANZ estimate. This will allow FSANZ to collect more detailed and consistent
activity and cost data information from the agencies than has previously been possible. This
feedback from the agencies will provide a more accurate estimate of the implementation cost
for the final decision RIS and will be fed back into FSANZ’s underlying cost data, which will
improve the accuracy of the costing tool.
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|s the proposed Code change likely to have ongoing impact on any segment of
the Australia and New Zealand communities?

MNo; minor or machinery change
‘“

. . ) Submit a Preliminary Assessment
Use the M ateriality tool to indicate likely Report to the OBPR to confirm
significance of jurisdictions’ costs assessment

Significant costs & Insignificant costs

/ Costs likely to \

be minor Do not undertake CBA for the government
L i segment of costs
Undertake quantitative CBA using \ L
the Costing tool
- Does the preliminary cost Provide qualitative summary of
estimate suggest government government implementation
costs will be significant? costs in CBA

Provide preliminary cost
estimate for consultation Provide qualitative summary of government
costs for CBA

Undertake targeted jurisdiction consultation to refine cost estimates and
develop a comprehensive CBA of this segment of costs

Figure 2. Flow chart of FSANZ'’s process for using the Government Implementation Cost
Framework

4.1 Materiality decision tool

Reducing the uncertainty of the estimate of net jurisdictions’ costs should be considered
where their costs are likely to be significant. ‘Significance’ in this case refers to the likelihood
that this segment of costs will influence the preferred risk management option. This means
that there are two aspects to determining significance, namely:
¢ likely magnitude of the jurisdictions’ net costs
¢ likely magnitude of the other net costs captured in a FSANZ CBA (i.e. consumer
and industry net costs).

A number of aspects, or cost drivers, of typical changes to the Code have been identified that
influence the effort (cost) necessary for agencies to incorporate Code changes into their food
regulatory systems. The number of cost drivers associated with the proposed change and
their likely size will give an indication as to whether the jurisdictions’ net costs are likely to be
significant. Cost drivers need to be considered within the context of likely net costs of the
other community segments in order to determine overall significance in terms of CBA.

The materiality tool can provide an indication of the likely significance of the jurisdictions’ net
costs.
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The materiality tool considers the factors that will influence the amount of work required to
undertake implementation activities.

Factors that may influence significance of government implementation costs include:

The likelihood of the risk management option involving Code change.

The complexity of change to the Code.

The presence, structure, distribution and size of the industry in the jurisdiction.
Whether the industry is presently regulated and the level of that regulation. If the
industry was not previously regulated in the jurisdiction (beyond standard food
safety requirements), identifying the relevant businesses in jurisdictions can be a
costly exercise. The amount of training for agency staff, local governments,
auditors, inspectors and businesses would be expected to be higher as they learn
about the intricacies of the industry as well as the new regulation and how it should
be enforced.

The skills and systems that industry may already have in place to manage the new
regulatory requirements. This affects the amount of training necessary for effective
implementation and/or the reference material needed. Smaller businesses were
reported to require a disproportionate amount of regulators time. For this reason,
the number of small businesses will be used as a proxy for the factor ‘food safety
sophistication’ of businesses within the jurisdiction. The food safety sophistication
of the affected businesses is represented by the ‘Number of small businesses
affected by the change’ question in the materiality tool.

The likelihood that jurisdictions will require the businesses to hold a new food
safety program, or alter an existing food safety program.
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Factors

manat nt option

e a change to

ga
completely new
standard? That is,
not a change to a
food standard

or no similar
standard.

currently regulated in

the juri:s:n:ln::t.il:ln

Mumber of small

Answer

Costs may be
significant

- Costs may be
reduced

- Costs may be
increased

- Costs may be
increased

nfa

busi ffected |51+
by the change

Will the risk
management option

j nfa

require approved
amendments to the
jurisdictic od

| yes

Result

j nfa

Compliance and

enforcement
Once-off costs

Costs may be
significant

Costs may be
reduced

Costs may be
increased

Costs may be
increased

Costs may be
increased

Costs may be
increased

Costs may be
increased

Compliance and

enforcement
On-going costs

Costs may be
significant

n/a

Costs may be
increased

Costs may be
increased

Costs may be
increased

Costs may be
increased

n/a

Government implementation costs may be substantial,

please refer to the costing tool.

Figure 3 A. Examples of cost drivers affecting the expected significance of government

implementation costs.
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Factors

Does this risk
management option
ve a change to

Is the change
introducing a
completely new

standard? That is,
not a change to a

food standard

already in the Code

or no similar
standard.

Answer

Folicy costs

Costs may be
significant

Costs may be
reduced

Costs may be
increased

Costs may be

Compliance and

enforcement

Once-off costs

Costs may be
significant

Costs may be
reduced

Costs may be
increased

Costs may be

Compliance and
enforcement
On-going costs

Costs may be
significant

n/a

Costs may be
increased

Costs may be

reduced reduced reduced
| Costs may be Costs may be
e reduced reduced
/ Costs may be Costs may be
'a reduced reduced
Will the risk
management option
require appl n/a Costs may be n/a
reduced

Government implementation costs are unlikely to affect the
cost-benefit analysis, undertake a qualitative summary of
this segment of costs

Result 4

Figure 3 B. Examples of cost drivers affecting the expected significance of government
implementation costs.
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Factors

introducing a
completely new
standard? That is,
not a change to a
food standard
already in the Code
or no similar
standard.

Is the industry
present in the
Jurisdiction?

Is the Industry
currently regulated in
the jurist

Mumber of
i 5 affected
> change

management option
require approved

Result

Answer

Folicy costs

Implementation

materially
insignificant
no - Costs may be
reduced
no - Costs may be
reduced
yes < Costs may be
reduced
nfa
0-10 - n/a
no j n/a

Compliance and
enforcement
Once-off costs
Implementation
costs are likely to be costs are likely to be costs are likely to be

materially
insignificant

Costs may be
reduced

Costs may be
reduced

Costs may be
reduced

Costs may be
reduced

Costs may be
reduced

Costs may be
reduced

Compliance and

enforcement
On-going costs
Implementation

materially
insignificant

n/a

Costs may be
reduced

Costs may be
reduced

Costs may be
reduced

Costs may be
reduced

nfa

Government implementation costs are likely to be minor, do
not undertake a cost-benefit analysis for this segment of

costs.

Figure 3 C. Examples of cost drivers affecting the expected significance of government

implementation costs.
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4.2 Costing tool

The costing tool can be used to provide an estimate of the jurisdictions’ implementation
costs, particularly where the indicative decision tool suggests that jurisdictions’
implementation costs may be significant for determining the preferred option.

This estimate will be the starting cost figure reported for the risk management option to be
included in consultation with the jurisdictions.

The costing tool is built around information and data provided during consultation with the
agencies. The tool is based on a simplified activity-based costing approach® and involves:

¢ Identifying the key activities involved in introducing new or revised standards into
the jurisdictions’ food regulatory system (e.g. additional time at an audit would be
needed to explain the new requirements to businesses).

e Collecting general cost data from the agencies that will allow for estimates of per
unit costs of the activities (e.g. an audit may cost $250 per hour). These figures are
the cost dataset that underpins the costing tool.

e Estimating the effort involved to undertake an implementation activity (e.g. the new
standard may involve an additional half an hour at an audit to explain the changes
to more sophisticated businesses, and an hour per audit at smaller businesses).

e Calculating the implementation cost to each agency by looking at the activities they
undertake and the cost of those activities.

e Aggregating the net costs for the agencies in the jurisdiction to determine the net
jurisdictional cost, and from this the Australian and New Zealand net government
implementation costs.

Over time as this framework is used in FSANZ food standards development projects, the
data will improve, which will be reflected in the preliminary cost estimates.

Separate cost estimations are required for each jurisdiction due to factors such as the
presence or absence of industries and jurisdiction-specific food regulations. For example,
chapters three and four of the Code are not mandatory in New Zealand. Where New Zealand
decides to not adopt FSANZ changes to these chapters into their food safety system they will
not incur costs related to their implementation.

° Activity-based costing is a costing methodology that identifies all activities in an organisation. Cost per activity is
then calculated by its consumption of resources.
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4.2.1 The process of using the costing tool in the RIS structure

Qutline the risk management options

Consider which risk management options require government implementation cost
estimates and which jurisdictions, and agencies within those jurisdictions, will be
affected. Also consider the industries potentially affected, and the proportions of

small businesses within that industry in each jurisdiction.

‘ |dentify the costs and benefits

Consider which cost drivers are present for the affected agencies. Also consider
if the risk management option will follow the standard implementation timing,
if not, specify in what years the net costs will occur.

‘ Quantify the costs and benefits

Quantify total net costs in each year for each agency.

Aggregate agencies net costs to determine net cost per year for each jurisdiction.
Combine jurisdictions' costs to get total government implementation costs.
Combine government implementation costs with the remaining cost segments of the
CBA to determine overall size of the net benefit.

A 4

Calculate net present value

Discount net costs by 7% per year to give the current worth of the jurisdictions’
net costs.

A 4

Sensitivity testing

Submit the CBA into FSANZ's system for testing the likely impacts of incorrect
assumptions. That is, if the assumptions on costs are inaccurate, is this likely to
affect the conclusions drawn from the CBA?

Figure 4. The process of using the costing tool within the RIS structure
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4.2.2 Quantifying costs and benefits

Below is a data capture form from the costing tool and some brief discussion on how it
should be filled out. This process requires a good knowledge of the industry sector and the
regulatory and non-regulatory options being considered.

Jurisdiction ’m

Table 1 - Activity Based Costings

Manual cost per

i IClass/Activi Cost per unit Resources
sroup/Class/Activity
: ' by unit Type any number used
to activate
Implementation strategy -
Policy
staff T
Input to bi-national implementation 1 - 68.00 40.00 2719.99
. - hours
: - . L staff
Developing administration policies hours 1 68.00 40.00 2719.99
- staff
Establishing food safety schemes 1 68.00 0.00 0.00
hours
. i staff
Developing reference material h 1 68.00 16.00 1088.00
ours
- staff
Training staff 1 68.00 8.00 544.00
hours
Legalising the change to the food staff 1 62.00 2.00 544.00
safety system hours

Total Policy Costs  7615.98

Figure 5. Example costing tool — Implementation strategy cost category
In order to calculate the jurisdictions’ costs per year:

1. Indicate which year you are calculating costs for, with zero being the year the Code
change was finalised.

2. Indicate how many resources are used per activity for that year. All activities in the
above Figure 5 are calculated in staff-hours.

3. Undertaking the first two steps provides the total costs for that year per Cost
category that is Implementation strategy, Roll-out and Ongoing operations.

A more extensive example of the completion of these fields is provided in Appendix 4.

Filling out the form requires a good knowledge of what is being proposed and the present
level of regulatory oversight of the industry. A couple of diagrams have been developed
below to show how this can be thought about in different situations.

If the businesses were already subject to food regulation through ongoing operational
compliance work, then the status quo would include a baseline of activity in this category, as
represented below in Figure 6A. The costing tool seeks to isolate the incremental or marginal
work associated with incorporating new or revised food standards into their regulatory
systems, as represented as the areas under the curves shown as double arrows. In this
case, there would be no or only minimal, costs incurred in the ‘Ongoing compliance’ cost
category.
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Legend
Development of
proposed Code change

---------- Implementation strate gy
Compliance

My |Mplementation activity

ey R0ll0Ut activity

Activity level

7 8 9 1DTime}

Figure 6 A. Examples of typical timings of implementation phases for Code changes

However, for businesses that are not currently captured in the jurisdiction’s food regulatory
system, there is no baseline ongoing compliance work component. This situation is

represented below in Figure 6B. This means that all ongoing operational compliance costs
would be relevant to the CBA as the costs are incurred as a direct result of a Code change.

There would be a cost reflected in the ongoing operational compliance cost category in this
case.

Legend

E Development of

@ proposed Code change
Pin sesszazsss  |Mplementation strategy
= Compliance

< 2 £~ Implementation activity

&3 FRollout activity

Ongoing compliance

,d" H v "l'll'nq..". }
1 2 3 4 5 G 7 8 9 10Time

Figure 6 B. Example of typical timings of implementation phases for Code changes where
businesses are not currently regulated
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4.2.3 Calculating net present value

The timing of typical implementation activities is important in calculating the net present value
of jurisdictions’ costs. Activities will be assumed to occur as indicated in the shaded years in
Figure 7 below for the purpose of the preliminary cost estimate. agencies will have the
opportunity to justify why the standard timeline may not be appropriate for the particular
proposed change during the consultation process.

After calculating the costs using the above steps, the cost per year is discounted by 7% per
year in order to calculate the total net cost at year O prices. This provides the net present
value at year O.

The net present value is then combined with other data from the overall CBA for sensitivity
testing and analysis.

Table 4 - Summary of yearly costs

—
n-nmmﬂm-n-

Imp lementation strategy 0.00 7065 7340]) 76.26 0.00 0.00 0.00 0.00 0.00
Rollout compliance 0.00 0.00 0.00 0.00| 152.52| 158.46 0.00 0.00 0.00 0.00
Ongoing compliance 0.00 0.00 0.00 0.00 0.00| 475.39| 493.91| 513.15| 533.14| 553.92

Figure 7. Standard implementation timings for CBA, represented by highlighted cells.

4.3 Engaging with agencies on-costs

Early engagement with the jurisdictions will be undertaken by FSANZ if the costing tool
indicates that government implementation costs may be significant.

The limitations in the dataset underpinning the costing tool means that additional effort may
sometimes be needed to obtain better quality cost estimates. Where government
implementation costs are likely to influence the outcome of the CBA, consultation will be
critical in reducing the uncertainty of the estimates.

The framework allows data to be gathered more efficiently as it provides a basis for
discussion between FSANZ and the agencies to reconcile FSANZ cost estimates with the
agencies expected costs. These discussions may lead to improvements in the cost
predictions that will in turn be incorporated into underlying data to improve future preliminary
estimates.
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5 Possible next steps

The Government Implementation Cost Framework is intended to undergo further
development and refinement over time as information and data improves, and as experience
in using the framework is built.

As the agencies’ data underpinning the costing tool improves, it should be possible to further
refine the boundaries of the cost drivers. Improving the accuracy of the preliminary
government implementation costs will reduce the reliance on the agencies to justify how they
expect their costs to deviate from the estimate during consultation. Some potential areas for
further exploration include:

¢ Real time activity tracking during the implementation lifecycle—providing a data
collection tool to the agencies to track effort (staff time) for various activities during
the implementation lifecycle.

e Fee changes monitoring during years of substantial implementation work for fully
cost recovered agencies. This project focused on ‘bottom-up’ or micro costing
where underlying activities involved in implementation were identified. Another
tactic may be to consider gross costing, such as identifying a year involving
significant implementation work and considering the movement in fees charged by
fully cost-recovered agencies.

e Using expert elicitation to refine the cost estimates and further explore the
boundaries of the cost drivers.

e Undertaking a comprehensive review process involving a
pre-and post-implementation evaluation of the performance of the framework. The
case studies highlighted that there is potential to have significant difference
between estimated cost and those experienced. FSANZ will continue to evaluate
case studies to help establish the reasonableness of assumption applied and make
better use of sensitivity analysis where key assumptions are likely to be critical to
the outcome of the analysis.

6 Conclusions

This project examined how changes to the Code affect the jurisdictions and how this could
be quantified in FSANZ's CBA. This has included a practical determination as to what costs
should be included for an OBPR compliant CBA.

From this, the Government Implementation Cost Framework has been developed and
includes:

e a materiality tool for indicating when government costs will be material in FSANZ's
CBA

e acosting tool for assessing and quantifying the jurisdictions’ implementation costs
associated with changes to the Code.

The jurisdictions’ cost of introducing changes to the Code into their food regulatory system
may be a significant component in the CBA that FSANZ undertakes to assess potential
changes to the Code.

There are inherent differences between the jurisdictions such as the composition of the food
industry and existing state regulations that will cause the implementation cost to vary
between jurisdictions. This framework enables relevant costs to be identified and collected to
facilitate CBA.

This framework will improve the transparency, timeliness and quality of FSANZ CBA work
allowing for more informed decisions when determining the appropriateness of changing the
Code.
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7 Appendix 1 — Components of the
cost-benefit analysis

FSANZ undertakes the following steps in order to meet COAG RIS requirements as set out
in the below diagram.

Define the problem

Clearly identify the food related risk; its likelihood of occurrence and consequence

A4

Define the objectives of revising the Code

Will the likelihood or the consequence of the food related risk be managed?

A 4

Qutline the risk management options

What actions could FSANZ feasibly undertake to meet the objectives

A

Identify the costs and benefits

Consider how each of the risk management options will affect consumers, industry, and
the agencies over a ten year period

W

Quantify the costs and benefits

Total costs in each year are subtracted from total benefits in that year to indicate net
costs in each year

A 4

Calculate net present value

Discount future net costs to give the current worth of the total costs and benefits

W

Sensitivity testing

Test how the outcomes of the CBA are affected by changing assumptions

Figure 8. Key steps in the FSANZ RIS process

This process requires that all the major costs and benefits of the feasible options being
considered be quantified in monetary terms where possible. In this way, the outcomes of a
range of options are translated into comparable terms in order to facilitate, comparison,
evaluation and decision-making.




The status quo or ‘do nothing’ option is always included as the baseline option to compare
the other options against.

There are three main segments of the community that FSANZ considers in a CBA:

1. Consumers, or the community in general. All people in Australia and New Zealand
consume food products and thus may be affected by changes to the Code, such as
through a reduction in the products available, increased food costs from food
businesses passing higher regulation costs onto consumers or increased safety of
the food they eat.

2. Industry. Food production businesses may be affected by changes to the Code, for
example through higher compliance costs from increased microbiological testing or
more stringent record keeping requirements.

3. Government agencies. FSANZ works in partnership with the jurisdictions’ agencies
to ensure an effective food regulatory system. Changes to the Code may affect
agencies as they implement the changes into their food regulatory system.

The costs and benefits associated with a change to the Code are estimated for each of the
segments identified above. The costs and benefits are typically considered over a ten-year
period. By considering how different community subgroups are affected over ten years, the
major phases of implementing new regulation are able to be included in the CBA. These
include:

e implementation strategy or detailed planning of the rollout of the new regulation
¢ rollout or physical implementation
¢ hand-over to ongoing operations or the ongoing administration of the regulation.

In order to combine the net costs from each of the years to arrive at a single net cost figure,
the net costs are converted to the net present value. This is done in order to take the time
value of money into account. The net costs from future years are discounted by 7% per year
and then totalled®. This gives the current worth of the total costs and benefits that arise from
the regulatory change over a ten-year period. If the net present value is clearly positive (after
uncertainties in the cost estimates have been accounted for) then it is expected that there will
be an overall benefit to the Australian and New Zealand communities.

The costs and benefits to all community subgroups are added without regard to the
individuals to whom they accrue. A $1 gain to one person cancels a $1 loss to another. This
‘a dollar is a dollar’ assumption enables resource allocations to be separated from
distributional effects for the purpose of CBA.’

In order to build a comprehensive CBA, it is important that agencies’ cost of incorporating
Code changes into their food regulatory system be considered and captured as appropriate.

® 7% is the annual real discount rate that OBPR requires for the calculation of net present values. Link to
Commonwealth cost benefit analysis guidelines

" ibid
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8 Appendix 2 — Australian and New Zealand
Regulatory Agencies

New South Wales’ food regulatory agencies are:

e NSW Food Authority, whose responsibilities include policy design, coordination and
implementation, and ensuring compliance of producers, manufacturers, and
transport.

e Local Councils whose responsibilities include ensuring compliance of retall
(excluding meat).

Victoria’s food regulatory agencies are:

o Department of Economic Development, Jobs, Transport and Resources, whose
responsibilities include ensuring compliance of primary industries, eggs, and
sprouts.

o Department of Health and Human Services (Food Safety Unit), whose
responsibilities include policy design, coordination and implementation.

e Primesafe, whose responsibilities include ensuring compliance of meat and

seafood.

o Dairy Food Safety Victoria, whose responsibilities include ensuring compliance of
dairy.

e Local Councils, whose responsibilities include ensuring compliance of all remaining
businesses.

Queensland’s food regulatory agencies are:

e Food Safety Policy and Regulation Section (within Department of Health), whose
responsibilities include policy design, coordination and implementation, and
compliance of producers and manufacturers.

e Safe Food Production Queensland, whose responsibilities include ensuring
compliance of primary producers; meat, dairy, eggs.

e Local Councils, whose responsibilities include ensuring compliance of retail
(excluding meat).

Western Australia’s food regulatory agencies are:

e Food Unit (within Department of Health), whose responsibilities include policy
design, coordination and implementation, and ensuring compliance of everything
except most retail.

e Local Councils, whose responsibilities include ensuring compliance of retail.

South Australia’s food regulatory agencies are:

e Food Safety and Nutrition Branch (within SA Health), whose responsibilities include
policy design, coordination and implementation, and ensuring compliance of
vulnerable populations.

e Biosecurity SA, whose responsibilities include ensuring compliance of primary
production; meat, seafood, citrus, eggs.

o Dairy Authority of South Australia, whose responsibilities include ensuring
compliance of dairy.

e Local councils, whose responsibilities include ensuring compliance of
manufacturing, transport, retail.

Tasmania’s food regulatory agencies are:

e Food safety division (within the Department of Health and Human Services), whose
responsibilities include policy design, coordination and implementation.

30

——
| —



e Biosecurity Tasmania (within the Department of Industries, Parks, Water and
Environment), whose responsibilities include ensuring compliance of primary
production and processing sectors.

e Tasmanian Dairy Industry Authority, whose responsibilities include ensuring
compliance of dairy.

¢ Local Councils, whose responsibilities include ensuring compliance of
manufacturers, transport, and retail.

Northern Territory’s food regulatory agencies are:

e Food Safety Section (within the Department of Health), whose responsibilities
include policy design, coordination and implementation, and ensuring compliance
of everything.

Australian Capital Territory’s food regulatory agencies are:

¢ Health Protection Service, whose responsibilities include policy design,
coordination and implementation, ensuring compliance of everything.

Commonwealth Government of Australia’s food regulatory agencies are:

e Department of Agriculture and Water Resources, whose responsibilities include
ensuring compliance of imported food.

New Zealand’s food regulatory agencies are:

e Ministry for Primary Industries (MPI), whose responsibilities include policy design,
coordination and implementation, and ensuring compliance of everything.
e Local councils, whose responsibilities include ensuring compliance of retail.
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9 Appendix 3 — Survey Participants

New South Wales participants:

e NSW Food Authority
e Bega Valley Shire Council
¢ City of Sydney Council

Victoria participants:

Department of Economic Development, Jobs, Transport and Resources
Department of Health and Human Services (Food Safety Unit)
Primesafe

Dairy Food Safety Victoria

Knox City Council

Corangamite Shire Council

Queensland participants:

e Safe Food Production Queensland
e Brisbane City Council
e Burdekin Shire Council

Western Australia participants:

e Food Unit (within Department of Health)
e City of Cockburn Council
e Shire of Augusta Margaret River

South Australia participants:

Food Safety and Nutrition Branch (within SA Health)
Biosecurity SA

Dairy Authority of South Australia

Eastern Health Authority

Renmark Paringa Council

Tasmania participants:

e Food safety division (within the Department of Health and Human Services)
Biosecurity Tasmania (within the Department of Industries, Parks, Water and
Environment)

Tasmanian Dairy Industry Authority

City of Hobart Local Council

Meander Valley Council

Glenorchy City Council

Australian Capital Territory participants:
e Health Protection Service
Commonwealth participants:

e Department of Agriculture and Water Resources
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10 Appendix 4 — Quantifying jurisdictions’
costs

10.1 Example 1; small review of existing standard

In order to calculate the jurisdictions’ costs per year consider the activities that would be
involved to introduce the revised standard into the jurisdictions’ food safety system. For
example, in year one it may take:

e aweek of staff time to attend meetings and provide input to developing the
implementation plan for the new standard

o aweek of staff time to incorporating the standard into existing administrative
processes, such as updating computer databases

e two staff days to review and update information guides for industry, and

e an email to all staff to inform them of the update.

Similar work may be undertaken in year two.

Business compliance with the new standard may be expected from year 4. Compliance may
involve:

e an additional two hours with each affected business over the year during their
routine audits or inspections.

Year five may involve and additional one hour over the year spent with businesses, although
after the businesses had fully integrated the updated standard requirements into their
systems, additional time may not be required.

Quantifying a situation such as this may look similar to the below Figure 9 for one jurisdiction.
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Manual cost per

N N Cost per unit Resources
Group/Class/Activity i
unit
Implementation strategy -
Policy
staff T
Input to bi-national impl tati 1 & 68.00 40.00 2719.99
nput to bi-national implementation hours I
, , , . staff
Developing administration policies hours 1 68.00 40.00 2719.99
- staff
Establishing food safety schemes hours 1 68.00 0.00 0.00
. ' staff
Developing reference material hours 1 68.00 16.00 1088.00
- staff
Training staff 1 68.00 8.00 544.00
hours

Total Policy Costs  7071.58

Rollout

Compliance

Verifying compliance and educating staff
5 [= 79.23 96.00 7606.26
businesses hours
. : - staff
Accreditation and licensing o 79.23 0.00
hours

Total Rollout Compliance Costs 7606.26
Note: these costs are only applicable if the industry was
not previously regulated, or, if the regulation change
causes costs additional to the current jurisdictions'
regulation scheme

Ongoing operations

Compliance
S— _— staff T}
Annual licencing and accreditations -.-I 73.40 0.00 0.00
nat ne e hours 3
i staff
Managing food safety schemes 3 73.40 0.00
hours
staff
Verifyi li 3 73.40 0.00
erifying compliance e
0.00

Total Ongoing Compliance Costs peryear  0.00

Table 3 - Summary of yearly costs Mote: Cells are highlighted with standard implementation timings; for guid
Cost category [ vyear
Implementation strategy 0.00| 707198 6782.30 0.00 0.00 0.00
|Rollout compliance | o000 000 0.00] 000 1464209 7606.26

Figure 9. Costing tool example with no ongoing costs.
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10.2 Example 2; new standard

If introducing a new standard means that a business or industry would be newly captured in
the jurisdiction’s food safety scheme then all ongoing costs should be captured in the CBA.
This may look like the below example where the annual verification of compliance (e.g. audit
or inspection) is calculated from year six onwards.

General -

Table 1 - Activity Based Costings

Cost per Resources

Group, Y Unit unit y L r used

Implementation strategy |
Paolicy Table 2 - Standard costs
[ 4
staff A
Input to bi-national implementatio 1 - 68.00 40.00 2719.99 Jurisdiction General
hours
taff
Developing administration policies - 1 68.00 4000 271999 SRR ERE
hours oncosts 65.45
. staff
Establishing food safety schemes 1 68.00 0.00 0.00 B .
hours Wage inflation 0.038958097
staff Annual cost of
Developing reference material 1 68.00 16.00 1088.00 L _
hours managing licensing and 0
taff ing food saf
Training staff =t 1 65.00 3.00 544.00 MEREEREIETE SEY
hours schemes 0
Total Policy Costs 707198 business compliance 0
Average cost of training
Rollout jurisdictional staff for a
new industry 0
Compliance new industry 0
r
Verifyi li d taff
E”f'V“'_’E CD”"F? 1ance an sta ’T 76.26 96.00 732104 Tota_l r?llo_ut cost for
educating businesses hours existing industry 0
taff ishi
Accreditation and licensing =ta a 76.26 80.00  6100.87 ST s S5
hours program 0

Total Rollout Compliance Costs 1342191
Note: these costs are only applicable if the industry was not
previously regulated, or, if the regulation change causes

0Ongoing operations " )
50Ing ope costs additional to the current jurisdictions' regulation
scheme
Compliance
staff T
Annual licencing and accreditation - 9232 8.00 73855
& hours 2
: staff
Managing food safety schemes 9 92.32 2.00 738.55
hours
o . staff
Verifying compliance g 9232 96.00 8862 64
hours
0.00

Total Ongoing Compliance Costs per year 10339.75

Table 3 - Summary of yearly costs ote: Cells are highlighted with standard implementation timings; for guidance only.
costeategory / year o0 | 1 ] o | 3 a4 s | 6§ 7 [ 8 | o |
Implementation strategy 0.00] 707198 6782.30 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Rollout compliance 0.00 0.00 0.00 0.00 13421.91 7606.26 0.00 0.00 0.00 0.00
Ongoing compliance 0.00 0.00 0.00 0.00 0.00 0.00]14488.07 9578.86 9952.04 10339.75

Figure 10. Costing tool example with ongoing costs
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