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PREFACE

Each year the Committee examines recently published

reports of the Auditor-General. Following the tabiing of the
Report of the Auditor-General for March 1982, the Committee
sought written submissions from five Departments in respect of
seven of the items raised in that report (see Appendix A).
After discussion with the Auditor-Gemeral and departmental
officers, the Committee decided to examine in a public hearing
only one item - Departrent of Defence: The Amphibious Heavy
Lift Acquisition, HMAS TYobruk. In respect of the item
Depertment of Health: Commonwealth Medical Benefits -~
Reimbursement to Registered Medical Benefits Organisations,
the Committee referred this matter for consideration in its
overall inquiry into Medical Fraud and Overservicing.

The results of the public inquiry into HMAS Tobruk
will be the subject of a separate Report of the Committee.

Supplementary submissions were sought from the
Departments of Defence, Primary Industry and Socisl Sseurity.
A copy of all submissions received from the Departments
concerned is included as Appendix B.

This report analyses the responses of the Departments
which were approached by the Public Accounts Committee to
explain the criticisms raised by the Auditor-General in his
March 1982 Report.

Since the Committee sought submissions on these
items, the Auditor-Benerel has commented further on a number
of these items in his September 1982, May 1983 and September
1983 Reports. These later comments of the Auditor~Genersl have
not been specifically considered in the context of the
Committee's inquiry. However, where appropriate, these
comments have been used to update information previously
supplied to the Committee. A copy of these' later
Auditor-General's comments is at Appendix C.

For and on behalf of the Committee.

Chairman

4.3, Talber

Secretary

Joint Committee of Public Accounts
Parliament House

CANBERRA

1 December 1983

(vi)
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CHAPTER 1
DEPARTMENT OF DEFENCE

MOBILE RADIO TERMINALS
HMAS TOBRUK - AMPHIBIOUS HEAVY LIFT SHIP
HELICOPTERS FOR FFG-07 CLASS GUIDED MISSILE FRIGATES

1.1 The Committee decided to examine three of the matters
which were criticised by the Auditor-General for which the
Department of Defence was responsible. Only one matter
proceeded to public inquiry, the Amphibious Heevy Lift Ship
Acquisition,

1.2 In respect of the Mobile Radio Terminals and the
Helicopters for the FFG-07 Class Guided Missile Frigates the
Committee, sought supplementary submissions to. clarify certain
aspects of the original submissiaons (Appendix B8).

MOBILE RADIO TERMINALS
Introduction

1.3 The Army and Air Force have separately stated
requirements for the provision of high-powered {(Hiport) and
medium-powered (Medport) mobile radio terminals. These have
been combined in one project under Army co-ordination. The
Hiport terminals and related equipment are to satisfy single
and joint service requirements for long range communications
while the Medport requirements ares for a 'back-up' capability
that can be deployed quickly and provide the minimum essential
communications. capacity needed to support a force deployed in
the field.

1.4 The solution to meet both requirements envisaged many
equipment similerities and significant cost savings were
identified if both projects were treated jointly. As a result,
the projects have proceeded on the basis of a single
Hiport/Medport Project under Army control. At the time of the
audit (late 1981) the approved total project cost was $18.7
million (3une 1980 prices).

1.5 Three funded project definition studies costing
$200,000, were completed in Januery 1978. In addition a fourth
study was carried out without charge by & prospective
tenderer. On the basis.of these atudies and the level of
Australian Industry Participation offered, the successful
tenderer wes chosen and the contract was signed in September
1978,



1.6 The contract provided for the development of
production items and the delivery of 5 units for the Hiport
function and 24 units for the Medport function. Testing of the
initial Medport assemblage began in November 1981
approximetely 21 months behind the original schedule.

1.7 In his report the Auditor-General made four main
criticismg of the Mobile Radio Terminal Project:

. inadequate review of the proposed contract which led
to disputation between the contractor and the
Commonwealth over test specifications and design
drawing approval procedures,

. significant commitment. of expenditure on production
items before prototype testing was completed. (The
audit referred to the 137th and 150th Reports of the

Joint Committee of Publie Accounts which concluded

that contracts with development content required the
production of @ prototype which should be sub%ect to
exhaustive testing before production proceeded).

. the tender evealustion system could be seen to be
inconsistent with stated Government policy.

. a need to strengthen project definition in
development/procurement contracts.

Department of Defence Response

1.8 The project required the contractor tc intergrate
proven commercial equipments into operaticnal systems and
instsll them in transportable military containers. The
Department's perception of what was required was the

relatively simple integration of commercially proven and

tested equipments into a military communication system.
Implementation of the project has demonstrated that more

consideration should have been given during tender evaluation

and contract negotiation to the limited “experience of ‘the
contractor in this type of Defence project and to the limited
time scheduled for testing of the prototypes. As a result of
problems experienced during the early stages of the project
the local Company sought to exploit the experience of its
parent Compeny in the United Kingdom and made some changes to
its internal management structure and procedures to sssist the
project.

Vibration Testing Omission: Resonance and Dwell Testing

1.9 At the time of contract negotiation it was believed
that the US testing standards stipulated in the contract
included a specific requirement for resonance search and dwall
testing, It was revealed subsequently that this requirement
bad been deleted from the US specification some time before
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the Austrelian contract was negotiated. The Department
acknowledged that there was no Justification for its failure
to notice that an emendment. had been made to the US vibration
testing standard. It advised thst partly as a result of this
incident, the date and issue number of all specifications are
now detailed in Defence contracts.

1.10 Resonance search and dwell testing is one element of
vibration testing designed to identify those components of a
system which may be damaged, particularly when being
trsnsported. The test is done by laeboratory simulation or
prolonged transportation. It #as the laboratory simulation
testing stage which was omitted from the project. The
equipment was still required to be sssessed after road
movement. A combination of the fact that a form of resonance
testing was still a feature of the test program, together with
the high cost ($2 million) for reinstatement of the leboratory
test program and the forecast further project delays led the.
Department to conclude that the remaining level of risk was
acceptable to the Commonwealth. .

Commitment to Purchese Production Items: Impact of the
Prototype Phase

1.11 In its 150th Report, the Committee referred in
paragraph 89 to the impurtance which it attached to the
testing of prototype equipment before commitment to the
production of new equipment. The Committee said:

'Finally, the Committee would again emphasise the
importance of the principle enunciated in its One
Hundred and Thirty-Seventh Report, that in contracts
with a developmental content that require the
production of a prototype unit, the prototype should
be subjected to exhaustive testing to prove that the
unit is fully cepable of performing the taaks for
which the units are being procured before authority
is given for the rest of the productign to. proceed.'

Both Reports referred to contracts entered into by the then
Department of the Army,

1.12 The Department of Defence was asked to explain, in
view of the problem which the projsct met, why a prototype was
not constructed and tested hefore production began.

1,13 The Department admitted that the use of a separate
formal contract for development of a prototype insteed of the
existing single contract with staged tasks might have reduced
sone of the problems experienced with the project but pointed
out that the development of a protetype without & firmly
priced production option would haves:



. required a separate and further tendering process for
the production items;

the

. due to the proprietary nature of much of
equipment, anly the development contractor could have
tendered successfully;

ds of

. testin rototypes would have‘cauaed long perio

inactisigy Forpthe highly skilled project staff of
the Australian compeny involved which could have
resulted in the future loss of staff.

1.14 In order to involve Australian industry, many-

i . int
cts are now arrapged in a single contract where a po
ggujgefgned limiting the Commonwealth's. cummitment‘ pending
satisfactory completion and testing of initial items.

i g the
. In the Department's opinion the only aspect of
;r;ject that a pJZtotyps phase may have affected was the
dispute that occurred early in the project on the procedure:
and methods to be used to make alterstions. to approve
drawings.

. he essential issue regarding the development of &
;résotypeT is the extent of testing required to prove the
equipment satisfactory. In this regard the Depariment paé?ta
out that the items being tested are the initial production
items of each of the four models and that production ofbthe
remaining items cannot proceed until all tesﬁs have been
satisfactorily made., The Department remains confident that ﬁ?e
extensive level of testing specified will give a reasonable
assurance that the equipment will perform satisfactorily.

The Role of the Engineering: Development Establishment

. The Department advises that it will be standard
:r:Ztice in futd;a projects of this type for the Engineeri?g
Development Establishmeént to be responsbile ta the Arm&. 2
this contract, initially the Engineering Design Establis m:n
was responsible for the review and spproval of contrax or
initiated designs but was not directly responsible to the Army
which was the project client.

Project Definition and Project Menagement

i i i ! being
1.18 Audit interpreted ‘'project definition' as
concerned with inter alis, the notion of ensuring that cost,
time and technical risks are at an acceptable level. Project
management on the other hand, was viewed as providing the
means. to control these aspects during the respective phases .af
a project.

1.19 Although project definition studies carried out by
contractors addressed many aspects of this project including
areas of technical risk, procedural and manegement aspects
were not addressed. Experience gained on this and other
projects has led to more emphasis being placed on these
aspects and project management generally. Defence now invests
large amounts. of time and money in expanded project definition
studies for its more complex projects which it is hoped will

reduce the possibility of similar diffjculties arising in the
future.

Evaluation of Tenders

1.20 The Audit disclosed that ot the request of the tender
evalyation group an interdepartmental team was sot up teo
clarify the short 1ist tenderers' cost. After the award of the
tender, the seuccessful tenderer (Rocal) was afforded the
opportunity to clarify information which led to a substantial
increase in the final tender price. In the case of the other
tenderer, the tender was adjusted by a significant amount
without reference to the firm involved.

1.21 The Dspertment. of Administrative Services advised
that there was no need to obtain additional information from
the other tenderer due to the significant difference in tender
price, Australian Industry Participation content, and the
in~house availability of information. Nevertheless, Audit
concluded that the action taken in this instence did not
clearly demonstrate that the procedures employed were
evenhanded and consistent.

1,22 The Department advised the Committee that tender
proposals for majer Defence equipment. are usually camplex
requiring datailed‘analyeis and clarification of the submitted
tender in coneultation with the tenderer. This may result in
adjustments by the Commonwealth to the prices quoted to enable
fair and equal comparison of the proposals. In this case the
adjustments made by the Commonwealth to the tendered prices
did not alter the fact that the Racal offer was significantly

lower in pries than the other tender both before and after
adjustment.

1.23 The Committee was not satisfied with the Depsrtment's
initial response and sought further clarification. The Defence
Department's second submission stated that the first reply had
been provided by the Department of Administrative Services as
that Department's Purchasing Division had been responsible for
negotiating contracts for Defence procurement at the time the
contract for the Mobile Radio Terminals wes let. Defence
;uppnrted the action taken by the Department of Administrative
ervices.

1.24 The Department of Defance provided & eeries of
additional comments on the tendering procesass
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. to require a tenderer to enter into clarification
discussions Would involve the tenderer in significant
costs and give rise to expectations that its offer
was being favourably considered;

. in the present case the matters which required
clerification were seen to have little or no prospect
of changing the provisional preference and therefore
to open clarification discussions with both tenderers
would have been inappropriate;

. a8 public demonstretion of even-handedness is ususlly
not possible without full disclosure of
commercial-in~confidence informstion;

. it is often necessary to have clarification

discussions with a preferred tenderer to confirm that
there exists an adequate basis on which contract
negotiations may be commenced - all such discussions
are conducted under controlled conditions;

. if such discussions called into question the basis of
provisional selection, considerstion would be given
either to handling clarification discussions with
other tenderers or inviting new tenders.

1.25 The Department believed that Audit's criticism simply
amounted to saying that the procedures fcllowed in the tender
evaluation did not clearly demonstrate that the sctions taken
were even handed and consistent. The Department of Defence
considers the basic principle of tendering, that between the
closing date for tenders end the date at which the successful
tenderer is chosen no tenderer be permitted to have considered
further information which would materially alter the basis of
the tender, was not compromised in this case.

Conclusions

1.26 The Auditor-General remains. of the opinion that the
tender procedures did not conferm to approved procurement
procedures and has. not been fully addressed in the
Department's responses. The Committee noted that in the
September 1983 Auditor-General's Report, this project is one
of a aumber included in the study of Project Management in the
Defence. Force. The Committee shares the Auditor-Genersl's
concern and will be considering this subject in more detail in
its forthcoming Project Management Inquiry.

HMAS TOBRUK - AMPHIBIOUS HEAVY LIFT SHIP

1.27 In August 1975 Cabinet approved a project to provide
a versatile amphibious ship able to carry and land forces and
their equipment including tanks, helicopters, bulldazers etc.,
if necessary without the use of a port.

1.28 Tenderas were called for ship construction in
September 1976, end 8 contract was let in November 1977. The
commissioning date was set at 21 June 1980, with the ship to
?e ngmed HMAS Tobruk and to be clsssified as & Heavy Lift Ship
LSH).

1.29 The LSH project elso included the acquisition of &4
Lending Craft Vehicular and Personnel (LCVP) from funds
provided for the project. The acquisition of the LCVPs was nat
part of the November 1977 shipbuilding contract.

1.30 The contractor handed over the LSH to the Royal
Australian Navy (RAN) op 11 April 1981 and the vessel was
commissioned on. 23 April 198l. The RAN formally accepted HMAS
Tabruk for operational service with the Fleet on 23 July 1981.

1.31 Submissions were sought from the Department on
matters raised by the Auditor-General in respect of the
Amphibious Heavy Lift Ship Acquisition., The Committee
considered the submissions received and decided to proceed to
public inquiry. The matters raised in respect of this will be
the subject of Report 223 of the Joint Committee of Public
Accounts.

HELICOPTERS FOR FFG-07 CLASS GUIDED MISSILE FRIGATES
Introduction

1.32 Under Foreign Military Sales (FMS) arrangements with
the United States Government, Australia is procuring 4 FFG-07
Class Guided Missile Frigates for the Royal Australian Navy
(RAN). The estimsted project cost for the 4 FFGs was $1,062.6
million at January 1981 prices. The cost estimate included
$183.9 million for the purchase of 12 helicopters for the
frigates. A decision on the type of helicopter has not yet
been made.

1.33 The Auditor-General's Report raised two important
matters that can be summarised as follows:

. The time taken to sgree on the functions or tssks of
the armed helicopter and the failure at the date of
audit, to agree on the precise level of capability
required for each task had:



- delayed the progress of helicopter evaluation
and selection;

- impacted on the operational capability of the
frigates;

- influenced the planning for neceesary
modification to the first three frigates if they
are to operate helicopters,

. Using an intermediate helicopter option as the basis
of cost estimates will cause the approved estimates
of the helicopter procurement to be understated, if &
medium capability helicopter is finally selected.

Department of Defence: Reasons for the Delay

1.34 At January 1981 prices, the cost estimate for the 12
helicopters included in the Guided Missile Frigate Project was
$183,9 million. In late 1977 the first helicopter evaluation
mission visited overseas manufacturers. Its initial report
was made in April 1978 with updated supplementary reports
being completed in November 1978 and April 1979, A second
evaluation team visited manufacturers in mid-1981 and its

report proposed that definition studies should be undertaken

to develop propossls for a system to meet Defence
requirements., The Minister for Defence announced on 1 July
1982 that the Government would partially fund definition
studies for four of the preferred makes of helicopters.

1.35 It waa not until November 1980 that the following
tasks were agreed for the FFG helicopter:

. tectical surveillance and reconnaissance;}

. targeting for surface ta surface weapons;

. extending the FFG enti-submarine warfare capability
(ASH) by the carriage of ASW torpedoes and having the
capacity for fitting an ASW sensor;

. having the potential for carriage of short range
anti-ship capable missiles;

. a limited fleet utility capability.

1.36 No decision to purchase was taken following the
overseas visit in lete 1977 of the first evaluation team, on
the grounds that force structurs sspects of related projects
needed to be clarified; cost and technical uncertainties
relsted to the early development status of contending
aircraft, and a desire to achieve as much commonality of
equipment type as feaaible amongst all the Service helicoptsr
progrems.

1.37 The time taken to agree the helicopter roles and
capability levels has been lengthy but very thorough. As
stated in paragraph 1.35 the tasks for the helicopters have
been. agreed. The capability levels to be required are under
study and & decision in this regard is expected in about mid
1983,

Effect on the Operational Capability of the FFGs

1.38 HMAS Adelaide. and HMAS Canberrs have arrived in
Australia while HMAS Sydney and HMAS Darwin are expected to
arpive in 1983 and 1984, The FFS is a capable escort vessel
even without its helicopter, but the provision of a helicopter
significantly enhances the ship's capability particularly in
relation te surveillsnce reconnaissance and weapon targeting.
The provision of a helicopter will not affect the ship's air
defence cepabilities.

1.39 Without an organic helicopter fitted with appropriate
sensor systems, the ships must rely on their own sensors to
detect énd identify potentially hostile vessels and to target
their surface-to-surface ‘missiles. The ships eensars sextend
to the rader horizon whereas a helicopter borne-sensor system
would significantly extend the range and the ability to
provide early warning of possible attack. The use of a light
training helicopter to develop and masintain the skills of
pilots operating helicopters from small warships will enhance
the ships' capability by providing increased visual
surveillance and identification, hut this enhancement would be
of limited benefit.

1.40 The new FFG helicopter will be able to provide
limited surveillance in anti-submarine warfare and will be
able to carry torpedoes to sttack submarines at a greater
range than ship launched torpedoes. At the time of the
Department's response the decision on helicopter selection was
to a degree influenced by decisions not yet taken on whether
to acquire en ajrcraft carcier. The Committee notes that the
Department of Defence has recently decided against the
acquisition of an aircraft carrier.

Modifications of the FFG to Accept Helicopters

1.4 Modifications to the FFGs will depend to some extent
on the weight of the helicopter chosep. Modifications will be
required to the ships' stern, helicopter deck, and hangar
facility while some form of helicepter securing and traversing
system will need to be fitted. It will also be necessary to
fit fin stabilisers to the first three ships - the fourth FFG
will have them fitted during construction. Indicative cost
estimates in August 1982 prices were:



. stabiliser acquisition, fitting end dockysrd
materials supply about $5.5 million for three ships;

. ship modifications about $9.2 million for four ships,

The work is to be carried out in Australia and the estimated
time to complete all necessary ship modifications will be
approximately five months, spread over a number of dockyard
availabilities. The fitting of stebilisers is expected to be
undertaken concurrently with other components of the
modification program planned to be undertaken progressively
during the ships normal refit cycle.

1.42 As the lead time for the helicopters is greater than
for the equipment for the ship modifications, the work
associasted with the modifications:-should be completed before
the helicopters are available for embarked operatllons. Fin
stabilisers are planned to be fitted to HMAS Adel‘a_xde in late
1985, HMAS Canberra in early 1986 and HMAS Sydney in: late 1987
(HMAS Darwin is being fitted with stabilisers during
construction). Deliveries of the first helicopters, at a rate
of one or two per month are not expected before September 19!}7
with the first five aircraft configured for the surveillance
and targeting role avasilable for training esrly in Dgcembet
1987, On this basis one aircraft would be embarked in each
FFG early in 1988. The remaining aircraft would be used to
continue training relief crews ashore with later
supplementation by subsequent del‘iveriea.. There are no
indictions at this stage, that any delays will occur in the
training, spares and support areas.

FFG Helicopter Cost

1.43 Costs have been progressively refined throughgut the
process of evaluation and selection. The funded daf:.nit?.on
studies being undertaken by aircraft manufacturers will
further refine costing data. Any increase in the total
project costs for the FFG helicopter could be sccommodated by:

. a deferral or reduction of other equipment purchase
proposals based on overall priorities;

. rephasing of expenditures for the helicopters or
other projects;

. variation of allocation of financial guidence between
the program components.

Commonality Between Air Force end Navy Helicopter Proposals

1.44 Commonality between Navy and Air Fnr.ce‘ helicopter
praposals is s continuing issue. Depending upon the
helicopter selected there could be significant savings in
terms of training, operating, support and maintenance costs.,
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The range of service requirements however, and the time frame
(about 10 years) proposed for the introduction of helicopters
nay mean that further anslyses could show that it would not be
feasible to seek more than partial commonality between
programs:.

Conclusions

1.45 The Public Accounts Committee acknowledges the
validity of the reasons behind a careful evaluation process to
select a helicopter for use with the FFG. The process will
greatly enhance the frigate's operational capability and
perheps result in a helicopter selection which would result in
significant cost savings through encouraging substantial
commonality with the helicopter requirements of the Air Force.
The Committee is concernsd however, over the period of time
taken to arrive at a choice, particularly as the longer the
decision is delayed the longer the period for which the FFGs
will be operating st a reduced operationsl efficiency.

l.46 It is a matter of some concern to the Committee that
the Department and the Navy did not agree on the operational
tasks for the FFG helicopter until November 1980 even though
the decision to purchase FFGs. including a helicopter componsnt
was made some years earlier,. Although the RAN. would obvously
prefer te operate a later generation and presumably more
effective helicopter, the long delay is questionable given
that the United States Navy has been operating helicopters
from its FFGs for some time.

1.47 While it is acknowledged the Department would have
wished to take into considerstion probable helicopter
requirements for a replacement carrier the Committee is of the
view that further delay in the selection process would be
unwarranted particularly in the light of the recent decision
not to purchase one, Similarly, while the Committse is not
unaympathetic to the Department's desire to purchase the most
technologically up-to-date helicopter for the FFG, it is also
aware that technological change in military equipment tends to
promise something better just around the corpsr, The
Committee believes that any future postponement of the
helicopter selection on the basis of future technological
development or capacity does not warrant further delay in the
selection process, short of the most extraordinary
circumstances.

1.48 The Committee is aware that the present strategic
environment does nat pose a short term foreseeable threat to
Australia's maritime defence forces. Nevertheless, the
surveillance capability of the FFG is an important factor in
its peace time opersting role and, as the Department has
admitted, this has been significantly diminished by the lack
of & suitable helicopter for the FFGs,
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1.49 The: Committee is disappointed with the continuing
long delays to this program and requests that any cause or
reason whatsoever which will delay the embarkation of the

helicopters on the FFGs beyond the stated program be reported

to the Public Accounts CLommittee.
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CHAPTER 2
DEPARTMENT OF HEALTH

COMMONWEALTH MEDICAL BENEFITS - REIMBURSEMENT TO
REGISTERED MEDICAL BENEFITS ORGANISATIONS

2,1 The Auditor-General noted a number of unsatisfactory
features of the Department's system for recording and paying
Conmonwealth medical bspefits to registered medical benefits
organisations. The Committse concluded that it would be more
appropriate to include these items in the Committee's inquiry
into medical fraud end overservicing.

2.2 The metters raised by the Auditor-General in respect
of this item are tharefore not commentod upon further in this
report., Further comments by the Auditor-General in his
September 1982 and May 1983 Reports ere included in Appendix C
for general information,
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CHAPTER 3
DEPARTMENY OF HOME AFFAIRS AND ENVIRONMENT
NORFOLK ISLAND ADMINISTRATION.

Introduction

3.1 The Auditor-Genersl drew attention to a number af
irregularities in the administration of the finsncial affairs
of Norfolk Island, noting that this was the second successive
occasion on which he had found grounds for criticism. Section
8(2) of the Public Accounts Committee Act precludes the
Committee from examining matters internal to the
administration of Australis's external territories.
Accordingly the Committee resolved to write to the Department
seeking advice clarifying the relationship between the
Department and the Administration of Norfolk Island.

The Department of Home Affairs and Environment

3.2 The. Auditor-General in. his March Report referred to
two areas of concern: .

. accounting procedurss within the Norfolk Island
Administratiun; and

. legislative deficiences regarding the audit
provisions of certain Norfolk Island legislation.

3.3 The Department advised that the question of
accounting procedures within the Island's Administration was a
matter for the Auditor-General to pursue as the final decision
resta with the Norfolk Island Administration, although the
Department was prepared to assist where possible.

3.4 The second point was complicated b);' the attitude of
the Island's Government which was unconvinced that legislative

deficiencies existed, but considered that if action was needed

then it should be by Commonwealth snactment, The then
Minieter for Home Affairs and Environment had advised the
Auditor-General on 15 February 1982 that, as the Norfolk

3.5 Subsequently, representatives of the Department have:

met with officers of the Auditor-Gensral's Office and. advice
has been sought from the Attorney-General's Department
concerning possible insdequacies in the audit provisions of
Norfolk Island legislation. 4

1

Conclusion

3.6 The‘Cnmmi"ttee notes the action taken by the
Department of Home Affairs and Environment in its attempt to

work of the Auditor-General in this regard. It is aware of
the refersnce at paragraph 1Z.4 of the Auditor-ﬁenetal"s
Report September, 1282 (ges Appendix C) which draws attention
to .th'e lack of a response from the Norfolk Island
Administration to representations made in December 1961, The:
limitation of the Committee's own legisletionl precluded it
from making any further examinetion.

1. Public Accounts Act, 1951 Section 8(2)
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CHAPTER &
DEPARTMENT OF PRIMARY INDUSTRY.
LEVIES, TAXES AND CHARGES:

Introduction

4.1 Under various Acts and Regulations, the Depertment
adminiaters industry schemes which provide for the collection
of levies, taxes and charges, Amounts squivalent to certain
items of such revenue collections are appropriated and paid to
Commodity Boards and Corporations or to Trust Accounts for
stabilisation sachemes, research, control or promotionel
activities and to meet administrative expenses.

4.2 The: Auditor-General drew attention to a npumber of
unsatisfactory features of the Departmént's administration of
levies, taxes and charges, particulsrly in respect of the:.

Deiry Industry Stabilisation Levy;
Apple and Pear Levy;

Poultry Industry Levy;

Wheat Tax;

Fishing Export Inspection Charges; and
Fishing Licences..

st e e

The 1981-82 revenue collected from leviee and other chargea
under these headings totaslled in excess of $378 million.
Specific comments and criticisms made by the Auditor-General
in his March 1982 Report were:

. the Department did not appear to have a complete
register of all who were liable to pay the cherges;

. the Department could not be certain that all chsrges
had been collected;

. there was @ multiplicity of legislation covering the
charges.

4.3 After a consideration of the reaponse by the
Department to audit's criticism the Committee resolved not to
go to a formal hearing on the matter but to seek a more
detailed reply. The Department provided the Committee with
detailed submissions (see Appendix B) on a number of issues
raised by the Auditor-CGeneral and these are discussed in the
follawing paragraphs.
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Decumentation of Procedures

4.4 While recognising that there were no Fformally
approved procedures covering the collection of levies and
charges, procedures did: exist and were complied with by
departmental staff. It was pointed out that the audit had
been carried out in Canberrs and that between 1977 and 1981
the number of industry levies involved had risen from 8 to 18
with collections rising over the same period from $1,8
million to $8.6 million. This rapid expansion necessitated
frequent amendment to existing collection procedures and
extension to these procedures as new levies and taxes were
introduced.

4.5 The need to formalise procedures was recognised in
January, 1981 when it was decided to revise and expand the
existing computer based levy collection system to rationalise
and consolidate procedures. The documentation of revised
procedures was carried out in parallel with the development
system. The Department stated that the procedure would be
formally approved when the revised computerized system was
finalised and' implemented in late 1982. The Department did
not regard it a worthwhile use of resources to formalise
existing procedures which were being superceded by the
introduction of a revised and expanded computer based system.

4,6 The Committee noted further unfavourable comment by
the Auditor-General in his September 1983 Report on the slow
progress towards implementing a satisfactdry computer system
in these areas. A geparate response has been sought from the
Department on this matter. .

Identification of Potential Levy Payers

4.7 The Department acknowledged that no firm mechanism
existed to positively identify every potential levy payer and
seriously doubted that such a aystem could be devised. It
commented that the. Auditor-General is not aware of such a
system.. A number of procedures are employed however, to
identify potential levy payers, includings

. continuing contact with relevant industry statutory
bodies, grower orgepisations, State departments and
local authorities to update lists of persons liable
to pey the levy. .

. regular surveillance of the industry by Departmental
investigation officers to detect potential levy
payers,

. advice received from existing levy payers.

17



For practical purposes, the Department is confident that
potential levy payers heve been identified although it
constantly worke to identify new levy payers through the
systems aveilable to it.

Investigations

4.8 The Department agreed that some weaknesses existed in
the captral and management of investigation arrangsments.
Action was commenced during 1981 to review and overhaul the
investigation Ffunction, The réview has resulted in the
implementation of amended procedures and the drafting of a
revised sectional requisition. The: revised procedures are
intended to: .

. increase the emphasis on. system based auditing;

B increase the emphasis on the. revenue collection, and,
i the enforcement of the provisions of the legislation;

. reduce significantly the time necessary to undertake
each individual investigation thereby increasing the
overall coverage by availsble resources;

. increase the responsibility of the section for
executing legal action bringing individuasls to
account for the non-payment of levies;

. increase unscheduled spot check investigations. of
producers, merchsnts and traders in rural aress,
thereby casting a wider net for the detection af
persons evading their responsibility to pay levy.

4.9 It is proposed to re-organise the investigation unit
by drawing all the enforcement functions of the Departmental
Financial Menagement Section together. This will facilitate
identifiying: those areas requiring the greatest sllocation of
resources and provide for continuity in the treatment of
delinquent levy payers. The propossl is to be presented to
tthe Public Service Board for approval. .

Additional ‘Natters
4.10 The Audit raised queries regarding the colléction of

JWheat Tax .and the 'ACT Poultry Industry Levy. The Department
‘advised:

. Wheat Tax: The Australian Wheat Board is responsible

o for the collection of Wheat Tax and, contrary to the
Auditor-General's Report, tax was collected on both
wheat delivered and on wheat sold but not delivered
to the Board. The confusion arose at the time of
audit because. the Wheat Board did not differentiate
in its covering documentation to the Department on
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s .. wheat delivered to the Board and on. that sold but not
dq.};ve:ed to the Board. Specific reference is now
mede to wheat in' both categories by the Board when
forwarding wheat tax payments to the Department.,

. ACT Poultry Industry Levy: Legislation in the ACT

. covering the poultry industry did not require
producers to msintain records of hens kept for
commercial purposes, which made identification of
levy ' payers and the verification of returns
difficult. This has been corrected by the
introduction of new regulatiocns under the ‘Poultry
:nd:;t:y Levy indtthAm' Act on 1 July 1982, The
egulations are administered by the De
Capital Territary. 4 Ppartment of the

Conclusions

4.11 The Committee. endorses the Department's. proposal to
re~argaiiise its investigations section and the Fr’:can,::l:.nnj.I:an!:
pro:iduree to improve the efficiency and effectiveness of that
section.

4.12 The Committee sccepts assurances from the Department
that it will continue to keep under review the effecgivengss
of the systems: and procedures used to identify potential levy
payers and to. investigate individuals who may be avoiding the
payment of such levies, charges and taxes.

4:13 The Auditor~General in his September 1983 Report drew
gtturptiun to the continuing delays in the implementatgon af an
improved sccounting system for levies and charges. The
Committee views this as a matter of concern and has sought
further submissions in this regard.
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CHAPTER 5
DEPARTMENT OF SOCIAL SECURITY
COMMONWEALTH REHABILITATION SERVICE

Introduction

5.1 Under Part VIII of the Social Services Act,.the
Commonwealth Rehabilitation Service (CRS) provides
rehabilitation programs to persons who are likely to derive
substantial benefit from such treatment and training. .

5.2 The objective of the CRS is to provide treatment and
training to persons in a broad warkin.g age group who are
suffering from a physical or mental disability which is a
substantial handicap to undertaking employment, undertaking or
resuming household duties or leading an independent/semi-
independent life in their own home.

5. In depth audits of CRS were carried out in 1981 and
th: audits. wege generally satifactory although doubts were
expressed regarding some aspects of the scheme follewing
examination of two establishments, one in Queensland and the
other in New South Wales. The Auditor-General expresssd
reservations. on whether:

. the best use was being made of available resources;

. the Department's assumptions about the effectiveness
of the scheme were too optimistic;

. available data is sufficient for the Government to
identify trends for policy planning purposes;

. sufficient informetion exists to reliabily assess the
results of training.

5.4 The Committee concluded that the audit findings did
not warrant a public hearing, but that additicnal information
on the matters raised by the Auditor-General would be sought
from the Department.

5.5 The Department's response to the Committee provided
an elaboratiunpof the objectives and functioning of the
Commonwealth Rehabilitation Service (CRS). Paints made by the
Department are summarised below-.

Statistical Analysis

5.6 The: Department has recently undertaken » complete

review of its CRS statistical callections in order to refine.

and increase their effectiveness for planning and evaluation
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purposes. The revised system will be computerised and was
expected to be in operation by the end of September 1982. The
new computerised system is expected. to dramaticelly improve
the data base available to managsment. This will epable closer
exanination of trends and client needs to be undertaken so
that progremming and the services available to clients can be
adjusted to keep abreast of modern. rehabilitation practice.

5.7 This new system will enable & much closer analysis of
program effectiveness. The long term results (up to six
months) after e program has concluded will be analysed to ses
if the gains made are of long-standing benefit. It will also
be possible to look at the effectiveness of g vocetional.ly
oriented program in relation to final outcome.

‘The Department's Philosophy of Rehabilitation

5.8 The concept of rehabilitation treatment is to develop
a flexible program for each individual, comprising components
from the different facets of centre activity and taking
account of changing circumstances during the period of
treatment and training. This is reflected in the work of
different centres, in that centres tend to develop their own
method of operation to allow for local needs including
referral sources, residentisl, housing, transport and other
variables. Centres are encouraged to develop in a way which
best serves both the needs of individuals and the communities
in which they are located.

5.9 Although the setting of unreslistic goals is not
encouraged, the client's motivation during the crucial early
stages is greatly enhanced if he or she is permitted to set
optimistic "but achievable gosls. Subsequent variations to
those goals often are effected by the clients themselves as
they come to grips with the reality of their disability. For
this reason the service daes not attach significance to
whether what is achieved ultimately corresponds to the goal
initially sst. Client programs are monitcred and assessed
frequently through consultation amongst all caseworkers
involved to ensure that as far as possible the client is
working towards a realistic gaal.

System of Selection Assessment and Evaluation

5.10 There are three elements in the assessment program.
The initial or preliminary selection intecrview of a potential
client is conducted by a CRS Medical Consultant and a
Vocetional Counsellor who will consider any additional
clinical information available such as referral advice from
the client's doctor, report from hospital or employer, A
client will be accepted for CRS assistance only on the basis
thet reasonable prospects exist for substantial gains to be
had from participation in =2 personalised rehabilitation
program. The new computerised statistical system will record
the primary objective at that stege under one of three
headings:
21



. Yocatiorial

. Nop~vacational
. Assesament
5.1) following the preliminary selection assessment a more

comprehensive evaluation is made upon the cl{ent'é admission
to the centre. The purpose of the evaluation is to accurately
identify the client's problem in order to be able to deaxgq‘e
realistic program of remediation.

5.12 This evaluation will result in a more specific or
revised objective being identified under the categories of:

full-time open employment;

part-time open. employment;

haomebound employments.

sheltered employment;

household duties;

independent or semi-independent living.

5.13 A client's development is mohitored ﬁhnoUQhout the
progress. of the remediation program by various thepapists
whose observations are recorded on the client's clinical file.
These assessments are not stored in any formal record for
comparison with similar cases in the future, but they do add
to the knowledge and experience of individual therapists.
While such individual client's progress is reviewed
thoroughly, comparisons between clients is not considered
feasible because two clients are seldom at an identifiably
identicsl stage in development and the rate of progress
between individuals differs markedly. .

5.14 Most. rehabilitation centres use standard tests to
rate clients against the norm and to assist in determining a
client's present level of functioning. Sometimes tests are
developed within the centres but universal tests are mostly
used, The tests are constantly being improved or replaced and
staff training and development has an important role to ensure
that staff are kept abreast of modern practice. Casework
staff meet regularly to discuss client progress and to
exchange information and experience.

5.15 Once a client leaves a centre follow-up action

commences. This may or may not invelve direct contact with

the client depending upon. what he or she prefera. Clients are
advised in cases where direct contact is refused, tp contsct
the centre if problems or difficulties arise.

Investigation of Non-Achievment

5.16 The CRS does not believe it worthwhile to compare
preliminacty predictions for clients with the results of

remedial treatment. Attention is' focused on developing a
program for the client to realise his or her maximum potentisl
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80 that 8 comparisaon of earlier predictions is regarded as
largely academic. Attempts to do so using the obsolete manual
system proved to be of little value for management purposes.
The responsibility for making any conparative analysis lies.
with the case work team.

5.17 Therefore, no formal inveetigatione are conducted
whén 8 client feils to reach expected levels of advencement.
Management procedures have not required treatment staff to
keep statistics on such matters nor is a record of precedent
maintained., The introduction of the new computer based
statistical collections will open the way for far more
sophisticated statistical analysis than had previously been
practicable,

Department of Social Security Central Office Responsibility

5.18 Central Office of the Department is responsible for
controlling developmental aspects of the CRS such as capital
expenditure. on new works, staffing increases, allocation of
finance to the States, the introduction of initiatives to
broaden the service. Broad policy guidelines are provided by
Central Office to ensure a reasonably uniform interpretation
of legislation,

5.19 Each State and indeed each centre has a fair degree
of autonomy in relation to its method of service delivery at
the individual client level within the limits of legislation.
Each centre is responsible for its own case work management.

5.20 The Department's submission states that for the three
years ending 30 June 1982 an average of 5,299 clients
underwent rehabilitation per year with the following result:

- 37% subsequently gained employment;
. 2.5% resumed household duﬁiea;

. 53.5% achieved substanti2al improvement in their
capacity to live independently or semi-independently;

. 5.5% showed no significant benefit from the
treatment.

5.21 In the light of those figures the Department believes
that the CRS is achieving its oversll objectives and that a
substantial number of people are gaining employment or having
their life-style improved as a result.

Conclusions

5.22 The Committee is appreciative of the work performed

by the Commonwealth Rehabilitation Service ahd generally is

satisfied with the information provided to it in the

Department's submissions. It notes the improvement in data
23



collsction and statistical analysis available to the Service
from the introduction of a new computer based system. The
Committee believes that this statisticsl system should be
reviewed by the Auditor-General after it has been in operation
for a time sufficient to demonstrate its efficiency.

5.23 The Committee believes that the Commonwealth
Rehabilitation Service should seek ways to exploit the new ADP
facilities available to it to improve the analyticel and
reporting capebilities of the case work teams at Commonwealth
Rehabilitation Service centres around Austrsalia. Further, the
results and experience stemming from casework at the centres
should be collated, analysised and made available to
appropriate professional sand clinical organisations in
Australia.
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APPENDIX A
LIST OF SUBMISSIONS SOUGHT BY THE PUBLIC ACCOUNTS COMMITTEE
Department Subject Auditor-General's
. March 1982 Report
Reference
Defence Mobile Radio Terminals 5.1

HMAS Tabruk - Amphibious. H
Lift Ship P oue Heavy 5.3

Helicopters for FFG.07
Class Guided Missile

Frigates 5.6
Health Commonwealth Medical Benefits

- Reimbursement to Registered

Medical Benefits Organisations 9.1
rgze Affairs Norfolk Island, Administretion
Environment 10.2
Primary Levies, Taxes and Charges
Industry 14.1
Social Commonwealth Rehabilitation
Security Service 15.1
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JOINT COMMITTEE OF PUBLIC ACCOUNTS
. - inquiry Into the Auditor-General's Report, March 1982

APPENDIX B Subnission by the Department of Defence
ggamﬁégus RECEIVED BY THE PUBLIC ACCOUNTS Page i MOBILE RADIO TERMINALS.
ITEM 5.1

D:'spartmant of Defence Submission on Mobile Radio 27
Terminals - 13 August 1982. INTRODUCTION
ODepartment of Defence Supplementary Submi;sion on 31
Mobile Redio Terminals - 15 September 1982. 1, The Auditor-General's Report for March 1982 at

agi Helicopters paragraph 5.1 refers to the acquisition of High Power and
2apa§§n&2r&; g;sI::fézgzezuar;:::ignf_ggga:e - ']J_-; August Medium Power High Frequency Transportable Radio Terminals,
1322 tded : 36 . HIPORT/MEDPORT for Army and Air Force. The Auditor-General

. \ reported as follows:
f D Supplementery Submission on

3§§§§§$:3§s°nr9553557 cg‘gss‘ Guidas Missile Frigate . Disputation has arisen between the contractor

1o 1982, 40 and the Commonwealth during the performance
10 September . of the contract, in relation to test
tment of Home Affairs and Environment Submission | specifications and design drawing approval
2zp§:r¢ulk Island Administration - 2 August 1982. 44 . procedures, which suggests inadequate review
. of the proposed contract.
Department of Primary Industry Submission on Levies,

Taxes and Charges - 5 August 1982, 47 . The' Commonwealth has been committed to

significant expenditure on production items
Department of Primary Industry Supplementary Submission before the initial assembly has been tested
on Levies, Taxes and Charges - 14 September 1982, 53 and accepted,

Department of Social Security Submission on Commonwealth

2 1% hugust 1982 55 . The tender evaluation process could be seen
Réhabilitation Service - ugus .

to be inconsistent with stated Government

. olic and
Department of Social Security Supplementary Submisaien )2 Y

on Commonwealth Rehabilitation Service - 8 September 57 ) . there is a need to strengthen project
1982.

definition in development/procurement contracts.
BACKGROUND

2.4 The HIPORT/MEDPORT Project is to provide both the
Army and, Air Force with long and medium range transportable
communications capabilities to support a force deployed in the
£ield, .

o 3. The project contract with Racal Electronics Pty Ltd
vas signed in September 1978 following funded ($.200m) project
definition studies by prospective contractors. At the time of
the audit in 1981 the approved total project cost was $18.7m
(June 1980 prices).

26 4. The project required the contractor to integrate
proven: co cial equig ts into operational systems and
install them in transportable military containers. Five high
power (HIPORT) and 24 medium power (MEDPORT) systems were
required. - .

27. /5. Because




2.

5. Because the ,contract is running some 21 months late,
Army has initiated maﬁy meetings with the contractor in an
endeavour to reduce the delays. .All,Commonwealth agencies
involved in the project are aware of deficlencies in the
Project and in 1ts management and are continually trying to
correct these deficiencies. The coptractor's acknowledged
lack-of performance in respect of ‘some specific requirements
Oof the contract has been a cause of many of the difficulties:,

DEPARTMENTAL COMMENT

Contract Difficulties

6. Contract Performance. With hindsight, more
consideration should have been given during.the tender
evaluation and, contract negotiation to the limited experience
of the contractor in this type of Defence prdject and to the
limited time scheduled for testing in their proposal:

7. It was believed, during the tender evaluation process,
that the company would make considerable use of the wealth of
military system expertise of its parent UK company. It was
not until early 1982 that the company realized that progress
with the project was being restricted by their lack of "local!
expertise. There is now a regular movement of managerial and
technical experts, normally at company director level, to
Australia from the UK parent company.

8. The procedurds, established under the contract, for
managing the project initially caused some difficultiés,
However, revised procedures have been adopted to overcome the
problems and to progress the project. In addition, the
company has come to the realisation that changes to its
internal management structure and procedures were necessary,y
tgfassigt the progress of the project, and these are being
effected.

9. Vibration Testing Omission. At the time of contract
negotiation it was belleved that the US testing standards
stipulated in the contract included a specific requirement for
résonance search and dwell testing. It was later revealed
that this particular requirement had been deleted from the US
standard. In the knowledge that an extensive range of other:
vibration testing is specified, it was decided that the
particular requirement for the resonance test could be foregone
at an acceptable level of risk. It would have involved an
additional $2m and further delay.

10. A;Dlication of Test Requirements. In late 1981 a
committee Of representatives of the Commonwealth and the
contractor formally agreed that, in spite of problems with the
detailed interpretations of the test requirements and other:

/aspects
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3.

aspects which could be resolved, within working procedures, the
contract itself did not require amendment. A small committee
of relevant working level representatives was established to
resolve any further disputes that may arise. Since December
1981, that committee has met fourteen times. All disputes
have been resolved to the satisfaction of both parties without
the need for reference to higher levels of management.

Commitment to Purchase of Production Items

1. The Department does not accept that the contract
called fo. the ab initio development of a prototype in the
accepted meaning of the term. The contract calls for the
integration of proven commercial “items into transportable’
Systems, and has _been phased to prove the system integration in
The initial production systems. The follow-on production of
the required quantity 1s dependent on acceptance of these
initial items.. The early financial commitment in terms of the
production items relates to the procurement of the long lead
time proven-items needed for the installations, These items
do'not £a1X within the areas of risk in the system design.

In addition, the contract makés provision for a Bank Guarantee
for all payments in advance of delivery and the UK parent
company has underwritten satisfactory performance of the
contract by its Australian subsidiary.

Evaluation. of Tenders

12, Tender validity was extended to allow for proper
Defence Department consideration and clarifying discussions with
the tenderers. Tender proposals for major Defence egquipment
are usually complex requiring detailed analysis and clarification
with the tenderer resulting in adjustments by the Commonwealth
to the prices quoted to enable fair and equal comparison of the
proposals. In no case under Commonwealth purchasing procedures
is any tenderer afforded the opportunity to change the substance
of its offer after the closing date for lodgement and thereby
obtain an advantage. In this case the adjustments made by the’
Commonwealth to the tendered prices did not alter .the fact that
the Racdl offer was significantly lower in price than the other
tender both before and after the adjustments.

The Need to Strengthen Project Definition

13, This project was one Of the first for Army involving
the major integration and installation in Australia of a
communications system. Project definition studies carried
out by contractors addressed many aspects of this_project and
emphasized the technical risk areas. Procedural and management
aspects were in general not addressed during these studies.
Experience gained through this project and other similar
projects "has led to a much, greater emphasis being placed on
associated aspects, such as project management, which

require to be addressed by both potential contractors and the
Commonwealth during the project definition phase.

/4. Defence
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4.

14. befence now invests darge amounts of both time and
‘money in expanded project definition studies for its more
complex projects. This has reduced the possibility of
unforeseen difficulties, of the type appearing on this
project, occurring in future,

Contract Management

15, For this project the Engineering Development .
Establishment (EDE) was appOintéd as the design authority with
the responsibility Lo :pprove all project designs and test
specifications. EDE was and is the only source of competent
engineering advice available to Army for a project of this
technological level. In exercising this responsibility Army
considers that'EDE (which is now responsible to the Chief of
Materiel - Army)’ has protected the Commonwealth's inteirest in
a most satisfactory manner.

13 August 1982 "

30.
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DEPARTMENT OF DEFENCE

RUSSELL OFFICES
CANBERRA, A.C.Y, 2600

w meriy auore, RFP4S/5/167
/5/September 190«

The Secretary

Joint Parliamentary Committee of
Public Accounts

Parliament House

CANBERRA  ACT 2600

AUDITOR~GENERAL'S REPORT, MARCH 1982 ~
MOBILE RADIO TERMINALS

1. I refer to your letter of 30 August 7982 in which you
sought a response to matters raised by the Committee during
examination of the Departmental submission on Mobile Radio
Terminals.

2. With the exception of questions related to the impact
of a prototype phase for the project, the response follows the
format of your letter. As questions on the value of a
prototype phase feature in almost all of the questions, all
relevant aspects of this subject are covered under the one
heading.

Vibration Testing Omission (Paragraph 9)

3. Omission of Resonance Test from Contract. No .
justification can be provided for the failure of the Department
to notice that an amendmént had been made to the US vibration
testing standard which deleted thé requirement for resonance
search and dwell ‘testing. Though it is agreed that the US
standard was amended some time before the contract was signed,
this does not imply that it was received immediately in
Australia. There is freguently a considerable delay between
the promulgation of an amendment and its receipt by the
appropriate staff members of the Commonwealth engineering
organizations., Partly as a result of this incident, the date
and issue number of all specifications are now detailed in
Defence contracts.

4. Purpose of Resonance Testing. Resonance search and
dwell tesTing is one element of vibration tests designed to
identify those components and sub-assemblies of a system which
may be damaged, particularly when being transported. Its
primary function is to identify items that may be subject to
fatigue. The test can be undertaken by a laboratory simulation
and/or prolonged transportation.. .

31. /5. Risk-...
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S. Risk Caused by Omission. The type of resonance test
omitted from the project testing requirements was the laboratory
Simulation. The equipments are still required to be assessed
after a road movement of 320 kms over various types of surfaces.
This distance can be increased to 1600 kms if full laboratory
vibration tests cannot be undertaken. Whilst the performance
of the eguipment during this movement cannot be observed (as

is possible during laboratory tests), its effects are identifiable.
A combination of the fact that a form of resonance testing was
still a feature of the test programme,,together with the high
cost sought by the contractor for the reinstatement of the test
and the forecast further project delays, led the Department to
conclude that the remaining level of risk was acceptable to the
Commonwealth., This remaining risk would primarily be that
components and modules within sub-assemblies may lose proper
electrical connections. These faults could be repaired at an
appropriate level of the Army‘'s maintenance system.

Prototype Development (Paragxaphs 11 and 13)

6. With hindsight it is obvious that the Project required
more development effort than was initially envisaged. However,
the Department reaffirms its position that as a result of
pre-contract discussions both within the Department and with
various tenderers, the perception of the Department was that all
the contract required was the relatively simple integration of
commercially proven and tested equipments into a military
communication system{ Only one unsuccessful tenderer proposed
a technically advanced solution that would have involyed
considerable development. This confidence in the relative
simplicity of the project was reinforced by the fact that;all-
tenderers, Racal, Rockwell-Collins, Siemens and Hawker de
Havilland represented company groups with considerable world
wide experience. in the development and manufacture of similar
systems.

Othexr Matters Relating to Prototypes (Paragraph 7)

7. Impact of Prototype Phase. The Department

considers that the use of a separate formal contract for
development of a prototype instead of the existing single
contract with staged tasks might have reduced some of the
problems being experienced with the project but that the
overall effect would have been less satisfactory.. Development
of a prototype without a firmly priced production option would
have necessitated a separate and further tendering activity for
the production items.

8. Due to the proprietary nature of much of the equipment,
only the development contractor could have tendered successfully,
resulting in less competitive leverage and possibly a higher
price.

9. Testing of prototypes would have taken a significant
period and the contractor would have suffered a long period

of inactivity for the highly skilled technical staff assembled
for the project, While for a major overseas manufacturer this,
might not be a problem, for an Australian company it would "almost
certainly result in the loss of staff and consequent inability
to undertake the production phase without further recruitment

32 /and retraining..
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and retraining. This would be reflected in high

= er
0o reduction in technical risk: The duration gnvolggzti:nd
testing, fresh tendering and’ contracting would be significant
in addition to the contractor's relearning time.

10, In orxder to promote prime invol
] t ¢ vement of A
industry,’ recognising the need for continuity, manyugzgiéézg are
9ow arfanged in a single contract where there is a defined ’
brg§k poipt Or option which limits the Commonwealth's commitment
pending satisfactory completion and testing of initial items.

11, Had a separate protot i
project: P ype contract been used in this

a. an aimost identical level of documentation
would be required {particularly drawings,
test specifications and handbooks); and

b. t?ere-yould be little variation in the level
of equipment testing either sought or
by the Commonwealth. g accepted

The only aspect of the Project that a prototype

affected was the disputes that occurreg earlgpinpzﬁzepgzgegzve
on the procedures and methods to be used to make alterations to
approved drawings. A prototype phase would have meant that a
drawing package would only beé raised and submitted to the !
qommonwgalth once;the,protatyae design was accepted’ Mutually
agreed procedures have, however, been established to eﬁsure that
this aspect of the project. is no longer a significant issud.

12. Cost of Prototype Phase. It has not been possible to;
dgtermine the cost impact on this préject of a‘separgte proiotgﬁe
development phase. Various arguments can be developed to show
that it may have elther reduced or increased total pProject cost
though the weight of evidence would suggest that it would have
increased total project cost. No tenderer questioned the
suitability or appropriateness of a single phase contract.

13. Existing Testing Levels, Though the Department i

that the oninnag percep%{ons of the project led go the coﬂiiﬁziégs
that a separate prototype phase was not warranted, it cannot agree
with the suggestion that the conclusions of the Committee on
testing levels have been ignored. Whilst the items currently
being tested aré the initial production itém of each of the four’
models, production of the. remaining items cannot proceed until all
tésts have been satisfactorily completed and any necessary
modificat;ons have been made. The Department is confident that
the extensive level of testing specified will give a reasonable
assurance that the equipments will perform satisfactorily:

Tender Evaluation (Paragraph 12

14. The response to Audit's criticism was

the Department of Administrative Services. Co§§:Z§dsgt:y
tenderers and the;negotiat;on of contracts for Defence pProcure~
ment at the time Sf the Mobile Radio Terminals was conducted
through that Department's Purchasing Division. The Department
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of Defence supports the view given that 'there was no need to
obtain additional information from the other tenderer’.
Furthermore, the decision taken was a conscious one, based on the
knowledge that to require a tenderer to enter into éla‘rification
discussions would involve the tenderer in significant costs and
give rise to expectations that its offer was being favourably
considered and was likely to be accepted. When, as in the
Present case, the matters which requite clarification are seen

to have little or no prospect of chafging the provisional
preference, to conduct such discussions has, on a number of
occasions, been regarded by the two Departments as being
inappropriate. It could be aryued that to have had clarifying
discussions with the unsuccessful tenderxer would have caused

him considerable nugatory expense and that that would have been
improper. Given the confidential nature of tenders and the
sensitive position in which evaluators are placed in conducting
discussions, it could be further argued that a public demonstration
of even-handedness is usually not possible without full disclosure
of commercial in cohfidence information. A finely balancéd
judgement is therefore required, as it was in this case, as %o
whether such clarifying discussions should be conducted with other
than the provisionally preferred tenderer.

15, It seems to the Department that your statement "the
Committee cannot accept that the Department’s response is a
satisfactory reply to Audit's criticism that the treatment of
tenderers by the Commonwealth was not even handed and consistent
n this _case” does not reflect the intent of the Audlit comment.
Rather qII Audit were saying was that the procedures followed did
not clearly demonstrate. that the actions taken were even handed
and consistent.

16, Purchasing activities are conducted according to the
Purchasing Manual issued by the Department of Administrative
Services. A basic principle of tendering is that, between the
closing date for tenders and the date at which the successful
tenderer is chosen, no tenderer is permitted to tender and have
considered further information which would materially alter the
basis of the tender. The Départmént considers that this
principle was not compromised in this case.

17. It is unusual for tenders to be totally compliant in
complex projects. Some adjustments by the Commonwealth to
permit comparison on an equal basis are normal. Further, it

is often necessary to have clarification discussions with a
preferred tenderer to confirm that there exists an adeguate basis
on which ¢ontract negotiations may be commenced.

18. Al) such discussions with tenderers are conducted under
controlled conditions and under the chairmanship of an officer
of the Department of Administrative Services (now the Department
of Defence Support).

19. If these discussions were to call into guestion the
basis of the provisional selection, consideration would be given
either to holding clarification discussions with other tenderers,
or inviting new tenders.

34 /20. " The Department
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26. The Department ¢onsidered that, in this instance, the
discusgions with the provisionally preferred tenderer led to no
iaterial alteration to his tendet and that clarifying discussions
with the alternative tenderers were not necessary..

Role of Engineering Dévelopmerit Establishment (Paragraph 15)

21, It will be standard practice in future similar projects
for thé Engineering Deyeldpment Estéblishment to bé responsible
to Army.

' (1.E. SULLIVAN)
First BAssistant Secretary
Financial Services and
Internal Audit
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JOINT PARLIAMENTARY COMMITTEE OF PUBLIC ACCOUNTS
sngu;ry nto_the Auditor-General's Report, March 1982
ubm

ission Ly the Department of Defence

HELICOPTERS FOR FFG-~07 CLASS GUIDED MISSILE FRIGATES.

ITEM 5.6
INTRODUCTION
Te Provision to acquire 12 helicopters to operate as

an integral part of the weapon and sensor system of the: Guided
Missile Frigates (FFG) was included in the Government's
approval to acquire the four FFGs.

2, The Auditor~General's Report for March 1982 at
paragraph 5.6 refers to the procurement of these helicopters.
The report refers specifically to the following aspects which
the Auditor~General believes to be unsatisfactory:

. The time taken to agree the tasks (ie functions)

of the armed helicopter and failure to date
to agree the precise level of capability
required (ie performance requirements for each
task). has impacted on the progress of helicopter
f evaluation and selection and may also impact on
the operational capability of the frigates and
planning for modifications to the first three
vessels, and

« use of an intermediate capability helicopter
option as the basis for cost estimates will
have the effect that the approved estimates of
the hélicopter procurement are understated if
a medium capability helicopter is selected.

BACKGROUND

3. A helicopter evaluation mission visited overseas
manufacturers in late 1977, The initial report of the
evaluation was completed in April 1978. with supplementary
reports on updated costing, timing and capability issues being
completed in November 1978 and April 1979.

4. Departmental consideration of these>re orts
identified three basic courses of action with rezpect-to
acquisition timescale, namely:

a. acquisition of operational helicopters as a
matter of urgency; or

/b, selection
36.
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b. selection of a helicopter type as soon as L.
possible from a short list, accepting that all
of the role reguirements may not have been
determined at the time purchase orders are
placed; or

c. deferral of further external evaluation until
forece structure aspects of related projects
have been clarified, to the extent of being
‘able to establish a firm role specification.

5, It was: subseguently decided to pursue the last course
of action. This decision was influenced inter alia by:

a. gtrategic, financial programming, equipment
capability and force structure considerations;

b. the gdarly development status of contending
aircraft dnd aircraft systems and attendant
cost and technical uncertainties; and

. the desire to achieve as much commonality of
equipment type as possible amongst all the
helicopter programs and hence improve the
prospects for a helicopter production program
by Australian industry.

6. Concurrently with these considerations options for
replacing Navy's fleet of Wessex 31B helicopters were under
examination. In late 1979 it was decided not to pursue the
option of refurbishing and re-engining Wessex aircraft and to
concentrate on the-new helicopter option., It was also agreed
that further development of the project should include the
option of a common utility/FFG helicopter.

7. In November 1980 the following tasks were agreed for
the FFG helicopter:

a. tactical surveillance and reconnaissance;

b. targeting for surface to surface weapons;

c. extending FFG ASW capabilityyby carriage of
ASW to¥pedoes and having the capacity for
fitting an ASW 'sensor;

d. having the potential for carriage of short
range anti~ship capable missiles; and

e, a limited fleet utility capability.

8. With these tasks clarified, a Defence Evaluation Team
visited manufacturers in mid-1981. The team included Navy,
Alr Force and Defence members. The purpose of the mission
included an examination of the feasibility and implications of

/inter-service
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inter-service helicopter .commonality and to obtain further
cost, technical and capability data on contending helicopters.
The Evaluation Report concluded that no helicopter could fully
meet the envisaged tasks without considerable system
development. The repoxt proposed that definition studies, .to
develop proposals for a system to meet our specific réquire-
ments, should be undertaken.  The.Minister for Defencé
subsequently announced on,;1 July 1982 that the Goverriment would
?artially fund these studies for four helicopters.

DEPARTMENTAL COMMENT

Time Taken to Agree Helicopter Roles/Capability Levels

9. The time taken to agree the helicopter roles and
capability levels has been lengthy but very thorough vide the

background discussion above. The tasks for the helicopters !

were agreed by the Department in November 1980. The }
capability levels to be acquired are now under study for four

candidate aircraft and decision$ in this regard are expected
by about mid-1983..

10. Specific conclusions on the level of capability to
be acquired for individual tasks cannot be viewed in isolation,

but rather must take account of related force structure ;

elements and their contribution to capability, the strategic

and program priority of proposals and individual cost/capability
options within the total helicopter system.
only be reached after detailed analysis and evaluation of
options together with their costs. Development of

judgements in relation to the FFG helicopter has been influenced
by such factors as those outlined in paragraph.B above and
because none of the contending helicopters is appropriately,
configuréd to nméet the envisaged tasks of the FFG helicopter.

Effect on Interim Operational Capability

11. Two FFG ships. (HMAS ADELAIDE and HMAS CANBERRA) have
recently arrived in Australia and two more (HMAS SYDNEY and
HMAS DARWIN) are expected to arrive during 1983~84. Existing
service helicopters are being used as initial training
helicopters for the ships. Following deliveries in

1983/84 the new light utility helicopter will be used as the |
training helicopter, until the FEG helicopter enters service.
The training helicopter will provide a valuable asset and ‘bermit-
the development of operating procedures and skills prioxr to-
fntroduction of the FFG helicopter.

Effect on Ship Modification Planning

12. Whichever helicopter is selected, some ship
modification will be necessary, the extent of modification
would be more extensive for the heavier contenders. Such
modifications would normally be done during a regular ship
docking/maintenance period: Planning for these modifications
is part of the helicopter selection process.

38.
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Accuracy of Cost Estimates

13. The use of an intermediate helicopter as a basis for
project estimates was the appropriate decision at that time,
‘as reliable figures were available only for the Westland

Lynk, the most expensive of ‘the intermediate types under
consideration, Since the 1981 overseas evaluation project
estimates have beén considerably developed taking account

of refinements in helicopter costs, capability, commonality
and numbers to be procured in the initial phase.

14. An attribute of the Five Year Defence Program, and
the Planning, Programming and Budgeting System of which it is
a part, is flexibility to allow progressive refinement of
projects in the light of Qeveloping financial, technological
and strategic factors as the projects approach commitment.

15. The recently announced planned study contracts

will provide much of the necessary cost and capability
information’ upon which an aircraft with the desired capabilities
may be selected. Until retently, this could not be done
because of the unproven nature of the aircraft and aircraft
systems sought to satisfy our assessed requirement,

13 August 1982
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The Secretary

Joint Parliamentary Committee of
Public Accounts

Parliament House

CANBERRA  ACT 2600

AUDITOR-GENERAL'S REPORT, MARCH 1982 - HELICOPTER FOR
FFG~07 CLASS GUIDED MISSILE FRIGATES

1. I refer to your letter of 27 August 1982 in which you
sought replies to questions raised by the Committee during
examination of the Departmental submission on the FFG helicopter
project. .

2. Comments on matters raised by the Committee are
shown against paragraph numbers used in the Department's
submission of 17 August 1982.

3. Paragraph 11. The extent to which the frigates'
operational capability is affected is. best expressed in two
parts:

a. Surveillance and Targeting -~ without an organic
helicopter, fitted with appropriate sensor
systems, the ships must rely on their own
sensors, Or those of other platforms, to detect
and identify potentially hostile vessels and to
target their surface-to~surface missiles. The
ship's own sensors would extend to the radar
horizon, or possibly beyond if the target vessel
has been detected passively by electronic support
measures (ESM). The proposed use of a light
training helicopter, to develop and maintain the
skills of operating helicopters from small
warships, will enhance the ship's capability by
providing visual surveillance and identification,
but this enhancement would be of limited benefit;
and,

b. Anti Submarine Warfare (ASW). Present intentions
are that the helicopter will have a minimal ASW

capability. It will provide limited surveillance

in ASW,with its radar and ESM systems and will

40. /also
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also be able to carry torpedoes to attack
submarines at greater range than is possible with
ship laiinched ASW torpedoes. Depending upon the
helicopter ultimately selected, there could be
capacity available to fit, at a later stage,
either sonobuoys and their associated processing
equipment and/or dipping sonar. This selection
will be influenced by decisions yet to be taken
on whether to acquire an aircraft carrier. The
light training helicopter has no ASW capability.

4. In summary, the FFG is a capable escort vessel even
without. its helicopter. However, the provisian -+ a helicopter
| for the FFG will significantly enhance the ship's capability
Particularly in relation tb surveillance, reconnaissance, and
weapon targetinq. The provision or otherwise of a hellcopter
will not affect the ship's considerable air defence capabilities.

5, Paragraph 12. It is presently planned that ship
modifications assoclated with ‘the FFG helicopter be undertaken
progressively during, the ships' normal refit cycles. The
nature and scope of modifications will be influenced by the
selected helicopter. There is no indication at present to
suggest that work associated with modifications will not Ye
completed prior ‘to the helicopters being availablé for embarked
operations. This is because the lead times for the helicopters
is greater than for equipments’for the ship modifications:

6. "It is unlikely that special docking arrangements will
need to be made; however, some adjustment to maintenanée periods,
or their extension for a few days, may be necessary. Such a
practice is not unusual and adjustments are often made to planned
refit work packages to meet unscheduled maintenance or modification
requirements.

7. Fin stabilisers are planned to be fitted to HMAS ADELAIDE
in the late “1985, HMAS CANBERRA in early 1986 and HMAS SYDNEY in
late 1987. HMAS DARWIN is being fitted with'fin stabilisers
during construction,

8. The fitting of stabilisers is likely to be undertaken
concurrently with other components of the planned modification
program.

9. Indicative cost estimates, in August 1982 prices, are:
a. stabiliser acquisition, fitting and
dockyard materials supply about $5.5m
(for 3 ships); and

b. ship modifications about $9.2m (for-4
ships).

The work is to be carried out in Australia.
10. The estimated time to complete all necessary ship

modifications is approximately five months, spread over a number
of dockyard availabilities.
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11. Helicopter delivery schedules will depend upon the
manufacturer's capacity and the priorities of other orders,
Typically, deliveries at a rate of one or two helicopters per
month could ‘be expected. It will be necessary to build up a
small training .nucleus ashoré of some 6-8 aircraft, to prepare
both air and ground crews for embarkation.

12.. It is planned that all FFGs will have been modified
and will have embarked their helicopters by early 1988.
Deliveries of the first helicopters are not expected before
September 1987. The first five aircraft configured for the
surveillance dnd targeting role should be available in Australia
for training and work-up early in December 1987. One aircraft
would be embarked in each FFG early in 1988, the remainder being
used to continue training relief crews ashore with later
supplementation by subsequent deliveries.

13, It is intended that nucleus air and ground crews be
trained in the country of origin of the selected helicopters.
These will form the instructional teams for subsequent training |
in Australia. It is not expected that any délays will occur in
the training, spares and support areas.

14. Paragraphs 13, 14, 18. The: FFG helicopter project

has undergone considerable development since initially raised

by Navy. Part of this process has been the progressive refinement
of costs, This process continues, and the funded definition
studies, presently being undertaken by aircraft manufacturers,

will allow further refinement of costing data.

15. The financial provision for this project in the new
major equipment component of the Five Year Defence Program
reflects a number of considerations includings

a. the level of financial guidance allocated
to the new major equipment component;

b. competition for priority from other
proposals;

c. the level of capability to be acquired
in the FFG helicopter both initially
and in the longer term;

d.  the number of helicopters to be acquired; and
e, the timing of introduction of new helicopters.

16. If total project costs for the FFG helicopter were to
increase then the impact of this, for a given level of financial
guidance, could be accommodated by various means, eg:

a. deferral or reduction of other proposals.
This would be assessed on the basis of.
overall priorities and proposals status of
development;

/ b. rephasing

42.
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b. rephasing of expenditures and/or physical
progress for the FFG helicopter oxr other
projects; or

c. varfation of allocation of financial
guidance between the program components.

17. commonality both between the Navy and Air Force and
within each Service of the various helicopter proposals has been
examined in some detail and is a continuing issue. The focus

of attention includes the feasibility of commonality, and the
cost and other implications of acquiring a common helicopter. .
Depending upon the helicopter selected, there could be significant
savings in terms of training, operating, support and maintenance
costs, and other benefits, However, because of the range of
Service requirements and the wide timeframe proposed for helicopter
introduction -(extending over &about” 10 years), further analysis
may show that it is not appropriate to seek more than partial
commonality/

(T.E. SULLIVAN)
First Assistant Secretary
Financial Services and
Internal Audit
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Ref: 78/3363 2 August 1982

Mr M.J. Talberg,

Secretary,

Joint Parliamentary Committee
of Public Accounts,
Parliament House,

CANBERRA A.C.T., 2600

Auditor~General’s Report 1982: Norfolk Island Aspects

I refer to your letter of 15 July 1982 forwardin
a request from the qunt Parliamentary Committee of Publicg
Account; go; & submission from this Department concerning its
responsibilities to the Administration of Worfolk Island.

. T?e relationship between the Department and the
Administration needs to be considered in the context of the
Norfolk Island Act 1979 (copy enclosed),

3 That Act establishes the Administration of
Norfolk Island as a body politic and provides for an
Administrator to administer the government of the Teiritory
and an elected Legislative Assembly with power to make laws
for the peace, order and good government of the Territory ¢

The executive members of the Legislative Assembl
have executive authority in respect of matter cifi ¥
in schedules 2 and 3 of the Act? s specifisd

. In egercising the powers and‘performing the
functions of his office, the Administrator is required to
act on tye advice of the Executive Council in relation to
matters in Schedules 2 and 3, except that in relation to
schedu;e 3 matters (fishing, customs, immigration and
eduqaylon) the Minister may issue instructions to the .
2dm;n+§trator which override the advice of the Executive

ouncil,

,The Commonwealth Government retains responsibilit;
for all other (non-Schedule) matters and the Depagément's Y

main responsibilities are in relation to those
functions. etained

e /2
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The Department does not directly administer
these functions because, under the administrative
arrangements for the government of Morfolk Island,
the Norfolk Island Public Service is responsible to the.
Administrator for the administration_of retained functions.
‘However, the Department advises the Administrator in
relation to non-Schedule 2 matters, develops policies on
them together with other Departments as appropriate, and
provides administrative support to the Administrator through
the Office of Administrator (consisting of the Office of
Official Secretary and three personal staff of the
Administrator).

With regard to the financial affairs of the
Island, the Norfolk Island Act provides for a_single fiscus
(the PublicAccount of Norfolk Island).to be available for -
the purpoSes of the government of the Territory.

Al the public moneys of the.Territory foxm ther
Public Account and their receipt, expenditure and control
is regulated by Norfolk Island enactments.

Notwithstanding item 1 of Schedule 2, the Legislativé
Assembly is empowered to make laws providing for the raising
of revenues for purposes of matters not specified in
Schedule 2 of the Norfolk Island Act, i.e. Commonwealth
retained, as well as Schedule 3 matters.

Where such legislation relates to a retained matter,
the Administrator has to reserve it for the Governor-General's
pleasure. The Department then has to advise the Minister
whether the Governor-General should be advised to assent to
the legislation, to refuse assent or to return the legislation
to the Legislative Assembly with recommended amendments.

With regard to expenditure Bills, the Administrator
is required to act in accord with the advice of the Executive
Council by virtue of Item 2 of Schedule 2.

The matters raised by the auditor-General in his
March 1982 Report cover two areas :

(1) accounting procedures within the Norfolk Island
Administration; and

(2) what the Auditor-General sees as legislative
deficiencies in the audit provisions. of certain
Norfolk Island legislation.

As to (1), this is a matter for the Auditor-General
to pursue with the Administration and it is understood that
this has been done. This Department stands ready to assist
where possible in this matter but final decisions. rest with
the Island Administration,

5.
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As to (2), the Island Government is by no
means convinced that these legislative deficiencies
exist but considers that if action is needed then it
should be by Commonwealth enactment.

The then Minister for Home Affairs and Environment,
in a letter of 15 February 1982 to the First Assistant
Auditor-General commenting on this matter, said that the
Norfolk Island Government has plenary legislative powers
in reczect of public moneys of the Territory and is financially
self-supporting and, therefore, he would be most reluctant
to int:cduce Commonwealth legislation to overcome any
inadequacies in the Norfolk Island legislation without the
agreement of the Norfolk Island Government. He suggested
that the proper course might be to hold discussions at
officer level to prepare a case to put to the Norfolk
Island Government in support of legislative amendments.

We have since met with representatives. of the
Auditor-General's office to discuss the matter, and we have
also sought advice from the Attorney-General's Department
concerning possible inadequacies in the audit provisions of
Norfolk Island legislation.

If you require any further information please do
not hesitate to contact me on 452717 or Mr F. Brice,
Assistant Secretary, Northern Territory and Norfeolk Island
Branch on 452693.

LU';?/

(T.F. Paterson)
First Assistant Secretary
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5 August 1982

The Secretary,

Joint Parliamentary Committee
of Public Accounts

Parliament House,

CANBERRA ACT 2600

Report of The Auditor-General, March 1982

Reference is made to your memorandum of
15 July 1982, (reference 1982/18) in which you requested a
submission by this Department on the findings of the
aAuditor-General as reported in his March 1982 Report
regarding thes .

. Dairy Industry Stabilisation Levy ;
. Apple and Pear Levy

. Poultry Industry Levy .

. Wheat Tax
. Fish (Export Inspection Charge) and .
. Fishing Licences.

2. Specific comments were made in relation to these

particular levies and charges which have been summarized in
your memorandum, A further comment was that a reply to the
Audit representations was still awaited at the date of
preparation of the Report. 1In this regard, it is a matter
of record that the Departmental response to the Auditor
General's memoxandum was forwarded on 1l March 1982 (copy
attached). The delay in replying was a result of
attempting to finalise all matters raised by Audit.

However in the event finalisation of some aspects, in
particular the matter of tax deductibility of late payment
penalties which was raised but was not reported in the
Auditor~General's Report to Parliament, took longer to
resolve than had been anticipated.

3. Set out below are comments on each of the
specific issues raised in your memorandum.

47.



2.

Docimentation of Procedures

criticism related solely to the lack of formal approval,
Procedures’did exist, and vwere followed. by the staff
engaged on this duty. No comments were made which
suggested that there had been any departure from these
procedures or that they were deficient in any way.

5. In. further explanation it should be noted that
the audit was carried out in Canberra and the issupes raised

revenue collected. Prior to 1977 returps lodged in
Canberra related to only 8 industry levies (Collections
$ml.8 in 76/77), but by 1981 this number had risen to 18
and revenue collected to $mB6.1 in 81/82, This wapid
expansion necessitated frequent amendment to exigting

6. In Januvary 1981, the need to formally revise and
document existing procedures was recognised by the
Department., However it was decided to revise and expand
the existing COmputer-based levy collection system tg
rationalise angd consolidate procedures. The update of that
System was commenced in March 1981 and included the
extensive writing of new Programmes and upgrading of
equipment. In conjunction, documentation of revised
Procedures was carried out in, parallel with the system
development, and these dre substantially complete, They
will be £formally approved when the revised computerized
system is finalised and comes into effect in the latter
part of 1982,

7, In the circumstances while acknowledging the need
for formal approval of Procedures, the Department does not
consider it warranted to devote resources to formalizing
the present satisfactory procedures. These are soon to be
Superceded by the introduction of a revised and expanded
computer based system, procedures for which will, as stated
above, be formalized and approved in tandem with their
introduction,

Identification of Potential Levy Pavers

8. The Department acknowledges that‘no firm

levy payer but questions whether such mechanisms are
possible, Neither the Auditor-General nor this Department

could be establishegd. However, the Department has a number

of existing procedures by which potential payers are
identified. : These include:

48.
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(i) Continuing contact with the relevant industry
statutory bodies and grower organisations as
well as State departments and local
authorities, to update lists of persons liable
to pay levy.

(ii) Regular surveillance of the industfy~by
Departmental investigation officers to detect
potential levy payers.

{iii) Advice received from existing levy payers of
persons who are attempting to avoid payment of
levy.

9. The Department is constantly striving to identify
all potential levy payers through the mechanisms listed
above, and is fonfident that for practical purposes
potential levy payers have been identified. It is
Understood that the Auditor~General dig not detect any
instances of incompletene5§‘in the Department's records of
potential payers,

Wheat Tax
10, The Australian Wheat Board is responsible for. the
payment of Wheat Taxrsand is subject to audit by the

Auditor~General. Contrary to the Auditor ~-General's Report,
Wheat Tax was collected on both wheat delivered and on'
wheat sold but not delivered to the Board. However, at the
time' of the Report, no differentiation in the Board's
covering documentation was made between payments of tax on
wheat delivered to the Board and wheat sold ?ut not
aeliveted‘to»the Board. Specific reference is now made to
%heat in Both categories by the Board when forwarding wheat
tax payments to this Department,

Poultry Industry ;evy

1l, The verification of returns from ACT producers
has been difficult in the past as under ACT legislation
administered by the Department of the Capital Territory
which was in effect up to 1 July 1982, producers were not
required to maintain records of hens kept for commercial
purposes., This made-identification of levy payers and
verification of returns difficult. However,, on ) July 1982
new legislation became operative requiring producers. to
maintain records. The Department is hopeful that problems
with verification will be overcome under the new
legislation.,
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Investigations

12. The Department acknowledges that some weaknesses
have existed in the .control and management of investigation
arrangements. However, action was commenced during.198% to
‘totally réview .and overhaul the investigation function. =~
The aim of the review is to upgrade the effectiveness of
investigation programmes through a review of methodology
and the scope of investigation activities, with the
objective of streamlining procedures by measures such as
adapting modern audit and investigatory techniques. One
officer is engaged full-time on the task. Completion is
expected in late 1982.

13. Your agreement to extend the time for submission
of this statement is greatly appreciated.

—
(P.H., LANGHORNE)
Assistant Secretary
Management Services Branch

50.
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Chief Auditor,
Auditor~General's Office,
A.C.T. Branch,
CANBERRA ACT 2600

Levies Taxes and Charges

Your Reference A78/455

The. following comments are made in response to your
memorandum of 14 December 1981 relating to an audit conducted on
levies, taxes and charges

Identification of Potential Payers

This Department's understandings in this respect accoxd
with those set out in your memorandum. This Department however
further understands that the audit did not disclose any instances
of incémpleteness in the Departments records of potential payers.

Penalties for Non-Paymenk

Contact has been made with the Australian Taxation
office in this respect. Relevant debtors will be made aware of
the real cost of non-payment once confirmation is received of
this Dgpa:tmencs‘view that penalty is not an allowable tax
deduction.

Bheat Rax

It was pointed out during discussions with your
officers on this matter that The Australian Wheat Board, which is
responsible for the payment of Wheat Tax is subject to audit by
your office, It is considered therefore that any check by this
Department to ensure that tax is paid correctly would be an
unnecessary duplication of work. However, a letter has been
forwarded to the Australian Wheat Board seeking confirmation that
that organisation fully understands the impiications of the Wheat
Tax Act 1979 which imposes the tax on wheat sold by the Board as
opposed to wheat delivered to thé Board. The letter also
requested reference be made to any such payments when forwarding
wheat tax payments to this Department.
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Poultry Indugtry Levy

It should be noted that the Department of the Capital
Territo;y has the responsibility for preparation of legislation
to require producers to keep records of hens kept for commercial
purposes,.

Investigations

The understanding set out in this respect is in accord
with those of this Department.

Documentation of Procedures

Action in this respect is proposed as part of the
adoption of the revised levies computer system which is currently
under development and due for implementation in April/May 1982.
As the new gystem‘will significantly change current operational
procedures it is not practical to fully document present
procedures at this time., The new system will alsc allow for the
computerisation of poultry levy collections which are currently
maintaxneq manwally. This will bring this levy into line with
other levies and greatly assist in regular follow up of
outstanding levies and returns,

(sgd) P.H. Langhorne
{P.H. LANGHORNE)

Assistant Secretary
Management Services Branch
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The Secretdry,
Joint Rariiamentary Committee
of Public Accounts,

Parliament House,
CANBERRA ACT 2600

Report of the Auditor-General, March 1982
Levies, Taxes and Charges
Your Reference: I§§§;&7
In respect to your further query in the above matter,
dated 26 August 1982, you are advised as follows:

. the legislation "covering the Poultry Industry Levy in
the ACT" refers to regulations promulgated under the
Egg Industry Ordinance 1975. It should be noted that
these regulations are administered by the Department
of the Capital Territory. Nonetheless, this
Department can confirm that those regulations were
promulgated on 1 July 1882.

. the review of tHe Investigation Section has, to date,
resulted in the implementation of amended procedures,
cpupled with the drafting of a revised sectional
drganisation which embodies the principles inherent in
those procedures. The revised procedures aim to

- increase the emphasis on system based auditing,
reducing tedious attention to peripheral detail

- increase the emphasis on the revenue collection,
and, the enforcement of the provisions of the
various pieces of legislation rather than the
‘audit service' approach which previously existed

- significantly reduce the time necessary to
undertake each individual investigation thereby
increasing the overall coverage by available
resources.

- increase the responsibility of the section for
the egecution of legal action designed to bring
individuals who are liable to levy to account
while serving to enhance Industry's avareness of
the operations of the section
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- increase the emphasis on the unscheduled spot
check type investigation of producers, merchants
and traders in rural areas; thereby casting a
wider net for the detection of person evading
their responsibility to pay levy:

A proposal has been drafted for the re-organisation of
the unit, drawing all the enforcement functions of the
Departmental ‘Financial Management Section together into,.a
single composite unit. It is anticipated that such a structure
will both, facilitate the identificalio. of those areas
requiring’ the greatest allocation of resources while providing
for continpuity and regularity of purpose in the treatment of
delinquent levy payers.

. It is expected that the organisation proposal will be
submitted to the Public Service Board shortly.

In order to assess the effect of these changes a
conference of Investigation Officers is to be held in early
November. At that time, it should be possiblé to establish
methods to further enhance the service.

‘t :/ v e e
(D.D.R. PEARSON)

Acting Assistant Secretary
Management Services Branch
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Department of Social Security

PO Box 1, Woden, ACT2608 Telephone: 89 1444 Telex:62143

12 AUG 195z
‘lease quote 82/19832

The Secretary

Joint Parliamentary Committee
of Public Accounts

Parliament House

CANBERRA ACT 2600

COMMENTS ON REPORT OF THE AUDITOR-GENERAL, MARCH 1982
Your Memo 1982/18 of 9/7/82 refers

The above memorandum sought this Department's comments on the
Auditor-General's findings in relation to the Commonwealth
Rehabilitation Service (CRS).

2 It should be stressed at the outset that in recognition of
some inadequacy in the manual statistics collected in relation

to the CRS, the Department has recently undertaken a complete
review of its CRS collections with a view to their refinement

and increased effectiveness for planning and evaluation purposes.
The revised system, which will be computerised, is expected to be
fully operational by the end of September.

3 In commenting on objectives of the CRS it must be said that
the Service expects to assist the vast majority,of acceptances

in varying degrees, some of whom will be regarded as employable
‘and others who will only improve their capacity for independent
living, However, in every case the client will be assisted to
maximise his or her residual abilities, within the Iimits that
are possible, by attending a rehabilitation centre or by utilising
all means and resources available to the CRS within the context

of modern rehabilitation practice.

4 A comparison of initial and final objectives is not regarded
as an appropriate measure of results achileved by the rehabilitation
‘process as a multi-disciplinary team continually monitors the
client's progress and redefines the rehabilitation objective.
Consequently, there is a continual reassessment of that objective
throughout the client's program. The initial assessment of the
client's objective takes place at a screening interview and

at that stage there is a tendency to set optimistic goals

and expectations for the client. This is however only a
preliminary assessment which is followed by a much more compreh-
ensive assessment on admission to the centre.
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5. The new computerised statistical system will record the
objectiye at the preliminary stage under:

(a) vocational
{b) Non-Vocational
(c} Assessment

Then after further evaluation has taken place the revised
objective will be recorded under the more detailed
categories of:

(a) Full~time open employment

(b) Part-time open employment

(c) Homebound employment

{d) Sheltered employment

(e} Household duties

(£} Independent or Semi-Independent Living

6. The figures on length of stay at various centres cannot

be directly compared or related to efficiency without considering
the many factors influencing them. As mentioned in our comments
to the Auditor-General the figures on length of stay do not

have the same degree of significance as a measure of efficiency in the
rehabilitation process as they have in the operation of acute
hospitals. Some factors which influengé such figures are the bias
caused by the type and characteristics of the centre's client
population and the hias caused by the facilities, resources and
types of programs that have evolved at the different centres over
the years.

7. There is po doubf in our minds that the services provided

by CRS are achieving very satisfactory results despite the fact
that inherent difficulties in defining a person's functional
capabilities and well-being in comparative and meaningful terms
renders most statistical techniques unreliable. There is, however,
ample evidence from community comment and the political arena, from
outside professional comment and from the comments of CRS clients
themselves that the objectives stated in Part VIXII of the Social
Security Act are being met. In support of this claim, in 1980/81,
28% of clients accepted for CRS services were placed in full-time
open employment and an additional 8.7% in sheltered, part-time or
homebound employment. In addition 58% of accepted clients were
assisted to maximise their independence and to settle or resettle
in the community. Most of these clients make substantial gains
despite not being able to seek employment. Since the amendment

to the Social Security Act in 1977 a much wider range of disabled
people with a variety of goals are able to be assisted by the CRS
and therefore the results indicated above are considered
satisfactory.
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Department of Social Security

PO Box1,Woden, ACT 2606 Telephone: 831444 Telex: 62143

82/4928

Secretary,

Joint Parliamentary Committee
of Public Accounts,
Parliament House,

CANBERRA. ACT. 2600,

REPORT OF AUDITOR-~GENERAL, MARCH 1982, COMMONWEALTH
REHABILITATION SERVICE.

I refer to your memorandum of 25 August, 1982,
seeking further comment on the selection and assessment
processes of the Commonwealth Rehabilitation Service (CRS} .

2. The Committee's main area of concern appears to be
the accuracy of the CRS assessment procedure and in
particular whether initial assessments prove to be
accurate based on a comparison with final results,

3. It should be appreciated that prospective clients
present to the CRS with a variety of physical, emotional

and psychological problems, all of which change to a .
greater or lesser degree during the period of rehabilitation.
Whilst it is wsually possible to give a fairly accurate
medical prognosis, other factors initially present can
fluctuate markedly ard, in doing so, may have a marked and
often unpredictable effect on the client's progress; as a
consequence, some may exceed initial expectations and others™
fall short of them.

4. Nevertheless, clients' programs are being constantly
monitored and assessed through consultation amongst all
the caseworkers involved to ensure that as far as possible,
the client is working towards a realistic goal.

5. Although setting unrealistic goals is never ,encouraged,
it is firmly believed that the client's motivation during the
crucial early stages of treatment is greatly enhanced if he
or she is permitted to set optimistic but still achievable
goals. Subsequent variations to those goals are often
effected by the clients themselves as they come to grips
with their disability. No great significance is attached
therefore to whether the ultimate goal corresponds to the
initially assessed goal.
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6. Programs are not graded into advanced or less
advanced categories; nor are there set programs into
which clients are slotted. It is not valid therefore

to talk of transfer to more or less advanced programs.
Fhe whole concept of rehabilitation treatment is to
develop a flexible program for each individualy

comprising components from.the different facets of

centre activity and taking account of changing
éircumstances during the period of treatment and training.

7. No statistics are kept to compare f£inal goals with
those ‘set during the initial assessment for the reason
mentioned.

8. The Department would be concerned, however, if it
were to be demonstrated that the CRS was not achieving
its overall objectives and was accepting for treatment
significant numbers of people who subsequently failed to
gain employment or to have their lifestyle (e.g.
independence, the range of activities ip which they can
participate) substantially improved. This is clearly not
the case.

9. For the three years ending 30 June, 1982, an average

of 5,299 clients undervent rehabilitation per year, of

which 37% subsequently gained employment,s2,5% resumed
household duties and 53,5% ‘achieved substantial improvemeént

in their capacity to'live<independently or semi-independently
at home. QOnly.5.5% were. judged as having shown no significant
benefit from the rehabilitation treatment or training they
received.

10. The Committee has asked for comment on aspects of the
three-stage assessment. The three-stage assessment program
referred to is seen as a continuum rather than being broken
up into stages.

11, There is, an initial selection interview of each
potential cliént, conducted by a CRS Medical Consultant and
a Vocational Counsellor, each of whom makes a recommendation
as to the person's suitability for CRS services. ,Depending
on where the referral came from there could be a mass of
clinical evidence for the doctor and the Vocational
Counsellor to consider in addition to that gleaned at the
interview, or there may be very little recorded detail, as
in the case of a sickness beneficiary who has been referred
to the CRS through internal departmental procedures.
Sometimes further information is called for before a
recommendation is made., Clinical notes from a hospital, a
report from CES or a former employer or a copy of a vocational
guidance test held at school are examples of the evidence
the doctor or Vocational Counsellor may regquest before making
a recommendation. If the client is deemed to be acceptable
for CRS assistance, it is on the basis that there are
reasonable prospects that substantial gains will be possible
through the provision of a personalised rehabilitation
program. Engagement in emplovment, however, may or may not
be capable of determination as a goal at this early stage.
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12. The program on admission to a centre has an early
flavour of intensive assessment in all departments. This
is essential as pefore a program of remediation can be
designed, the cadsework team has to accurately define the
problem. This program of assessment moves smoothly into
a program of remediation.

13. Follow-up commences as soon as a client leaves a
centre, sometimes seeking employment, other times attempting
to live independently using new found skills. Follow~up

is also.provided for those who return to work. In some
cases follow-up does not involve active contact, with the
clients as they prefer not to be approached by the
Department once they feel they have achieved independence.
In such cases, their wishes are respected and the clients
are asked to contact the CRS if they have problems.

Review of Progress

14. gbservations made by various therapists during a
treatmént phase are recorded on the clients clinical file
but are not stored .in any formal record for comparison,with
similar cases in the future. It could only be said that
thegeradd to the store of knowledge and professional ability
of individual therapists.

15. Reviews are undertaken regularly by the casework team
and progress is evaluated in all areas as a comprehensive
rehabilitation program is concerned with the whole person
and his/her resettlement in the community. Comparisons
between clients, even.those with similar problems, are seen
3s rather pointlesg firstly,as there are not equal “stages"
of evaluation that could be compared and, secondly, glients”
progresg (of regress at times) at differing rates for both
¢linical and motivational reasons.

The System of Assessment

16. The system used for assessment varies from one discipline
to another but in all cases the program is tailored to meet
the needs of each client, Most rehabilitation centre
departments use standardised tests to rate clients against the
norm and to assist in determining a client's present level of
functioning. These tests used by the various professions

are sometimes developed on the centres but are more often
universal tests used in all such rehabilitation agencies.

The tests are constantly being improved or replaced and staff
training and development plays an important role to ensure
staff are abreast of modern practice. In addition, regular
meetings of casework staff, during which client progress is
discussed, provide continual feedback on the effectiveness

of all the elements of the rehabilitation process,

Are Final Results Compared?

17. As mentioned earlier, a direct comparison of early
predictions of goal achievement and final outcome is not
regarded as a worthwhile measure of results achieved.

The main concern of a casework team is that a program has
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been made available to enable the client to realise as
far as possible his/her maximum potential. If this is
achieved it is of somewhat academic interest only as to
whether early predictions were higher or lower than the
final cutcome. Crude indicators comparing early
predictions with' £inal outcome had been collected undef
‘the now obsolete manual system but these proved to be of
little value for management purposes. Any comparison of
Einal results with assessments undertaken earlier wouid
only be done by casework teams if.they.saw this to be.of
value.,

Investigation of Non~Achievément

18. No formal investigations are.conducted when a client
fails to reach expected levels of achievement. Perhaps a
casework team may see some advantage in analysing certain
stages of a program and relevant aspects may be recorded on
the client's file. These aspects may also be passed on to
other staff at regular staff meetings of the discipline
involved. Hitherto, management procedures have not required
treatment staff to keep statistics on any such matters nor
do they reguire that any record of precedents be kept.
However, the introduction of the new computer-based
statistical collections will now open the way for far more
sophisticated statistical analyses than had previously been
practicable.

Use of Statistical Analysis

19. the manual statisti®s provided by the States for
management use only provided information on numbers being
assisted and, through™a comparison with costs, some measure’
of cost éffectivenqu of the service was possiblé. However,
whilst such statistics permitted management to monitor the
utilisation of facilities, the system gave no indication of
quality of sérvice.

20, As mentioned above, the more ¢comprehensive. computer-
based statistical system,now ’'in operation will enable a
more sophisticated use of statistical ahalysis, the full
scope of which is still being developed.

What is Meant by "Bias'

21. Use of the word "bias™ is merely meant to indicate
that centres located in different States (and in different
locations in the same State) -hdve developed their own
"modus operandi" which simply illustrates that there is-
more than one way of handling a particular problem and that
the centres, being sensitive to local needs, including
referral sources, as well as local vocational, residential,
transport, housing and many other variables; have'developed
in a way which best serves both the needs of individuals and
the communities in which they are located.

22, The fact that all centres do not offer identical types
of programs is to be expected as programs change over the
years; firstly, to serve the changing needs of the client
population and secondly to accommeodate new techniques and
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flosophies of rehabilitation. Such evolution can
ggly bepinfluenced by the Central Office of the
department to a certain degre.’ Whilst broad policy
guidelines are provided to ensure a reasonably uniform
interpretation of legislation, it"is’ not possible to
dictate individual details of casework management., Each
centre develops its own local characteristics in this

regard,

23, Central Office naturally has ﬁight control nver
developmental aspects such as capital expegditu:e on new
works, increased staffing, allocation of finance to States
and the introduction, of new initiatives which may broaden
the service provided, but each State, and indeed each centre,
has a fair degree of autonomy in relation to its method of
service delivery at the individual client level within the
1imits of the legislation.

24, As mentioned earlier, the new computer-based
statistical system will enablé a much closer analysis of
program effectiveness. The long term results (up to 6.
‘months) after a program has concluded will be ana%ysed to
see if the gains made are of long-standing benefif. It will
also be possible to look at. the effectiveness gf a
vocationally oriented program in relation to £inal outcome.

A)g First Assistant
pirector-General .
Rehabilitation & Subsidies.

& /P

61.



EXTRACTS FROM AUDITOR-GENERAL'S REPORTS

September 1982 . Department of Health.
. Department of Home Affairs and
Environient
. Department of Primary Industry
May 1983 . Department of Health
September 1983 . Department of Primary Industry

» Department of Social Security
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Report of the Auditor-General

upon
audits, examinations and inspections
under the Audit and other Acts—September 1982

11. DEPARTMENT OF HEALTH

112 Reference continued from Previous Report
C Ith Medical Benefits—-Reimb 10 Registered Medical Benefits
Organisations

Paragraph 9.1 of the March 1982 Report referred to an indepth-audit of the ADP
and other systems which control reimbursements to registered medical benefits organis-
ations (MBOs) for Commonwealth medical benefits paid on behalf of the Common-
wealth, As mentioned in that paragraph some aspects of the Department’s reply, con-
cerning adherence to the requirements of Finance Regulations and the Health
Iruumnce Act 1973 in regard to the:aceeptance of computer reports as a basis for reim-

and adj| of ad' , were still under consideration by this Office at

thedate of. prcpamuon of that Report,

b Audit tons in March 1982, the Department re-
ccmly adv:sed that action will be taken (o obtain Ministerial approval under section
20F of the Health Insurance Act to certain changes that have occurred in the financial
arrangements for payments to MBOs since they were approved by the then Minister on
1 November 1978. In addition the Department advised that the Delegate of the Minis-
ter for Finance had approved on'29 June 1982 new sysiem,controls and accounting pro-
cedures pursuant Lo Finance Regulation 45/\ which deals with ccrllﬁc'mon of accounts
for payment when supporting is 7 d'data.

In referring to previous representations hy this Office concerning inconsistencies be-
tween divisional offices of the Dcparlmcnl in the adjustment of advances 10 MBOs to
take account of stale cheques and the lag in presentation of benefit cheques by members
of the organisations, the Depariment stated that it'had referred this matier to the. Joint
Management Review on Medical and Hospitals Claims (mentioned in puragraph 9,1 of
the March 1982 Report). In response 10-a further question by this Office whether, in
view of the significant amounts involved in advances.to MBOs. the sdvances should'be
made a1 more frequent intervals thun monthly, the Department stated that it has
sought advice from the Department of Finance on certain aspects.
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Report of the Auditor-General

upon
audils, examinations and inspections
under the Audit and other Acts—May 1983

11. DEPARTMENT OF HEALTH

1L G 1th Medical Benefit imb to Regi d Medical
Benefits Organisations

Paragraph 9.1 of the March 1982 Report referred to an indepth audit of the ADP and
olher systems which conirol reimbursements to registered medical benefits organis-
ations (MBOs) for Commonwealth medical benefits (CMB) paid on behall of the
Commonwealth, Paragraph 11.2 of the September 1982 Report referred 10 those
aspects of the Department’s reply which were under consideration at the date of prep-
aration of the March 1982 Report and 10 subsequent Audit sepresentations.

In August 1982 the Joint Committee of Public Accounts (JCPA) advised the De-
partment that the Committee had decided to treat paragraph 9.1 of the Auditor-
General’s March 1982 Report as part of its inquiry into medical fraud and overservicing
and sought a departmental submission on the audit findings. The Depariment’s sub-
mission tothe C ittee was provided on 2 September 1982 with a copy to this Office,

I:'ollowing a review of the Department’s submission to the Committee and-a dis-
cussion with senior officers of the Department, this Office made further representations
to the Department in November 1982 on various matters relating to the reimbursement
]qf CM‘B ml§ r;izBOs. The matters raised together with the Department’s seply of 31

are dt d

” 4,

System controls and and insy J:

This Office again advised the Department that, to a significant extent, the pro-
cedures followed by it did nol meet i P ibed in or d ined under the
provisions of section 34 (2) of the Audit Act 1901, Finance Regulation 454 and section.
20F of the Health Insurance Act 1973, In August 1982 this Office had-identified and
advised the Department of specific deficiencies which existed in the guidelines, ap-
p[ovcd in June 1982 by the departmental delegateof the Minister for Finance under
Finance Regulation 45, which specified system controls and accounting procedures to:
be employed in processing claims by the MBOs for reimbursement of CMB,

Audil suggested to the Department in November 1982 that remedial action, taken
by it following the earlier Audit representations referred.to in the Auditor-General's
March 1982 Report, had heen both inadequate and slow. It also appeared to this Office
that it should be practicablc for greater. use to be made of the ADP system in checking
claims from MBOs. This would require such action as amendments to computer
programs, restructuring of the Item Fee Data Base, amendments to the Medical
Benefits Schedute and the provision by the MBOs of data in more suitable form in some:

tances, Further ismade h der to ions by this Office for specific
action in regard to certain ilems.

This Office understood that it would not be practicable, cither in the short or longer
term, for the Department to perform 100% checks, ¢ither by the ADP system or by sup-
plementary checks by clerical or inspection stafT, of all items included in claims submits
ted by MBOs. A dingly it was d thal the Dy should take urgent
action to seek approval from both the Minister for Finance {under Finance Regulation
454 (3) (d)) and the Minister for Health (under section 20F of the Health. Insurance
Act) for the adoption of methods of sample checking. by clerical.or inspection siaff as
appropriate, of aspects of claims which cannot be fully checked by the ADP system or
by other means. The sample checks could' be made by utilising computer produced
1eports.
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In regard 1o this Office’s supgestion that remedial action taken hisd been inadequaic
and slow the Depariment stated it did not consider these comments recogniscd the diffi-
cultics and problems involved and the overall lack of resources. Even though staffing
s on key arcas of the Dep arising f[rom a Joint Management Review and
the JCPA inquiry have had to be accommodaled, the Department had still been able to
proceed with introducing recommendations raiscd in the Audilor-General's Report.

“The Department also advised in D ber 1982 that the p d for the CMB
Advances Systems were being revised and it was anticipated that they would be ap-
proved in January 1983, The Audit comments would be taken into account. Iniits reply
the Department also advised that it had proposed a Joint Management Review of itsin-
spections activities at Health funds and that preliminary discussions had been held with
the Public Service Board on this Review. It was intended that ihe terms of reference of
the Review would include matters raised by Audit and a copy of the dtaft Terms of
Reference would be forwarded to this Office for comment.

Derived fees

The Medical Benefits Schedule (MBS} scts out fecs determined for various medical
services. CMB payable are at a percentage of the schedule fees. In cerlain cases, how-
ever, for cxample, where more than one medical procedure is rend d in conjuncti
(i.c. aggregate items) and for assistance at operations it is necessary to calculate 2
sderived fee’ in accordance with rules specified in the MBS against relevant items. The
Department had previously advised this Office in February 1982 that it would requirca
major revision of the MBS to cnable a majority of aggregate ilems and assistant surgeon
ftems 10 be assessed by the ADP system in the same manner as other.items. This Office
had also been advised that the MBOs may not be able to supply additional information
required except in the longer term and-that these items. would be included on 2 new re-
port as from 1 July 1982 for manual monitoring.

Following the di i ioned above it appeared to this Office, however, that
it should be practicable to reduce the extent of the checks, which would otherwise have
10 be made by clerical or § ial staff, by sut fally i i

y thep of
*derived fees’ checked by the ADP system through amendment to the MBS and for by
requiring the MBOs to provide additional data.

The Department advised that the automatic calculation of CMB in respect of assist-
ant surgeon items. required the identification of the relevant surgical procedure. It
estimated that approximately 75% of assistant surgeon items would selate to single ser-
vice operations and the inder to multiple proced: Where a single surgical pro-
cedure was involved, the item could be included in line-by-line data in a similar manner
10 the base item for aggregates to allow for the automatic checking ofithe benefit Tevels,
1t considercd that there was no feasible mechanism which could be introduced to allow
for the automatic checking of the CMB where the assistant surgeon item related toa
multiple procedure. It also advised that interim procedures had been prepared outlining
theuscofa produced report, The Dep: stated that, as this will involve
checking the procedures arc (o be included in the Fund Inspection
Manual and will be revised when i hniques are ished

Following the Audit sugpestions mentioned above the Department advised that o

prehiensive study of apgregate items had identified a number of arcas where con-
trols could be improved immediately or in the longer term by giving consideration to:

o replacing aggregate services relating 1o radiothérapy (which comprise 90% of ag-
gregate services) with 45 individual ilem numbers which would.allow automatic
computer checking

« inclusion in the programs used-in assessing Fund claims of an upper limit on the
CMB payable for cach agaregate item. (The Department advised that this action
hud already been taken.)

o refinement of the interim procedures used.in checking CMB claimed by MBOs.
These procedures are 1o be included in the Fund Inspection Manual when correct

i hii have been established, and

 tequiring line-by-line data for diotherapy aggregate items 10 include & pro-
vision for the ‘base” item in relation 1o apgregatc services as a separate ficld on rel-
evant item lines. The Department stated that some 12 months may elapse before
this change could be implemented as complex decisions would be required belore
new instructions could be issued to the MBOs, with a minimum of six months
lead time, to change their programs.
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Special rulings

Special rulings by the Department in regard-to benelits payable are given either for
individua) cases or as blanket-approvals to cover particular medica) treatments. This
Office supgested that, if all special rulings were given seria numbers, the Funds could be
required to quote the serial numbers for each-item included in a claim where a special
ruling was involved. This would enable 100% clerical checks 1o be made from a
computer-produced reporl to the record of the individual special rulings.

The Depariment advised that action. was currently underway to identily all in-
stances of blanket approvals, individual approvals and cases of incorrect use of the
special rulings provisions. 1t expected, as a result of this excrcise, that a number of
alternative methods would be used.to improve controls in determining correct CMB
payments,

Speciality items

‘This Office was advised that it would be necessary for enhancements to be made to
the Item Fee Data Base before all speciality items could be checked by the ADP system.
Audit expressed the view that progress by the- Dcpanment in making the necessary en-
hancements had been slow and suggcﬂ:d that hngh priority should be given {o this task

having regard especially to the si involved in-the speciality items-

not presently being checked. This Office understood that the Ccnual Register of Medi-
cal Practitioners. (CROMP) data base p ly included p of lities for
which providers are accredited for purposes of the MBS. It was suggeslcd to the De-

partment that, pending an ADP solution, it was essential for some allernative method’

of verifying the correctness of claims by MBOs in respeet cf these items to be deler-
mined and impl d following approval by

The Dey lained that the checking of i 1 provider specialities to
items appropriate to those specialities requires that the codes, currently included in the
CROMP file, be matched to a code against each item in the Item Fee file. It wouldbe a
significant task to allocate speciality and category codes to cach jtem in the Jtem Fee file
and this could not be implemented:in less than 12 months. The Department further
advised that, in addition to the tests on provider ies referred toin previ
spondence and in the March 1982 Report, the following additional restrictions would
apply by February 1983:

« rejéction of specialist items claimed by general practitioners

» payment of consultant items only for consultant physicians, and

« paymenl of consuliant psychiatry items only for that speciality.

The Department also stated that, as no determination had been made on appropri-
ate specialities for each item, there was no method by which. sample checks could be
used for those cases not already subject to automatic computer checks, MBOs have
bezn advised of the speciality /category-checks identificd to date to enable them to
monitor claims received.

Negative lines (Adjustment entries)

As previously reported on page 78 of the March 1982 Report, negative lines {adjust-
ment entrics) included in claims by MBOs to cancel items on claims previously proces-
sed were not being checked: by the computer to confirm that the adjustments were
correct,

Di ions with dep. ] officers disclosed that:

« the Depariment did not consider it would be practicable to adopl a suggestion in
the 1982 Joint Management Review Report. for the ereation of a Fund member
history record which would, among other things, have facilitated the checking of
the adjustment entries

» it would not be practicable for checks to be made from negative lines back to data
presently accumulated in.the ADP system prior. {o its incorporation i the Inves.
tigatory Statistics System

+ MBOs could be required to submil positive lines {replacement claims) immedi.
ately after the related negative line on a claim and' thus facilitate the matching
and checking by the ADP system, and

« positive lines associated with negative lines.are currently checked: by the ADP
system to the extent that is practicable for any similar item initially claimed,
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H was suggested to the Department that, pending the possible identification of some
solution by use of the ADP system, checks by manual means should be made to confirm
that each negative line is.for the equivalent of an amount allowed on an carlier claim. I’
necessary, duc to the volume of these. it was supgested that approval
should be sought toa method of sample checking.

‘The Department advised it would shortly be possible to introduce a quarterly listing
oft

o all negative lines where the matching originat service contained a different CMB
claimed

 all negative lines with no related positive record, and
@ all possible duplicates,

This information is to be obtained by comparing the current quarterly file to all
preceding quarterly files. The criteria for malching is 1o be based on same patient
identification /same provider /same date of service. Procedures were being prepared,

Payments of CMB inrespect of pensioners and disadvantaged persons

Concern had been expressed previously by this Office in relation to CMB paid by
the Department of Health on the basis of authorisations issued by the Dcparlm:nl of
Social Security (DSS) to pensioners and disadvantaged persons. From the review ol'lhc
Depariment’s submission 1o the JCPA and sub with d
officess, this Office considered the position to be particularly unsatisfactory. It was also
understood that:

 data in relation to disadvantaged persons was being reccived from DSS and being
vsed by the Department in checking claims from the MBOs and from those bulk-
billed by doctors

* the data supplied by DSS in respect of disadvantaged persons was deficient in
respect of dependants, and

* similar data was not being supplied in respect of pensioners.

‘This Office advised the Department it was essential that further action be taken by

the two Departments:

* as an interim measure to develop, and seck approval for, some method of sample
checking.to enable the Department to be satisfied'that CMB, reimbursed 10 the
MBOs or paid 10 doctors who bulk-billed, is correct, and

* 10 consider a longer-term solution which will facilitate the: performance of ali
necessary checks by use of the ADP systems of both departments.

‘The Department advised that:

 the checkil and their d
restricted to h:allh care cardholder cases only

was currently

® arrangements were in hand to incorporatc available data on health care
cardholders from DSS on Health's data base

« fromyMarch 1983 checks will be made of all direct bill claims from doctors which
arise from entillements authorised by the DSS for pensioner health beneficiaries,
sickness beneficiaries and disadvantaged persons as well as for those arising from

i health benefit entitl ised by the Department of Velerans®
Affairs,and

# this checking will extend to CMB claims from July 1983,
Measures to detect any duplicate claims submitted by MBOs

Followmg a.veview of the. Department’s submission 10:the JCPA and the sub-
sequent di with d officers the reasons why the Depart-
ment did not consider it practicable for computer or manual checks to detect previously
paid claims, this Office advised the Department that the Audit understanding was that:

* checks made at the time of merging each quarter’s accumulated data into the -
vestigatory statistics: ADP archive should detect items claimed twice ina quarter
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» checks are not madc 1o MBOs rccords toconfirm the valum) of the screening out,
from the g d list of apy of those which
appear to » have been plppcrly paid

 a very light check of the residue from the list of apparent duplicates is cassied out
by the Department’s Central Office

. compclenl npprova| (as envisaged by Finance Regulation 45A (3) (d}) had not
d for the above p which involve sample checking, and'

«-the Department did not consider practicable a proposal made by the Joint Man-
agement Review with a view to assisting in detecting duplicate claims,

This Office suggested that, if the posmon 15 obtlined above was correct, it was evie’

dent that, in the absence ol‘an appvopmte ADP system check, early action was necess-

ary by the D t and impl with approval a scien-

ul’ cally based clerical. method of ::heckmg xo ensure that claims which included
llCll’IS d were di

The Department advised that quarterly listings will be produced of cases wherc the
number of services with matching patient identification, provider number, item number

and date of service indicates possible duplicate payments, Proccdures, which had been:

prepared for the checkmgorlhese hstmg,s. would bc revnscd when the volume of records
isavailableand th q

Checking of doctors' accounts marked duplicate or copy

In response to earlier Audit observations that doctors’ accounts. marked duplicale
or copy were not tested by deparimental mspeclars during checks at MBOs, the Dc-
partment -had advised that 2 Joint M Review of the d

P
inspection function would.examine the Audit commenls when deterrining whether a.

more satisfz 'y method for is
This Office suggested to the Dcpanmenl that, while the above action was appropri-
ate in the longer term, as an interim measure checks should. be made of doctors'
accounts marked duplicate.
The. Dep advised. that p would- be prepared for use where
marked duplicate are identified at cash payment centres or as.unpaid cheque

claims,

Members' claims held by MBOs

During the discussion with senior officers of thé Departrnent it was confirmed that
the MBOs are not required to file members! claims in a manner which. would facilitate
departmental checking that is necessary to meet. legislative requirements. Notwith-
standing difficulties referred to during the discussion this Office expressed the vicw that:

« o jt would not be unreasonable to require a MBO to file members' claims in batches
associated with the organisation’s claims on'the Department for a period suf+
ficient to enable necessary departmental checks to be carried ot

o checks by the Dep: , cither from duced. reports. selating to
specific items which could not be checked by the. ADP system or as a part of its
general claim verification, should be made from departmental records back to
claim records maintained by the MBOs, and

* it would significantly increase.the departmental resources required to perform.
these checks if MBOs do not file bers’ claims in the manner d by this
Office.

In earlier con-espondcncc. this Office had also referred to the fact that MBO: were
not being required-to retain doctors r autached 1o * claims
once those claims had been verified by the MBO This Office mdicalcd it was not clear
whether this practice:

= complies with the provision of the F ial: A d by the Min-

ister for Health under section 20F of the Health.Insurance Act, or

» results in the Department being able to perform adequate checks of the validity of

claims submitted by the Funds.
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This Office suggested that the present procedures concerning doctors® recespls/
accounts needed 10-be considered fusther. To justily the adcqu.lcy of the existing
requirements it was suggested the Dy needed to ¢ that it is able
to meet its statutory obligations and be assured, without access to doctors’
accounts/receipls, that it is able to validate MBOs® claims and confirm that the amount
claimed against each item is correct and has not previously been paid.

‘The Department advised that:

» all Funds are required to retain claim forms in a manner which allows ready iden-

tification asid extraction of documents: by use of the patient identification and
source document locator fields in each service record

 as many-Jarger Funds use their computer to allocate batch numbers 1o the claim
data it is not possible for the claims to be held physically in the same

* where d i slaﬂ' i any prob} in locating claim
docum:nls, a,listing should be provided to the Fund and a reasonable period’
allowed for the production of the required claims. This.procedure should avoid
the possible increased staff required to obtain documents for sample checks, and

o the question of the ion of doctors™ receipts/ by the Funds in order
10 provxdc |denuﬁcauon by the Fund' Inspectors is to be considered by the
d Joint N Review, B 'lheslmngxmpacl on the Funds®

sysxcms the Department wished to examine this question in detail.
Internal audit

The Audnor-General 's Report for March 1982 tefcncd to advice received from the
D g Audit 8 the lack of evid: of a co-
ordinated internal audit of the ADP‘and other elements of the overall system. Advice
was sought: from the Department.on progress achieved in 1982 on the internal audit of
thissystem.

The Department advised. that. the internal audit review of the CMB advan-
cesfinspection areas within the State Divisional Oﬂices had been programmcd asatwo-
part audit. The first part, which had been leted, involved a dinated review of
the clerical processss involved within each Divisional Office. The second part, involving
a review of the ADP processing system and the related reporting system, had commen-
ced in jts Central Office and - would involve the State internal audit scctions in January
1983, The réview was expcclcd to be completed by March 1983,
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12. DEPARTMENT OF HOME AFFAIRS AND
ENVIRONMENT

124  References continued from Previous Reports
Norfolk Istand Administration

Paragraph 10.2 of the March 1982 chor; rcl'crrcd to conllnumg unsuusfnc(ory
issues rcprescmed to the Norfolk Island. A and the of the
audit provisions contained in the Notfolk [sland legislation represented to the Depart-
ment of Home Affairs and Environment.

The Dcpartm:nl of Home Affairs and Environment recently advised that a legal
opinion is being sought from the Attorney-General’s Depastment on the: adequacy of
the audit provisions.

At the date o{ preparation.of. this Report no response had been received from the
Norfolk Island A in relalionto rep made in D 1981,
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16.  DEPARTMENT OF PRIMARY INDUSTRY

16.3  Reference continued from Prervious Reports
Levies, taxes and chorges.

Paragraph I4 1 of the March 1982 chor( refened 1o audit representations relating
to several f: y findings he of levies, taxes and'charges

by the Department.
The Department’s response referred 1o the following mat(ers.
D ion of proced; Action to issue.di d for coll

of all Jevies, taxes and charges was proposed with the: adopuon of a revised levies com-
puter system currently under development,

Ide ionof p Ip The Dep agrccd with Audit concerning (hc
fack of a formal i lidation for p of the

records of potential payers and: adv:scd of action it proposed,

Wheat Tax~—The Department had sought confirmation.from the Wheat Board that it
was fully aware of the implications of the Wheat Tax Acts 1957 and 1979 which im-
poses the tax on wheat sold but not delivered to the Board as well as on wheat delivered
tothe Board,

Poultry Industry Levy—In lhc Auslrahan Capital Temlory the D:pnrlmenl of the
Capital Territory is resp for ion of levies. L have
prevented any useful verification of levy returns. It is understood that the Department
is preparing draft Jegislation: which would require producers to keep records of the
numbersof hens kept for commercial purposes,

Invesllganons—Thc Dcparlmcnl advised that it had commenced action to upgrade the
ofits i progi
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16, DEPARTMENT OF PRIMARY INDUSTRY
16.1 References Continued from Previous Reports
Computerised Accounting System

Paragraph 2, l7 l of the Scplcmbcr 1980 Report referred 10 significant deficiencies
in the Dep system which provides the major control
in lhc or and ing for levies collecti dif register and

g the Juding i of the various trust accounts esiab-
lished under scction'62A of the Audit Act 1901 that are within the Department's re-
sponsibility. Paragraph 14,3 of the March 1982 Report advised that the Department
had taken action to overcome syslcm shorlcommgs.

The Dep. d g system records the collection and dis-
bursement of levies and other charges. In 1981-82 revenue from levies and other
charges totalled in excess of $379.8 mitlion. The Dcparlmcnl invests funds surplus to
the immediate requirements of the trust accounts undcr itscontrol. AL30 June 1932. in-
vestmenlts of the balances of trust accounts d by the D
$150 million,

In view of the deficicncies previously noted by Audit and because of its imporlance
in adequately controlling levies, charges and investments, this Officc conducted a
further review of the Department's computerised accounting system.

Representations were made to the Dep garding the following st
tory matters:

® there were inuing delays in the impl of an

system for levies and charges on primary producls which prccludcd the rationalis-
ation of levy and debt collection procedures, and

« reporting and other user requirements of the Investment Scction. required

enhancement

Inresponse, the Department advised that: )

e delays in the development of the new levies systems were due to sccondment of

staff to other duties, and

* the Department had contracled with private consultants to undertake a systems

analysis study encompassingall areas within the Department, It was considered
unwise to enhance the current investment system in the meantime.

Audit comment

in view of the monctary value iated with the ion and dist of
levies and charges and the investments of I'Unds.eﬂ'ecllve compulcr supporl is rcgardcd
as essential. The slow progress towards impl y systemin

these areas is a matier of concern.
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19. DEPARTMENT OF SOCJAL SECURITY

19.5 Commonwesith Rahahilllx‘fﬂn Service
Background

Under Part VIII of the Social Security Act 1947, the Commonweaith Rehabili-
tation Service (CRS) provides rehabililation programs to persons who are. likely to de-
rive substantial benefit from such treatment and training.

The objective of the CRS is to provide treatment and training to persons in a broad
working age group whn are suffermg from a physical or memal disability whlch isa sub-
stantial handi 2 or
duties or leading an mdcpend:nl/scmn-)nd:pendenl lifein (hmr own home.

According to departmental statistics, 3658 people were undergoing rehabilitation at
30 June 1983. Expenditure on the CRS in 1982-83'amounted to $36 million,

An audit in South Australia, to cvaluate whether (he objccnves of the CRS were

being achieved and ) the fthe and financial con-
trols within the Service, was completed in'May 1983,
Audii findings

Although the audit disclosed a generally satisfactory position, the following matters
were seferred to the State Director, South Australia:

o contrary to CRS {nstructions, sessional medical stafl had been re-appointed with-
out positions bcmgadvcrhsed and
¢ the sessional times for. a medical officer were permanently extended wilh retro-
spective effect (resulting in additional remuneration of $1 117} without the ap-
proval of.the Department’s Central Office as required by CRS instructions,
Comments were also sought from the Director regarding the outcome of manage-
ment initiated enquiries into the following matters:

¢ development and implementation of a policy for the use of St M.lrg':rcl s Re-
habilitation Centre facilities by outside organisations, and

® a review of problems experienced in regard to the timeliness of information
produced by the national ADP casework recording and statistical information
system for the CRS. (Paragraph lS 1 of the March 1982 chcrl rcfcrrcd toaction
being taken by the Dey Lof a R ised system)

Inresponse the Director adviscd that:

* the pracucahad bccn to dispense with lhc requirement to readvertise scsmonal
where the of particular

was clcarly in the best interests of the CRS. A proposal had been made to the
Central Office of the Depariment 10 amend the wording of the instructions to
provide greater flexibility and to be more consistent with current practice

" the failure toseek Central Office approval for variations in sessional times was an
error and action had: been taken to advise stafl of correct procedures 1o ensure
this situation did not recur

the formulation of a policy 10 cover the use of St Margaret's Rehabilitation
Centre and other establishments is.a complex matter and the Department had
sought advice from # number of sources to ensure thal the policy, when devel-
* oped, was equitable and munapeable and took into account the need for proper
security and adequate cover for lh: Commonwealth, and

* theinvestigation underlaken into lhc computer based statistics i in South Australia:
had been p andits were bcmg d'and would be

implemented as appropriate. Issues arising from the review were under discussion
with the Central Office of the Department.

-
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