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TERMS OF REFERENCE

Thata Standmg Commmee be appomted to: (s B
- (a) consider any papers on public expend1ture presemed to the House and such FESRR

of the estimates as it sees fit to examine; - © - =

i (b) consider how, if at all, policies 1mphed in the ﬁgures of expendlture and 1n S

the esnmates may be carried out more economxcally, R B

(c) examine the relatlonshlp between the costs and beneﬁts of ;mplementmg S ]
government programs, and o :

:'(d} inquire into and report on any quesaon m connectmn with pubhc expendi» e
ture whlc,h is referred o it by the House S L :

v
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 RECOMMENDATIONS

o The Commntee recommends that

R the Govemment appoint a sultably quahﬁed person from outsxie the Pubhc s
Service to assess the relative effectiveness of programs designed to atiract persons into

.. and retain them in the Services and 1o devise methods to enable contmumg measure- - '
. mentor assessment of the effectiveness of these programs (?dragraph 35)

-2, -the Mimster for Veterans Affdlrs defipe and exp]am the ob)ecuves of the De~ R

: ._fence Service Homes Scheme to the Parliament. (Paragraph 60). _ :
3. the iong title of the Defence Service Homes Act 1918 be amended 10 read as -

 follows: An Act to assist el1g1bIe persons to acqulrearesgdentxal dwellmg (Paragraph Al

o __107 (a)).

-the Defence Servme Homes Act 1918 be amended to allow efuglb}e persons to
choose to receive either a housing loan or a cash grant whlch would also be used to ac- s
: qu:re a residential dweihng (Paragraph 107 (b) ) R

5. the size of the grant to be determmed in the Iegmlanon and rewewed perzod~ o

" '-maliy (Paragraph 107 (c)) -

6. there be no apphcanon fee for those who Teceive grants (Paragraph R

Soray. o
7. the Govemment prepare for dtsmbunon a pamphlet on the new optzons o
available to eiigibie persons. (Paragraph 107 (¢)). . I _
8. that the Minister for Finance determine that the mterest rate payable by the .

_--Defence Service Homes Corporation on its total accumulated capltal be the current -

Iong -term bond rate, so that the Interest Subsidy item in Appropriation Bill No. T will
~ in future reflect the full economic cost of the concesswnal mterest rates apphed 0
DSHS loans. (Paragraph 110). a
19, the numbers of staff used in the processing of new apphcatxons in the Defence_ _
Service Homes Corporauon State Offices of Victoria, South Australia and Tasmama .
‘be reduced by 8 staff, 4 staffand 2 staff respectively. ( Paragraph 127). B
- 10. ' the Defence Service Homes Corporation undertake a cost-effectiveness -
study to determine whether magnetic tape units should be used— - e

e 1o obtain cost savings by sharing the computer f‘acﬂny with departments and Coe

- .' e as an alternative to microfiche in registry work. (Paragraph 138).-

o w11 the Department of Veterans’ Affairs, the Department of Fmance and the S
‘Public Service Board undertake a cost-effectiveness study-of" aitemative methods of i

~“collecting repayments from borrowers. (Paragraph 148).

12. -annual reports of the Defence Service Homes Corporation mciude 1nf‘or~' R
mation on unit costs of processing new applications and maintaining securities ineach - |

- State Office and information on the number of man»days taken to process new apph— -
'_canm in each State Office. (Paragraph 161).

13, appropriate changes be made to relevam le.glslatxon to allow persons who -

_ohtam loans under the Defence Service Homés Scheme to] msure !helr propemes w1th s
“the company of their cho;ce (Paragrdph 165). - K : ;




- CHAPTERI
SUMMARY'

ThlS Report represents the ﬁrst in- depth and searchmg exammauon of the
- :_'Defence Service’ Homes Scheme (DSHS) which came mto operanon in 1919, almost

S 60 years ago.

2. The categones of persons ehgfble for DSHS beneﬁts have been extended pro—. K

RN gress;vely sirice 1919 to cover first those who served in World War I, then other cam-.
- paigns and, since 1973, servmg members of the armed forees as well. "Basxcaily DSHS,

Loasit, operates today, assxsts eligible. persons 10 acquire a residential dwelling. It does
" this by gwmg ehglble persons housing loans which, although they do not 20 anywhere

©* near 1o covering the costof say a standard 3 bedroom house, nevertheless give eligible.

- persons significant concessions because of the low interest rate charged Eligible per-
-'sons can now borrow up to a maxnnum of $15 OOO over 32 years at an. dverage_

P mterest rate Of 4.5%.

B “The. scheme makes a ssgmﬁcant call on. the resources of the pubhc sector
S Fmance is requsred for the lending } programs {over $90m in 1977 78),to pay into the
. “Consolidated Revenue Fund the interest subsidy ($25m in 1977-78) which is said to

- teflect the, difference between interest payable 10 the Commonwealth and the interest

" earned by the Defence Service Homes Corporation (the Corporation) and to pay for
. -the ‘costs of admmlstermg the scheme (over $16m in . 1977-78). Not oniy is total
- Z-'expendlture in excess of $130m but it is likely that because of. the nature of DSHS
.smnlar sums of money Wlﬂ be reqmred in perpetulty ; :

. 4, Agamst this background the Commntee s mqulry has been concerned pnmar-
- '11y wuh an examination of whether; . : -

. ‘there is a more. effecuve way to dehver the beneﬁt than by gwmg housmg loans
‘‘at concessional interest rates; »

:'. ® the scheme 13 bemg admlmstered econormcaily and efﬁcxentIy

s 5. The second chapter of this Report descnbes the nature and operauon of
: _QDSHS But before the Committee can proceed to examine program alternatives o1

‘efficiency and economy in administration it is necessary 10 start with an examination

- 0f the objectives or purposes of the scheme. The experience of the Committee is that

' .the objectives of many programs are not speeiﬁed clearly, with the result that it is not

. easy to know premsely what is mtended and thiS in turn makes eﬁ‘ecuve scrutmy by

s the Parhament mare d1ﬁ‘i<,ult

6. - “The purposes of asmsung ehgible persons 0 aoqulre a house as stated in
' Chapter 111 are to reward those Who serve their s country in times of war, to atract and
“retain persons to the armed Servzces and to compensate such ] persons for the housmgm

- ‘related disabilities they experience while in the Services. While the objectives of the

“DSHS thus stated are Ieasonably clear this clarity is more the result of the Com-

s rrmtee s mterpretanon of what it has heen told than the eﬁ"ect of a clearly speciﬁed set

T A l1st of wnnesses who appeared beforc [he sub commmee and'a descnpuon of the ev1dence taken by ahe sub
: oommmee isat Append;x I .




~of objecuves After a careful examlnatlon of the program and its objecuves the Com~ :

. mittee has reached the conctusion that it is necessary for the objectives to be restated -

- and explained to Parliament and an-‘appropriate recommendation wﬂl be made (see
' para graph 60). The Parliament has 2 rightto be informed. '

7. . But whatever the objectives are, be they to reward persons who serve thelr B

: country in times of war, or to attract and retain persons to the Services, or to compen-
sate these persons for housing-related disabilities it does not follow that such reward

or compensation must take the form of a housing loan. As an alternative to the hous-

mg loan at concessional interest rates the Committee has exammed the feambxllty of
- giving eligible persons a cash grant, o : :
8. The cash grant proposal is another’ way of acinevmg the pohcy objectlves

Examznauen of this proposal is undeftaken in Chapter IV and has required the care- * L
ful cons;deratmn of complex issues. In this ‘examination- the Compmittee has estab-

" lished criteria agalnsi which the fea51b1hty of the cash grant was testeci The more im- :
- portant of these criteria were whether the grant would: '
* e cost more than the present concesszonal mterest housmg 1oan
e beneﬁt most recipients of DSHS. - ' .- _
‘9. The case for the cash grant rests in part on the fact that there isan mterest rate

' Concessmn which has a cost: the difference between 4.5% and the cost to government S
-of borrowmg the money at the long~term bond rate {LTBR) This cost,’ or congession, . ... |

which is incurred for each month of the loan over the life of the loan, can be converted
to a single figure and glven as a cash grant “This can be shown by a simple example

- Under DSHS the maximum loan (at 4.5% over 32 years) reqmres a monthly repay- e

ment of$73.82, I one retains this repayment and requires the recipient to pay interest

at the LTBR (9.1%) the amount he would be ‘able 1o borrow is'$9, 200. So a person -

'borrowmg ‘from DSHS receives a concession equwdlent to giving h{m $5, SOG while
requiring him to borrow the other $9,200 at 9.1% over 32 years. - -

; 10. . The Committee first examined the feasibility of a non- Opnonal or excluswe

- cash grant; in other words the replacement of the loans scheme with a grants scheme.

- This kind of grant held out the prospect of the size of the benefit bemg related to what

: governments wanted to fix as the amount of the reward for servme intimes of warand- .

"so forth, rather than letting the real value of the grant vary. because LTBR’s change
- {see paragraph 74). Tt was recognised; however, that the size of the first grants would
‘be related 1o the value of the present concession as illustrated in paragraph 9. Using a
more refined method than that used in that paragraph the Commitiee calculated the
basic size of the grant (Appendix 4) to which was added an allowance for the re-
" duction in administrative costs that would result from the introduction of an excfusxve
“cash grant These calculations suggested an exciuswe cash grant 0f $6,000. .
11 A grant of $6,000 would require persons to obtain the balance $9 000

'($15 000-$6,000) from lending institutions. Detailed comparisons have shown that

most recipients would ‘benefit in that their monthly repayments would not be higher
than what they would pay the Corporation. The main reason for this is that the exclus-
_ive grant should eiimmate the wamng period and thus save the costs of temporary
finance ($1,500 on average) which is now. mcurred by the majority of those who seck
the DSHS benefit. It can be shown that for some. persons who obtain both second_ _
mortgage and temporary finance from institutions that charge high interest rates over -
~ short repayment periods, the exclusive grant could lead toa reducuon in monthly re~_ o
: payments of about $50 ' - : AR
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12." The conclusion reached is that the exclusive cash grant has a lot to offer. In .

-ffact if one was starting from scratch this grant would be an ideal method of delivering
““the DSHS benefit; but the Committee Tealises that it is -examining a scheme that has

" been in existence for almost 60  years. An exclusive grant will not benefit a small min- -
- ority of eligible persons. It also accepts that a fundamental change of this type should .~

- be-introduced gradually. For these and other reasons, therefore, the Committee has -
O .concfuded that the introduction of an exclusive cash grant would be premature.

"13, However, an optlonai grant, by which eiigible persons can ‘choose between

_ _.'.the loan and the grant, 1s feasible. The Committee believes that an optional grant of o
~*about $5,500 will not cost more than the present loan and will benefit a significant _
" number of eligible persons. Appropriate recommendations will be made in paragraph -

107, These recommendations are made pursuant to clause l(b) of the terms of

. reference whxch ask :the “Committee "to ‘consider how . .. pohc;es_'

' .-'1mp11ed 2 in the estimates may be camed out more eoonomzcaliy

SR I The pohcy of dssmtmg eligible persons to_acquire residential dwellmgs can
o '_be carned out more effectively by Ietting them choose between a cash grant and a -

- loan. This conclusion has been reached after careful and oomprehenswe evaluation of

" .the programs. It is true that some of the calculations are of necessity based on broad -

“judgments. But what the Parliament should not lose sight of is that the optional cash

L-grant provides the oppertunity for converting significant administration costs inte

"~ benefits for recipients and advantages for taxpayers. It must then follow that such a
-proposa‘, would make publicsector spending more effective and productive. '

15, The second objective of this Report is t0 find out whether DSHS s bemg

5 -_'-admtmstered economically and eﬁicmndy

Lo 16,  Since salaries and associated payments constitute a Iax ge portzon of the ad-
o minzstrdtwe costs of DSHS the Committee has concentrated its examination on the

L efﬁment use of personnel resources. There are over 120 staff employed in the process-.

~ing of new applications. There are also some objective measures of work performance

" ..e.g standard times and man-days taken to process an application. On the basis of in-

“ferstate comparisons the Committee has concluded that there is a case for the
. numbers of staff used in processing new apphcauons to be reduced by 14 An appmm

R priate recommendation has been made.
' 17." . Another area of major concern has been the payment of about $1 6m to the o

~ “Australian Postal Commission { APC) which provides the service of collecting instal-

“ " ments from the borrowers and forwarding these collections to the State offices of the .-

* Corporation. The Commistee commenced a detailed investigation on whether this is
. the most effective and efficient way of collecting repayments from borrowers. It has
““examined a number of alternatives. In the process it has found that all these alterna-
" tives could be more efficient than the present APC system. There is the strong posm»

. bility of cost savings ranging from $0.25m to $1m a year. But since this work requires

detailed investigations which are not appropriate for a parliamentary committee the
- Committee has concluded that a cost-effectiveness analysis should be conducted by
“the Department of Veterans’ Affairs (Veterans’ Aﬁ"alrs} the Department of Fmance

) (Finance )and the Public Service Board. - _
18. The Commxttee is both satzsﬁed and pleased that Veterdns Aﬁ‘airs and the

~Corporation are taking the necessary ‘steps to improve efficiency. The Committee’s

" interest, however, is in the establishment of a process or mechanism by which parlia-

- mentary over51ght and scrutiny can be continued. There are two ways of doing this.
- The first is for the Auditor-General to review the efficiency of DSHS. The Committee
has made a suggestion fo this effect. It is necessary for this work to be done because

: there are many areas of administration which are in the process of being reviewed.

3




The Committee’s Report would also be relevant. It is also necessary for the annualre-
*_ports of the Defence Setvice Homes Corporanon to-contain relevant information. The . -

- Committee believes that information such as unit costs for processmg apphcauons on
aState by State basis, should be provided to the Parliament.

; 19, All these recommendations have been made pursuant to clause 1 (b) of the -
. .Committee s terms of reference. The Committee places on record its appreciation of

© . the co- operanon given to it by departments and other orgamsanons In particular it ’

records its appreciation of the co-operation and spontaneity of the Department of -

: _Veterans Affairs and the Defence Service Homes Corporauon

20, The Report has been the work of the Sub-committee. 'The .members of the

Sub committee in the 3Ist Parliament were the Hon. K. M. Cairns {Chairman), the

"Hon. F. E. Stewart, Mr K. J. Aldred, Mr.J. J. Brown and Dr H. R. Edwards. The Com-
mittee also records its appreciation of the assistance given by the. staff, The staff who .+ -
asslsted in this inguiry were Mr M. E. Aldons, Clerk to the Comxmttee Mr C. Walsh, -
. General Adviser, Senior Lecturer in Economics, Monash Umversny, Mr K. Newboid,

seconded from the Audxtor~GeneraI s ()ﬂ‘ice and Mr M. Ives seconded from the
-Departmemof Fmance :




CHAPTER li
THE NATURE AND OPERATION OF THE SCHEME

o :_' Hlstory

= 21:. The Defence Servme Homes Scheme known as the War Servme Homes
~* Scheme until 1973, came into operanon in March 1919. At that time it was part of a
- system of repatrlauon measures ‘to satisfactorily secure the remstatemem to civil 11fe

- ‘of members of the Australian Imperial Force’?. - . R - :
122, Since then the ehglbihty provssmns have been wxdened © cover those who
-served in World War I1, other campaigns {e.g. the Korean War) and other categories
of persons as well. In 1973 ‘a fundamental change took place when servicemen who
- served a regular or national service qualifying period of 3 years became ehglbie for
the receipt of DSHS benefits. In the last Budget the qualifying penod for serv1cemen
- was extended from three years 10'six years { Exhibit 36 p. 356)... : :
.23, The pohcy objectives of the Scheme have also changed over the years At
'some pomt in time the repatrlatmn objective gave way to the concept of a reward for

- warservice. Since, 1973 serving members of the armed forces have become ehglble for

the beneﬁts of DSHS as a means of aftracting and retaining these persons to the Ser-
: VICes ‘and. for compensating them for housmg -felated- disabilities. The current
" program objectives will be described in detail in Chapter 1L It has been said that the
" ““Defence Service Homes Scheme assists .. . (ehgsble persons} AN to ac- -
' qthredhome” : : Lo e

' Housmg and Related Ass:stance .

24, Ass;stance has been and-is still glven by means of a housmg ’1oan Inma}}y
: 'returned servicemen received a housing loan:which was more or less sufficient to pur-
. chase a house and pald interest at a rate shghtiy less than the long term housing

‘interest rate that prevalied at the time.* In recent times the size of the loan has fallen

' ‘below the cost of purchasing or building a home and now represents probably less
: 'than 50% of the cost of a standard three bedroom house However, in recent times, eli-

D gible persons have benefited from the fact that the mterest rate on DSHS loans has
~been significantly below long-term interest rates. -~ -~

©+ .25, Eligible persons can borrow up to a maximum of $15, OOO under DSHS The

- first $12,000.is repayable over 32 years with interest at 3.75% and the additional

~$3,000 is also repayable over 32 years but the interest rate is 7.25%. Thus anyone bor-

. rowing $15,000 would pay interest at abom 4 5% on average Loans are made avaﬂ-

" able on first mortgage security. .

. 26, ‘Such assistance is given to ehglb}e persons so that they can elther (a) buﬂd
_ _their own houses (b) purehase land with the mtennon of buﬂdmg, (c) purchase a

2 -Senate Debates 12 December 19[8 Secend Readmg War Service Homes Biii 1518, p. 8111

3. “Australian Housing Corpomtion Defence Service Homes Schemc, lis Nature, Hlsiory and Operanons, Australlan .
R Government Publishing Service {C‘anbcrra 19','6)p | P L : . . -

4. Senate Debatesp. 9113,




o dweihng, (d) compiete the bmldmg of 4 paruaﬂy erected house or (e) enlarge an

. existing dwelling. Purchase of a dwelling is the most commonly sought type of assist- -~
. ance -while assistance for enlargements o, exmmg properues is becommg more; e

"preva}ent o
- 27, Generally speakmg there is a wamng penod before a DSHS loan can be

- obtamed to purchase an existing property (new or previously oceupzed home) orto ..
pay for a house that is being built for an eligible person. The waiting period is eleven

" months, which commences from the date of ]odgment of an apphcatzon and has been . :

- in existence smce 1 August 1975.

728, Omcea person 5 ehg;.bmty for a loan is estabhshed and the Corporatlon is
e satisﬁed that the property is a suitable ; securlty for a DSHS ioan, the apphcant may be

~allowed to complete the purchase of a home with temporary or bridging finance.

Then when the loan becomes available it is used to discharge this temporary finance. -

- In 1976-77 over 70% of those who Teceived loans obtained temporary finance. Infor-

"'mation provided to the Committee shows that banks were the most popular source of
this finance.. They now charge interest at rates ranging from 10% to 12%. While there

"is no information.on the penod for which bridging finance is requlred itisreasonable

.~ to.assume that the period is about eleven months. Since this finance is a straight-out

- “payment of interest, it can be concluded that the wamng penod represents 2 cost 1o

~applicants of about 1,500 on average. -

S 29, While assistance is - given usnally to acqmre a house ona smg]e occas:on only,

in specmk circumstances it is given a second time. When this second assistance, as it is

- “called, Is given it is usually limited.to the balance of the loan when it was diseharged
~In ‘other words the Corporation re-lends this balance, repaydble over the remaining -
‘period of the first ioan for the purchase of a home. There is another situation in which _

second assistance is given, nameiy when the applicant has a further qualifying period

e.g. a World War II person who is a member of the Services. This person can'sefl his - g

DSHS acquired home and later, on the baszs of his addmonai quahfymg penod appfy
for a'second loan.

30, Ehg1bie persons can aiso obtam additional assistance loans though the con-
: dmons are restrictive. Broadly speaking such assistance is for essential ‘sleéping ac-

E commodation and/or the initial installation of basic utility services. The amount of . .-

the additional loan may not exceed the difference between the maximum loan permit-

~_ted under the Act and the amount of the original advance plus any’ previous -ad-

- "ditional Joans. For example, if 2 person borrowed $9,000 in 1971 (the then maxi-
.'mum) he could borrow a further $6,000 today for essential sleeping accommodation, -

The interest charged on these loans is 7.25%. The granting of additional loans results .- -

from the open-ended nature of the Scheme. After a person becomes eligible | thereisno .
time limit within which he has to appIy for assistance under DSHS. Nor, as the above -
example shows, is the amount of assistance limited to the maximunt size of ioan when
the eligible person makes his first apphcatmn - 5
.- 3L Some eligible persons can receive benefits theh are reiated io what has '
‘been called the * implied objective “of the Scheme—the preservation of a person’s pos-
session -of a Defence Service home. There is a scheme for’ female: ‘dependents
(Widows Relief-section 29AA of the Act) which permlts a reduction in the instal- -
ments of widows where in the opinion of the Minister payment of the full instalment
_ would. cause hardship. The relief granted continues to be a charge on the property.

_The purpose of the Widows Relief Scheme is to énsure that the female dependent will -
continue to have occupancy of the home for her lifetime. Similarly there is provision
~ whereby the Minister can give relief for persons who pay the higher interest rate of

. 7.25% for amounts in excess of $ 12, 000 on the grounds that the amount of the repay—
- ment wouid cause hardsmp




. The Insurance Scheme R

32 Smce its mception in }919 the Defence Serv;ce Homes Act has made pro-.
' "ViSH)n for a Defence Service Homes Insurance Scheme. In 1947 the iegxsiation was
amended to enable persons who had discharged their liabilities to continue to insure
their homes under the Acton a voiumary basis. Persons who are repaying a DSHS -

" loan are required by the legislation to insure with' the Corporation.- The Insurance

“Scheme is a co-operative scheme financed by premiums which are. pdid into the De-
fence Service Homes Insurance Trust Account. All claims and administration costs are
~debited to. this account. Smce its mcepuon the Insurance Scheme has been entircly

: .self—supportm g . : :
33, “Unlike other insurers the Corporation is responmbie under the Act for deter—
-_mmm g the amount of insurance cover, In order to ensure that the amount of insurance
- is sufficient to restore insured dwellings, the amount of cover is now revised annually
- by a formula which reflects current costs of construction. Rec1p1ents can take out ad-
ditional insurance with another insurer. The Corporauon 5 premmms are generaily
lower th an those of other insurers. 3 '

' Admmlsﬂ'at;on i

34, The Defence Serwce HomE:s Corporanon has ofﬁces m each of the St&te
-capztals in the Australian’ Capital Territory and regwnai offices in Newcastte _
o WoEEongong, Albury, Ballarat and Townsville. - : :
T35, cAsof 31 July 1977 the following pos1t10ns and staﬁ" (actual numbers) were
iocated inthe central and State offices of the. Corporauon

' _'Posz'tiohs Staff
C Central Office . & L. L L T 69 sg
_ :NewSouthWales LTI 304 0 295
S Wietorla L LUy U U 288 246
L Queensland LU UL L S0 144
~SowthAustralia . . ... . . . 105 91"
wo - Western Australias ol o LT 104 9T
S Tasmania oL, L L L D L B2 26
. :'AustrahanCapxtalTermory N R 0 V- BERE R E Rt V)
SRR ' 1046 967 -

- Source: Ev. p. 24. : _ _

36.  Staff in the State offices can be classified according to major organisational
groupings which are Housing Assistance, Loans Administration and Insurance, Estate
- . Development, Personnel and Services, and Finance, The Housing Assistance Group
processes apphcatmns for loans, ensures that the secunty reqmred to cover the loan is
"adequate and maintains security documents. There are 195 posmons in this group.
“The Loans Administration and Insurance Group collects. loan repayments manages
“securities—this includes, for example recovery .of arrears and operation of the
: ‘Wldows Relief Scheme—and provides insurance cover and determines claims. There
.- are 130 positions in this group. Staff in the Estate Development Group assist to ac-
qulre and develop areas of land for the erection of homes for eligible persons There_




are 126 posmons in thls group This actlvuy is bemg phased out.* Some of the staﬁ“ in
the other groups either assist dxrecﬂy the staff in these basic groups (e.g. registry, loan -

- mamtenance) or mdirectly supportt the staff in the basic groups. Of the present estab- -

‘lishment of 1046 positions, over 63% are requxred for the basic funcuons Further de-
taxis of the establishment are provided at Appendlx 2. : -

37, From almost the i inception of the Scheme borrowers cou!d pay thexr monthly
mstaiments (loan, insurance) at any post office in Australia. For providing this service
‘the Australian Postal Commission (the APC) charges a fee of 2.31% or 2.31 cents in
the dollar for every transaction. For example if a person repays $73.82 a month (the
minimum repayment for a $15,000 loan over 32 years) the monthly charge by the
-APC would be $1.71. About 80% of collections are handled through the post offices
and it is estimated that the Corporatzon w1l! pay the APC about $1 6m in 1977 78 for
the services 1t provxdes S S :

Costs

. 38. The Defence Service Homes Scheme is one which spends and receives .
money; there is both income and expenditure. Most of the administrative expenditure
is paid out of votes under the Department of Veterans’ Affairs. In 1977-78 estimated
‘expenditure under these votes totalled close to $14m. This amount doés not include
$2.4m for superannuation and office accommodation which are in other parts of the
‘Budget documents. It should be noted that some of these costs are recovered' from
.charges. Costs ‘of :insurance ‘work ‘are. recovered from the insurance premmms
charged. Some of the costs of processing applications will be recovered by application

. fees—875 for an initial apphcanon and $50 for an addmona} loan apphcauonmwhlch
~ are to be introduced in 1977-78.

39. A second group of costs is for the Dcfence Service Homes _p:fograms. While
$94.5m will be available for these programs—mostly housing loans—in 1977-78, only
“$22m will be provided through the Budget. The balance, represented mainly by re-
payments of principal by borrowcrs will be retained in the Defence Service Homes -
Trust Account. : S

40. The major source e of income for the Corporation, other than the repayment
- of principal, is the receipt of interest payable by borrowers. These amounts are paid
into the Consolidated Revenue Fund. The Corporation also receives an Interest Sub-
sidy through the Budget—$24 9m in 1977-78—and pays this too into the Consolidated
Revenue Fund. This is said to reflect the difference between interest on capitai pay—
able to the Commonweaith and interest earned by the Corporanon :

_ Structure of Report

41, Itis very dlﬁicuh ifitis s at aEi possxble to find out the true and full costs of
DSHS from the Budget documents. This lack of information does not assist parliaw
mentary scruuny Not only is the program large, with total expenditure in the wcmlty

“of $130m, but it is also a program that will continue in perpetuity because serving
_ members of the armed forces are now ehgible for DSHS benefits. There will therefore

5. _St_éteme_nts atiact_xed 10 the Trea'surer’_s Budget S]Seech 197778 Budget Paper No. l p-76.
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= -be a contmuous call on resources for this Scheme 11;1 these clreumstances the Com—
mittee considers it necessary to find out whether. there are more effective ways of
- delivering the program ohjectives; and whether the programs are being administered
. ceconomically and efficiently. The first step must therefore be an exammauon of the
o _objectwes of DSHS. -




CHAPTER Hi
THE PROGRAM OBJECTEVES

. _ Introduction

: 42, In any evaluatlon of programs it should be standard pracuce for the i mqmr~

ing authority—in this instance the Committee—to examine the relationship between
the programs and their objectives. For this work to be effective it is necessary to get 4s
clear an idea as possible of the purposes of the programs. A clear statement of objec-
tives allows their measurement or assessment and thus facilitates legislative oversight.

- And sometimes such a statement can prompt the examination of more eﬁ‘ecnve

and/or more efﬁment aiternatwe ways of achieving the Obj ectives.®

43, The long title of the Defcnce Service Homes Act 1918 says it is an. Act
' to make provision for Homes for Australian Soldiers and Female Depen-
. dents of Australian Soldiers’. Provision is now pursued by giving eligible persons
housing loans which, although they do not go anywhere near to covering the full costs
of a standard three bedroom house, nevertheless give these persons sxgmﬁcanz con-
cessions because of the low interest rate charged : :

3

44, At present those who borrow under DSHS pay an effective interest rate of

- about 4.5% on-a $15,000 loan, the maximum period for repayment being 32 years.
The monthly repayment, based on these maximums is $73.82. The long-term bond
rate (LTBR), a rate which is relevant because it represents, as it were, the cost to the
government of borrowing the money to make loans available to eligible persons, is of
the order of 9.1%. If the maximum DSHS loan (over 32 years) attracted this interest
rate monthly repayments would be $120.37. In other words, the equivalent cash value
of the interest concessxon is $46. 55 (8120 37u$73 82) a month over the 32 year hfe of
the loan B

45. This cash value can be expressed i another way. If one retains the monthly
repayment of $73.82 and requires the reupxent to pay interest at 9.1% the amount he
would be able to borrow (over 32 years) is $9200. So the person borrowing from
DSHS receives a concession which is equivalent to giving him $5800 at the point in
time he buys his house and requiring him to borrow the rest—the other $9200— from_
the government or a lending i 1ﬂStitElt10n at 9.1% over 32 years.

Y Under the present arrangements the DSHS interest rate is fixed by legls—
lation while other rates, including the LTBR, are subject to change This can result in
51gmﬁcam changes in the real value of the concession and its cost to the taxpayer. A
good example of these changes is provided by recent experience when the effective
DSHS rate remained constant at 4.5% while the LTBR first increased from rates of
about 8. 5% (ldte 1974) up to a peak of 10.5% and then fell to 9.25% and thent0 9.1%.

6. See also Aué‘sra]ia. Parliament, Accommodation for Married Servicemen: Report from the House of Representatives
Standing Commitiee on Expenditure (Chairman: R, V. Garland), Parl. Paper 99, 1977 {Canberra, 1977) p. 23

" 7. The value of the concession would be greater if first mortgage rates charged by building societies are used rather than
LTBRs. See Appendix 4 for further details.
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The eﬂ“ect of these movements in the LTBR was at first to increase the size of the con-
~cession eligible persons receive but then to reduce its size in more, recent times. To ex-
-_pIdm if we use the LTBR s in this paragraph and calculate the size of the lump-sum
. concession in the same way as it was calculated in paragraph 45, it can be shown that

© the size of the concession rose from $5400 When the LTBR was 8.5% to $6970 when

« the LTBR was 10. 5% and then fell to $5800 when the LTBR fellto 9. 1% o

o 'The Program Objectwes

47, There are many reasons, advanced mostly by govemment, for g1v1ng ehg1ble
' persons housmg loans. One of the reasons is ‘the concept of a reward for service in
- .time of war’ (Ev. p. 61). The most recent public statement on the objectives of the

DSHS was contained i in the Second Readmg Speech of the Defence Serwce Homes
'Bﬂl 1973 (Ev. p. 65)
48, ‘Based on this mformauon the objecuves of the DSHS can be said to be to

L a551st eligible persons to acquire a house in order to: - :

' .(a) reward those who served their country in times of war

.- (b) attract and retain reguiar servicemen in peacetime; -
S(e)” recogmse the significant conmbutlon ‘made to national defence by ser-
. vicemen who undertake full-time service of a‘substantial duration; and

- "(d) compensate regular servicemen for considerable disadvantages relative to
SRR other members of the commumty in‘acquiring a permanent home.? :

_ 49 “The Department also referred to an ‘implied objective’, namely the preser-

©. “vation ofa person’s possession of a Defence Servwe home for as long as he wishes to
: retain it, prov1ded he comphes w1th the condmons on whlch ass1stance is granted (Ev

p-23).

Rclatmnshlp between the Objectwes and the Housmg Lean

50 Havmg obtained a reasonab}y clear statement of objectives, it is now poss-
1b1e 10 examme the relatlonshlp between the programmthe housmg loan— and these
: objectzves R
_ The reward for service objecuve has replaced the original repatnation objec-
tive (see paragraph 21) which is no longer tenable. ‘It is difficult to relate the position
in the 1970°s of a Defence Service homes loan to'a 1914-18 or a 1939-43 veteran to
the concept of reinstatement in civilian life.”* The Committee does not take issue with -
“the vahdlty of the reward for service objective, What the Committee finds difficult to
. see is the relationship between rewarding those who served their country in times of
“war and the implied view that this reward must be only in the form of a housing loan
~which is by definition not dvailable to those who already own a house. This restriction
“discriminates against those who served in wars and own a house. They cannot receive
the reward unless they sell their house and buy another. Rewarding war veterans with
“housing loans also discriminates against those who wish to hold their wealth in assets
other than hc_uses.' In factsome 'could argue that the reward for service objective could

TR Ev:dence page 61 and Australia. House of Representauves, Debares 19?3 Second Readmg Speech Defence Service
-Homes Bill 1973, 7 March 1973, p. 298.

9. Australia. Parliament, Review of the Commumg Expenditure Policies of the Previous Gavernmem (June H 973) Parl.
Paper 143, 1973 {Canberra 1973)p 90 .
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be sewed more eﬂ”ectwely, w1th iess d1st0rt10n of mdiwdual preferenc,es and less ed~
mimstratwe cost, by giving war veterans a cash’ grant to use as they see fit. _ :
52, - The second objective of the DSHS is to attract and rétain servicemen in -
peaceume while the third is to reward them for: serving in the armed forces. It is hard
' to see this third objective as anything except another way of ¢ expressmg the need to
make service life and conditions sufficiently attractive to ensure adequate engagement
“and re- engagement rates. Besides DSHS loans there are many policies and programs =
which are related, directly or mdn‘ectly, to dttracung persons into and retammg them
in the Services. These include: S .
IR '(a) principles and. concepts of | pay ﬁxatlon whwh are compaubie wzth those ap ‘
' piymg to the general commumty, : o
'(b) retirement beneﬁts w : - : : :
“(¢) a Re-engagement Bounty w© ehgibie members prepared to undertake a.
- further three years of service; .
(d) compensauon for the general d1sab111ues of serv:ee hfe w1th a Servme Aiiow—
ance of $950 a year; o :
(e) rentsbelow marketlevels.® i~ - - : - :
.83, There can be lite doubt that the housmg loan at concessxonal mterest rates
must represent an added attraction of service life. But. the loan has a number of
_peculiar features. First it appears to make service life most attractive to those who
- attach highest value to home ownership but this does not necessarily have anything to
do with attracting suuable persons to the Services. Second the DSHS is not a useful

_ _devme for changing attraction and retention rates when this is desired. It appears that - -

a strong case could be made for excluding the DSHS loan from the package that is

used to attract servicemen while simultaneously i 1ncreasmg the size and frequency of

~ the Re-engagement Bonus, in an effort to maintain or increase the size of the armed.

- forces. In any case there seems no parucular reason why thlS housmg reiated beneﬁt
should be in the form of a housing loan.

54, - The Committee did not discuss the relevance of the housmg loan to the total .

attmctmn and retention program with the Departmenz of Defence (Defence). In the
1nqu1ry into accommodation for married servicemen, however, when referring to the
various programs that are mtended to attract and retain servicemen, Defence told the

Commlttee that there is a relauonshlp between the elements and that %ubjecnve o
jud gements are EECIUH'Ed to determine relative eﬁicaay i,

55, Since significant sums of money are spent either dlrectiy or. mdlreetly on the
attraction and. retention Ob_}f.‘(.tiV’eS it is -very necessary 1o assess the relative effec-
‘tiveness of the various programs in use. Such measures would be better. than purely
subjective judgements. Tt is emphasised that they would be an aid 10, not a substitute
for, judgement. In the opinion of the Committee such work requires a fresh approach
1o the difficult problem of measuring effectiveness, and should be undertaken outside
~the Public Service. Tt is work appropriate for an economist. The Committee rec-.
ommends that the. Govemment appoint a suitably qualified person from outside the
~Public Service 1o assess the relative. eﬁecnveness of programs.designed to attract per-
“sons into and retain them in the Services and to devise methods to enable contmumg _
- .-measurement or assessmem of the effectiveness of these programs

© 10. “Garland Report, p. 19. :
11 Accommodation for Married Servicemen, evidence of 8 Oc{ober 1976 (pp. 80 and 82}
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56 The fourth objective of DSHS is to. compensate regular sermcemen for the

' eonmderable disadvantages. they . face in aeqmrmg a permanent home when com- .

°.-pared with other members of the community. The Committee was told that one im-

.- pediment to servicemen buying a house was the fact that they are subject to move-
ment from one Iocauon to another (Ev p 62) '

_ 57 The Chairman of the Commmee pursued thlS matter at the pubhc hearmg
'-_on 6 September 1977. He asked the Department to expldm what it understands the
"-pohcy objectives of DSHS 1o be and to concentrate its comment on. the housing-

_ -related disability i issue. The Chairman asked a series of questions about this disability
' and canvassed possible replies (Ev. pp. 111 and 112). After quoting an extract from

the Second Readmg Speech on the Defence Service Homes Bill 1973 the Department

-said that it was ... ‘unable to advise the Committee on the extent, if any, to

‘which the partieular disadvantages attributed to regular servicemen were identified

~ and measured before the decision . .. . was taken.” The Department added that

¢, . the adoption of objecnves ‘and policies is essenually a_mattes for the
-'Government of the day.” (Exmbn 15,p. 69). o :

: 58 It is perhaps worth observing that this fourth objectwe 18 the only one Wthh
has a distinet reference to housing—the only one which even:hints at some form of
~housing-related benefit. However, even here there is no reason why servicemen could

- not be compensated simply with a cash payment: indeed some might distinctly prefer

'that arrangement whmh would leave them free to use the money as they wxsh

59, ltis 1mportant ‘that the point be cleariy reco gmsed that tying this program of
' beneﬁts explicitly to housing involves another objective, essenuaily mdependent of
- the ones usually. stated (reward and cornpensauon) directed at encouraging home
- ownership among servicemen and ex-servicemen. The practical consequences are to

' deny the benefit to those who prefer not to hold their wealth in houses and to those

- who already own a house and prefer not to move fromi it. If the intention of promoting
‘home ownership remains an integral objeetwe of the programs this objecuve should
be stated cate gorically. S

~.60. The foregoing shows quite clearly the need for the program objecuves to be
re-examined and re-stated. The Parliament has the right to be informed. The Com-
“mittee recommends that the Minister for Veterans’ Affairs define and explam the
objectives of the Defence Service Homes Scheme to the Parliament.

. 6k What is true of the basic scheme is obwousfy at least as true of certain ad—
- ditional features that have been built into it over time—particularly (a) additional as-
" sistance, (b) the ‘implied objective’ of keeping a person in a DSHS home once
- acquired and (c} the award of second assistance. Each of these represents an ad-
dittonal benefit available only to some of those who are eligible for the basic DSHS
foan: are they justified in terms of the basic objectives of the scheme as already dis-
cussed, or do they imply other objectives not commonly revealed in parliamentary or
public discussion of the program but only Cdpdble of bemg inferred by careful obser-
vation of the scheme in operation?

62 -For example, additional assistance is given for essential addmonal sleeping
accommodation and the initial installation of basic utility services. While the Com-
' mittee recognises that these extra loans might be seen as part of the reward to persons
for war-time service, or as compensation for housing-related disabilities, they also
imply a welfare-type objective. Perhaps such an objective is appropriate, but it should
‘be known, its basis explained and be strictly administered.
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o 63 S1m1tarly the 1mphed objectwe of the preservatxon of a person s ownership
~of a DSHS financed house should be made explicit. 'While welfare objectives like
‘those impliedin Widows Relief mlght be endorsed it is not enough that they be left to
be inferred from the legislation. Second assistance may.be easy to rationalise, but its
' ob}ecuves should be carefully articulated, with clear guxdehnes based on. these objec—
tives, so that equitable treatment is assured to all apphcants - E
<64, What these categones of additional benefit clearly emphasse is, as pomted
out earlier, the essentially open-ended nature of the scheme, with additional objectives
and related categories ‘'of benefit capable of being created seemingly -at will, and
reflecting a degree of paternalism that might not be accepted in other areas of govern-
ment involvement. The additional objectives might be supportable, but all of this has
‘2 cost either directly to taxpayers who meet the outlays, or 1o other. beneficiaries
‘whose waiting time cannot be reduced,.or whose basic loans’ cannot be increased.
‘These additional features could be expfamed in the’ Mlmstenaf statement recom—
mended in paragraph. 60. .
765, This examination of the pro grdm ob}ectwes aiso shows qu;te clearly that the
long title of the Act does not reflect the purpose of the legislation. An.updating is
required. The Commmee w111 rnake an appropnate recommendanon at the end of :
Chapter Iv.. : il : :

.Conclusnon o

66. The Commmee is of the oplmon that there is no necessary relauonsh;p be- .
tween the programs and objectives of DSHS but also believes this is a matter for
further examination by the Executive. Tt is apparent, however, that nione of the objec-
~ tives of DSHS require that a housing loan necessarily be the form in which the benefit
*“should be made available."Whichever of the objectives one regards as valid, and
-assuming that housing-related benefits are regarded as an integral element of the
Scheme, it is possible that cash grants couid be _]USE as effective and sometimes more
so than loans at concessional interest rates.

..+67..: It is 1o the. examination of this 1mportant and mterestmg altematwe that the
o Commntee now turns its attention. : .
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CHAPTER IV

ALTERNATIVE WAYS TO ACHIEVE_THE
. PROGRAM OBJECTIVES S

_ In{mductmn -

68. . In ‘this chapter the Commutee wﬂi consuier the f‘easzbﬂity of mtroduczng
B cash grants as an aIternanvc o housmg ioans It 13 recogmsed that there are other
" .aiternanves as well. For exampie a second mortgage option, of allowing eligible per-
~ sons to secure their loans by a second rather than first mortgage, would make the

*Scheme more effective. These and other alternatives are considered i in Appenduc 3,

. 69. A cruc:1al aspect of the Committee’s activities in relation to schemes llke
DSHS is 0 examine, among other things, whether the program involved could be
‘made more eﬁecnve——that is to say, whether the present. benefits could be achieved at

- lower cost to the taxpayer, or greater beneﬁts secured at no extra cost, by a change in

: the ‘way in which governments objecuves are pursued. :
~770. " The more sensitive pohcy quesuons of whether the present level and distri-
: butlon of benefits, and/or level of taxpayer costs is ° appmpnate ’ does not lie within
‘the range of issues ‘on which the Committee sees itself currently oﬁ"ermg advxce
" Nonetheless, havmg carefuiiy consuiered the stated objecnves of the Scheme in the
previous chapter it might be both interestmg and useful to begin here by consadenng
~ what sort of scheme would emerge and what sort of principles would be used to deter-
fmme the level of benefits, if the whole program were created anew. The Committée
.accepts existing commnments It secks only to present initially the advantages of an
“alternative approach in the clearest possﬂ:ﬂe terms so that it can later examine how as
. many as possible of these advantages mxght be secured wuhm the oontext of emsnng
commltments o : : : : LT

: -The N{m Optmnal (Excluswe) Cash Grant

' 71 From the prev1ous chapter it seems clear that the program awards ellgibie
persons some form of housing-related ‘benefit as a means of seeking fulfilment of
‘three dlstmguxshabie objectwesmrerrdmg war service; attracting and retaining full-
‘time servicemen; and compcnsaung for housmg -related. disabilities suffered by
servicemen as a result of essential service postings policies. It is our firm belief that the
“best-way of meeting this coliection of objectives would be through the provision of
- cash grants which, given the ostensible housing objectives of the scheme could be
“awarded to eligible persons in much the same way as Horne Savmgs Grants are 10w
'prowded to first-home buyers. .. - -
72, Clcarly the objectwes of the Scheme nnpiy that n Whatever form the con-
_cessxon is given, it should in principle be calculated as an amount sufficient to cover
- the costs of the housing-related dlsadvantages suffered by servicemen plus any ad-
ditional amount necessary 1o promote the attractiveness of service life, or an amount
~sufficient to adequately reward those who served in war zones. Indeed; the Committee
-cou}d env1sage the poss1b1lity of dxﬂ“erent sized grants bemg available for those who
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qualify through war service vis-a-vis those who quahfy under the peace-time objec-
tives. But it is clear that what the objectives support is a benefit of a certain money
vatue calculated in a more or- less ranonal way on the bas1s of the ooncepts of reward
and compensation. - : :

73. Tt is recognised that there would be many complemxes in the calculation of
such amounts which could be larger or smaller than the current value of the benefit
implicit in the concessional interest rate for DSHS. A loan at concessional interest
rates, as a means of providing that benefit, is open to quesuon for at least 3 reasons.

_ 74. . First, and most obviously, the effective money value of the benefit given
through aloan is subject to fluctuation as long -term interest rates fluctuate in the mar-
ket, particularly if (as at present) the interest rate on the loan is fixed. Tt is hard to see
that the objectives of the Scheme require that the value of the benefit in one penod
should be higher or lower than in another, and yet this is pxeaseiy ‘what will be the
case with a fixed interest loan. Of course, it could be argued that the interest rate on
DSHS loans should be tied to long-term market mterest rates (LTBR in pamcuiar)
But this is mereiy a comphcased way of doing 3 what a cash grant would do'in the first
place (ie. fix the money value of the benefit), and it would add to admmlstrauve costs
rather than reduce themas & grant scheme would do. '

75... This leads to the second major reason for favourmg a cash grant it wouId
allow s1gmﬁcant long-term reductions in administrative costs. The whole apparatus of
loan applications, approvais collection of repayments and management of securities
could be replaced with somethmg similar to the Home Savings Grant apparatus, and
the resources thereby released employed elsewhere (for calculations of these savmgs'

see paragraph 81, and Appendix 5}, This is a major long-term advantage of a grant
' arrangement which can be secured fully only by exclusive reliance on grants, though
in any change~over that mlght now be contemplated the full savings would emerge
- only after all existing securities are discharged. Third, a grant would identify more
~ clearly the size and nature of the benefit that taxpayers are supporung, 80 that parha~
mentary and pubiic scrutiny of the program 1s facilitated.

76. There are other advantages that may weigh heavily with some people For
exampie, in the short to medium term, the grant would enable the same number of
eligible persons to be provided with the benefit at a very significanily Tower public
sector outiay or larger number of persons could receive the benefit for the same outlay
even 1gnormg the Savmgs in administative costs. Whether or not these savings con-
tinue in the longer-term is an issue which depends on whether the grant would be
~larger or smaller than the benefit that would otherwise be offered through conces-

sional interest rates. The grant would obviously also allow full portability winch is,
' currentiy dt least, not permitted to everyone under the Ioan scheme. .

77. The net effect of all these observations is the emergence of a strong case in
favouz of grants in preference to loans at concessional interest rates as a means of pur-
suing the stated policy objectives. If the Committee were in'the position of adv1smg on
the creation of DSHS there would be little doubt about supporting a carefully asses-
sed grant as the means of awarding the benefit. However the Committee is not in this

‘position. A particular size and distribution of benefits has been established, and its
continuation anticipated; and decisions on maximum permissible budget outlays
have been made. Any change now introduced would have to meet these pre-existing
commitments as well as realise the advantages which-would accrue from grants. The
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v1ab111ty of a proposal 10 mtroduce grams mstead of 1oans would depend on cash
- grants meetmg most of the foliowmg five criteria; . AR e

. .__.'(a) if possrble remove the dxsadvantage of the ﬁuctuatmg concesszon whlch re- S

- sults from. dzﬁ"erenual interest rates; - e : G

. (b) :not oSt taxpayers more than the present loans wuh theu concesswnal
1 interest rates; SR _ . . o

cH{e): lead to savings in: adm;.mstrauve costs or, at a mlmmum not result in. in-
-(,reasesm these costs ' ST SRR : D

© (d) be'more attractive or.at least no less attracuve than the emstmg Ioan from the L

viewpoint of most ehglble persons;

. _ '(c:) assuming that either criteria {a) to (d) or (b) 1o (d) have been met, not pro-
- duce any side- effects Whi{:h on b&iaﬂce acfversely aﬁ"ect the v1ab£11ty of the
grant. . : ; :

78. Some of these cmena are inter- related The slzc e of the (,ash gram (b) could
-include some of the savmgs n admmistrauon costs (¢), that result from its introduc-
tion, which in turn might then make an otherwise unattractive grant dppealmg to eli-
gible persons. It should also be pointed out that apphcanon of the criteria, in particu-
lar the calculation of the size of the grant and the examination of whether any other
~effects adversely affect the viability of the cash grant proposal, require subjective °
- “judgements to be drawn from the evidence submitted to the Committee. The d1f’ﬁcult~

'1es involved will be apparent from the succ,eedmg paragraphs

79. " The cash grant, once its desxred money value has been fixed, would elimin-
' ate the fluctuating nature of the concession, so that criterion (a) will be met. But what
size the grant should be is not easily determined. Nevertheless it is iikely that in the
~first instance the size of the grant would be based on the value of the concession. Then
in later periods changes in the size of the grant could be lmked say, toa propomon of
' _the costof a standard three bedroom house.
_ * 80, P&ragraphs 44 and 45 calculated, ina snnphsﬂc way, the monthiy cash vaiue
" of the interest concession and the lump sum value of this concession. Appcndm 4 pro-
vides more detailed and refined calculations which permit the Committee to conclude
“that. the cash grant cqmvalent to a $15,000 Joan at concessional interest rates is be-

- tween $4,500: and $5,000. Because an exclusive ‘cash grant would lead in the long-

: term to:the. v1rtua1 ehmmatlon of current admlmstrauve COSts, an aliowance for ad—

o ministrative cost savings should be added to the cash grant ﬁgures

L BLUA system ‘of exclusive cash grants will lead 10 sxgmﬁcaat long -térm savmgs in
adminisirative costs of about $15m or $2,000 an dpplicanon The details of these cal-
*eulations are prowded m Appendix 3. While the figuring is not premse it is neverthe-
Jess indicative of the ‘savings that can be realised: Even if grants were introduced
overmght the Corporanon would need to continue to administer existing loans (re-
‘ceive repayments, chase up arrears). It is therefore not appropriaté to add’ the full
$2,000 to the basic’ grant The Committee considers a sum of $1,000 to ‘be reason-
-able.® The maximum size of the excluswe cash’ grant that can be given thus ranges
. from $5 500 to ‘56 000, These sizes of grants meet crltena (b) and (c) of pdragraph
77 R _ :

~ 12.:Bven if this sum is overstatcd for early years it can be qmte easﬂy recouped in iater years when admmscranve costs
L fall It must be remein bemd that DSHS will continue in perpetuny - .
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'82 It could be said that if future LTBR s are correctly annmpated when the size
g of the cash grant is set, then eligible persons may not be worse off in the long -term.
- Compared with the monthly repayments under a DSHS Ioan, a cash ‘grant of say
$6000 will result in higher monthly repayments in the early years and lower monthly
repayments in later years. Of course some eligible people may not be prepared to take
this risk. It is therefore necessary for the Committee now to apply criterion (d) of
paragraph 77 to find out how ehglbke persons could be affected by the cash grant. The
starting point of this exercise is to find out the proportion of eligible persons who rely
exclusively on DSHS loans, the proportion that require second mongages and 50
forth, This mformatxon is provxded mTableI AR o :

T Tablel : i :
TOTAL BORROWINGS OF DSHS APPLICANTS o
(1977 Calendar Year)
. Total Borrowings' - . %of .S‘eniements"
. _Lessthaﬁ$11,ﬁ00’ T
$11,000-812,999 ., 8
$13,000-514,999 . 3
CRI5000 o L .- 45 -
Over $15,000° .. “37
. | - 100°
. -Notes:

1. -The size c!aﬁsxﬁcdnons up 10 and 1ncludmg 515 00(} are pure DSHS o
. loans. - '
2. Those who obtained DSHS loans
3. Reflect second assistance. . - i .
4. Represents all cases where the Corporaimn has pald some of the es-
tate development cost (section 18A) and/or wherc second mongage
finance has been taken by apphcants
5. 61534 settlements.
Source: Derived from Exhibit 29. .

83 If the 45% in Table 1. who Tely soleiy on DSHS now receive a $6 000 cash
-grant instead they would have to borrow $9,000 from a lending institution. If they
borrow this.amount from a savings bank their monthly repayments would not in-
. crease. However, if they borrow from building societies their repayments would in-
crease, ranging from $81.65 to $90.85 a month. This can be compared w1th the
-amount of $73.82 they repay for the $15,000 DSHS loan.

.84. It is possible that some of these eligible people would stﬂl prefer the cash
grant They might argue that they expect interest rates to fall in the future so that their
monthly repayments would then fall as. well; that the grant increases their equity in
- the property and that it is portable, l.e. unlike the loan the applicant does not have to
return the grant to-the Corporation and get another grant when he buys and sells.
Other eligible persons, particularly those who are reaching retiring age and do not
' piace as much emphasis on portability and the possibility of lower interest rates m the
future, could see themselves. dlsadvantaged by the exclusive cash grant. -

-85, But even those not convinced by other arguments may be persudded by one
other factor, namely that the cash grant would lead to savings that would result from
the elimination of temporary or bridging finance. At present most applicants have to
wait before they can get their DSHS loan. When applicants learn of the approval they
usually obtain temporary finance, mostly from banks, presumabiy for 11 months (see
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' :_paragraphs 27 dnd 28). Temporary ﬁnance is obtamed by all apphcants who obtam

loans for the purchase of an existing dwelling and by all those who finance the con-
struction of a ‘home on the understanding that the loan will be available when the

dwelling is completed. In 1976-77 these categories of loan settlements nimbered

- ~over 70% of all settlements (Exhibit 29, p.291). Interest charged is from 10% to 12%
50 that apphcams pay about $1,500 for this finance, 1.e. 11% for Ii months. In some

mstances it has been reparted 1o be as high as $3,000.7 -

- 86, Ifone assumes for the moment that the cash grant wrli ehmmate the wamng -

- penod this assumptron will be tested in the next paragraph—then the benefits from

. the elimination of temporary finance can be calculated, Thus the monthly repdyrnenl
" of $81.65 referred to in paragraph 83 would be reduced to about $68 a month when -

. :the savings in bridging finance are taken into consideration. Similarly the monthly re-

payment of $90.85 would fall to about $76 a month. Details of these and Other calcu-
: latzons used in this chapter are at Appendm 5. : : .
“87. " The attraction of the cash grant for persons whose total borrowrngs are

' :$ l 5,000 thus depends on the proposal eliminating the waiting period. The Committee

~ considers that an exctusive grant of $6,000 will permit the Government to more than
double the present number of persons who receive the DSHS benefit without increas-
ing government expenditure This figuring too is in Appendrx 5."This ability to satisfy

E .:such an increase in demand should not result in the i imposition of new waiting periods.

. 88. It can be shown that persons whose total borrowings are more than $15,000
o ('_37_% of 1977 settlements) would also benefit from the exclusive cash grant. ‘At
. present these people borrow $15,000 from DSHS and the balance of their require-
‘ments from other lending institutions. Without doing too much arithmetic it can be
- shown that they would benefit when they cannot -obtain second mortgage finance
from" banks or building societies, when second mortgage ‘rates are higher.than first
" mortgage rates or when the increased equity. of the grant allows them to by—pass the
+ high interest, short repayment periods of finance companiés. Generally speaking, all
~these eligible persons would be better off under thé grant scheme even without the
- temporary finance savings. When allowance is made for these savings a person whose
total borrowings are $25,000 ($15,000-DSHS, balance commercial } and who has to
depend on finance companies, would reduce his monthly repayments by over $50 if
“ he received a $6,000 cash grant and borrowed the remainder from a bmldmg socrety
on first mortgage. : : S :
089, 'So far the Commrttee has tested the feasrblllty of the exciuswe cash grant
against the criteria referred to-in paragraph 77. The conclusion that can be drawn, by
‘and -large," is ihat the ‘exclusive cash grant will remove ‘the disadvantage of the
fluctuating interest rate concession; should not cost more than the present loan at con-
cessional interest rates; will lead to srgmﬁcant long-term-savings in -administrative
. costs and will benefit most eligible persons. What has to be done now is to examine
- whether the grant will produce dny ei’fccts which despue its apparent attracnveness
* affect its viability adversely. : :
90. Departments told the Cornrnlttee of some of the eﬁ"ects of the grant whrch
-presumably in their opinion, could affect the viability of the proposal. First, it was said
" that while there could be short-term budgetary savings there could be pressure to use
the savings to reduce the waiting list, thereby reducing or eliminating the savings

13. The Returned Services League of Australia, 615t Ammual Report of the National Executive (Canberra 19763 p.' 25




(Exhiblt 20, p. 88) Short term savmgs have never been an object;ve of the proposai R

: though it should be pomted out that such Savmgsmof the order of $20m——can accrue
~in 1978-79 if the grant proposal is dccepted Since the grant should enable more per-
sons to obtain the DSHS benefit from a given sum of money, it is clear that the gram

" would make the program more effectwe in achlevmg its objectives. . '

91. . Second it has been said that other categories of home buyers could be disad-

vantagcd to some extent if DSHS beneficiaries receive a cash grant because the fatter - - '

~would now have to obtain a portion of their needs (e.g. $15,000-86,000) from the

market. A feature of markets for home loans at the lower end of the private, market -

interest rate spectrum is that demand usually exceeds supply and necessitates some
‘kind - of rationing. The argument then-is that if ‘a mgmﬁcant number of DSHS
beneficiaries seek the greater part ¢ of their borrowmgs from these markets others
might be. forced onto ‘higher interest rate. markets or out of the housmg market :
altogether (Exhibit 20, p. 90). _ : - Lo -

- 92, - This argument is less than marginal. The addmonal market borrowmgs that
the- gram creates would be a small portion (less than 2.5%) of the total of housing
- finance for owner occupation in the year 1976-77 (March to March quarters).” '

93, It has been implied that the majority of eligible persons would not have . .
. sufficient market. knowledge to. work out which financing arrangement was most

beneficial to them (Exhibit 11, p. 56). At present, close to 40% of applicants borrow
.more than the DSHS maximum which means that a significant number obtain ad-
.dmonal finance from lending institutions. These numbers already have to workout .
‘which ﬁnanc;al arrangements suit.them best. The Corporation does not advise appli- -
cants on appropriate sources of finance; it simply refers them to lending institutions.
* Given that members of the general community have to work out which financing ar-
rangement is most beneficial, the Committee fails to see why eligible persons do not
~have the capacity“to make similar decisions. Such persons could consult their-bank
managers. Housmg finance is not the only commodity consumers purchase fromthe
market and previous expenence in shoppmg around for other goods or serv;ees would e
~be of obvious relevance. - SR - e
94, . Fourth it was aiso satd that although cash grants would make more appar—
- ent the value of the coneessions and thus facilitate parhameﬂtary and public scrutiny,
the value of the concessions could also lead to pressures for similar and comparable
* concessions under other government housing schemes (Exhibit 20, p. 89). If these
“other schemes have features that are similar to DSHS, and if cash grants benefit both
recipients and taxpayers, there would then be a case for their introduction in other .
areas as well, But grants would not benefit all other categories of persons who receive
housing assistance from the Commonwealth. The Commonwealth advances funds at
'concessmnal interest rates t0 the States for home purchase under the welfare housmg
-agreement. The States decide ehgibmty for welfare housing. Persons who receive as- .
- sistance for home purchase are those who do not satisfy the criteria of savings banks
or other lending institutions. It is probable, then, that such persons would see them—-
_selveq being disadvantaged if they were to receive grants rather than loans. . C
195, The Commiitee was also told that those who received a cash grant wouid rot
rece1_ve the cher beneﬁts DSHS .borrowers_ rece_we such as. Wldows Rehef (Ev.

14, Denved from Housing Finance for Owner OLLupation, March 1977, March 1977, Austrahan Bureau of SldtLStLCS, :
Ref No. 5.56, 20May]977 ; . :
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" _'p 208). At present the rehef gramed connnues 10 be a charge against the property.
~~“Under the loans scheme the relief given results in'a temporary loss of revenue. With

"+ ‘cash grants the Commonwealth can lend, say, the same amount as the revenue fore-

gone and secure this money with a second (or third) mortgage. Beneﬁmames would

not ‘be chsacivantaged and neither would the Commonwealth Any admmstrauve
 COSLS of operating this relief scheme would be'small. -

196, The matters discussed in paragraphs 90 to 95 were rmsed by departments

T ._when they commented on the optional cash grant proposal. The Committee did not

discuss the non-optional or exclusive cash grant proposal but recognises that these
"~ matters are relevant to this latter proposal as well. There are, however, two other mat-
. ters which are related only to the optzonal cash grant These are dlscussed in para-
. graphs 104 and 105. e

97, Exammation of the feaszblhty of the nomn- opuonal or excluswe cash grant

o agalnst the criteria established in paragraph 77 shows that the exclusive grant has a

lotto offer. It is reco gmsed however, that the Committee is examining a loans scheme
which commenced almost 60 years ago. The exclusive grant has a few features which
_ concern the Committee. First, there are some eligible persons who could be disadvan-
taged by an exclusive cash grant. Those who now receive small loans under the ad-
‘ditional assistance provisions would get a grant which is obviously smaller than the
" “loan: These persons would then. have to borrow the balance from the market. The

- Committee believes that such persons would be disadvantaged because their monthly

“repayments would be greater under a cash grant scheme. There are also persons who
~ get'the Corporatlon to undertake the supervision of the: construction of a dwelling,
" The Corporauon makes progress payments to the builder. There is no waiting period
_ '_-for this category of persons, they do not therefore obtain bndgmg finance and would
. be disadvantaged under a system of cash _grants. These problems show how comph-
~cated DSHS has become over the years, the extent of the departure of programs fmm
: ._'objecnves and the costiy consequences of the failure to modernise. .
98, " There is also the uncertainty of whether some ehglble people who do not
- -satlsfy market criteria will be dzsadvantaged the Iack of certainty that despite a very
' .comprehenswe investigation all the relevant factors may not have been examined and
" 'the belief that a fundamental change such as this’ type should be introduced gradu—
“ally. In addition there is the question of freedom of choice. Taking all these factors
 into consideration the Committee concludes that while the exclusive cash grant has a
10t 10 oﬁ‘er its mtroducnon at thas stage would be premamre

-_.The Opt;(mal Cash Grant

199, In examining the feasﬂ)zhty of the opuonaI cash grant (ie. allowmg ehglble
persons to choose between the grant and the loan) the Committee does not propaose to
repeat.all the facts and comments presented in the preceding paragraphs. The reten-
tion-of the option to obtain a loan means that the dlsadvantage of the ﬁuctuatmg
: mterest rate concession s only partly eliminated. :

100, Appenduc 4 explains how the size of the grant is determmed In paragraph
_ 8{) the amount of the basic grant was stated to be between $4,500 and $5,000. While
" the optional grant will not lead necessarily to the virtual elimination of administration
costs, it will nevertheless result in some cost savings. These are estimated conserva-
tively at $500 an application so we are talking of a grant between $5,000 and $5,500.
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: }0 The next. questzon exammed is whether ehglbie persons would be aﬁ‘ected
_ _adversely by the opnonal cash grant. Here too the attractiveness of the grant for those
who would otherwise rely solely on'the DSHS loan (the 45% in Table 1) rests on the
savings of the cost of bridging finance that would result from the elimination of the
wamng period Those who borrow from savings banks or from some bulidmg socie-
ties would be better off. Others who borrow from other bu1ldmg societies would not
 be better off and would have to balance the increase in monthly repayments agamst
- the advantages of the increase in equity and portablhty that emanate from recelvmg a
. cash grant, rather than a loan... TR

+102. 'Itcan also be shown that an opuona} grant would beneﬁt those whose total
‘borrowings are more :than $15,000—the 37% of 1977 settiements in ‘Table 1. At
;present these persons borrow $15,000 from DSHS and the balance froma’ lendmg in-
stitution, at second mortgage rates: A cash grant would enable them to borrow at first
mortgdge rates which are usually lower than those charged urider second mortgage 0
" that this category . of persons would benefit. If the grant enables some to avoid the .

high interest,. short repaymem penods of ﬁnanee compames there woulé be substan-

'nal benefits. S A - :

©-103. ‘Because the opuonal cash gram should beneﬁt many reupxents its mtroduc—_

' uon ‘could lead fo the ehmmatlon of the waiting perxod and significant ]ong -term
' savmgs m admlmstmnve costs ’The grant thus meets critena (b) to (d) of paragraph

' 104 Mosi of the matters relating 10 critenon (e) Whether the grant wﬂi pro~ _

duce adverse effects—were discussed in paragraphs 90 to 95 There are two additional

" ‘matters that need to be corxsuiered It was said the cash grants (optxonal grants) in-

~ hibit poss;ble decisions by governments to increase interest rates for DSHS loans in =

the future (Exhlbit 13, p. 61). Presumably what this means is that since the size of the
grant is based on the current DSHS interest rate, any increase in that rate shonld be

- accompamed by a reducnon in the size of the cash grant ‘Since it is probable that _

-governments will increase these rates oniy ‘when the size of the loan is increased, it

- then follows that it is also posszble that the size of the grant would be mcreased as

well. In these circumstances the Committee does not accept that cash grants make it
. dzfﬁcult f01 governments 1o increase DSHS mterest rates.

105, . Fmally it was stated that smce the. grant is portable 1t would be dxfﬁcult to
“resist making loans also portable. There is no reason why, _under an optional scheme
which allows the eligible persons to choose between loans and grants, portability
should be attached to loans. In any case the Committee does not see anything wrong

- with portability provided that the outstanding balance of the loan does not increase.

- In fact such portability was recommendeci for servmg members of the armed forces
_because they are posted B Sl

106. - To-sum up. Smce the opnona} cash grant meets criteria (b) to (ci) in para- -
graph’’ 77 the Committee conicludes that eligible persons.should be allowed to choose

between a cash grant and a housing loan. Appropriate recommendatmns will be
made. The Committee will also recommend that there be no appiieatxon fee for the
. cash grant and that an expianatory pamphlet be prepared on the options now.avail-
- able to eligible persons..This document would be similar to the pamphiet on the

15. ‘Garjand Repf)r_t, recommendation 11. _. .
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'Home Savings Gram Sc,heme The pamphlet should be avaﬂabie for distﬂbuuon -
: from the States offices of the Defence Service Homes Corporation.

207 Clduse 1{b) ofits terms of reference -asks the: Commmee to consader_ -

how ;0 policies implied 1 1 Vin the estimates may be camed out more
' 'economlca}}y Pursuantto this ciause the Commiitee recommends that: . '
- (a) ‘the long title of the Défence Service Homes Act 1918 be amended to read as
follows:'An Act to assist eligible persons to acquire a residential dwel!m S :
S (b_) the Defence Service Homes Act 1918 be amended to allow eligible persons io
o0 choose to receive either a housmg loan or a cash gram whzch wou!d also be _
S used ro acqmre aresidential dwelling; N S
{¢) thesize of the grant be determined in the legrslatzan and rewewed perrodtcai{y,
- .{d) there be no application fee for those who receive grants; '
. (€) the Government prepare for drstrzbutmn a pamphlet on rhe new opzwns avazl~
' able to eligible persons. _
Lo 108 ‘The Committee has reached these conc]usions after 4 most carefuI and
i comprehenswe evaluation of the DSHS program. Some of the figuring is based on

* broad judgments and this could lead some to question the validity of the conclusions.

. What should be emphasized and what should not be lost sight of, however, is that the

o :_(}ptmnal grant provides governments and the Parliament with the opportunity of con-

verting sngnlﬁcant administration costs into benefits for rec;psents and savings for

©taxpayers. It is surely axiomatic that such an opportunity, when accepted, would

make public sector spendmg Riore productwe and therefoxe result in a better aflo-
cation of IESOuICes. ' ' :

. 109." Before leaving this subject, one further issue must be ra1sed thn grants

. are given, an expenditure item represenung fully the direct benefit to recipients and
paid for by taxpayers will appear in the Appropriation Bills. But what of the cost to

+ - ‘taxpayers of the concession given through low-interest loans? An item purporting to

" represent the cost of that concession does now appear in Appropriation Bill No. 1

o _'(Dzvzsxon 693.3.01: Interest Subsidy), which is calculated as the difference between
' ‘.the interest which the Corporation receives on IDSHS loans and the interest which the

_ Commenwealth charges the Corporauon on capuai it has advanced to it over the
years. :
110. -The Committee expressed interest in thlS matter, especxaliy in rclatmn to
‘the fact that the Corporation pays interest calculated on the basis of long-term bond
-rates which applied when advances were originally made rather than on the basis of
the current long-term bond rate. It pursued this question with Finance (see espec:ially
‘Ev. p. 220 and Exhibit 19 pp. 79-82) and was told that aithough the true economic
cost of loans made out of the Corporation’s capital would be measured by charging
~the Corporation the current LTBR on the total accumulated capital, it has not been
- the practice of governments to adjust interest rates on advances made in the past in
- the light of the current LTBR. There seems to be no reason why previous practice in
*-this regard should be regarded as decisive, especially in view of the important fact
that taxpayers and Parliament should have a full picture of the economic cost of
programs. The Commitiee therefore recommends that the Minister for Finance deter-

©.mine that the interest rate payable by the Defence Service Homes Corporation on its

total accumulated capital be the current long-term bond rate, so that that Interest Sub-
sidy item in Appropriation Bill No. 1 will in future reflect the fulf ECONORIIC cost of the
' 'concesszonal interest rates apphed to DSHS locms
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_ Canclusmn B

(111, Introductlon of the opuonai grant could pave the way for the eventfui 1ntr0~
ducnon of the exclusive grant. This would only be possible when some of the un-
necessary complications of the present Scheme have been removed. A start could be
made, for example, by restrlcnng the loan to those who would not be able to borrow
on the markes -while giving the cash grant to others. The optwnal cash grant should
penefit recipients and lead to 31gn1ﬁcant savings in administrative costs in the iong-
term. However, it may be sometime before some of these admxmstranve savings are
realised. It is therefore necessary to examine whether the Scheme has been adminis-
tered with economy dnd efficiency. This will be the theme for the next chapter '
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CHAPTER V

ECONOMY AND EFFICIENCY IN THE USE OF
' R]LSOURCES

: Intmduction

112. In any mvestxgat]on into economy and efﬁuency, the basn, objectwe is to
find out if the avthority 1s managing its resourees, Le. persoxmei property, etc., in an

“* economical and efficient manner. The. matters to be assessed in a particular inquiry

will depend, to a large extent, on the _characteristics of the organisation being -

examined. Since salaries and associated payments constitute a large part of the ad-
~ministrative costs of the Defence Service Homes Corporauon (over two-thirds of the

- total) the primary interest of the Committee is in the efﬁuent ‘use of personnel Te-
| sources. Accordmgly an attempt will be made to— -

e measure/ assess the ef’ﬁmcncy wnh which personnel and certam other resources

® assess whether mandgement hdS the necessary 1nformat10n and procedutes to
“monitor the ef’ﬁment use of personnei and other resources B '

- _The Need for Exnstmg Staﬂ' Numbers .
113, “The DSHS has a staff of close to 100(} persons As explamed in paragraph

s 36 the Corporduon has three basic functions and the bulk of the staff perform these

. functions. The Comrmstee has concentrated its attention on the processing of apph-
- cations (there are 195 established positions in the Housing Ass1stance Group) be-
“cause in this area there are obje(,{we measures of eﬁiaency :

‘114, Inputs and outputs can be defined and quantified and the ratios expresseci
as elther unit costs of processing an application or as a physical productivity measure
“such as the number of man-days to process an apphcanon These ratios can then be

-compared over time or on a State by State basis. o

115, The Commmee had such quannﬁcatlons in mind when it asked the Corpor-
‘ation to supply an Organisation Chart, to describe the broad functions and duties of
‘staff on a State by State basis, to relate administrative expenses to these funcnons and

finally to prowde wiformation on the output of these functlons :

'116.  On the basis of the rnformauon prowded eﬂic;eney ratios’ (unit costs and
man-hours for processing apphc&tion_s} were calculated for each of the States and the
. Corporation was questioned on the significant differences between States at the 6 Sep- -
“tember hearing. The Corporation revised these figures and the Committee appreci-
.. ates this assistance. The Corporation also supplied a Review of the Operation Costs of
“the Defence Service Homes Scheme dated 21 June 1977 (Exhibit 10). In this review,
unit costs of processing new applications have been calculated for each of the States
and the Austraiian Capital Territory (A.C.T.) based on information for the period 1
: Ju[y 1976 to 31 December 1976. These it costs are shown i in Table 2

© 25




Tdbch
-;UNIT COSTS OF .PROCESSING NEW .

APPLICATEONS
Siare : . o %
. New South Wales e e o 297
Victoria . . . . . . . . . . 33}
Queensiand- . . . 1 ., . . 252
. South Australia . . . .. 332
R WestemAustralia. Ce e e 211
= Tasmama_ R e .13}
© Australian Capltal Temtory oo 201
_"Aver'a'ge L sy

Source: Exhlbit H _p 39,

117, The report says *. . . itstill doesn’t look good for Tasmama Victoria
and South Australia and remedial action appears necessary’. The Corporation
advised that the report, the first of its kind, was distributed to State Offices for com-
ment. The responses are being examined by the Corporation as part of a review of
methodoiogy and the charac,tensncs of the local environment, including State legis-
Tation, in which each State operates. The Corporation added that the costing experi-
ence will be applied to later periods as soon as the above issues have been settled'
(Exhibit 26, p. 258). _ :

118. Another useful indicator of efﬁuency Is physma} productmty rauos The
Corporation uses standard time studies as a guide to the best utilisation of available
manpower, The Commitiee was given standard times for processing new apphcatmns
in Sydney. It takes a total of 743 minutes or 1.9 man-days to process a new application
in Sydney. This figure does not include the work undertaken in areas outside the
- Housing Assistance Group. Since the Committee is examining efficiency of staff in this
~group the omission has no eff¢ct on this examination, The Corporation also says that

standard times vary between States because local laws differ. It gave the example ofa

smoother conveyancing system in South Australia (Ev.p. 144). '

119, The Committee has used another method of measuring the productmty of
staff employed in the processing of new applications, namely the average number of
man-days taken to process an appEication Based on 1977-78 information the number

~of man- days estimated to be needed in each State and the A C T.to process one appii« e

cation is glven in Table 3.
Table 3

AVERAGE MAN-DAYS TO PROCESS
© - ONE _NEW APPLICATION FOR

ASSISTANCE
. State - o No. of Man-Days
S NCW..SOL_lth.Wa_iGS PR 17T
o Vietorla . L. w0223 0
- .Queensiand T P
-South Australia .. . . . . . 234
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.:' State ~ ... .. No, ofMan Day&

'.WesternAuStraha B . . 147 :
Tasmania = . . Lo 366 .
-Australian Capital Terruory o 193

: gogrce Esumatad 197'." 78 data in Exinbu 25 Pp. 275 and
. 2T . :

12{) The Committee questmned the Corporanon very doseiy on these large
- differences in productivity and in fact had a continuing dialogue with Veterans’
Affairs from September 1977 to April 1978. The Corporation’s view is that it is not
appropriate to conclude from the figures in ‘Table 3 that there is scope for staff re-
ductions. This opinion is based on two factors—

. @ man-day figures are one measure (standard ‘times are another) several
* measures are needed which i in thelr totahty permlt a redhsnc evaiuanon of rela-
tive State performance. - :

.0 _reasons have been ddvanced (see paragraph 122) for State dﬂi‘erences but these
‘Teasons are 11]ustrat1ve and work i is contmumg in this area Ev . p. 256) '

121, The use of the standard time measure is not d1spu£ed in fact the Corpor-
ation is to be commended for this .work. It is pomted out, however, that such a
' 5'medsure appears to accept existing proaedures as the best. Man-day measures are of
more value when they are avaitable over a number of years. Their defect is that if they
do not reflect overtime worked, this omission could distort State comparisons. Since

the total overtime estimated for the Corporation in 1977-78 is $60,000 (Appropri-
“ation Bill No. T p. 130) it is most unlikely that there would be significant distortions in
- the Committee’s calculations. What should be recognised is that standard time figures

- can be converted into man-day ﬁgures quite readily.” When the Sydney figure of 1.9
man-days is applied to the numbers of staff and new ‘applications for 1977-78
(Exhibit 25, p. 276), it becomes apparent that either the standard time figure is 100

o high or that the Sydney office needs more stafl (3 more) or that the processing of new

applications in Sydney could use about two- 'Ihirds of the overtime vote. The fact that
‘standard time measures can be converted to man-day measures means that the Com-
| mitiee cannot accept the view that several measures are required which . . . in
. their totality will permit a realistic evaluauon of comparanve State performance’
: (Exhiblt29 p-293).

'122. The Corporation advanced mdny reasons w}nch it said zllustrated that
- there were State differences. It said that in all States except Western Australia settle-
ments of applications took place outside the Corporation’s offices,’” that there is a low
‘incidence of old titles in Western Australia, that conveyancing practices are not uni-
form throughout Australia and that in New South Wales there is need for a quick
tentative approval to facilitate exchange of contracts {Exhibit 29, p. 293). The Cor-
. poration added that there are ‘dlscconomles of smail scale in piaces like Tasmama
(EV P 259) o . : :

16. Calculations ofmdnwday equivalents of standard time work should take i intp account the fact that the standard times
. are based on an effeciive working day of 391 minutes and ot the full working day (441 miputes).

17. Where persons obtain bridging finance and then receive the DSHS loan, the Corporation uses the loap to pay the
* institution that gave the tempiorary finance and the title of the security document is transferred to the Corporation.
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123 This last reason presumably means that any section of a State ofﬁce re-

‘quires staff numbers greater than one person. But the Tasmanian State office has 26

_persons of which 5 are in the Housing Assistance Group. Even if one accepted the
‘diseconomies of smali scale’ argument it is quite mapproprmte to oonclude that the
'_-staﬂ" numbsers in this group cannot be reduced. B :
' i24. The other reasons advanced by the Corpordtion have some relevance. Tbe
Committee notes that although South Australia appears to have the most efficient

" conveyancing system the Corporatmn s State Office has the second hlghest man-day

- 'rdno Also settlements of apphcauons apply to the 70% that obtain bridging finance.
11125, All thebc, arguments ignore the quality of staff, An internal review report on.
. the Loans Administration and Insurance Group, completed in December 1975 (De- .
fence Serwce Homes was then part of the Australian Housing Corporation) referrmg

- to the impormnce of staff selection, said the views in the report were shared by the R

team reviewing the Housing Assistance Group and concluded as foli()WS

Tk

many existing staff would be unacceptable for appomtment 0 the Corpo_rau_on

1;" thf: Corporatlon is 1o funcuon efﬁmently and economzcaily (Exil;blt 26, - 182)

126. Inthe following calculations the Committee has used the Western Australia.
figure of 1. 47 man-days to process an apphcatlon as a starting point. In recognition of
some of the arguments advanced the Committee will make a generous allowance of .
more than guarter of 4 man- day for each apphcatlon to cover addmonal settlement

tme anci other factors. This’ gives a norm of 1.75 man ddyS to process a new apph- '
cation wuhm the Housmg Assistance Groups ‘When this figire is apphed to the other :
_ _States the' scope for redumons n szaff can be seen from Table 4 S

Tableé
CALCULATION OF STAFF SAVINGS N HOUSI\G ASSISTANCE GR()UPS
: (New Applications)
e - N, of 'Man dajs' _ Eguivaleﬁt: ._P_rgs_efn‘t.: o
T Srare D applzcaz‘zons (a) requzred(b} costaff(ep o staff (d) Diﬁerence
CONSW. L L 5077 _,_3885 415 40 05
Victoria . .. . 3487 6102 .. | G291 . . 310 . 98
Queenstand . . L 2302 4029 0 C188 o 192 04
CSAC VL w1384 ORI 422 0 11.5 15.4 SR8
WA o Notapphcable: B tE L
. Tasmania . . . . - 263 - . 460 22 A4S 23
ACT 0 i 600 0 1030 L 48 . __5.3 ) 05

Notes: : : ' ' : .
.-:(a} Number estimated tobe processnd in pcrmd 1.7.7710 30.6.78 as shown in Exhibit 26, p. 276
- (b cob (X175 '
(e col 3 e ﬁgures (col. b)m Fxhibit 26 p 276
{d) Exhibit26, pp. 275 and 276. B
Source: Exhibit 26, pp. 275 and 276 . )
A127. .The Commzt!ee recommends that rhe numbe:s of Smﬁ" used in th,e processmg _
of new applications in the Defence Service Homes Corporation State Offices of Vie-
~toria, South Austm!m and Tasmania be reduced by § smﬁ 4 staff and 2 staff rexpect-
ively. . : .
128. ‘The Commit{ee sees these staﬁ‘ redacnons bemg acmeved by wastage by

not ﬁlhng promotmns and transfers to other areas of the Pubhc Servme
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129 There are 39 persons employed by the Corporanon in State oﬂices in the
-Housmﬂ Assistance Group for work other than the processing of applications for new

loans and second assistance. The Committee has been advised that some of the work

- measures have not been developed but that a work study Whld’l will facﬂntate such a
- devel opment has been progrdmmed for 1978-79. : :

: 130 “The other areas where lhere are mgmﬁcant numbers of estabhshed pos-
" itions are loans administration and insurance (130) personnel (247) and finance
(267). In all these areas the Committee has not been able to find or develop methods
‘or measures for checkmg the efficient use of staff resources. The Corporation was
' 'quesnoned on the need for existing staffin the collection of arrears and the Committee
suggested a number of measures for dsscssmg efficiency. It has accepted the Corpor-
. ation’s views on the dlﬂicuiues of rel aung these measures to one another (Ev.
© . pp.262- 268) e - = :
131 The Corporauon has a good record in keepmg arrears to a mlmmum Over
-~ -the last decade arrears, expressed as & percentage of outstandmg Joan balances, have
- “never been above 0.12%, declined 1o a low 0f 0.05% i in 1975 and 1976 and were at .
0.07% in 1977.% The comparable ﬁgure for bulidmg 50(:1etles is from 0.25% 1o 0. 75%

i ‘(Exhibit 25). It should be noted that monthly repayments of DSHS bormwers are

' __probably much lower than the repayments of those who borrow from building soci-
. eties. The Corpordﬂon has expressed concern that arrears have increased. While the

* - Committee appreciates such concern, it cautions against increases in staff numbers un-
¢ less it can be shown that the beneﬁts addmonal recovenes of &rrears~exeeed
- increased staff costs.

132, In thes¢ areas of aérmmstrdﬂon one major avenue for staff savings is in the
handling of applications. The State registries (93 established positions) handle and
-maintain details of every dpphc&ﬂon recetved and this is one of the reasons for such
" big staffs. The Corporation js mvesugdtxng the use of microﬁche which it says could
~lead to significant reductions in registry staff (Ev. pp, 165 and 166). ’I"he Corporauon
“or more correctly its predecessor, may have lost the oppormmty to introduce what

could be the Jeast cost method of handling and maintaining information: a com-
- pletely computcnsed mformation retrieval system. (See paragraph 136).

©A33. - The Corporation is reviewing the need for existing registry staff. It 1 also
' .exammmg the total internal audit arrangements. The Committee is of the opmmn that
these reviews should be examined by the Audnor—General '

_The Use of Cemputers

_ 134, ZThe Corporat;{m is in the process of mstalhng & decentralased system of
- ICL 2903 computers in each State office. The new equipment has been installed in

New South Wales, is bemu mstdlled in chrorm and will be operatmg ina l States by
- July 1978 S N :

]35 The decision to instalt this eqmpment was based on an \ automatic data
: .processmg feasibility study commenced in 1975 and a further study in 1977 to deter-
mine the number of terminal enquiry units needed. These reports were examined by
 the Interdepartmental Committee on Automatic Data Processing and the decision to

718, :Va_riods Anpual Reports of the Defence Service Homes Corporation,
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3 mstall the equipment was taken on the recommendatxon of that committee The cost-
benefit figures used in the report. of that committee showed an overall cost savmg of
$6.5m over the next 10 years (Ev p 55) The Commmee was g1vcn all these reports
_on a confidential basis.

136. Examination of the 1975 study shows that it had hmxted ob]ectwes in that it

viewed the compuzer as an alternative to the accouniing operatzons then in use. The
~study thus failed to consider in depth the multiple applications of computers in areas

- other than the maintenance of ledgers.. The study could have covered use of the com-

" puter to store the complete hlstory of all borrowers and could have examined the costs
and benefits and compared these with the present registry system. Again, the study

could have examined the case for the automdtlc typmg of form 1etters e. g Ioan ap

provals and arrears notices.

137. It may be possible, even at t%ns 1ate stage w0 extend the use and eﬁ‘ec— '

tiveness of the Corporatlon s computers. The Corporauon could offer computer time

16 other departments on a shared basis, thereby using the equipment over at least two
shifts daily. Consideration should also be given to the effectiveness of using magnetlc_

. tapes rather than microfiche for registry work, and for other dpphcatzons whzch
- would Include the collection of repayments from borrowers (see paragraph 146)."
138, . .The Committee recommends that the Defence Service Homes Corparanon

undertake a cost- eﬁecnveness srudy to deter mme whether magnetzc fape units should o

.beusedw__”'- : -
“A{a) to obram cost s savin gs by sharing 1, rhe computer faczlxty wn‘h departments and
(b) as an a!rernatzve o mlcmﬁche in regzstry work :

Auqtralmn Postal (,ommlssxon Ch arge‘;

139 Borrowers can pay their monthly DSHS mstafments at any post oﬂice in
Austraha The other methods of loan repayments are at the Corporation’s offices,

“through the mml bank transfers or s&lary deductions (public service). About 80% of

""collections are handled through the post offices (Ev. P 103). The Corporanon will

pay about $1.6m 1o the APC which charges a commission of 2 .31% for the service it
provides. In other words for the person whose monthly repayments are $73.82 (the

monthly repayment for ‘4 $15,000 loan over 32 years) the commission is $1.71 a . - i

month. This figure appears to be quite hlgh and has led the Commlttce to look for
more economlcal ways of collecting instalments than the APC system. : L

140,  To assist the understanding of what the Committee proposes to do it is

" hecessary 1o specify the objectives of the analysis. These are to find out Whetherw S

o the alternative or combination of alternatives are reasonably convenient {0 bor-
_rowers.and the Corporation compared with the present APC systern; and .-

; the alternative or combination of alternatives costs less than the present system_'

- 141, ‘The present system is unique among lending institutions in that the Corpor- |
“adion pays an organisation to collect instaiments due to the Corporanon and doesnot -

.reooverthe costs from users. .

/142, 'The first alternative the Commlttee rdmed was to glve borrowers stamped

.envelopes and ask them to post their repayments to the Corporation. The Corporanon
" said it was considering a pilot scheme which used the prepald postage arrangement in
“Western Australia. The scheme would be voluntary and it was hopeci to-reduce costs

;substannally as a result (Ev. p.273). The Commxttee was gwen a report Wthh :
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:edemed alterndnves to usmg Lhe Austraha Post facﬂlty (Exhlbn 33), Th1s reportf '

 costed payment by methiods other than at post offices at $663,000. But:this method,
“which should then resiilt in cost savings of about $1m, was rejected on 'the curious
: :grounds that it would increase government expendlture (Exhibit 33, p. 325). Briefly,

* . the conclusion which is drawn, that there appears to be no acceptable alternative to
the APC s system, is not valid. The Commmee is of the opm;on thdt thlS alternauve is

- worthy of further examination, - -~ . ° :
* 143, The second aiternatzve was that new borz{owers who do not repay thezr in-
stalmems by payroll deductions should be required to pay by bank transfers. The
Corporanon pays the APC about $1.70 a month or $20.50 a year for borrowers who
- take out the maximum loan over 32 years. A bank transfer systen, assumming the Cor-
- poration compensates the borrower, would cost about $8.50 a year, Since about 6000
- persons borrow each year the potential for direct savings is $72,000 a year. Some of

o the problems the Corporation saw initially have been resolved (see Exhibit 33, p. 310

and Ev. pp. 271 and 272). The Comrnmee con51ders that thls alternatwe too is worthy
~of further consideration. :

- 144. . The third alternative is to call tenders for the supply of the service that is

'-now promded by the APC. The Corpomtlon saw difficulties in specifying the terms of
- a'tender and said that no other organisation has the network of branches and agencms
~available to the APC (Exhlbn 29, p. 295). This argument is relevant only if one is
'lookmg for a single organisation to provide a national network. :

‘145. " A major private bank said it could supply a computer based system whlch

‘would -“offer substantial technical and cost advantages over the present system’
(Exhibli 36). The charge, based on current costs, would be 40c a transaction. There is

_ provision for borrower identification through bank statements and the prospect.of the -

- information being provided on magnetic tapes. Use of such tapes could lead to sig-
-_nlﬁcant savings by the reduction of work required under the present arrangcmems If
_ the offer of th1s bank is restricted ‘to the State of New . South ‘Wales for example the
_-_'cost savmgs would be in the } regzon of ‘8300 OOO a year The third aItemauve then has
merittoo. - -
146. Another major bank Sald that if glven the opportumty it would not tender
_to supply the service now provuied by the APC. It suggested the CEMTEX system ‘as
-an efficient and inexpensive  system for .those DSHS borrowers who also’ have a

. ‘cheque account with any trading bank’ (Exhibit 34). The acronym CEMTEX is de-

' rived from the Central Mdgnetic Tape Exchange established by the Australian Banks.
It can be described as paperiess banking. The basic.purpose of CEMTEX is to allow
' -organisations. ‘which periodically make numerous payments or regularly draw on

“bank accounts under the authority of the customer, to put the transaction details on

L '.magnetm tape. The use of these tapes eliminates the use of vouchers, the preparation
' .'_-of schedules or deposn si zps The second major bank charges its customers $15.00 a
©tape (this fee is waived if there are more than 1765 items on the tape) a user
~ lodgement fee.0f $15 and a fee ranging from 10c to 15¢ for each transaction. If the

- Corporation uses CEMTEX for borrowers who, have bank accounts there is a distinct

- “possibility of significant reductions in ¢osts, not only in respect of current APC charges
. but alsoin relation to the work which is required by the present systent.

; 147, ‘The. conclusion that can be drawn from the analysis in the pre(,edmg pdra~

_ graphs is that there is a strong case for the present APC system to be either replaced

by another system or for other systems to be used in conjuncnon wuh the former
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o tht is reqmred is a type of cost: effectweness analyszs wi'slch when apphed to the '

paymentofmstdlments would—

e establish standards (objectives) such as ease of acoess for persons makmg re-

pdymenis administrative requirements and scrutiny
e 1dennfy alternative methods { banks, post office } :
8 ostesch alternative and rate it against the standards (objecnves), and then B
" e select the lowest cost/ most effective alternative or combination of alternatives.

148.  The detail and consultation required before conclusions can be reached do

" not make such werk suitable for a parhamemdry committee. Tt is work that should be

undertaken by the Corporation with the assistance of others which have technical ex-
. pertise. The Commitiee recommends that the Department of Veterans® Affairs, the De-

. partment of Finance and the Public Service Board undertake a cost- eﬁect:venew study
of al:ernanve method? of collect‘mg repaymems from borrowers :

Land and Estate Developmem

S 149, It has been the pracuce ever since the inception of the omgmal War Serwce

- Homes Scheme to acquire areas of land in broad acres for the erection of homes. After

roads and other services are provided the land is used for group building or is made
available 1o eligible persons for the erection of individual homes to their own design.

All land made available in'this way is altotted to eligible persons at the capnal cost. '

pius interest at the rate chargeable under the Act.

‘150, : The Government announced that estate developmem and construction are
'to be phased out. In explaining this decision the then Minister for Veterans’ Affairs
said the eligible persons who obtained land from the Scheme bought this land at

prices lower than market values. This advantage could not be enjoyed by all persons'

“eligible for a DSHS loan. The second reason advanced was that since the Corporation
had to pay the long-term bond rate on the moneys appropriated by Parliament after
30 June 1975 the holding costs of unsold land had to be calculated by using the

LTBR. There was thus a tendency for the costs of land to rise towards market vaIue
(Exhibit 36}. - L : : N : : S

© 151, - The Committee asked for and was provzded with mformauon on instances
where costs have exceeded or could exceed market vatues (Exhibit 26, pp. 156 to

C-15T). The Corporatzon listed fourteen undeveloped properties for which capital costs
- exceed or are approaching market values. It also referred to a total of 108 lots in

Adamstown and Nowra in N.S.W. where the average cost per lot is approaching mar-
“ket values. In Bankstown the average cost of 49 town houses not sold at 30 Septem_ber_

1 977 was $49,930 compared with an average market valuation of about $39,350,

152, ' The forégo‘mg strongly suggests that the land acquisition and estate devel-
opment activities of the Corporation could have resulted in financial losses to the
_Commonwea!th These losses would be, in part, the result of holding land surplus to
requirements (Ev. pp. 187 10'188). At present the land owned by the Corporation has
-a potential for 9600 blocks. There are about 2700 appiicants for land, and 1679 de-
veloped blocks. Almost half the applicants are in N.5.W. where the land holdings (de-
veloped blocks) are much smaller than the number of applicants. All this is md1cat1ve
‘of the planning difficulties of the Corporation—costs greater than market prices, sur-
- plus in some States, “insufficient developed land in others—all of wmch can be
atiributed to the restricted nature of its operations. ' o
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153 Thzs does not mean that the' pu bllC sector cannot eﬁ‘icwntly manage and de—_
. velop land programs that have a broader base. The Committee advises against the re-
introduction of the land and estate devekopment funcuon in the Defence Serwce _

' .'-Homes Schcme

- .Momtormg of Efﬁuency

_ 154 In pardgraph 112 the Commmee stated its objecuves in its examination of

X ewnomy and efficiency in the use of resources, The precedmg paragraphs have enher
measured or assessed the efficiency with which pcrsormel and other resources have

_“been used. What remdms to be done is 10 assesg mdnagement s performance in thiS

'fared SRS R .

:. 155, 'In recent veats respo’nsibility for the 'administration o_f DSHS has been

transferred from one organisation to another. In 1974 the Scheme came under the

. ‘then 'Department of Housing and Construction. In mid 1975 administration was

. shifted to the then newly created Australian’ Housing Corporation. In 1976 the
. Scheme re-entered the departmental structare when the Australian Housing Corpor-
.- -atlon was brought into the Departmem of Environment, Housmg and Community
'-iDevelopment The next change occarred in October 1976 when administration of
" DSHS was ‘again shifted; this time to the Department of Veterans® Affairs. In
= ZDecember 1976 the name of the Ccrpordnon was changed to the Defcnce Servxce
: Homes Corporation. _
_°156. " The Secretary of the Depattment of Veterans Affmrs referred t0 the Impdct
;'-these changes have had'on the administration of the scheme (Ev pp. 4-7). The Com-
miitee has sympathy for this View. Tt believes Ihat ef‘ﬁmenr,y must suffer if DSHS con-
 tinues to be shunted in and out of the public service dcpartmental structure or from
- one dcpartment to another. The need for stablhty 1s'quite apparent.
L7157, The Committee did not examine closely whether management has the bc:st
S procedures fo operate the scheme efﬁuem!y The information available nevertheless
- permits the Committee to conclude that the Departmem of Veterans’ Affairs and the
Defence Service Homes Corporation is taking steps to ensure that DSHS i is admuns-
‘tered efﬁuenlly Work has commenced on the construction of efﬁcwncy measures ie.

" unit costs and standard times. A number of reviews have either commenced or have

_“been completed. Computer equipment is being installed. The Administration and Op-
. erational Review Section has also done useful work (Exhibit 26, pp. 151-255)."
158, . The Committee’s interest is in the establishment of a process—a
'-'mechcxmsm—mby which parliameniary oversight and scrutiny can be continued. This
~‘can be done in two ways. The first is for the Auditor-General to review the adminis-
trative efficiency of DSHS. This should be done after the reviews mentioned in para-
graph 133 have been completed and the Committee’s recommendations have been
implemented. In other words the Committee suggests that after a settling-in period
- the Auditor-General should commence his exammanon An appropr;atf: time would
' '§Je during the 1979-80 financial year.
-~ 1589, - The second way by which the Parhamem can maintain continuing over-
"Slght is for the annual reports of the Defence Service Homes Corporation to contain
relevant information. The Committee does not have in mind a collection of generalis-
ations. It is searching for specific measures such as unit costs. for processing appli-
" cations and maintaining securities on a State by State basis. Such information could.
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be, for exampie adj ustcd by an appropx;ate mdex 50 a5 10 prowde a time series that is

~_not affected by inflation, The Corporation, quite understandably, said these costings - -

would have to be accurate. It also said these figures are not normally pubhshed by

- other lending institutions. Thm is not a valid reason for the Parliament not to be kept
informed.

_ 160, The Committee also discussed the pubhcauon of phys;cal prociuctwlty in-
dexes on a State by State basis. A start should be made by compiling information on
the number of man-days.taken to process new applications. This could show whether

‘each State is getting better or worse at carrying out an important part of its function. .
. 161.  The Committee recommends that annual reports of the Defence Service
Homes Corpomtmn include information on unit costs of processing new applications
© and maintaining securities in each State office and mformazzon on Ihe number ofman-

: _days taker (o procesa new appt'[carl()ns in each State oﬁfce : :

Insurance

. 162. Thougﬁ this mdf:tcr does not mtegrdte easﬂy in a chapter that deais w:th _

e_zﬁimency in the use of resources, it is best dealt with here.

163. .The legislation requites persons who receive 1oans.from DSHS to msure

with the Defence Service Homes Insurance Scheme. In other words the Scheme i is
operating a type of ‘tied’ insurance arrangement. As a condition of giving the housing
loan, it require%—it ties—the borrower to obtain insurance from a nominated in-
surance company, i.¢. the DSH Insurance Scheme, If the Corporation were a bank or
a building society this “tied insurance arrangement could constitute an exclusive deal-
ing arrangement under section 47 of the Trade Practices Act 1974, Yet the Corpor—

ation s exempt by virtue of section 51 (1) (a) of the Act because it carnes ona

business through the power of its own legislation.

164. The Trade Practices Commission has refused the authonsanon for perma~
nent bmldmg societies to continue ‘tied’ insurance arrangements.” The Committee
asked the Departmem of Busmess and Consumer Affairs why, in these circumstances,
persons who get a DSHS Joan are so restricted. That department said it did not know

~ though not in as few words (Exhibn 0.
165, The Committee recommends that appropraafe chan gex be made ‘o relevam
legisiation to allow persons who obtain loans under the Defence Servzce Homes Scheme
1o insure thezr prapernes with Ihe company of their choice.

K. M. CAIRNS

18 May 1978

18, Commission determination of 30 June 1976 in respect of apphcatmns by scveral permanem buﬂdmg societies for
authorisation unders. 88 {6) of the Trade Practlces Act. .
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_ APPENDIX 1. WITNESSES AND EVIDENCE

" (a) List of Witnesses

.. COLE,MrA.S.

. DAVIES, MrP. M.

HARRIS, Mr W. 7.

- KELLY, MrR.G.

- KINGSLAND, MrR.

"_-MC_CANN, MrP.
MUTTON, MrK. R.
 NOTT,MrF.L.

' O'MEARA, Mr P. B.

. REYNOLDS, Mr J.

SELLECK, MrA.J.

-+ Assistant Secretary,

" “Development Projects Branch,
~ : General Expenditure Division,
- Department of Finance.

. Special Projects Officer,

Defence Service Homes Corporation,
Department of Veterans’ Affairs.

- First Assistant Secretary,
* Housing Division, :
.- Department of Envuonment Housmg and

. “Community Devefopment :

Acung Secretary, .

Department of Veterans Aﬂ'alrs

--Secretar_y,

Department of Veterans’ Affairs.

“Supervisor,

New South Wales Branch,
Defence Service Homes Corporation,
Department of Veterans® Affairs.

' Manager :
. Program Implementation Branch
- Defence Service Homes Corporation,
“ Department of Veterans® Affairs. -

- Dlrector

Personnei and’ Estabhshments
Defence Service Homes Corporation,
Department of Veterans’ Affairs.

Chief Finance Officer,

- Social Security Division,

Department of Finance,

 Acting Director,

Finance,.

. Defence Service Hornes Corporatmn

Department of Veterans Aﬁaxrs

. General Manager :
Defence Service Homes Corporatmn

Department of Veterans’ Affairs.
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 STENHOUSE,MrC.E. -~ Manager, : :
B S EE SR .7 . Corporate Planning and Evaluauon Branch
- Defence Service Homes Corporatzon
Department of Veterans’ Affairs. -

WARK, MrM. . First Assistant Secretary,

: s Social Security Division,

o S R Departmentomeance
 WINDER, Mr 0. S ) _".::'Insurance Officer,

* Defence Service Homes Corperanon
Depdrtment of Veterans’ Affairs.

S (b) Ewdence

Evidence was tdken hy the sub committee appomted durmg the 30th Parhament o

-at public hearmgs on?26 Auguss ‘and 6 and 13 September 1977 and at an in-camera
hearing on. 11 October 1977. Evidence was taken by the sub-committee appointed
~during the 3 st Parliament at an in- camera hearmg on 10-April 1978. Witnesses were

' told at the in-camera hearings that the evidence would be published after the Report -

was tabled in the House of Representauves The sub-committee also received
submissions Which were trea:ed as EXhlb!tS and has duthorlsed pubhcation as shown
“below: e : S :
o : _ Index_ofPuinshed Exhibits B RS R
- Exhibit No. Tl . : y . . Page

1 -Orgamsanon charts of the Defence Serv1ce Homes o
o Corporation .. ST L. 12-11
2 . 'Table showing compaﬂson of admmlstrdnve costs by . -
S _functmns e 2
3 Stansucai 1nformdt10n on dpphcmons securities, etc. '. .o 1323
4 General Orders (VolsIand II) of the Corporanon R
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APPENDIX 3. A SUMMARY DISCUSSION OF SOME
 OTHER ! ALTERNATIVES

In the course e of its 1nqu1ry, thc Commmee hdS devoted attention to a number of
:alternatwes to the present arrdngement of gwmg concessional loans secured by first
- mortgages. Although we decided to purste just one of those alternatives—the cash

-grant proposal—a bzzef summary of the other ma}@r eptmns conszdered rmght be

: appropnate : : :

2 An obvmus aiternatlve to the presem concesswnal mterest rate loan 18 the :
o "posmbxhty of converting the benefit into an explicit monthly subsidy equal to the cash

L equivalent of the present implicit subsidy. Eligible persons would, then, borrow all

. that they require from commercial sources, but would receive a-monthly subsidy to
put towards their repayments. An advantage of this. arrangement {shared with the
igrants proposal) is that it makes completely clear to recipients and taxpayers alike .-

“just what it is that DSHS beneficiaries are being given. Its djsadvantages include the

. fact that we would either have to allow the subsidy to fluctuate with market i mnterest
. rates, or fix its value for a specxﬁcd penod and run the risk of everyone feehng worse-

off particularly if we anticipate that future interest rates will fall. In a sense, thisis

“similar to, but more immediately visibie than, the problems we have identified i inre- -
: ldtLOIE to the Grant option The mam dlﬁ"erence hetween the Ewo is that unlike the grant
_ the subsidy wouid require a continuous administrative effort in addition to the initial
-assessment of ehgibﬂity which is reqmrecé by both. Moreover, we suspect that com-
i mercial iendmg institutions would respond more favomdbly to potential borrowers
~-who have a significant grant available to ‘put in as their equity than to borrowers who
hada monthly subsidy (even one guaranteed by government) B ' _
: 3. “Another alternative Wthh the Committee considered durmg its dehberduons
‘but did not pursue further, was the idea that larger loans be available, but at higher
" interest rates than those which are presently charged under DSHS. Exactly where one
_ would draw the 11ne is not obvious, though a loan sufficient to cover, say, 90% of the |
“costofa standard three- bedroom house with an interest rate close to long- term bond
: -_rate mlght ‘provide an upper limit. Such a proposal would: undoubtedly increase ad- .
**ministrative costs because its viability would depend on adjusting the interest rate
charged, and hence repayments required, in line with changes in market rates. Fur-
~thermore, su(.h a scheme would either reduce the number of loans that could be made
_dnnaally or require increased public outlays for a large number of years.
.. 4. The Committee also considered the possibility of allowmg eligible persons to
. _secure their DSHS Joans. by a second morigage if they saw advantages in doing so. It
. became apparent, however, that the advantages of offering this option are similar to

- those attached to the cash grant for those who now pay high second mortgage rates,
" but would be achieved at higher cost under this second mortgage option than under

- cash grants. That is, uniike the cash grants proposal the optional second- mortgdge
- would not generate any savings in administrative costs (indeed it might increase
them), and it would also involve taxpayers accepting a higher risk than under the
| existing first mortgage arrangement. For these reasons the Committee decided

'agamst recommendmg the 1ntroduction of th1s opuon T
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?APPENDIX 4. CALCULATION OF THE SIZE m?
THE CASH GRANT

o In the text of the Report it was stated in respect of the excluswe cash grant that
S wfnle there Is no necessary. relationship between its size and the value of the présent
. interest rate concession, it is likely that the size of the grant would be determined in e
U the ﬁrst instance by the value of the existing concession, In the case of the: optional *
. - Cash grant there would be a direct relationship. This Appendix explams in some detaﬂ O
"+ how the Committee has calculated the basic size of the cash grant. i
~2." ‘The rationale for giving ehgible persons a cash. grant, the 31ze of whlch is
'related to the value of the loan at concessional inferesi rates; can be explalned as
o follows. The present schertie, through - concessmndl interest rates,’ prov;des ehglbie :
. persons who take out the DSHS loan with a subs1dy vis-a-vis the rest of the populatxon '
" ‘who have to borrow at much higher interest rates (excluding those who have verylow -
_interest ‘welfare - ‘housing ioans from the:States” o1 those’ who_work for financial :
: mstitumons) This subsidy is, 'to'some extent, given exphclt recognmon in the Budget

. ‘because money has been dppropnated under an Interest Subsidy item for the DSH

- Corporation to pay into the Consolidated Revenue Fund. ‘One way of measurmg the -
frue value of the. sebmdy is to compare aetual loan repayments with those that would
- be necessary if higher rates of interest, say the long-term-bond rate (the rate at which -
the C{)mmonweaish can borrow ‘money to make loans avallabie) were charged to

. borrowers. Since repayments (interest and prmc1pai) would continug for the period of

‘the lozn ( 32 years) it is powble to ealcu}dte the su bSIdy for each of the 32 years of the .

loan

-'.:':the present LTBR is applied ‘and the repayments attract théir. current Tate of about

4.505 per cent, is $46.55.a month. In other words, giving the DSHS recipient the - [ *

interest concession is eqmvalent to. gwmg him-a monthiy subSAdy of $46.55. This -

. subsidy has a present value of about $5,800. This is to say that giving a reuplent a’
*lump-sum” grant ‘of $5,800 rather than $15,000 at 4.5 per cent over 32 years and .

i requmng him to borrow: the ba,iance $9,200 at 9.1 per cent would: be eqmvaient to

o gwm gthe rec1p1ent the momhfy coneessmn 'he now receives. -

.4, The question posed in the body of the Report is why not glve ehg1ble persons =
_-the lump-sun—a grant-—instead of the concessional loan? Part of the difficulty in ~
' prowdmg a categoncal answer 1o this question stems pdrtly from the fact that the

precise caleulation of the eqmvalent grant is not as simple ‘as the ‘above example
seemis to suggest. The size of the cash grant is determined by | the interest rate{s) used
as the alternative borrowmg rate, the interest rate(s) actually paid on the DSHS loan,

o the actual period of repayment chcsen and the size of the ann actually taken out The i

: .'-ma;or problems are. discussed below.

.5, The Department of Finance (Fmance} accepts the discounted cash. ﬁow R
o teehmque used in the example in pardgraph 3 as a means of caiculatmg the broadly -
_equivalent cash grant.’It says among other things that *(c)entral to any discounted "

- cash-flow calculations in this context is the choice of a particular rate of interest to be -

- “used as _a_basls_f_ or comparison with eoneess_zo_n_al rates offered under the D_SHS_and_as -

gy

3. Usmg tth techmque the present value of the beneﬁt of a 515 000 Ioan when' =




-the dlSCOLlHt factor in e&Eculatmg present vaiues of future streams of costs and

. _beneﬁts (Exhibxt 19, page 85). Finance adds that while interest rates-other; than

LTBR, could be used, it agrees that the Commntee 5 c,h(nce of LTBR seems a
P reasondble ehome in this context ( Exhlbit 19, P 85) : .

: 6. Selection of the LTBR as’an approprlate rate dees not solve the difﬁculty of -
-selecung a parucular tevel or levels of LTBR over the life of the loan. Finance say that
- even 1% 1o 2% reductions in the LTBR would produce significant reductions in the
" size of grants, while the Depdrtment of Environment, Housing and Community
L Development (EHCD) says that to base the ‘cash grant on the existing LTBR (11 -
. October 1977} ‘would be a very generous offer. and might build into the scheme

) somethmg which has not been a feature throughout its history’ (Exh1b1t 18, page 74).
“Itis prudent to assume that there would be a gap between present and future LTBR’s

10 avoid the danger that EHCD referred to. The amount of this gap is a matter of -

: -bm&d Judgmem a matter the Committee will take upl Idter :

7 The next mdtter that needs to be exammed is the size of ioan to be used in the

..:':caicuiation While the Std’LUlOI"y maximum is $IS 000 the Department of Veterans’
- Affairs (Veterans® Affairs) says that in 1977 the average size of the loan was § 14, 300

' (Exhﬁm 20, page 87). This latter figure could be misleading. It would include second
assistance Joans which would tend to pull the average down. Further, as noted earlier

* the open-ended nature of the scheme probably encourages some beneficiaries to -

" “come back for more. If the size of the grant were related to the maximum loan size
" there would be no double countmg The Commmee wzf[ use a $15 OOG ﬁgure mn zts

- '-calculauons

. 8 However those who now have enntlement to addmonai ass;stance {or even :
e second assistance ) could ‘also in prmmple be offered the option of taking a grant, but

g '_obvmusly one of less than maximum value. Since the interest rate for additional

‘assistance 1s 7.25%, the equwa]ent grant would be the present value of the dlfference
' -_between a Sde oan ai 9. E% {orless) and the same small loanat7. 25%. -

9. There 1is also the question of the length of the repaymem per;od to be used in

' f'_-fthe calculation. While the maximum period'is 32 years, the Committee was told that
" the average period for the discharge of loans, based on 1976-77 figures, was 14 years.

Depariments pomted out that the relevant calculation should be over 14 and not 32
. years (Exhibit 13, page 60 and Exhibit 20, page 87). The Commlttee has examined

*~'this argument very carefully. It has found out that the State offices of the Corporatlon
maintain discharge registers which record details of the date of settiement (ie. com-
- mencement of loans), date of discharge, period of loan (in years and months) and the

i amount of the liability discharged. Thus the 14 year average was a simple Common-

_wealth average of the length of ume the 9000 odd loans actually dlscharged in
:-}976 77 have been in existence. The Committec has also examined part of the N.S.W.
'_d;srharge register, which covered over 900 discharges. The register does not give
' specific reasons why loans are paid out prematurely. Some of the reasons are death of

- . spouse and sale of propesty. The Committee is prepared to accept the 14 year figure
" as being representative of the position in 1976-77. However, other information

requested by the Committee shows that the average period of repayment has been

~Increasing steadily from 1969-70 (Exhibit 29, page 289). In these circumstances the

‘Committee has decided to adopt a period of 20 years for the length of repayment in
‘the calculdnon rather than the maxunum of 32 yedrs

- 43




10 If we now pm these various elements together We get the foﬂowmg plcture
B 'The techmque for calculaung cash granats is accepted It is more reasonable to accepta
repayment peériod of 20 years rather than either 14 or 32 years and it is appropnate to

. -use the loan amount of $15,000 rather than a fesser- ﬁgure But unoercamty remains -

over the: choice of a pdmcular interest rate. While it is. prudent to use a rate that is

- lower than the current rate, whatever rate one chooses is open to questlon The fol- « .

lowing table shows the cash grant equivalent for a range of mterest rates &nd repay~

ment penods

GRANT EQUIVALENT OF DSHS CONCESSIONAL LOANS UVDER VARIOUS
R < ASSUMPTIONS .0 <4 _ :

D ST GramEquwaJentro_ E Gmanquwalem'to : GramEquzvalemro
Long-Term 815, 000Loanover‘.j_ $]5 000 Loan over - $15 000 Loan over =~
Bond Rate -, .o 32years{a}"’_ 20years{a) {b} Ciiv14 Years{a)(c)
35 g 00 T 300
RO g0 T s s 080

TS s 900 4430

90 L s g0 s 5430 4850
9.5 7 e I U130 L SBAD Tl 52500
100 L et ESI0 6230 5630
102 L igesg 6,380 T80

€a) Assumes continuation of existing DSHS concessional interest rates

(b)  Asstmes loan discharged by lump sum payment after 20 years

(¢}, Assumes loan discharged by lump sum payment aftes 14 years. . . :
(d) . Al calculations based on DSHS Interest ra{e of 4, 505%, figures roundcd 1o nearest $ iﬂ

v _}:1.' It should be obvmus by now that broad Judgements are requn‘ed The Com~

-'r.t.uttee s 'view ‘is that a basic cash grant of $4,500 to $5,000 would be roughly &
'eqmvaient to a.$15,000 loan at concessmnai mterest Tates. In this respect the opmmn R

- of Finance is worth repeating—, B

) ‘Even if the conceptuai and pracncal problems were’ :o be resoived sausfactonly, uncer- )

" tainty about the levels of future interest rates (a crucial factor in determining the value of
:the DSHS ‘interest concessions) preclude any real precision: inevitably broad and to some

<. ‘extent arbitrary judgements would be involved in determining the appropriate size of any -

.. grant. Haying regard to the factors mentioned above, our own broad judgment is that if any

"grant option ‘were to be avaﬂdble it ought probably 10 be Slgniﬁcantly less than the -

[amount] produced by the sub-committee’s sampie calculation. A range of posszbmnes fean -

:‘be] covered. No doubt in practice a rounded ﬁgure would be scen as appropnate (e g
$5 000) (Exh1b1t20 pagc 87) . . . N
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o APPENDIX S BASES FOR CALCULATIONS EN

CHAPTER 4.

: -Calculat:on of Admzmstmnve Savmgs in Paragrapk 81

At prcsent the admnustratwe costs of DSHS consist of about $14m for safarles and
’ other expenses and an- additional $2.4m for.superannuation and office accommo-

" dation. Tt is probable that this total of $16.4m does not cover all the costs of adminis-
. traion. If one uses the Staff Costmg Ready Reckoner of the Pu blic Service Board total

~staff costs (the 1ong -term annual cost of staff) can be obtained by mulnplymg salary

. 'by 174%. When applied to DSHS staff salaries (10.9m) this’ gives a figure of §18.97m

to which must be added the $1. 6m payment to. the Austrahan PostaI Comm15510n _

L '_thus givmg atotal of $20.5m."

2. The Comrmttee proposeé to hse the ﬁgure of $16 4m in its caicuiatmns be-

o :_cause it is probably more appropnate ‘Also it is not a figure net of receipts which
" recover the costs. of the msurance scheme and some of the costs of‘ processmg

o apphcations . - o

.03, The work reqmred to process apphcatmns for oash grants wouid be much less

‘ .than the work of processing housing loan-applications. Obviously the experience of
- the Homes Savings Grants Scheme will be relevant, Under this scheme the rate of ap-

pheations has increased to some 1100 a week. The number of staff used directly for

5 . progessing apphcaﬂons and. handlmg inquiries is 61. This figure excludes registry and

other support staff.! As a rough estimate if one bases DSHS (exclusive cash grant)
- “requirements on the producuvuy of smﬁ" in the Home Savmgs Grants Scheme it is un-

. 'hkely that fotal staff would.exceed 125 (maludmg insurance staff) nor for total admin-

istrative costs to exceed $2. 5m, In other words the order of magmtude of admzmstrat—

a dve. savings is about $14m.

~ 4. At present about 6000 apphcauons are approved ina year (Exhibu 3 page
15).01t s possxble then to distribute this saving between :the taxpayers and the

' 3beneﬁc1anes by giving ehglble persons say $2,000to ‘make the grant sufﬁcxently at-
. ‘tractive to them. If the number of ehgxble persons that receive the grant increases say

B -t0°12 000 it is still appropriate to give each $2,000 because under the loans scheme

- o admmisirative COsts would have to be mcurred for the extra numbers

- C a!culanon of Ergures in Pamgraph 83

© 5. . Exhibits 32 and 35 reveal differences between the States in the first. mortgage
interest rates of building societies. The observed range is from 10.4% over 30 years to
“11.75% over 30 years. For the former monthly repayments for a $9.000 ioan are

- $81.65 and for the latter $90.85.
T Calculatzon of Figures in Paragraph 86

6. The loan requirement of $9,000 would be redueed by the bridging finance
_savmg of $1,510 to $7,490. This amount when borrowed from building societies at
- . interest rates of 10.4% or 11.75% over 30 years gives monrhly repayments of $67.95

and $75.61 respectively. :

'-1 Home Savmgs Grant Ac 5964 Homes Savings Grants Act 1976, Annual Repons for the Year 1976-77, pp. 5 and 6;
o De;)anmem of Env1ro;1ment Housmg and Commun;ty Devclopmem ) o .
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= Costs af Doub!mg the Numbers wko Rece:ve DSH S Beneﬁts (Paragraph 90)

7. At present $94. 6m is prowded for DSHS programs in 1977-78, Ifan exciuswc

cash grant of $6,000 were given 10 12 000 persons, that is twice the numbers catered

~for by the housmg loan, government éxpenditure would be $72m. On the basis of . e

. 1977-78 figures there is the opportunity for the government to more than double the '
' m}mbers servmed andto make short term savmgs of the order of $23m :

.' -:Caiculauon of Fzgures in Paragraph 38

8 A person . Who borrows 515, 000 from DSHS and $10 000 from ‘a ﬁndnce_ ' ._
company (at say 15% over 15 years) would have total monthiy repaym(,nts of $73.82

4+ 139.96 = $213.78. If he obtained his’ ‘bridging finance from this institution he
- would pay another $2,030. Now if he got a $6,000 grant (to which should be added
© the $2,050 savings in bridging ﬁnance) and got the balance ($25,000-$8,050 =
$16,950) from a buildirig society at say 11% over 30 years, his monthly repayments '
- would now be §1 6} 42 In other words he beneﬁts by $52.36a month for 15 years '

Calculanon of the $500 Admzmstratwe Savm gsin Paragrapk 100

~'9." "This is based on the savings in the costs of processing housmg loan’ apph{.- B

c.auons ($282—Exhibit 10, page 39 minus fee of $75) plus the savings in loans
- administration which is $40 - (same exh1b1t page) for say 14 years converted to its .
present Valuem-—say S’%OO R s :

' .-Basrs for Staremems in Paragmph 1 02 N

- 10. Persons who geta cash grant of $.5. 500 benefit from budgmg ﬁnance demgs '
( $1,510) and borrow the balance from some buﬂdmg societies would be better off in

- that their m()nthly rep&ymems would be less than the present $73.82 for the DSHS -

" loan. They would need $7,990°($15,000-(5, 500 + 15 10}) and if they pay mterest at -

" 10.4% over 30 years their monthly repayments would be $72.49. °

. On the other hand those who pay mterest at 11 75% would have monthly repay- o
..mentsof$8065 EEEE : R
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