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CONCLUSIONS AND RECOMMENDATIONS

"1, This report follows the pattern established by the
Expenditure Committee in its consideration of earlier Efficiency
“Audit reports., Thus conclusions and reccommendations fall 1nto two
lnter related categories, namely matters whlch are.

e syeczflc to thls EfflClency Audlt report-'and o
. general to the audlt process.

2. The Committee was in general critical of  the- report It
found the report lacked depth and analysis and left ‘some crltlcal
questlons unexplored. The most 1mportant of these were:

. to explaln how, 1f at all, the alternatlve L
.management strategy - applied to. ° the Main -
Battle Tank by the Department ~of - Defence -
affected 1ts efflciency,.'“ ' R

. to explore ' the ratlonale “‘used - by ' the
Department - of ~Defence for:  determining  the
number of leopard tanks on issue to the .army
and the advantages or ' ‘disadvantages ' that
could be assoc1ated w1th a change to this
number, - BRI

3. . With respect ‘tothe queﬂtlon of offsete arrengemeh;s"fthe
Commlttee recommended SR o Sl e

. that the questlon of offset arrangements in
Defence Department contracts should be a
priority area for further efficiency audit
investigation. Co : .

(Paragraph 20) -

. follow—-up examination to ensure that the
computerisation ~o0f the repair -parts and
supply system had overcome the serious
deficiencies Audit found in this area; .and -

4. The Committee found. a general lack of evidence in the report
on which to base any assessment ‘of the efficiency of the
" Department of Defence management of the Main Battle Tank. Where
specific deficiencies had been identified by the Efficiency Audit
report, the Department of Defence usually had taken corrective
“action. This was particularly the case with respect to the
‘training and management of personnel. The Defence Department’s
response to Audit recommendations regarding. engineering support
was less satisfactory and indicated a continuing need for review.
There was little evidence ¢f the Defence Department's response to.

. Audit's comments on the repair parts and the supply system.

However, it does not seem that Audit was sufficiently concerned
about the substantial deflclenc1es it 1dent1f1ed 1n this area to
recommend a follow~up rev1ew. ' :




5. Overall, the. Committee -thought that the Department ot
Defence hau  responded adeguately to the recemmencations
‘iAgentifiable in the Efficiency Audit report with the exceptlon of
'tnose relatlng to some areag or englneerlng support

6. Of more concern to .the Lommlttee was the .generat
_standaru 0L the. Ertlclency Audit report., It is noteworthy that
thesge concerns wWere .sSpared py the Auditor-Generad ‘WHO, GUILRG
‘Committee hearlngs, outiineu & number of important areas in which
'tne BItlLlEDCY Audit or. :the management o©f..the Main Battle Tank
'went .wrong'. :The Auditor- Generdi'& COmmeﬁtb dre 1ncludea 1n the
reV1ew =3 ydrdgrapn 22.. S A I

7. in response ‘to .wnat ne sees as the rallure of ‘the
. Bfiiciency Audit process, the Auditor~General has sought the
Cagreement  of the Publiic Service Beard to -a restructuring of the
Efficiency Audit process. He has sought to disband the Efficiency
CAugit Division ang  incorporate the work of that Division within
the mainstream o0i the Auditor~General's ofiice. Tne Committee hau
_some ~reservations -“about the ‘restructuring proposea by the
Auditor-General.  Although  the restructuring is consistent with
the Eifficlency Augit provisions  or - the Augit _Act 1905, the
Committee was not convinced that. the new Efficiency Audit process
Wwlll meet the aius 1or which the ‘amendments were made to this
leglaldtlon to 1ntroduce EtIlClency Auciting. ' : o

8. . In view OF thlb and Of the number ot errlulency review
mecnanisms within the Pubizc Service, the Committee has agreeu Lo
take Ly the guestion Or a ce-ordinating mecpanism LOr LeViews ¢L
'e£I1c1ency ana etiectlveness in @ further Committee inguiry.




REVIEW :

 BACKGROUND

1.° < . This 1s the - thira review  Oor  ‘an . Auditor-General's
:EXftficiency Audit. Repori that has been carrieu out by the House of
‘Representarives Stanaing ‘Comipittee . on “Expenditure. This review
follows the publication in September- 31983 ‘or:the: Report ..0of the

~JAuditor-General, May 1983, wnich .contained,  in ‘Section ‘2, the

Report or the Efficiency  Augit :or .the Management or +the Main
- Battie Tank Dy the Department oi Derence. Details of the conduct
__ot tne Commlttee = revlew are set out 1n Appendlx 3.

'22.-' Tne obJectlves Of Lhe Commlttee in carrylng out thlu
review were, ‘ag in examinations of ‘earlier Efficiency Audit. (ER)
L reports, to: S .o B R T :

. assess ‘the ‘substantive -content ot the audit o
: _exerqise..and--the -quality cof ~.the EA “Reportj i i
and S _ N Lo T

. exemine. tne response oz the DepartmenL.

3. S Durlng the gour&e ox Lhe rev1ew,;DOWever, the Commlttee
‘raised with the: Auditor~General the wider guestion o6r the general
succeess o orthe efriciency -audit: process ‘anag ithe future-  of: the
“efficiency: audit. runctlon. These matters ' are also.reported. upon
in, Lnls reV1ew. LT e R LRl

'_'SUBSTANCE AND QUALITY OF THE EA REPORT

”ﬁ.._. On the wnole, the: Commlttee Was stappolntec w1th the
BA ngort The. :depth 0f -analysis ane the, structuring .of .the

JReport. lert.some . Ccruciai guestions unexpiored ana dia not, in the
Committee’s ~view:  indicate. that  the  high cost. . or -extensive
tgupation .of. the:investigation hnad been warranted. It - ds- clear
that these and related concerns. are. shared by the: o Tl
:AUditOZ"GEHGIail_ and have . been. 'a factor . in. his . decision . . .to
;restructure. the. efriciency: audlt work carried  out :by the 0Office
0t the Auditor—-General. The eiffects of this restructuring-are: of
.congern. to the Committee and are discussed in some detail in the
‘secona part oi thlS rev;ew._ I - : a Co

=5.- . The . bA Report beglns by oetlnlng the area under audlt
-&s. the gualiiy of Department . of Defence management o0f the. Army's
103 Leopard tanks, Some 600 personnel. are directiy: involved with
‘the tank.capability ano salaries ana allowances. are  approximately
S$15moannuatly. Other -ulrect operating costs: are.ot :the worder: of
$1 4~ annually -ano - the original capital :cost of 'the tanks. which
‘were delivereu between 1976 and 1978 was approximately $150m.




6. © ‘The EA Report notes that the Defence Department pursues
an alternate approach o management control than that which
normaily applires., The focus of the Report 1s then outlined as:

. determination ot the  number oL Leopard tanks_,.=
on issue; ' o :

o tralulng ana management ot perEOnnel,
o englneexlng support,
. repalr parts and the bupply system, and

. englneerlng support stdndards.

.Management Control

7._' : "~ In con51aer1ng management ‘controls as they relate to
management of the main battle tank, the EA Report differentiates
‘between . conventionai manayement ‘procedures —and ‘the ' alternate
.approach or 'the military concept of ~command' -~ which @ the
Department of Derence argues is appropriate for the management of
operational units of the 'Defence . Forces. The conventional
management process outlinea by Audit is based on the 'management
by -objectives' ' approach 'of setting objectives to ‘be met 'by
‘planned strateyles, regular ‘reporting of progress, assessment or
variations ‘and 1mplementat10n of ‘corrective. actlons where plans
‘@resnot met, The Department or Derence dccepted “that conventlonai
management 'technlques were applied in ‘many ‘areas “the
Department .such as SLpply and support areas but drgued that
operational units required management by the "miiitary concept ox
command' - which it ‘agscribed, . in  part, -as ' taking in @ the
responsibility for ‘the effective use of available resources for
the accomplishment of missions, It dig not seem to the Commlttee
that these two concepts should necessarily be- mutually ‘exclusive,
Nor ‘dic the 'EA Report explain wny the issue ‘hao “been raised or
where ‘the miiitary commana concept specifically failed .to meet
.lconventional manaygement  practices beyond stdtlng Audit's view
‘that = 'management 0L - a . capability by “way ot commanag
.3concepts....snould....requlre that speciric management objectives
.ana’iontrols relatlng to economy ana ett1c1ency ot operatlons be
observed'2 . _ _ .

8. Tne COmmlttEb strongiy endorbes Audlt 5 view thdt these
controls should be observea but was unable to ascertain what, it
any,. signiricant or unreconcilable oifrerences existed between
“-the Audit anad Defence views. During hearings3  the Committee was
assured - by .representatives .ot ~the Department of Defence that
Sgilrferences .between Audit - and the Department were matters of
. degree rather 'than absolute differences. The Committee ‘accepted
‘that it was appropriate for Jjunior commanders to be encouraged to
develop' 'initiative “as :suggested by Defence but “pelievea this
coulda occur within the parameters ot objectives set both at their




own ana . at more senior levels. Members ayreed that management on
‘this 'basis could ana shoula include observation of objectives
relating to econhomy ana efrectiveness orf operations. - o

9. ... In -the . dbsence of .any clear .statement  in the Report
.regarding differences between the two management &tylea and .any
implications tor. the managyement of the -main battle tank, -the
Committee was prepared to accept the Department of Defence view
‘That Gztrerences between Audit and Derence on this matter are
'mlnor. ' . o Lo '

Determinatioh'of the Number of Leopérd_Tdnks'on Issue

10. " The EA Report states that 72 of the 103 Lecpard tanks
- are on issue to Army units ana that the remainder have .Dbeen
_withdrawn frrom service. Beyond noting that ‘the Army consicereg
the reduction woula have no adverse effect upon its capability to
meet cany likely contingencies', and: that this situation is part
Or-a wider approach .to. cutting Defence ‘costs, .the Report does not
| Comment . on .the Lirst .of the issues. Audit has. chosen as a focus,
-The -Cominittee .saw. _this as one. of the most serious weaknhesses ot
tne.Report..Direct:annuai.COstS-aS$001atee with 72 tanks on. issue
were, . ‘at- the .time of the Auditor-General's investigation, some
$l4w and personnel costs were  approximately $15m, .The Comipittee
.belleveu that. it wouio have been ‘appropriate ‘for Aucit to inguire
about - the  reasons ~Lor 72 . tanks  remaining . on issue and - to
investigate the costs .and. benefits associated with, for example,
‘reducing the .number. ot ‘availaple ‘tanks to B0 or increasing 1t to
90. This matter was . raisea by_tne Committee with repre&entatlves
0L.  the Department  of  Defence durlng hearlngb4_ and 1t 'was
1ndlcatea that factors taken into account incluced the hnort term
ana long-term. miiitary .contingencies and that the. reduction was
aChlieved by. . taklng one ‘tank . out of each troop  rather . than by
removing -a .complete submunit._ It . was . also “indicatea by a
crepresentative oi the Department .of: Derence'that the Cost savings
~had .been  largely in the 'area of dlrect costs rather than in
perbonnel Ieluted COBLS. . : o S

-11.,-,f - The -Commzttee ;agreed that tailure 'to. explore "this
issue, ~its . effects .on  costs,  -deployment capabliity, training
needs ana the . 1mpilcatlons of. . other options ‘regaraing tanks on
'issue limitea the value of the Report as an instrument. ‘through
whnich .the Pariiament and the public coulu assess the efficiency
oL the .aspect of the public sector under audit.. . :

_Tralnlng and Management of Personnel -

.12. e The Commlttee beileved that, of the tfive areas of focus
~selected “for.. the. inguiry. (see. paragraph 6) -the training  ana
fmanagement ‘OF personnel was  the one most . satisiactorily Gealt
cwith ‘by tne Report. Audit founa that the  Army was not giving
. .sufficlent priority -to. the anaiysis of the: causes oI personnel
wastage, - 1dentlt;cat10n or its cost&_and development . of improvea




Lapproaches .. to reduce - wastage. -  The - -Report - -makes . Lour
‘recommendations ‘aimed.-at improving the  training ana  personnel
management arrangements for the Leoparda tank. ‘It is noted -in ‘the
~Report that the Defence Department had -begun to implement three
oF - these  recommendations before  the - Report - was - finalised:
evaluation ‘ana moditication of ‘the ~training framework for. the
‘Leopard .'tank; -development ~ or &  closer " relationsulp between
‘Defence contingency planning and manpower Pplanning 1nclua1ng
“tralning objectives; and retlnement or trdlnlng directives.

“13. : The other recommendation dealt with-the- 1dentixlcation
.. orf training costs anc it was noted by Audit that Detence haa
i :acceptea thls reconmenoatlon dlbO. ' s :

' Englneerlng Support

314 A In examlnlng “the englneerlng Support ‘systel: Lor -the
._ma;n battle tank, the Report identified ‘a number of inadeguacies
‘related to -tools and test eguipment, . vocumentation ‘and technical
personnel.  With respect:'te tools -and. test: ‘equipment: evidence
given ‘to the hearing? supported 'the BAudit view that the cost or
specialised test equipment was high:y for example test eguipment
“for “the tank fire control was. §5.097m. In-:view  or ~this, ‘Audit
‘recommended  centralisation  of repailrs  ftor [ the- tank. Audit's
‘dbservation was accepted -as valid by Defence but appears not to
‘have Ppeen actea upch ‘because 0f -the subseguent -development -of
~adequate levels of tools and test -equipment. The Committee noted
- that Audit had assessed -the  tools and fest regulpment capaplriity
~cat ithe time oi the Audit -as sufficient., The Committee 'agreed that
the Defence response “impiieq ah :expansion of the avallapie tools
ahe fest ‘eguipment  capabiiity - ‘rather than ‘more ~efficient
‘uiitisation of the eguipment “availaple, The dimitea .evigence
provided in- the  Audit ' Report 'has not allowe¢ the Committee- to
make & firm @ recommendation -on -this ‘matter.- Nevertheless the
implication that ~expensive ~tools and  equipment  ~have ‘been
auplicated 1s clear and the Committee iouna the Dezence re590n5e
to thls recommendatlon unSdtlStaCtOEy. -

'}5._- o Recommenaatlons- -made : Dy "Audlt - whlch -relate o to
.documentation -of ‘the Lecpard tank's hull, dutomotives”and”fire
‘control system ana the ‘preparation 'of ~a plan Lor ‘an Austraiian
;Spare Parts scale for the tank ‘have been - 1mplemented by .Detfence.
Others - -relatea. "to. use ~of ‘civilian skilled: semi-gkilieqa
personnel - ana the  fuiler ' use o0f  ‘specialist -Army'”techﬂical
- personnel have not been fully acceyted or acted upon by Defence
‘but are being kept under review. 'The Committee accepts - the
arguments .that Derence - have .advanced to ‘explain-why 'specialist
Army ' technicai ‘personnel must spend some time in -developing  ana
maintaining military skills. However thée Committee note Audit's
~.finding  that Army ‘specialists: have  only 35 'per ‘cent “0f  their
-Working time dvailable to perform 'their specialist tunction’' and
.supports the ‘Audit wview that this does not provide for .optimum
. use of scarce. specialist resources. In evidenceb ‘it was stated
‘that part 0r the uifriculties with documentation for ‘tank. repairs




chad ‘arisen because, 1in Germany, -such -repairs were. carriea out in
industry ana gifferent ' techniques c¢ould ~‘be’ usea ‘in . those
circumstances. Thus ‘the Committee notes that the -Australian Army
'system or using specialist Army personnel ‘ana & small proportion
. of.celivilian workers :is not universal. The  Committee therefore
- supports the Auuit :view that use of ‘specialist ‘and civilian
“labour  tor DatLle tank malintenance and repair spoula be tfurther
Valuated. : S - T PR

.Repalr Parts and the Supply System.

16 : Tﬁe evigence pzesentea in ‘the Report indicates -that
51gnliicant deficiencies exist in the repair parts ana the supply
_system. Current annual expenditure in this fieils 1s $5m. and
JAudit . found inadequacies in  inventory control; o repair @ parts
purchasing and repalr parts aistribution., During tne course of
. the "evaiuation Aucdit was made .aware of Army's @ intention to
introguce. an improved computerised stores management system. This
is. perhaps the - reason why the "Report goes not make any strong
‘recommenaations about - the extenslve uexlclenc1eb foung - in the
_repalr parts ana support system. : : - R

17. S Tne Commlttce dgreec tndt, in view ot the frigh cost ot
_pq:tb -ana support dtems, &  much more -thorough investigation
snould take place.: SR . - o B e

_Englneerlng and Performance Standards

18.. Altnougn thlS is icentiriea 1n the Repo:t as a iouus ot
Audit rattention, it - is - pot reportea -upen -in - .the publisheq
uoqument. : . ; S : :

.OFE‘SET ARRANGEMENTS

19. When ermlnlng the Report the Commlttee was suprlseg to
“note that the dissue of . offsets -was not raised. During the
“evidence . given_ by the ‘representatives ..of the - Department .of

Derence-SupportYﬂtne Committee was @dvised that, at the .time of
- the 'purchase or the tank, -Australia was not: in :a -vVery &trong
‘position " to negotiate ofrsets and . . Australian - industry
Cparticipation i part - because of the - announcement of ' the
. o BucCcessrul tenderer berore negotlatlonb Lor orrset partlclpatlon
'haa advancea. _ .

20.. . 'Tne Commlttee dld not - set - out to investigate -the

.question ‘or offsets but, in view of the ready availability ot
eviaence, -  believes * absence ot consiceration of ' -orrset

arrangements Lrom- the Audit Report is a serious omission.




‘The Commlttee thererore recomuends:

. . ‘that the -guestion of ofifset arrangements ' in
Defence Department contracts - snouid  be —a
‘priority area- for further S efriciency auait

" investigation. C o L R s S :

-ASSESSMENT OF THE EA REPORT

 21. i i As 1ndlcated above the Lommlttec was - olsap901ntea with
~the :‘Report. Several specific 1nadequa01ea were  noted by the
- Commrttee, In partlcuidr, Audlt Edll&a to: R R TIE EE '

. expialn now, ~;t ‘at - ali,"the alternative

< management strategy applied 'to the main battle
“~tank by ‘the Deyartment et Derence atxected its
'ettlclency, : :

e --explore ;the- rationaie ‘used by Department .of
.Detence'for'determining the numberpof:Leopara
tanks on - issue and - the . advantages - or
.dlS&dVdﬂtdge& ‘that “could be assoc1ateu w1th a
'-;cndnge ‘to ' this number° - :

= - recoiunenc toilow“up examination Lo ensure that
the computerisation or the repair parts anu
the supply system had errectively overcome the
serious deficiencies ~Audait ‘founa - in -this
area, ana S s el R :

. "dCIUfE:Sb dt ali téae qhe&tloi’l OI oiisets. .

~22. . - The Commlttee agreed that ~these ~wWeaknesses were
‘compoundea by the ‘presentation of ‘the report which relied upon
information-point style - of  presentation rathetr " than ' a
presentation of argument or analysis. This style has contributec
‘tothe-brevity (9 pages) '0oF the report but not to- its capacity o

" provige information for wider  evaluation. In information supplied

©£0.-the . Committee,  winich 18 ‘set " out in Apyenaix-'z,"the-
“Auditor-General adviged  that the efficiency” aua;t haa been
Lcompieted at-a cost oL -$184 916 [gomprlblng '

- $130 1656 in - airect ‘salary ana ‘travei .costs’ dnd $54 260 ;n

indirect Bsalary .costs] over. perlod of “tour: yedrs. “The Audit was
carried outiwith what appears o shave - been ‘guite 'adequata'
ubtdttlng ‘with five Thirg Division ot:lcers [ranging frem ‘Class 1l
. to Class 7 officers] ‘involved in the project for lengthy periods
Sl ctime: four robcothe crficers had Sinvolvement in excess of 13
'months, R R Rt ST E R AU I e

'.23.- - U Despite - Lhis - glgnitricant commitment; ' the ¢ efficiency
~audit, in the Committee's 'view, failed ‘to look ‘at important
guestions and, in the Auditor-General's view, the Report ‘'uoes
- not show anything spectacular'® about thne management of the




main pattle tank. The Auditor-General, during the  Committee's
“hearings stated, however, .that a number or things were inadeguate
in the Audlt.. S : SRR s

'It I must encapsulate what went wrong, the first
thing that went wrong was, of course, that the
wrong topic was chosen for the audit. It was an
entirely " inappropriate thing to undertake as an
-efficiency © audit. @ It was. - undertaken by
-.lnexperienced staff with no audit experience at
all. They were brought into -the -Audit Office to
embark on efficiency. audltlng. .The focus. of. the
‘audit was -overly ambitious. - It  concentrated  on
~matters that are in wmany areas, I think, the
exclusive preserve of the military. The initial
aspects -of  this .audit were looking at such things
as strategic .assessment of needs and things Iike
that. They are 'not appropriate matters for Audit -
to  look  at : anyway . ‘and -they - highlight . the
~inexperience of ‘the people involved..... there was
insufficient management control over the audit. As
to what auditors learnt as a result of this = not
conly -as a. result of ‘this but .as a .result of all
the efficiency audits - I have not been satisfied
with one:of thgm..;,'g L - L

._FUTURE OF THE EFFICIENCY AUDIT PROCESS

g24. o Tne Audltor General 1nd1cate010 that as a -result -of
experience to date with erriciency avaits, he was seeking the
agreement of .the 'Public Service Board toe the integration of
efficiency audit work 4dinto the mainstream of the work of the
Ofrice.. In effect, this -will result. din the disbanding o0f -the
Efficiency Audit Pivision of the Auditor-General's Office, It was
sugygested ‘" by..the Auditor-General . that -lessons learned . from
~completed ~etrficiency. audits would ensure that future efiiciency
“audits  were . more -narrowly - focused and .were repcrted. . upon
promptiy. R . e T T : s
25. 1. .The. Committee . had - some . reservations - about - .the
‘restructuring or the process by which efficiency audits will take
~place -in fruture,  Although the Auditor-General has the power under:
section 48E(2)(a)  of the . Auo;L_AgL_L&Q; to carry out efficiency
-audits - in. conjunction with the . regular. audit functions, . the
Committee  was. ~concernec . that :such “audits ‘will  be . the .only
:@fficiency ~audits to 'be .carrieqa -out.ipn .rfuture and that their
parameters -will be . determined Dby . audit : .rather  than. wider
~erficiency—-concepts.. In. correspondence -with the Chalrman of : the
Committee, {see Appendix 1} the Auditor-General stated that 'most
of those invoilved (in the new efticiency .audqit arrangements) will
be Audltors of five yedrs Or .more experlence' o

10




©26. . . The Commnittee does not wish to pre-judge the results of
the ‘Auditor-Generalls proposed .restructuring. It . is, however,
concerned that -the original intention of the 197% amendment of
the Audit Act 1901 to provide for -efficiency audits may not be
Tully. ‘realisec.. The Royal Commission- on Australian  Government
- Administration recommended  that the Aucitor-General 'snhould have
the responsibility -tor auvciting 'the efticiency of Commonwealth
departments .andg statutory .authorities.ll 'During the second
reading speecn on the Bill prepared to introduce these changes,
‘Mr Willis M.P., stated that the introduction of efficiency audits
would represent ‘a very significant expansion_and updating of the

- " Australian Government's auditing procedures'.l2 Mr Connolly M,.P.,

also speaking ‘auring the - second reading debate the Audit
Anendment Biil .  noted ‘that *The difficulty that the
Auditor-Generai taces is that at this time there are very few
reople in Australia with the technical skills able to enter into
this (efficiency aucit) wvery specitfic area. He is building the
‘numbers up; he is seeking them from the private sector; he 1is
seeking them from cother departments ot 5tate and of course Lrom
“the Auditor= General s own Oltlce' :

27. : Thus, ett101ency audits were seen from. the time of
their dinitiel introduction as something beyond traditional audit
functions -and as an activity for whnich normal auditing skilis
-were inadeguate, To draw efficiency audit back into the line
-functions of the Auditor—-General's COrfice and to ensure that most
‘erriciency audits are <carriea out by people with more than 5
. years' auditing experience .seems, - to the Committee, to be &
ditution of the _purpose_ for ~whicn efficiency audits 'were
1ncroouced. . o ceo e : : -

28. -+ The Commlttee also noteo that tho Royai Comm1551on on
‘Australian Government Administration saw the task of reviewing
program ettfectiveness as beyona the scope of efriciency auditing.
Jand suggested that 'the assessment of such c¢ontinuing programs. as
being most appropriately arrangeg from within the Department of
Prime Minister and Cabinet....'l4 the Committee has noted that
responsibility for reviews of an efficiency and effectiveness
nature 1is now spread quite wiagely throughout the Australian
‘Public Service: the Auditor—-General's office has responsibility
tor erficiency auditing; - the Public @ Service Board  has
responsibility under -section ‘17 of 1its BAct for matters. of . an
efficiency nature; the Department of Finance carriea out. some:
efficiency reviews; and -‘individual  Departments -have . -specific
programs which relate to their own activities. The -eftectiveness
“of ‘the ‘existing mechanisms . has at. times been questioned. : The
Royal ~ Commission on Austraiian Government Administration
suggested that the Public Service Beoard has not used its. powers
under  section 17 and the efficiency audit function does not seem
. to ‘have operated as intended. The Committee therefore -believes
that there is some danger that examination of the efficiency and
effectiveness could be duplicated anc/or unnecessarlly tragmented
'tnroughout the Austrdilan Publlo Serv1ce.

...11




©29. The Committee has agreed that a co-ordinating mechanism for
efficiency ana effectiveriess reviews mRray be necessary. It 1is
_possible that such a mechanism could be introduced as suggested
by the Royal Commission into the Department of Prime Minister and
- Cabinet,. However, other options may be appropriate., The Committee
therefore will be 'pursuing ‘the .guestion of a co-ordinating
mechanism for efficiency -and -effectiveness reviews - within
-thePublic Service in a further inguiry. - .. . B :
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4.
5.
6.
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8.
8.

-10.
11.
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" APPENDIX I.

" OFFICE OF THE - c : CeLe cnios .t apo.BexTOT
- AUDITOH. GENERAL - e [ : S e e Tt i .neten i, o, Canbewd, AGT. 2601
. : : : L . . Talophone 48.67¢1

5 April 1984

Mr Leo McLeay,

Chairman

House of Representatlves Standlng
Committee on. Expendlture

"Parliament House. D

:CANBERRA .. ACT _.2600

Dear Mr McLeay

Thank you for your letter of 28 Marcéh. I shall ' respond first
to the specific questions askéd about the main battle tank.
audit and then.turn to a brief outline of the way. in which
efficiency audit.management now differs from the position
obtalning in earlier times, which is. tne general questlon
ralsed in your th;rd paragraph._

Cftaff.mg

{4 .As from the commencement of the audlt in.Aptil 1380
: - there were five 3:d Division folcers involved, as
follows: : ’

W -Class 11 - l:{durationﬂlB.mon;hs):

. Class 9 - 2 (1 for 18 months, the other for 14 . .

‘Ciagﬁ.ij: 2_(1 for. 14 months,_'.é‘oéhék.ﬁo; 8
L - months) ' S '

(ii) Defence. 11alson offlcers were, assoc1ated w1th the team.
 Their main function .was not to ‘assist the auditors but
to provxde an open channei of communication between
the auditcors and Defence sénior management._ " However,
their presence was helpful in obtaining access to .
.. documents, persons and_Defence establishments. -

{iii) . One of the staff on the project had some limited audit
experience and was a gualified acccuntant. The cother
officers were newly-appointed to this Office. They
held tertiary gualifications in public admlnlstratlon,

' commerce, science and englneerﬁng

14




Management

{iv)

'Defence ‘as .an area was seen by a commlttee comprlslng
- PM&C, PSB,_Flnanee and Audit on .account of the . -
"materiality of its expendlture. ‘The main battle tank

{MBT) was selected by Audit on the basis of 'a study
of possibilities within Defence. The focus of the MBT. .

audit was decided ‘as a:result of con51deratlon of the .

W)

results of a prellmlnary study

Dl:ectly,_see above.'.

Regortihg

{vi)

vy

-Costing

U (viii)

The_published report represeﬁts the final.auait assess-
ment of the quality of Defence management of the Main

‘Battle Tank. It is the report on the efficiency audic

required of the Auditor=-Géneral under ‘sub-section
48F (1} of the Audit Act. Preparation of this® ‘report
included the aevelopment of drafts which were -
subjected to detailed internal review and guality
control. - In the event, it was the judgment of my
officers that & relatively brief report was reguired
because of inadequacies in the qualluy and quantluy

.of evxdence avallaole.

Early drafts were somewhat: lenathier than the public

freport but upon review were found in‘many areas not
“to be sufficiently supported by evidence to permit the
“formation of audit judgments? ‘A draft; similar‘in

length to the public report was provided to the
Department of Defence in accordance with sub-section
48F(3) of the Audit Act. A copy of that draft, could

.be made available to the Committee by tnls Offlce if
the Department of Defence concurred.

Comﬁonents’bf'the 5184,916ﬂa;e'shown'ianttachment 1.

New Arrangements

(ix)

KLevels'of Audit investigators will vary depending on

“the scope "and significance of projects.  Teams will

be ‘led at any level betwegen Grade 3 Auditor (Class 8)
and Level 1 with Senior Auditor (Class 9) and Principal

:Audxtor (Class 11) 'the most frequently used level of
“team zeader._ Team members could include any

de51gnatlon from Audltor Grade l {Class 5) ‘to Principal

_Audltor.j

"‘Most of those 1nvclved wzll ‘be ‘Auditors of S'years or
‘more experlence._‘ T
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Turning now +o: the guestion raised in your third paragraph,

I think it may fairly be said that in the early efficiency
caudits there was sometimes a tendency to experiment - 1t will
be recalled that the brief of the Office in this early period
was to develop methodology and conduct pilot projects. ' The

. experimentation in approaches that weke tHought:to have
potential for producing strong audit outcomes included
-accepting some looseness in management control and deliberate
decisions ‘to allow the team leaderto treat. audit boundaries
frather llberally. That was the case thh,the MBT audit.

.Re- ~organisation of the Australian Audit Offlce, inclﬁdlng

organisational integration of the efficiency audit effort Wwith -

the mainstream work of the Office, will be characterised by _
‘tighter audlt boundarles and: close control of projects to av01d _
_over ‘Yuns. S . SR

The Commlttee mnay be aware that my proposal for remorganlsatlon
~of-the Qffice has been with the Public Service Board since July
1982, Although Board's officers are thought to have concluded

thezr 1nspectlon, a Board response 15 stlll awalteu R

Yours sincerely

K.F. Brigden
_Auditor-General
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MAIN BATTLE TANK EA —- COSTS

1979-80' .1980-81 1381-82

ATTACHMENT 1

1982-83 Total
Travel 3793 7886 288 11967
Consultants : . o 1941 425 2366
Direct Project _
- Team Salaries 23053 69381 18328 5561 116323
13G656
Indirect Salaries
“and attributed
- supervisors . _ _ : _ : : _
salaries - B ' B 40102 8436 o 5722 54260
' o ‘184916

Componénts'included in the cost we?e as follows:

‘Direct Project Saleries: Hours reported by officers
.against the project were charged at a rate calculated

to recover the equivalent salary cost during the year
cof those officers not including time reported on overhead
activities. o : : '

- Indirect Salaries: Hours feported by project officers
ragainst such items as leave and other overheads were
. charged at the same salary rate and allocated to projects

pro rata to reported project -hours. "Also included were

-a portion of the salaries of CA3, 2 steno-secretaries
and 2 AAGs. The proportion was pro rata to project

hours.
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- APPENDIX 171

CONDUCT OF THE INQUIRY .

-.0n 19 ‘May 1983 the Chairman of the Joint Committee of
Public Accounts and of the House of Representatives Standing
Committee on Expenditure proposed to the Minister Assisting the
Prime Minister for Public. Service Matters that the efficiency
audit report on Administration .of Public Hospitalg be examined
by the Joint Committee of Public Accounts and the report on
Management ¢of the Main Battle Tank by ‘the Department of Defence
be examlned by the Expendlture Commlttee. ‘ .

. On 12 July 1983 the Expendlture Commlttee resolved to
review the  Auditozr-General's 'report . -and:  a -Sub-committee was
: established to carryiout-this examination'on 23'August*1983.-

' Ev1dence was taken in public hearings in Canberra on
Wednesday 7 March 1984 and in subsequent correspondence “with the
Departments =~ of - Defence and Defence - Support ‘and . with - the
‘Auditor-General's Office. ‘Members -of the -Sub-committee also
carried -out 1nspect10ns of “military ‘bases ‘at -Pugkapunyal ‘and
Bandiana on Friday 9 September 1983. A list of witnesses and an
index of documents authorised for publication are 1nc1uded at
_Appendlces 3 and 4 respectlvely. :

As is the usual Cammlttee practlce, the transcripts of
the - public hearings . and -other evidence authorised  for
.publication have been incorporated in a separate volume, copies
. of which are available on request. References to evidence in the

_text of thls Report relate to page numbers of “that volume.
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 APPENDIX

LIST OF WITNESSES

Canberra ~ Wednesday 7 March 1984

':bMajormGeneral Peter Courtney Gration, Deputy Chief of
" the General Staff, Department of Defence, Army Office,
_ Russell Offlces, Canberra, Australlan Capital Terrltory

Brigadier Ronald Dav1d Mllllken, Deputy Chief of Loglstlcs,
" Department of Defence, Army Office, Russell Offlces,
" Canberra, Australian Capltal Terrltory

" Colonel John Cedric Grey, Dlrector of Co~ordination,
s Army, Department of Defence, Russell Offlces, Canberra,
Australlan Capltal Terrltory

Mr,Thomas Edwin Sullivan, First Assistant Secretary,

- Financial Services and Internal Audit Division,
‘Department of Defence, Russell Offlces, Canberra,
Austral1an Capltal Terrltory :

_Mr Donald David Wood, Flrst A551stant Secretary,
Defence ‘Industry and Materiel Policy Division,
.Department ‘of Defence, Russell Offlces, Canberra,
Australlan Capltal Terrltory

"Mr Tawrence Frank Glllard, Director, Industry Munitions
Division, Department of Defence Support, Canberra,
Australlan Capltal Terrltory :

Mr Arthur Edwaro Skeggs, Acting Dlrector, Offsets,'
" Department of Defence Support, Canberra, Australlan
' Capltal Terrltory _ : . :

'_Mr Allen Anthony Lister. BActing Flrst A831stant Secretary,
- ."Defence Industry and Purchasing Division, Department of
. Defence Support, Canberra, Australlan Capltal Terrltory

~Mr Kelth Brlgden, Auditor~General, Australlan Audlt
-~ Office, Canberra, Australian Capital Territory

Mr Peter Lidbetter. First Assistant Auditor-General,
_ ‘Australian Audit Offlce, Canberra, Australlan Capltal
B Terrltory '

*er Braan Tracey Klmball Assistant Audltor General,

" Australian Audit Office, Canberra, Australlan Capital
Terrltory o D : c
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“INDEX OF DOCUMENTS AUTHORISED -FOR PUBLICATION

Department of Defence, prepared statement
statement to Commlttee, 22 Auguet 1983

Department of Defencey response to questlons
raised by the Commlttee, 1 March 1984 :

Department of Defence Support, response to

questions raised by the Commlttee,

5 March 1984 IR
Cffice of the Audltor Generai, response to

questlons raised by the Commlttee, Lo
August 1883 - '
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