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THE HON PETER McGAURAN MP

MINISTER FOR AGRICULTURE, FISHERIES AND FORESTRY

Mr TonySmithMP
Chairman
JointCommitteeof PublicAccountsandAudit
DepartmentoftheHouseofRepresentatives
PG Box 6021
ParliamentHouse
CANBERRA ACT 2600

JOINT COMM FE~EE OF

19 JUL 2006 1
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PUBLIC ACCOUN~ ~ &AUDI

Dear r Sm4’h(

I amwriting to you to submittheDepartmentofAgriculture,FisheriesandForestry’sresponseto
theJointCommitteeofPublicAccountsandAudit Report404. Thisreportwason the
developmentandadministrationoftheDairy IndustryAdjustmentPackage.

Thereportmadefourrecommendationsthatrelatedto theDepartment,theDairy Adjustment
Authority andtheadministrationofthe adjustmentPackages.TheDepartment’sresponsehasbeen
endorsedby theSecretaryoftheDepartment,Ms JoannaHewitt.

ParliamentHouse,Canberra ACT 2600 Tel: (02) 6277 7520 Fax: (02) 62734120
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Australian Government

DepartmentofAgriculture, Fisheriesand Forestry

EXECUTIVE MINUTE I
on

JOINT COMMITTEE OF PUBLIC ACCOUNTS AND AUDIT
REPORT [No. 4041

ReviewofAuditor-General’sReports2003-04Third andFourth Quarters;andFirst and
SecondQuartersof2004-OS

Generalcomments

Thisresponseaddressesrecommendations6 to 9 oftheabovereportby theJointCommitteeof
PublicAccountsandAudit regardingthedevelopmentandimplementationoftheDairy Industry
AdjustmentPackage(DIAP).

TheAustralianGovernmentDepartmentofAgriculture,FisheriesandForestry(theDepartment)
recognisestheimportanceof deliveringprogrammesin an efficient and effectivemanner.The
circumstancesandexternalpressuresthatexistedat thetime whentheDIAP wasdevelopedare
alsorelevantto theseconsiderations.

Thestates,asthejurisdictionsresponsiblefor farmgatepriceregulation,decidedto deregulatein
March 2000. Thismovetowardsderegulationwassupportedby theAustralianGovernmentand
cameinto effectfrom July 2000.With sucha shortimplementationperiodit wasamajor
achievementfor theDepartmentto havethenecessaryprocessesin placeatthetime of
deregulation.TheDepartmentsuccessfullydevelopedtheframeworkfor theDIAP to ensurethe
timely deliveryof paymentsto farmersassoonaspossibleafterderegulationtookplace.
Applicationsfrom farmersfor assistanceunderDSAP(thefirst trancheoftheDIAP package)
closedon 17 August2000following a threemonthclaim period.

TheDIAP is thelargestagriculturalassistancepackagedevelopedto dateandgiventheurgency
to deliverthis significantassistancepackage,which wasuniquein manyways,it proveddifficult
to alwaysaccuratelyestimateadministrativeandimplementationcosts.

While makinganumberofrecommendationsfor improvementsin theadministrationofthe
DIAP, theANAG assessmentwasthat theadministrationoftheDIAP wasconsistentwith
Governmentpolicy andlegislationandthatdeliveryofthepackagewasaconsiderable
achievement.TheANAG assessmentoftheDIAP wasthatit wasdeliveredappropriately.
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RecommendationNo. 6 paragraph 4.62
The Committee recommendsthat the Departmentof Agriculture, Fisheries and Forestry
ensurethat futureassistancepackageshavea clausein relevantlegislationwhich allows for
incorrectpaymentsmadein errorto bereclaimedby theappropriateagencyorauthority.

THE DEPARTMENTAGREESWITH THIS RECOMMENDATION

TheDepartmentrecognisestheneedforpublic fundsto beusedin themostcosteffectiveand
transparentmannerpossible.This includesmakingprovisions,in assistancepackages,to ensure
thatthe level ofanyincorrectpaymentsis minimisedandwhereappropriate,incorrectlypaid
fundsberecovered.

Thearrangementto not allow for therecoveryofincorrectlydeterminedpaymentsin theDairy
IndustryAdjustmentPackagelegislationwasunique.Thiswasbecauseoftherequirement
financialinstitutionsplacedon farmersto havesecurityfrom theDAA beforeproviding loansto
dairy farmersto helpthemconsolidateorre-ordinatetheirbusiness.HadtheGovernmentnot
allowedfor this, theonly optionwould havebeenfor farmersto receivetheirpaymentsin
quarterlyinstalmentsover eightyearswhichwould nothavefacilitatedtheindustryadjustment
processsoeffectively.

Otherindustryassistancepackagesadministratedby theDepartmentafterthis time havehad
provisionsincludedfortherecoveryofpaymentsmadein error.TheFarmHelpprogramme,the
ExceptionalCircumstancesprogramme,theDairy TypeGrantandtheDairy Exit Paymenthad
clausesin therelevantlegislation(FarmHouseholdSupportAct1992,SocialSecurityAct1991
andFinancialManagementAct1997) to recoveranypaymentsmadein error.TheDepartment
alsounderstandsthat Centrelinkhasproceduresandsystemsin placeto monitorpaymentsand
recoveroverpayments,andif necessary,would involve theDirectorofPublicProsecutionsif it
hadexhaustedall avenuesto recoupoverpaymentsandbelievedtherewasareasonableprospect
of conviction.

LastyeartheDepartmentdid exerciseits powerto recoverpaymentsmadein errorunderthe
SugarIndustryReformProgram(SIRP)2004.An independentaudit, commissionedby the•
Departmentto reviewpaymentsunderthefirst trancheoftheSustainabilityGrantcomponentof
theSIRP2004,foundthatatotal of22 paymentsweremadeincorrectly,incurringdebtstotalling
$21,784.16.

After follow-up action, thereareonly four growerswho havenotmadere-payments(oneof
whomis deceased).This representsaverysmall proportionofthe$73 million paidout under
SIRP2004.

TheDepartmentsupportstheeffectiveadministrationofGovernmentfunds andtherecoveryof
paymentsmadein error.



RecommendationNo. 7 paragraph 4.63
TheCommitteerecommendsthattheGovernmentplacean overallbudgetlimit on thecostof
implementingnew assistancepackagesto encourageadministrativecost efficiencies and
effectiveness.

THE DEPARTMENTAGREESWITH THIS RECOMMENDATION IN PRINCIPLE.
HOWEVER,DEPENDINGON THE NATURE OF PROGRAMMES,THEREMAY BE
INSTANCES WHEN COSTSNEEDTO BE RE-ASSESSED

TheDepartmentis committedto effectiveprogrammeadministrationandagreeswith abudget
limit beingplacedon thecostof implementingnewassistancepackages.However,it alsonotes
theremaybe instanceswhereit is necessaryto reassessadministrativebudgetsto dealwith
unexpectedcircumstances.If budgetlimits couldnotbe altered,this couldresultin the
programmenot deliveringadequatelyagainstits objectives.

With theDepartmenthavingminimal timeto comprehensivelyplanfor the implementationof
thepackageand giventhatthis typeofpackagehadnot beendeliveredbefore,it wasdifficult to
accuratelypredictcostsofdeliveringthepackage.However,theANAO foundthatoverallthere
wereappropriateadministrativeproceduresinplacethatgaveanassurancethat administrative
costswereconsistentwith theAct.

TheDepartmenthasgrantprogrammesin placewhichhavebeendesignedto beconsistentwith
thebetterpracticeguidefor administrationof grantspublishedby theAustralianNationalAudit
Office (ANAO), including theSugarIndustryReformProgramme2004.Theseprogrammes
follow the ANAO guidelinesto ensurethattheyremaintransparentandaccountableto public
scrutiny.In addition,theDepartmenthasits owninstructionsin placefor theadministrationof
grants.TheCabinetImplementationUnit, within theDepartmentofthePrimeMinisterand
Cabinet,is expectedto releaselaterthisyearits publication‘BetterPracticeGuideto Programme
Implementation’.Theseguidelineswill be incorporatedinto departmentalpracticewhen
available.



In November2003,theSouthAustralianCentrefor EconomicStudies(SACES’)evaluatedthe
effectivenessoftheDSAPandSDA programmesfor theDepartment.In doingso, it developed
measurementandperformanceindicatorsthatareusedin this responseto theJCPAA’s
recommendation.

SACES’view wasthatboth theDSAPandSDA programsperformedwell on theirdelivery
objectives.Thepaceofstructuraladjustmentin theindustry,which wasoccurringwell before
deregulation,washastened,asthemoremarginalproducersexitedtheindustrywith dignity and
thosefarmersthatremainedmadethenecessarychangesto lowertheirunit coststructuresand
enhancetheirefficiencies.Theydid thisby increasingtheirherdsizes,retiringdebtand/or
upgradingcapitalequipment,someorall ofwhichwerepartly financedfrom DSAP/SDA
payments.

Accordingto SACES,DSAP/SDAassistancemadeit a lot easierfor themoremarginalfarmers
to leavetheindustry.Also, DSAP/SDAclaimswereprocessedpromptly,theprogramdelivery
costswerekeptto acceptablelevelsandtheuptakeofthoseeligible to applyfor assistancewas
high,indicatingthatbothprogramsmettheirdeliveryobjectives.

By 2005therewerealot fewer farmsproducingonly aslightly lowervolumeofmilk (compared
to pre-deregulation),suggestingthedairy industryhasmadegoodprogressin adjustingto the
neweconomicenvironment.

EvaluationoftheEffectivenessofDSAPandSDA

Theenablinglegislationfor DSAPandSDA doesnot includeexplicit performance/measurement
indicators.Thereforethisresponsewill usethosemeasuresthat wereusedby SACES.

In its evaluation,SACESformulatedthefollowing indicatorsfor administrativeefficiency:
• Thelevel ofuptakeby thosepotentiallyeligible to apply;
• Thetimelinessofproviding for, andprocessingof, applicationsto thepoint where

applicantsactuallyreceivedtheirentitlements;
• Thecostsofdeliveringthe assistancemeasures;

forprogrameffectiveness:
• Thepurposefor whichtheassistancemonieswereusedandwhetherit contributed

positivelyto assistdairy farmersadjustto thenew,deregulatedenvironment;

SouthAustralianCentreforEconomicStudies,AdelaideandFlindersUniversities:ReviewoftheEfficiencyand

EffectivenessoftheDairy StructuralAd]ustmentProgramandSupplementaryDairyAssistanceProgram,FinalReport
preparedfor theDepartmentof Agriculture,FisheriesandForestry,November2003.

RecommendationNo. 8 paragraph 4.92
The Committee recommendsthat the Departmentof Agriculture, Fisheriesand Forestry
report back to the Committee on the progressand evaluationof tl~e Dairy Structural
AdjustmentPackageandtheSupplementaryAssistanceProgramby 30 June2006.Thereport
should outline progress against eachprogram’s original objectives and measurement
indicators suchas Key PerformanceIndicators.The report should also outline the Dairy
Industry’sprogressin adjustingto the neweconomicenvironment,including exits from the
industry.



• Theextentto whichtheassistancehasavoidedthelossoffarmingenterprisesthatwould
otherwisehavebeenviablehadthestructuraladjustmentchangesoccurredovera longer
timeperiod.

and for adjustmentto thenewmarketenvironment:
• Theextentto whichDSAPandSDA assistancewasimportantin enablingsuccessful

structuraladjustment.

Administrativeefficiency

SACESconcludedthat theuptakeofDSAPand SDA entitlementsby thoseeligible to applywas
veryhigh. SACEScomparedthevalueofpaymentsgrantedagainstthevalueoftherights that
mighthavebeenawardedon thebasisof 1998-99milk production,andthis indicatedthatthe
takeup rateofDSAPandSDA wasaverysignificant99.5%.Onthebasisofthisassessment,
thereis little reasonto believethatpotentiallyeligible applicantsfailed to takeup theirDSAPor
SDA entitlement.

Accordingto SACES,DAA processedover30,000DSAPclaims, thevastmajorityofwhich
tookjust a fewmonthsto resolve.Basedon thedataprovidedto it, SACESreportedthatDAA
waspromptin its handlingofclaims.Whilst someclaimswereprotracted,anda fewstill
pendingatthetime thereportwaspublishedin November2003,mostofthesewerenot caused
by afailure ofDAA, but ratherdueto factorssuchasapplicants’not furnishingsufficient
documentaryevidenceto substantiatetheirclaims.

Thetwo programmes’deliverycostsaremet from theDairy StructuralAdjustmentFundwhich
is administeredby Dairy Australia(DA), thepeakindustryserviceproviderbody. Accordingto
theDAA2, fully allocatedestimatedcostsin 2006for administeringDSAP andSDA areforecast
at $45 million (2.5%ofprogramcosts)to theendof2010. SACESbenchmarkedDAA’s costs
with comparablegovernmentagenciesthat alsodeliverlargeprogramsto thepublic (eg
Centrelink,theChild SupportAgencyortheDepartmentofVeterans’Affairs) andfoundthat
DAA’s costsperentitlementholderandcostsperclaim werein themiddleof therangeof costs
examined.SACESconcludedthattheDSAPandSDA programmesweredeliveredin acost-
effectivewayto thepublic.

Programeffectiveness

In 2001-02,theAustralianBureauof Agricultural andResourceEconomics(ABARE) surveyed
dairy farmers.Onthequestionofwhattheassistancemonieswereusedfor andtheirimpacton
adjustment,themostcommonuse(53%ofrespondents)wasto “pay off orrefinancedebt”,
followedby “investmentin capitalequipment”(36%ofrespondents)and“income
supplementation”(23%ofrespondents).Accordingto theABARE survey,only 16%of
respondentssurveyedusedfundsto investin off-farmbusinesses,purchaseotherpropertiesor in
investotheron-farmenterprises.It canthereforebeconcludedthattheassistancewasprimarily
usedto enableproducersto eitherincreasetheiron-farmproductivityand/orreducetheirunit
coststructures.

Thenumberofdairyfarmsin Australiahastrendeddownwardssincethelate 1 970s,sostructural
changehasbeenanongoingprocess.However,datafrom DA showthattherewasaparticularly
sharpdropin thenumberofdairy farms.immediatelyfollowing deregulation.From 12,896in

2 DairyAdjustmentAuthority (2006),PersonalCommunication(Daryl Gifford, GeneralManager,Operations),9 June

2006.



2000,thenumberof.farmsfell by around28%to 9,256 in thefive yearsto 2005. Comparedwith
the longertermtrendofadeclineofaround1.6%peryearsfrom 1980to 2000,this suggeststhat
thepaceofstructuraladjustmentwasgreaterthanwould havebeenthecasein theabsenceof
deregulation.Deregulationwaswidelyexpectedto leadto faster-than-otherwiserateof farm
exits, andthis is exactlywhatoccurred.

Prior to deregulation,farmersin Queensland,NSWandWA tendedto producehigher-priced
marketmilk, with farmersin southernstatesproducingmanufacturingmilk. SACESfoundthat
nearly90%percentoffarmersit hadsurveyedin Queensland,NSW andWAbelievedthat
DSAPandSDA assistancepaymentsweremoderatelyorvery importantin enablingthemto
adjustto thenew,deregulatedenvironment;58%offarmerssurveyedin Victoria thoughtDSAP
andSDA wereimportant.

This finding is consistentwith thehigherpricereceivedby farmersin Queensland,NSW and
WA — andthereforegreaterimpactof deregulation.TheDepartmentnotesthatfarmerswho were
mostseverelyaffectedby deregulation(NSW,WA andQueensland)generallyreceivedmore
assistanceand,therefore,it wasofgreaterimportanceto them.It is importantto note,however,
that evenin Victoria (with its lowerrelianceon marketmilk), overhalfofrespondentssaidthat
DSAP/SDAassistancewasimportantin adjustingto deregulation.

In additionto theindicatorsusedby$ACESto evaluatetheperformanceofthetwo programmes,
it is alsousefulto look attwo othermeasures farm exitsandtheregionswhereDSAP/SDA
assistancewasthegreatest.It waswidelyexpectedthatwith thealmostovernightremovalofall
marketsupportmeasures,therewouldbeasuddenandpossiblysubstantialreductionin farm
incomes.It wasestimatedby Harris3thatafterthreeyearsofderegulationaround2240dairy
farmershadretiredfrom theindustry— adeclineofaround17%.Theassistancepackagesgave
farmerscontemplatingexit, especiallythosemostvulnerable,theoptionofeithercompletely
retiringor seekingalternativebusinessor employmentopportunities.

Not surprisingly,thegreatestproportionoffarmexitswerefrom thepredominantlymarketmilk
statesofQueensland,NSW andWA, sincetheirincomedeclineswerethesharpest.Accordingto
DA figures,between2000and 2005,registereddairyfarmnumbersfell by 43%in Queensland,
38%in NSW and34%in WesternAustralia(mainlymarketmilk states).This comparesto falls
of22%in Victoria and30% in Tasmania(predominantlymanufacturingmilk states).

Not surprisinglyalso,DSAPandSDA grantswereconsistentlyhigherin stateswheremarket
milk saleswereahighproportionoftotal milk output.Accordingto DAA figures(reportedin
Harris’spaper),theaverageDSAPfarmpaymentin NSWwasworth $196,000,in WA it was
$258,000andQueensland$143,000.This comparesto anaveragepaymentof$97,000for
Victoria and$107,000for Tasmania.Overall55%of DSAPfundswereallocatedto the 18%of
milk productionthat wassold for drinkingmilk, areaswherethestructuraladjustmentwas
alwaysexpectedto be thegreatest.In aggregate,themarketmilk states(WA, Queensland,NSW)
comprisearound22%of totalmilk production4,but theirDSAPsharewasover41%,while
Victoria, which accountsfor 65% ofmilk output5accountedfor 46%ofDSAPfunds.

HarrisD (2005): IndustryAdjustmenttoPolicyReform: A CaseStudyoftheAustralianDairy Industry— A reportfor
theRuralIndustriesResearchandDevelopmentCorporation,August,
~Dairy Australia(2005),AustralianDairy IndustryinFocus2005,Dairy Australia,Melboume.

Ibid, Page15.



Overall,the evaluationconductedby SACESconfirmsthatbothDSAPandSDA deliveredon
theirprogrammeobjectives.Thelevel ofuptakebypotentialapplicantswasveryhigh and,for
themostpart,theywereprocessedin goodtime. ThecostsofDSAPandSDA deliverywerewell
within acceptablebounds,andthemoniesreceivedby farmerswereusedin away thatfacilitated
positivestructuraladjustment.Also, therewasmarkedincreasein exitsfollowing deregulation
andthecommencementofDSAPandSDA payments.DSAPandSDA paymentswerealsotaken
up moreby themarketmilk producers,theonesthat facedgreateradjustmentpressures,
indicatingthat theassistancewasusedmoreby thosein greaterneed— an aimofall support
programs.

Industry‘s Progressin Adjustingto theNewEconomicEnvironment

To assessindustry’sprogressin thepost-deregulationenvironment,it is usefulto considerthe
extentto which therehadbeenproductivityand/orcostimprovementssincederegulation.An
importantindicatoris economiesofscalethatresultin greateron-farmefficiencyand
productivity.As shownearlier,farm numbersdroppedby nearly30%in thefive yearsafter
deregulation.Yet, milk productionfell by justunder7% (from 10,847ML in 2000to 10,125ML
in 2005)6.

It is clearthatthosefarmsthatremainedin theindustryincreas~dtheirproductionthrough
acquiringmorecattleto addto theirherdsand,asshownby ABARE’s surveyearlier,by
upgradingtheircapitalequipment.Deriveddatafrom DA7 showtheaverageherdsizeincreased
from 168in 2000to 217 in 2005.Theensuingeconomiesofscalefrom thebiggerherdsenabled
farm overheadsto be spreadovera largerproductionvolume, leadingto lowerunit costsof
productionandgreaterefficiencies.

While thedeclinein farmsmaybea contributoryreasonforthedeclinein milk production,there
wereotherfactorsaswell, suchasincreasedcompetitionfrom otherbeverageslike fruit juices.

Theevidencesuggeststhatthedairyindustryhasadjustedwell to thederegulatedenvironment.
Thepaceofstructuraladjustmentin the industryaccelerated,asthemoremarginalproducers
wereableto exit theindustrywith dignity andthosefarmersthatremainedmadethenecessary
changesto improvetheircoststructuresandefficiencies(mainlyby increasingtheirherdsizes
andupgradingtheircapitalequipment).

6 Ibid, Page15

~Ibid, Pages9 and10.



RecommendationNo. 9 paragraph 4.98
The Committeerecommendsthat the Departmentof Agriculture, Fisheriesand Forestry
ensurethat all future agreementswith StatutoryAuthorities include a clauseallowing the
ANAO accessto thepremisesandrecords,for auditingpurposes.

THE DEPARTMENTAGREESWITH THIS RECOMMENDATION

TheDepartmentagreesthatit is entirelyappropriatefor theANAG to accesspremisesand
recordsofStatutoryAuthoritiesfor auditingpurposes.StatutoryAuthoritiesareorganisations
establishedundertheCommonwealthAuthoritiesand CompaniesAct1997. All agreementsthe
Departmenthaswith its StatutoryAuthoritiesallows accessfor auditingpurposes.Industry
servicebodies,includingDairy Australia,operateundertheCorporationsAct2001. The
Departmenthasagreementsin placewith industryservicebodieswhich includeastandardclause
allowing theANAO accessto thecompanies’premisesandrecords,for auditingpurposes.The
currentagreementwith DA providesfor theCommonwealthor its representativeto inspectany
premisesofthecompanyandexamine,andcopythecompany’saccountsandrecords.

TheAgreementbetweenDA andthe Commonwealthis currentlybeingre-negotiatedanda
clauseallowingANAO accessto thepremisesandrecordswill alsobe in thenewAgreement.

TheDepartmentnotesthatduringthecourseofconductingits auditof theDairy Adjustment
Authority, theANAO wasgivenunrestrictedaccessto thepremisesandall records.TheDairy
AdjustmentAuthority was fully co-operativein everyrequest.

Yours sincerely

/ JoannaHewittK


