™
gt

Sl )
AUSTRALIA

THE SENATE

30 APR1987

Implementation Report

o e Oty 22/ 7

Program

[l
j! S1 .
LA
K . 7 ) ] Joint Committee of
' G0spn / Public Accounts
¢ 2 ima, .
SN .58y J
G, S i
\¢ ‘ g f";t
ey i
2 e 4
T
1987

Parliament of the Commonwealth of Australia



THE PARLIAMENT OF THE COMMONWEALTH OF AUSTRALIA

JOINT COMMITTEE OF PUBLIC ACCOUNZS

270TH REPORT

IMPLEMENTATION OF THE OFFSETS PROGRAM

Augtralian Government Publishing Service
CANBERRA 1987



¢ Commonwealth of Australia 1987
ISBN 0 644 06433 1

Printed by C J Thompson, Commonwealth Government Printer,
CANBERRA

ea

PR

¢ o Saanr

AT A e - W -

¥
P
i

'

JOINT COMMITTEE OF PUBLIC ACCOUNTS

FIFTEENTH COMMITYEE

R E TICKNER, MP (Chairman)

SENATOR J O W WATSON (Vice-Chairman)

SENATOR B COONEY B J CONQUEST, MP
SENATOR P J GILES A J DOWNER, MP
SENATOR THE HON DAME R J KELLY, MP

MARGARET GUILFOYLE, DBE
H MAYER, MP

SENATOR G MAGUIRE

J G MOUNTFORD, MP *

G B NEHL, MP

L R S PRICE, MP

P M RUDDOCK, MP

DR A C THEOPHANQUS, MP

DR D J H WATSON, MP

SECTIONAL COMMITTEE ON THE OFFSETS PROGRAM
DR A C THEOPHANOUS, MP (Chair)
A J G DOWNER, MP P M RUDDOCK, MP
H MAYER, MP DR D J H WATSON, MP

*Ex-officio member being Chairman,
House of Representatives Standing Committee
on Expenditure

(iii)



DUTIES OF THE COMMITTEE

Section 8.(1) of the Public Accounts Committee Act 1951 reads as

follows:

Subject to sub-section {2), the duties of the Committee

are;

(a)

(aa)

(ab)

(p)

(c)

(&)

to examine the accounts of the receiptg and
expenditure of the Commonwealth including the
financial statements transmitted to the
Auditor-General under sub-section (4) of section 50
of the Audit Act 1901;

to examine the rinancial affairs of authorities or
the Commonwealth to which this Act applies and or
intergovernmental bodies to which this Act applies;

to examine all reports of the Auditor-General
{(including reports of the results ot‘e::1qxency
audits) copies of which have been laid before the
Houses of the Parliament;

to report to both Houses of the Parliament, with
such comment as it thinks fit, any items or matters
in those accounts, statements and reports, or any
circumstances connected with them, to which tne
Committee is of the opinion that the attention or
the Parliament should be directed;

£o report to both Houses of the Parliament any
alteration which the Committee thinks desirable in
the form of the public accounts or in tne method or
keeping them, or in the mode of receipt, control,
issue or payment of public moneys; and

to inquire into any question in conne*ion witn the
public accounts which is referred to it by either
House of the Parliament, and to report to thac
House upon that question,

and include such other duties as are assigned to tne
Committee by Joint Standing Orders approved by botn
Houses of the Parliament.

(iv)

PREFACE

X This Report presents the tindings of the Committee's
Inquiry into the Implementation of the Oftsets Program.

In 1984 the Auditor-General presentea his report, Report
of the Auditor-General on Eftriciency Auait, Administration of tne
Offsets Policy, which found a number of sportcomings with tne
administration of the program. Also in 1984 an inaependent
committee, chaired by Sir Brian Inglis, presentea its report,
Report of the Committee of Review on Offsets., It was the
acceptance by the Government of the majority of recommengations
in the latter report that was the basis for the decision in
January 1986 to make significant changes to the offsets program.,

It is in this light that the Committee has conductea its
own inquiry into the program, Tne basic objectives were to
examine progress on recent amendments to the program and to
recommend whether further action or attention is necessary.

The main thrust of the Committee's £inagings centre on
foux main points. First, as the offsets program impacts on only a
small section of Australian industry the Committee considers it
essential that Australian participation in tpe program be
increased, both by increasing the number of Australian Lirms,
particularly smaller firms, participating in tne program, anda by
ensuring that overseas firms fulfil the offset obligation zudly
and in the agreed period. Secondly, the issue Of now technology
transfer is valued when claimed as an offset was of concern to
the Committee. Thirdly, a number of administrative matters were
examined and the Committee has made recommenaations concerning
the dual administration of tne program, lack of consultative
mechanisms, and administrative discretion. Finally, the Committee
was very concerned at the inadequate record Keeping of tne
offsets authorities and at the distinct possibility that some
outstanding obligations nave not been tulfilled because or those
poor records.

In an effort to increase Australian participation in the
offsets program, the Committee urges the Departments of Defence,
and Industry, Technology and Commerce {the two administering
departments) to increase the visibility of tne program's
administration, formally liaise with industry, publicise actual
offset arrangements and disseminate information to assist
participants, including data on local and overseas industry.

(v)



Technology transfer as an oftset nas received
considerable emphasis under the new guidelines. Tne valuation or
technology is an area that the Committee considers has major
potential for abuse. Tne Committee's recommendation is tnat as
many valuations as possible snould be pased on a real work
outcome for Australia from that technology transfer, racher than
a resort to notional valuations,

The Departments of Defence, and Industry, Technology and
Commerce have been jointly responsible for tne administration ot
the offsets program since late 1984. The upiform aaministration
of the program is very important. However, tne Committee is
concerned that the overall program is seemingly being implementea
as two separate programs despite joint efforts such as the
publication of common’ guidelines ror participants. The Committee
believes it needs to be resolved, preferably by tne two
departments, whether the administratrive role can reside solely
within the Department of Industry, Technology and Commerce whilst
maintaining suitable links with detence industry policy.

The Committee was disturbed to learn that two important
consultative mechanisms, the Standing Interdepartmental Committee

and the Otfsets Advisory Committee, have not met since 1984 ana.

early 1985 respectively. It is the Committee's view tnat such
reqular liaison is essential to all parties and recommenas tnat
both bodies be reconvened as a matter of urgency.

A common concern expressed to the Committee was that thne
guidelines issued leave too much room tor interpretation ana
judgement by the offsets authorities. The Committee is or the
view that the current level of administrative discretion needs to
be clarified and recommends a more rigorous set of guidelines,
detailed and public registers of precedents, thorough ana
independent assessment prior to negotations and comprenensive
procedure manuals for staff.

The question of whether the offsets Program resules in
the Commonwealth paying a price premium was canvassed but tne
Committee did not have the resources to do a full study. However,
the Bureau of Industry Economics has been given the task py the
Government of monitoring the program and the Committee recommenas
that this be upgraded to a full cost-benetit study.

Throughout the inquiry mention has bpeen maae of tne
difficulties faced by new firms trying to enter tne program,
particularly small, locally owned tirms, including the costs
involved. The Committee considers that such costs are an accepted
part of breaking into new areas of business and normal commercial
criteria should be used before pursuing suen a route, ‘'“wne
Committee does not believe that there is a need for speciric
financial assistance measures as part of the offsets program,

(vi)

The Committee would like to thank ctne Deparvments or
Degence, and Industry, Technology and Commerce, together wich the
private sector organisations tnat participated, <ror cneir
assistance and co-operation during this inquiry. ‘The Committee
also thanks members of its Secretariat, which, fror this inquiry,
included an officer of the Shell Company or Auscralia Limitea
participating in the Interchange Program, for the support given,

For and on behalf of the Committee.

R E Tickner, Mp
Chairman

M J Talberg

Secretary

Joint Committee of fPublic Accounts
Parliament House

Canberra

25 March 1987

(vii)



[

PO

CHAPTER
1

TABLE OF CONTENTS

Preface

Glossary

Abbreviations

Summary of Recommendations

Introduction

. The Offsets Program
. Previous Reports

. Recent Developments

. Conduct of the Inquiry

Interface with Industry

. The Industrial Base
. Flow of Information
. Formal Industry Liaison

Interaction with. Other Government Bodies
and Policies

. Collection of Purchase Data

. Relationship with Other Purcnasing
Policies

B 8tanding Interdepartmental Committee

Civil and Defence Adnministrations

. Differences in the Administrations
. Co-ordination

. Single Administration?

Offsets Approval

. The Guidelines

. Flexibility

. Assessment of Technology

. Other Aspects of the Approval Process
Compliance by Overseas Companies

. Response to the Program

. Enforcement Measures

. Outstanding Obligations

Some Costs of the Program

. Price Premiums
. Hurdle Costs for New Entrants

(ix)

PAGE

(v)
(xi)
(xiii}
(xv)

QNS

19

21
24

26

59
62



APPENDICES

Terms of Reference
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Accumulated orders

Australian Industry
Involvement (AII)

Australian Industry
Participation (AIP)
Australian Industry &

Technology Council (AITC)

Civil Offsets Authority

Defence Designated and
Assisted Work

Defence Offsets Anthority

GLOSSARY

A series of orders placed by any
department or agency subject to the
program for functionally similar
items with one supplier which over
one financial year reach or exceed
the threshold.

Program run by Department of
Defence consisting of Defence
Designated and Assisted Work, and
Offsets.

Forerunner to the current
Australian Industry Involvement
program. Name under which the
offsets program started in 1970.

Comprises Commonwealth and State
Ministers responsible for industry
and/or technology policy and is
chaired by the Commonwealth
Minister for Industry, Technology
and Commerce. It is supported by a
Standing Committee of senior
officials.

Department of Industry, Technology
and Commerce (DITAC) - administers
all civil purchases and purchases
of general purpose computers by the
Department of Defence.

Work of strategic significance
which would not otherwise have been
undertaken in Australia and for
which the Commonwealth may be
prepared to pay a cost premium.

Department of Defence - administers
all Defence purchases except
general purpose computers which are
purchased through the Department of
Local Government and Administrative
Services (DOLGAS).

(x1)



Finance Minute

Pre-Qualified Offsets
Supplier Status (PQOSS)

Purchasing Authorities

Colloquial term for the formal
Government response to a report of
this Committee. Following tabling
of a report, a copy is forwarded to
the responsible Minister(s) and to
the Minister for Finance with a
request that the report be
considered and the Committee's
Chairman subsequently informed of
action taken and planned to address
the Committee's recommendations.
The reply, in the form of a
Department of Finance Minute, is
then examined by the Committee and
submitted, with comment if
necessary, as a report to the
Parliament.

Scheme whereby overseas suppliers
can attain pre-qualified status
which allows the supplier to adopt
a long-term approach in discharging
its offsets obligations without the
need to enter into individual
offsets arrangements against each
sale.

Major purchasing bodies are the
Departments of Local Government and
Administrative Services, Defence
and departments and
instrumentalities responsible for
public services. Major trading
authorities include Telecom
Australia, Australia Post, Qantas,
Australian National Airlines
Commission (Australian Airlines),
Australian Shipping Commission,
Australian National Railways
Commission, Overseas
TPelecommunications Commission,
Australian Atomic Energy
Commission, Commonwealth Scientific
and Industrial Research
Organisations and the ACT Schools
Authority.

(xii)

AII

AIP

0 AITC

BIE

DITAC

DOLGAS

Inc

OAC

PQOSS

ABBREVIATIONS

Australian Industry Involvement

Australian Industry Participation

Australian Industry and Technology Council

Bureau of Industry Economics

Department of Industry, Technology and Commerce

Department of Local Government and Administrative
Services

Interdepartmental Committee

Offsets Advisory Committee

Pre-Qualified Offsets Supplier Status



SUMMARY OF RECOMMENDATIONS

The Committee hag made a number of recommendations
which are ligted below, cross-referenced to their locations in
the text, The Committee's analysis in the text should be referred
to when considering these recommendations,

The Committee recommends that:

. The Department of Industry, Technology and
Commerce develop a comprehensive database ang
directory on the capabilities, technologies ang
interests of local industry by 31 December 1987,
(paragraph 2,16)

. The offsets authorities forthwith publish and
distribute to local industry seeking offsets work,
8 comprehensive directory of overseas firms
participating in the offsets program. The
directory must include:

- details of each firm's business in terms of
products, technologies. and interests;

- the nature and scale of its offget
obligations; and

- non-sensitive information on the nature angd
scale 0. its acquittal plans.
{paragraph 2.29)

All organisations subject to the Offsets Program
publish forward brocurement plans as early as
practicable consistent with their operating and
commercial circumstances. (paragraph 2.46)

. An industry advisory group concerned solely with
the offsets pProgram, and with terms of reference
similar to the former Offsets Advisory Committee
be re-established by 30 September 1987,
(paragraph 2.57)

. The Departments of Industryy, Technology and
Commerce, and Local Governmgnt and Administrative

! extent to which burchasing authoritjes comply with
{ the existing reporting procedures. (paragraph 3,9)

. The Departments of Industry, Technology ang

Commerce, and Local Government and Administrative
Services recommend Procedures with a view to

(xv)




The Department of Industry, Technology and
Comnerce report in the Finance Minute on both the
cost-effectiveness and legality of applying
offsets to accumulated orders. (paragraph 3.16)

The Standing Interdepartmental Committee on
Offsets take responsibility for clarifying the
relationship between the Offsets and Purchasing
Preference Policies and eliminate any confusion
amongst affected suppliers to the Commonwealth.
(paragraph 3.24)

The outcome of efforts directed to resolving the
confusion and conflict between the various State
and Commonwealth offsets programs be reported in
Finance Minute. (paragraph 3.29)

The terms of reference for the Standing
Interdepartmental Committee on Offsets be revised
in accordance with the Government's decision
following the Inglis Report. (paragraph 3.37)

The Standing Interdepartmental Committee on
Offsets reconvene as a matter of urgency and meet
frequently, regularly and at a senior level to
ensure adequate interdepartmental liaison on the
offsets program. (paragraph 3.37)

The civil and defence offsets authorities increase
their efforts to present the offsets program as a
single program and, to this end:

- co-operate closely in the joint publication
of the proposed directory of relevant local
firms;

- agree on specific plans for both the joint
publication of a directory of overseas Firms
and an annual report; and

- revise the quidelines, on a joint basis, as
required. (paragraph 4.16)

The Departments of Defence, and Industry,
Technology and Commerce examine the need or
otherwise for the current dual administration of
offgets, and in particular, investigate means
whereby the administrative role can reside solely
within the Department of Industry, Technology and
Commerce whilst maintaining suitable links with
defence industry policy. (paragraph 4.27)

{xvi)

The 'new work' criterion in the guidelines be
redefined as a new activity for the company in
Australia which is unrelated to customer support,
distribution or marketing of existing products.
(paragraph 5.14)

The guidelines booklet be revised ang updated as a
matter of priority. In addition to the matters
covered in this report, the thrust of the revision
should be to clarify areas of uncertainty ang
anomaly, and to reduce areas of unnecessary
administrative discretion. (paragraph 5.50)

The results of decisions by the offsets
authorities be well documented and published in
order to establish a comprehensive register of
precedents to ensure consistency and equity in
subsequent decisions. Furthermore, significant
precedents should be reported to the Minister and
described in the annual report of the program.
{paragraph 5.50)

In any entirely new circumstances {especially
those that may be open to challenge), the offsets
authorities arrange or undertake an independent
assessment of the situation prior to entering any
negotiations with the overseas supplier.
(paragraph 5.53)

When valuing technology transferred, the offsets
authorities should use:

(1) paragraph 6.3 (a) (iii) of the Guidelines for
Participants ie ‘'the selling price of all
incremental sales of locally produced items
derived from the technology over an agreed
period.'; or, if this is not possible,

(ii) a discounted valuation if a notional
valuation of technology is given at the time
of technology transfer and it is transferred
to a subsidiary or otherwise associated
company of the overseas company .
(paragraph 5.63)

The proposed manual for staff of the civil offsets
authority be completed as soon as possible. The
manuals for both authorities should:

- specify a time limit for response to offsets
proposals;

- detail the areas and 1limits of staff

discretion including the levels of delegated
authority;

(xvii)



- dictate a methodical and reliable procedures
for recording all offsets data:

- be regularly revised; and

- prescribe information that is to be made
available to the public. (paragraph 5.75)

Penalty clauses be included in all contracts/deeds
of agreement entered into. (paragraph 6.28)

The work being undertaken to correct and update
the records of both offsets authorities, together
with any other work yet to be commenced and the
timetable for its implementation, be reported in
the Finance Minute. (paragraph 6.35)

The planned study by the Bureau of Industry
Economics on civil offsets be upgraded to a full
cost-benefit evaluation and completed as soon as
possible. (paragraph 7.16)

(xviii)

CHAPTER 1

INTRODUCTION

The Offsets Program
Previous Reports
Recent Developments
Conduct of the Inquiry

The Offsets Program
The Present Program

1.1 Under the offsets program major overseas suppliers who
sell goods to the Commonwealth attract an offsets obligation to
direct to Australian industry activities of technological
significance, including manufacturing, export marketing and
industrial research and development. In this way the Commonwealth
can use its purchasing leverage to benefit Australian industry.

1.2 The offsets program’s prime objective is to:

bring to Australian industry advanced
technologies, skills and capabilities to meet the
goals of:

(a) establishing internationally competitive
activities within Australia

(b) supporting _industry defence capability
objectives.

1.3 Offsets are applied to all purchases £rom overseas
suppliers made by Commonwealth bodies which total $2.5m or more,
of which more than 30% is imported. These Commonwealth bodies
include Departments, non-exempt Authorities and certain companies
in which the Commonwealth has either a direct interest or which
benefit from an Australian Government bestowed protective
advantage. The threshold applies to single orders as well as to
orders accumulated in any one financial year.

1.4 The program requires overseas suppliers to provide
approved offsets to a level of 30% of the imported content of
purchases, with a level of technology comparable with the
purchase. Some kinds of offset, eg training and research and
development, receive a three times multiplier.

1. Department of Industry, Technology and Commerce and
Department of Defence, Australian Government Offsets
Program, Guidelines for Participants, AGPS, Canberra, 1986,
p3



1.5 The program is administered by two Departments. The
Department of  Industry, Technology and Commerce (DITAC)
administers the civil aspects of the offsets program which covers
all Commonwealth purchases with the exception of those made by
the Department of Defence. Purchases of general purpose computers
by befence, made through the Department of Local Governqent and
Administrative Services (DOLGAS), are also included with the
civil purchases. DITAC does not direct offsets proposals to any
particular industry sector. The Department of Deﬁence manages the
defence aspects of the offsets program consistent w*th the
program goals but with a higher priority on defence industry
capabilities.

1.6 The offsets program is part of the Australian Industry
Involvement program for defence procurement in which Defence
seeks to develop defence industry capabilities.

Background to the Program

1.7 The offsets program which began in 1970 was initiglly
directed towards defence industries and sought to achieve
increased sales to overseas suppliers to offset purchases of
defence equipment. Since then the program has broadened its scope
to include civil purchases.

1.8 The offsets program administration has had a somewhat
turbulent history of split/unified administration, the last
administrative change resulting in the current dual
administration.

1.9 A number of reviews of the program have been carried
out since it began in 1970. The most recent of these have been
the Report of the Auditor-General on the Efficiency Audit,
Administration of The Offsets Policy in 1984 and the Report of
the Committee of Review on Offsets also in 1984,

1.10 As an indication of the size of the offsets golicy, the
offsets authorities provided the following information:

DITAC Defence3

{1970~ (1980~

1986) 1986)

$m $m

offsets completed 641 375
outstanding obligations _574 _91q
offsets commitments 1215 1285

2. Joint Committee of Public Accounts, Implementation of the
Offsets Program, Minutes of Evidence, pp 157, 387; JPCPA
File

3. These figures do not include Defence designated and assisted
work obligations.

e

. DITAC ~advise that of the $574m outstanding
obligations, $236m is work in progress, $303m is
subject to a current offsets agreement but work
has not yet commenced and $35m is considered
unenforceable.

. Defence advise that it is estimated that 958 of
this obligation will be completed within the
contract period, and that 20-30% of the
outstanding amount would be in work at anytime ie
under contract in Australia.

Further discussion on the level of outstanding obligations can be
found in Chapter 6.

1.11 On the civil side it is expected that offsets valued at
over $230 million will be completed during 1986-87.4 Over 400
local companies are directly involved, plus other firms working
as subcontractors. Pre-Qualified Offsets Supplier Status had
been attained by 8 companies up to December 1986, with DITAC
involved in negotiations with a further 30 companies.

Previous Reports
Efficiency Audit Report

1.12 In 1984 the Auditor-General reported on an Efficiency
Augdit into the Administration of the Offsets Policy. This audit
examined issues relevant to the effectiveness of the
administration of the program. At the time of audit the
administering department was the then Department of Defence
Support. The audit was completed before the Inglis Committee
presented its report,

1,13 The audit found that a number of shortcomings with the
program had been recognised by key participants and that action
was in hand to strengthen administrative processes., Major
shortcomings included: purchase data not captured; lack of
administrative control/framework; non-compliance by suppliers;
and, poor administrative records. Audit also found that a number
of external factors, including the frequent transfer of
responsibility for the program between Ministers and some lack of
agreement amongst Commonwealth organisations concerning
responsibilities in relation to the offsets policy, had affected
the guality of existing processes of administration.

4. Department of Industry, Technology and Commerce, Offsets,
Bringing new skills and capabilities to Australia, Canberra,
1986

Minutes of Evidence, op cit, p 428

Department of Industry, Technology and Commerce, Offsets

Backgrounder, lssue No. 1, December 1986

7. Auditor-General, Reports of the Auditor-General on
Efficiency Audits, Administration of the Offsets Policy,
AGPS, Canberra, 1984, p 25

v



1.14 Audit recommended a comprehensive review of systems and
manning within the Offsets Secretariat, however any major
restructuring was to await the Government's decisions following
the Report of the Committee of Review on Offsets.

Report of Committee of Review on Offsets

1.15 Blso in 1984 the Government formed an independent
committee to review the operation and effectiveness Of the
existing offsets policy. This committee, chaired by
Sir Brianp Inglis (known as the Inglis Committee), reported in
December 1984, This report was the basis for the Government's
decision in January 1986 to make significant changes to the
offsets program.

1.16 The major change in emphasis was the Inglis Committee’s
view that:

the prime objective of the Program should be the
acquisition of advanced technologies, skills or
capabilities which support defence industry
capability objectives, and result in the
establishment or enhancement of internationally
competitive activities in Australia.

The Inglis Committee also accorded a priority to offsets related
to training and research and development ~etc. Another major
change in direction was that the transfer of technology rather
than the creation of employment and economic activity was seen as
a primary objective of offsets.

1.17 The Inglis Committee recommended a number of changes
'aimed at rectifying the numerous shortcomings and deficiencies
of the (then) present Offsets Program.' They included greater
flexibility in the setting of offsets requirements to allow the
level of offsets to be set in accordance with Australian industry
capability. Also propesed was increasing the value of the
contract threshold, the publication of operational guidelines,
improved recordkeeping and annual reports to be made to the
responsible Minister on the program's status, achievements,
problems and prospects.

1.18 Following changes to administrative arrangements in
December 1984 the Inglis Committee recommended that the division
of offsets should be based on the identity of the purchaser. To
maintain consistency, the Committee recommended common
gquidelines, liaison and operation of the Standing
Interdepartmental Committee.ll

8. Reports of the Auditor-General on Efficiency Audits,
Administration of the Offsets Policy, op cit, p 25

9. Committee of Review on Offsets, Report of the Committee of
Review on Offsets, AGPS, Canberra, 1985, p3

10, 1Ibid, p 4

11. Xbid, pp 13-14

Recent Developments

1.19 The 1Inglis Committee recommendations were br0§dly
accepted by the Government and formed the basis for the rev1§ed
offsets policy announced by the Government in Janvary 1986, which
came into effect from 1 March 1986. Significant features of the
revised policy are:

. increased emphasis on the development of
competitive capabilities in Rustralian
industry;

. incentives for technology transfer as offsets

with multipliers to apply to research and
development and training;

. companies with an unsatisfactory offsets
performance to face more stringent conditions
in tendering for Government business;

. uniform administration of the civil and
defence aspects of the program and pooling of
offsets arising from computer purchases; and

. the public issue of guidelines for the
administration of the program.

1.20 A major development has been the publication of
guidelines for the program, titled 'Australian Government Offsets
Program, Guidelines for Participants'. Some aspects of these
guidelines are discussed in more detail in Chapter 5, but have
generally been well accepted by the private sector.

1.21 Two other elements of the revised program have also
received much comment, The accumulated orders provision,
discussed in Chapter 3, applies the threshold of $2.5n] to.all
purchases of similar products placed with the one supphe; in a
single financial year. This attempts to avoi§ the artificial
splitting of orders to avoid the offsets obligation.

1.22 Pre-Qualified Offsets Supplier Status (.PQOSS) may be
gained by an overseas supplier to allow the supplier to aqopt a
long-term approach in discharging its offsets obligations without
the need to enter into individual offsets arrangements against
each sale. This status has been attained by a number of firms,
predominantly in the computer field.

12. Department of Industry, Technology and Commerce, Press
release, Canberra, 1986 .
13. Further discussion on this wmatter can be found in Chapter 3



Conduct of the Inquiry

1.23 In planning the inquiry into the offsets program, the
Committee was conscious of several special considerations which
governed the objectives of the inqguiry, its proposed depth, and
the methodology used.

1.24 As explained above, offsets was the subject of
extensive reviews by both the Auditor-General and the 1Inglis
Committee in late 1984, Their findings and recommendations have
largely been accepted by the Government, and since the reviews, a
number of significant changes and improvements have been
initiated. Offsets is now the subject of a further study by the
Bureau of Industry Economics and is closely associated with
another review into Government purchasing led by
Sir Brian Inglis,

1.25 The Committee's mandate does not extend to reviewing
Government policy. It was decided that the basic objectives of
the inquiry would be to examine progress on the recent amendments
to the program and to recommend whether further action or
attention is necessary. The ultimate goal is the effective
implementation of the current program both now and in the future.

1.26 Terms of reference/guidelines for the inquiry,
consistent with this goal, were established and are contained in
Appendix A. Notwithstanding these guidelines, the Committee did
allow the focus of the inquiry to vary according to the issues
and concerns that arose during the taking of evidence.
Consequently some of the terms of reference received more
attention than others.

1.27 The second important consideration in the planning of
the inquiry was that there are many organisations with an
interest in offsets and they view the program from several
different perspectives. The principal interest groups are
Commonwealth purchasing authorities, overseas suppliers to the
Commonwealth, existing recipients of offsets, other local firms
seeking offsets contracts, consultants in the offsets field, and
the program's administrators. In addition, the offsets program
impacts on several industry sectors, notably aerospace, computing
and telecommunications, which have quite diverse historical
backgrounds and economic circumstances.

1.28 In order to achieve some sense of balance in its
inquiry the Committee required input from all these groups and
industry sectors, However, the Committee has limited resources.
It therefore chose to limit the depth of its examination by
selectively sampling the organisations from which it sought
submissions. A list of the organisations that provided written
submissions is contained in Appendix B, together with details of
the Committee's hearings in terms of dates, witnesses and
organisations represented.

1.29 The third and final major consideration concerned
confidentiality. The administration of the offsets program
involves the collection of commercially sensitive data describing
the negotiations, plans and activities of private companies. Many
companies approached by the Commitee were not prepared to provide
worthwhile comments on the program unless confidentiality was
assured. A couple of firms also were unwilling to publicise their
criticisms of the administration for fear of adverse
consequences. In response to these concerns the Committee chose
to hold a number of hearings ‘in-camera' and to accord
commercial-in-confidence status to many written submissions. Some
evidence gained in this way has subsequently been declassified at
the Committee's request.

1.30 Whilst the offsets program in dollar terms is split in
roughly equal proportion between civil and defence offsets, this
inquiry has tended to concentrate more upon the civil side and
its administration by DITAC. The greater emphasis on civil
offsets reflected, firstly, the majority interests of those
organisations that gave evidence. Secondly and more
significantly, the Committee recognised that defence offsets
cannot be examined properly in isolation from the other component
of the Defence Australian Industry Involvement (AII) program,
Defence designated and assisted work.

1.31 A review of the AII program was beyond the scope of
this inquiry due to the complexities of the offsets program
itself. It is the Committee's view that the program requires
examination. Given the strong inter-relationship between the two
elements of the AII program, there is a need to allow time for
this report and its recommendations to be implemented. The
Committee will defer its decision regarding an inquiry into the
AII program until the formal response to this report is received.

Resources of the Offsets Authorities

1.32 The Committee is conscious of the fact that all the
recommendations from the inquiry are for some action or shift in
attention, and that these can place demands upon the resources of
the administration, at least in the short term. However, the
Committee contends that this in no way lessens the relevance or
should inhibit the ready implementation of any of the
recommendations. In this regard the following points are noted:

. the thrust of many recommendations is to
streamline the administration with the use of more
comprehensive databases and a tighter framework
for administrative discretion. Whilst some effort
is required initially to establish these
mechanisms they should all lead eventually to
greater efficiency.



¥
there are about 20 full-time staff in the civil
offsets authorityl4 and 4 equivalent full-time
staff administering defence offsetsl3, although
with some input part-time from other Defence
personnel. In relation to the value of offsets
work generated under the program, staff costs are
clearly not the major consideration in any
assessment of the program's cost effectiveness.

the Committee role has been to identify areas
where the offsets administration can be made more
effective. It has not been to undertake a
cost-benefit analysis nor to analyse departmental
priorities in the allocation of resources.
However, DITAC and Defence are charded with
implementing the Government policy on offsets, and
should more resources be required to ensure its
effective  implementation, then it is the
responsibility of these departments to make
sufficient resources available.

14,
15.

JPCPA File
Minutes of

Evidence, op cit, p 153

CHAPTER 2
INTERFACE WITH INDUSTRY

. The Industrial Base
. Flow of Information
. Formal Industry Liaison

The Industrial Base

2.1 One important and readily observable facet of the
offsets program is that it impacts on only a small section of
Australian industry. First, the bulk of offsets activities are
concentrated into four industry sectors - aerospace, computing,
telecommunications and defence, According to the Inglis Report
the aerospace industry alone accounted for nearly 60% of the
total offsets committed between 1971 and 1983. This reflects the
significance of aircraft in the Commonwealth's overseas
purchases. Secondly, within the 'offsets' industries a relatively
small number of firms seem to win the ‘lion's share' of the
offsets workload. It is estimated that about 60% of the work
completed to 1983 was done by 13 firms out of a total 150 or so
participants in the program.l This degree of concentration is
consistent with data from the Bureau of Industry Economics (BIE)
showing that in 1983-84 nearly 90% of aerospace offsets was
undertaken by 3 firms.2 In one submission to this inquiry it was
stated that 50% of defence offsets is being performed by 4
companies’.

2.2 It was suggested to the Committee that offsets tends to
be a 'closed shop' or that there is an 'offsets club' whose small
membership seems to receive most of the repeat business. This
situation is aggravated, so the Conmmittee was told, by the
subsidy advantage held by some defence ‘designated' firms and
also by the tendency of some overseas firms to direct offsets to
their own local subsidiaries.

2.3 Witnesses representing major participants in the
program denied the existence of an 'offsets club'. They stated
that the situvation of relatively few firms doing offsets work is
unsatisfactory but it reflects the capability and willingness of
firms to become involved. In those sectors of the industry with
recognised constraints, it is understandable that overseas
suppliers will generally prefer to place their offsets work with
firms that, first, are prepared to invest the time and money to
win the business, and secondly, have demonstrated that they can
perform in terms of price, quality and delivery. The program
requires confidence on both sides. Defence stated that whilst

1. Report of the Committee of Review on Offsets, op cit, p 44

2. Bureau of Industry Economics, The Australian aerospace
industry: structure, performance and economic issues,
Research Report 20, AGPS, Canberra, 1986, p 306

3. In camera evidence



there is a group of companies that do most defence work, it
asserts that the Department goes 'out of (its) way to try to
assist other firms into the activity'.4

2.4 It was suggested that some non-participating companies
still maintain that offsets are a ‘'hand out', or alternatively,
that Australian companies are not competitive. DITAC pointed out
that the program does not guarantee work nor can it produce guick
results. The time taken between expression of interest and first
order is usually more than 9 months®. Several witnesses stated
that stubbornness and dedication are required. Nevertheless DITAC
6id advise that there has recently been a greater flow of work to
smaller companies and, over the last year, 85 new firms have
become involved in civil offsets. The total number now directly
involved is about 400.6

2.5 While accepting that not &1l Australian f£irms can
participate, it is clear that there wes a consensus that more
firms should be participating in offsets - the industrial base

benefitting from offsets should be broader. First, the situation
wvhere repeat business is going to the sswe few firms is
inconsistent with the goal of establishing internationally
competitive activities in Australis. Secondly, the evidence
indicates many more firms have the capacity to take on offsets.
Thirdly, there are measures available to the administrators that
can help alleviate the problem.

Flow of Information

2.6 The mechanisms suggested to the Committee for
broadening the industrial base of the offsets program all come
under the heading of improved communications and flow of
information. It was felt that not only should industry be made
nore aware of offsets denerally but also companies participating,
or wishing to participate, shovld be provided with more data -
data on offsets opportunities, firms to contact, and how to
proceed. It should be the responsibility of the offsets
administrators to collect/prepare and disseminate this
information,

General Knowledge of the Offsets Program

2.7 The evidence received during the inquiry shows that
there is a wide veriation amongst companies in their knowledge of
the offsets prograr. In general overseas suppliers and the major
recipients of offsets work seem well aware of the program, its
aims and how it works, although there does remain some confusion
and uncertainty regarding terminology and criteria. On the other
band, amongst smaller firms and firms not currently involved,
understanding of the offsets program, including its existence, is
minimal.

4. Minutes of Evidence, op cit, p 343
5. 1Ibid, p 428
6. 1Ibid, pp 373, 428, JPCPA File
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2.8 It was suggested that the authorities need to be more
visible, particularly in the regional offices and it was queried
whether there is ~ sufficient liaison between the offsets
authorities and the relevant industry associations. Two firms
operating as offsets consultants suggested that more effort
should be directed towards 'selling' the program, explaining its
benefits to local industry, and how to proceed, but at the same
time warning that there are no instant successes.

2.9 Both DITAC and Defence advised that & number of steps
have been taken to promote the program including:

. The publication in March 1986 of the guidelines
booklet. 11,000 copies have been circulated with
favourable reception from local and overseas
industry;

. a program of seminars around Australia in
March/April 1986 attended by representatives of
most local prime contractors. Ad hoc seminars since
have averaged once a fortnight;

. a mission in  April/May 1986 to supplier
organisations in USE, UK and Europe;

. missions around Australia in lisison with State
Governments, notably one for Rolls Royce and
another planned for Airbus Industrie; and

. recent publicity of several successful offsets
agreements, /

2.10 Despite the above measures, both offsets authorities
accept that large sections of industry are still not being
reached.8 DITAC advised that it is reviewing its promotional
strategies and has recently appointed a full time officer to
develop information mechanisms and media. Defence representatives
indicated that they try to use the department's regional offices
and industry associstions, such as the Metal Trades Industry
Association (MTIA) andé the Defence Manufscturers' Association, in
order to contact new and previously uninvolved companies. They
went on to say:

The big difficulty is getting across the realities
and the complexities of a program of this kind...9

One aid in this regard will be the forthcoming publication of a
booklet entitled 'Doing Australian Defence Business'.

7. Minutes of Evidence, op cit, pp 75, 144-145, 160, 426, 420
8. 1Ibid, pp 66, 339, 424
9. 1Ibid, p 342
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2,11 The Committee acknowledges the efforts by DITAC and
Defence to publicise the program. The Conmittee is concerned that
there is insufficient knowledge of the program amongst industry.
It urges the two departments to increase their efforts and to
take note of the recommendations throughout this report
concerning the visibility of the administration, revision of the
guidelines, formal liaison with industry, publication of actual
offsets arrangements and dJissemination of information to assist
participants.

Data on Local Industry

2.12 A major factor in the inpact of the offsets program on
industry is the capability of firms to actually undertake offsets
work. In this regard Defence has researched and produced a
Directory of Australian Defence Industry Capability which is
provided to overseas contractors with offsets obligations.

2.13 The civil offsets autbority is, according to the
evidence, not as advanced in the collection or Jdissemination of
similar data on civil industry capabilities. However, the
authority does assemble dJata on a case by case basis from
whatever sources are to hand in order to put overseas obligors in
touch with capable Australian firms. It was stated that several
industry sector catabases exist within the department and these
are being integrated to form a National Register of Industrizl
Capabilitjes. The first phase of the project is complete but
further developments are dependent on the outcome of evaluation
of alternative nethods of enhancing the database. DITAC advised
that the proposed detabase will be vseé not only to assist
overseas suppliers but also to send information to local industry
on offsets copportunities.

2.14 The Committee noted that some overseas organisations
undertake their own surveys to assess the relevant capabilities
and acceptability of local firms. One submitter suggested also
that, as with Govermment contracts, overseas obligators should be
obliged to advertise for recipients of offsets work,ll

2.35 Whilst neither of these mechanisms was examined
closely, the Conmittee concludes that a comprehensive database on
local industry capabilities, technologies and interests is
essential for the proper administration of the program. The
authorities will then be able to properly advise overseas
obligors of all potential recepients of offsets work, as well as
local industry of potentia) offsets opporturities, thereby
expanding the industrial base benefitting from the offsets
program. Information along these lines has been gathered by
various public bodies including Austrade and State
instrumentalities. However, the Committee is concerned that it
may be some time before the civil offsets authority has access to
such a database.

10. Minutes of Evidence, op cit, p 418
11, JPCPA File
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2.16 The Committee recommends that:

. The Department of Industry, Technology and Commerce
develop a comprehensive database and directory on
the capabilities, technologies and interests of
local industry by 31 December 1987.

Data on Overseas Suppliers

2.17 As part of their administrative responsibilities, the
offsets authorities meintain records on the offsets performance
of all overseas suppliers in terms of their obligations,
proposals and conmitments as well as the current values of their
outstanding debit or credit.

2.18 The Committee was advised that information Ffrom these
records, notably the current offsets deficit of each supplier,
had been publicly available in a document entitled 'summary of
Prime Contractors with Outstanding Offsets Obligations Greater
Than A$1.0 million'. However, the last issue of this document was
in November 1983 and the administration has since treated much of
this information as commercial-in-confidence. In fact the Inglis
Conmittee recommended that:

Details of the outstanding offsets commitments of
individval companies not be published, except in
the case of major delinguencies.

The recommendation was accepted by the Government and the
admipistration now publishes a 1list {'Overseas Companies
Participating in the Australian Offsets Program') which provides
names, addresses and contact points only.

2.19 Several local firms expressed Jisappointment at the
withholding of data on offsets obligations. The information was
useful to these firms in identifying potential areas for offsets
work, It enabled them to target their marketing efforts, EPIC
said:

The whole purpose of offsets as & marketing
leverage mechanism is to get you directed into a
place where you are likely to achieve results.l4

It went on to say that since this information is now secret,
offsets has become a *guessing game®.

2.20 The opposing view was held by other witnesses who
believe confidentislity over offsets arrangements is important to
overseas firms. The release of some information will enable
competitors to deduce both the price of the contract with the
Commonwealth and the outlets used by the supplier to fulfiill its
offsets commitments.

12. Report of the Committee of Review on Offsets, op cit, p 16
13. Minutes of Evidence, op cit, pp 95, 176, 345
14, 1Ibid, p 32
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2.21 DITAC explained that the publication of offsets
obligations ceased because, first, the accuracy of the dGata was
disputed. Secondly, the balé figures on obligations gave no
indicetjon of the timescale of the obligations nor of the efforts
cr plans to acquit them. As such they gave the false 1mgressiqn
of delinquency and this could damage the firms' reputations in
the market place.

2.22 Both offsets authorities expressed the opinion that
data on the precise values of suppliers' offsets obligations are
not the main factor.l® What is of vealue is the dimension and
prospective natvre of the obligations which enable local firms
seeking offsets to target their marketing efforts., The
authorities' current approach is to publish just the 1list of
obligors and to encourage local firms to come and talk to the
authority staff who, from an understanding of the respective
business interests and capabilities, ¢an then direct the firms to
the most promising opportunities. DITAC _ stated that this
information would be difficult to Jocument. This approach also
ensbles the asuthorities to provide direct. advice on relevant
aspects of the program and, in conjunction with Austrade, on the
preferreé mneans and pitfalls in approaching certain overseas
organisations. Furthermore, 1local firms may dain leverage in
terms of an endorsement or letter of comfort from the authority
in regard to the eligibility of its proposed offsets activities.
DITAC said:

The offsets programw ... does not cuarantee anybody
work, or anybody a contract. What we hope we can
guarentee is that you will get to talk to the
right people... and that they will g¢ive serious
consideration to your proposal.

2.23 Several witnesses confirmed that both DITAC and Defence
do help in directing local firms to suitable suppliers and vice
versa. As one firm said:

There is a question whether one should spoonfeed
people or whether they should take the initiative
and come to Canberra to talk to the authority.

2.24 In regard to the actual publication of data, it was
noted that Comnonwealth purcheses notified in the Gazette and
occasional press releases do identify the names of overseas
suppliers and provide some indication of the scale of possible
offsets cpportunities.

15, Minutes of Evidence, op cit, pp 385-386
16, Ibid, pp 370-371, 385-386

17. Ibid, pp 147, 369-371, 431-432

18, 1Ibid, p 428

19. 1In camera evidence
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2.25 Nonetheless, both authorities stated that they would
like to publish more information than at prezent. Defence intends
to issue to local firms a directory ({similar to the currenrt one
on Australian capabilities) which contains not only the names and
addresses of relevant overseas companies but also their main
product lines. and activities. The Department asserts that this
would be more than adeqguate for firms rovtinely involved in
offsets and jts maip benefit would be to smaller companies not
previously involved.

2,26 DITAC said it would 1like to provide information,
perhaps in an  occasional newsletter on recent offsets
obligations, in terms of the natuvre of the suppliers' product,
areas of synergies with local firms, mutual interests in
technologies, etc. There are however no plans for a more
comprebensive directory other than to update the current list of
suppliers' names and addresses.

2,27 In regard to the problems of commercial-in-confidence
data, DITAC expressed a wish to try to declassify ss much data as
possible in consultation with the relevant overseas firms. The
Department explained that the determination of what can be
published is left largely to the firms themselves:

Unless there &re some strong reasons vhy we
believe that that information should be put out to
the public and that it is not going to_ have any
commercial impact on the particular firm.

2.28 The Committee concludes, .first, that the withdrawal of
the former publication on offsets obligations was an overreaction
to the problem in presenting the data. Secondly, notwithstanding
the fact that some information is confidential, there is scope
for the authorities to publish more information concerning
relevant overseas firms, including the scale of their outstanding
obligations with suitable explanations, snd the scope and nature
of their offsets acquittal plans. This information should be
consolidated into a directory and also be made available as an
on~line computer system. It will provide local firms with a guide
to the specific nature of available offsets opportunities thus
engbling them to prepare and target their proposals more directly
to supplier needs and enhancing their prospects of participating
in the preogram.

2.29 The Committee recommends that:

. The offsets authorities forthwith publish and
distribute to local industry seeking offsets work,
a comprehensive directory of overseas firms
participating in the offsets program. The directory
must include:

- details of each firm's business in terms of
products, technologies and interests;

20, Minutes of Evidence, op cit, pp 147, 368
21. JPBCPA File
22, HMinutes of Evidence, op cit, p 430
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- the nature and scale of its offset
obligations; and

- non-sensitive information on the nature and
scale of its acquittal plans.

2.30 In making this recommendation for more published
information the Committee does not wish to denigrate the worth of
the current advisory service provided by the aéministrators. This
service should continue as a complement to the published
directory.

Offsets Targetting and Brokerage

2.31 Different views were expressed as to  whether the
offsets authorities should provide targets or in some way
intervene in the development of offsets proposals.

2.32 The Inglis Committee meintained that the most effective
means of developing internationally competitive industry is to
2llow,__maximum commercial freedom in the placement of offsets
work. The Government's role should be confined to providing
information and arrancing contacts. The only exception should be
if there @sre defence implications.

2.33 A similar comment, expressed by a local firm well
established in the program, is that there should be no Government
intervention between the partners to an offsets arrengement. The
Governnent's role is one of facilitator only. In reference to the
civil offsets authority, the firm said that the staff are
enthusiastic but relatively inexperienced, and the negotiation of
contracts should be left to the 'hands on’ practitioners.24

2.34 A somewhat different view is that the offsets program
can be a uvseful tool for Australia's industrial development. It
was suggested that a more deliberate approach should be taken in
the matching of firms and in designating desired sreas of offsets
work. One exanple cited concerns a worthwhile collaborative
venture anongst several overseas suppliers which is dependent on
the initiative of the offsets authority.

2.35 Support for the concept of ‘'targetting' has been
expressed particularly strongly in regard to defence offsets.
Both the Auditor~General and Mr R Cooksey (in his report HReview
of Australia's Defence Exports and Defence Industry) recommended
that in order to pursue properly the defence strategic qoal of
the program there needs to be more positive direction by
Government in the placenent of offsets work,25

23. Report of the Committee of Review on Offsets, op cit,
pp 135-136, 165

24. In camera evidence

25. Auditor-General, Reports of the Ruditor-General on
Efficiency Audits, Administration of the Australian Industry
Participation Program in Relation to Overseas Procurement,
AGPS, Canberra 1984, p 55; R J Cooksey, Review of
Australia's Defence Exports and Defence Industry, AGPS,
Canberra 1986, p 99
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2,36 Because of the degree of market intervention,
particularly overseas countries with equivalent programs, the
Committee does not believe that morket forces are sufficient on
their own to ensure that all offsets work goes into potentially
internationally competitive industries in Australja. In providing
guidance, the offsets avthorities should seek advice, if not
already so, from appropriate industry bodies especially the
Defence Industry Conmittee and the Offsets Advisory Committee or
its equivalent. However, the degree of direction must obviously
be limited not only for reasons of probity but also to ensure
that the offsets activities still meet the criterion of
commercial viability and do not rzise the price of the
Commonweslth purchases thst jnitiated the offsets.

2,37 The subject of intervention also prompted comments on
offsets consultants and brokers. It was widely accepted that
private firms operating in this relative conplex field play a
worthwhile role in arranging introductions as well as providing
customary advisory and information services. DITAC said@, 'They
are, in a sense, more power to our arm'. Both offsets
authorities indicated that they encourage and assist specislist
consultants, but provide them with no more information than what
is readily available to others.

2.38 The Committee supports the administrators’ approach to
coffsets consvltants and brokers.

Data on Commonwealth Purchases

2.39 Several witnesses pointed out that the ability of local
firms to win offsets contracts depends, in many cases, on early
knowledge of potential cffsets opporlurities. This is
particularly important to manufacturing firms seeking involvement
in part production or joint production ventures in which lead
times can be relatively long.

2.40 One  acknowledged source of information is the
Commonwealth Gazette which provides notification of tenders
called and let. The Committee wos advised, however, that the
Gszette cannot be relied vpon for offsets purposes. First, only
Departmental and Budget Sector agencies are obliged to use the
Gazette. Several organisations of significance to the offsets
program fall outside this category, including the three major
airlines, OTC, Aussat and other statutory suthorities. Secondly,
it was assertec¢ that some agencies within the Budget Sector are
'not too assiduous in their gazettal'. One witness estimated that
only 15 to 16% of all tenders let are gazetted.

2.41 Bside from the shortcomings of the Gazette in providing
data on actual Commonwealth purchases, of more value to industry
are details of the Commonwealth's forward purchasing plans.

26. Minutes of Evidence, op cit, p 433
27. In camera evidence
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Formal requests to prepare and publish such plans have been made
several times, most notably in the Australian Science and
Technology Council (ASTEC) report of August 1984, the joint
submission from DOLGAS and DITAC of October 1986 to the Committee
of Review on Government High Technolozgg/ Purchasing Arrangements,
and the recent report by Mr R Cooksey.

2.42 ASTEC suggested that publication of the Commonwealth's
forward purchasing plans would not only provide more time for
local industry to lobby, evaluate, collaborate and qualify for
offsets but also help overseas suppliers to meet their offsets
obligations by giving them more time to seek out suitable
activities and partners.

2,43 DOLGAS and DITAC noted that more advanced planning
information has been made available to industry through
pre-tender consultations on several major projects. In addition,
Defence produces a rolling S-year forward program, Telecom has
formed a special industry liaison committee, and DOLGAS provides
data on proposed computer purchases. Nevertheless, and despite
the Government's stated intention to provide more information,
the practice of briefing industry is not widespread.

2.44 The offsets authorities advised the Committee that,
apart from the above mentjoned measures, they are endeavouring to
provide more data. Defence stated that 'consolidated information
on minor capital projects has been released and is soon to be
followed by information on major capital projects.'29 piTac
stated that it will use the industry database, currently being
developed, to increase the number of firms it can 'target' with
forward purchasing information, but 'it is going to be a
relstively slow process'.30 The authority's preference, in view
of its limited resources, is to persuade the purchasing agencies
to publicise their own plans.

2.45 The Committee acknowledges the efforts to provide more
purchasing information to industry, but is of the view that more
effort is required, particularly in regard to Commonwealth
agencies outside the Budget Sector. In particular, the Committee
supports the general principle that all organisations subject to
the offsets program should be obliged, as part of their
responsibilities under the program, to publish their forward
procurement plans s early as practicable consistent with their
operating and commercial circumstances.

28. Australian Science and Technology Councii, Government
Purchasing and Offsets Policies in Industrial Innovation,
AGPS, Canberra 1984, pp 39-40; Departments of Industry,
Technology and Commerce, and Local Government and
Administrative Services, Joint Submission to the Committee
of Review on Government High Technology Purchasing
Arrangements, 1986, pp 55-64; Review of Australia's Defence
Exports and Defence Industry, op cit, pp 8, 324

29. Minutes of Evidence, op cit, p 146

30. 1bid, p 425
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2.46 The Committee recommends that:

. All organisations subject to the Offsets Program
publish forward procurement plans as early as
practicable consistent with their operating and
commercial circumstances.

Formal Industry Liaison

2,47 Several organisations commented upon the level of
consultation between the offsets authorities and industry bodies.
Some representatives from the computer industry felt that nore
liaison is needed. Another from the aerospace industry suggested
that the level of consultation has recently increased but it
lacks a formal structure,

2.48 Attention was drawn to the Offsets Advisory Committee
(OAC), which comprises a cross section of businessmen, and ig
responsible for advising the Minister for Industry, Technology
and Commerce on civil offsets matters. The Defence Industry
Committee performs a similar function in regard to defence
offsets. According to the OAC!s terms of reference its role is to
promote the offsets program, advise on industry capabilities,
provide guidance on general policy issues, and review progress in
the program.

2.49 The Committee was disturbed to learn that the OAC has
not met since March 1985. This concern is alsec echoed in some
submissions.

2.50 DITAC explained that in April 1985 the OAC went intop
recess while the Government considered the 1Inglis report.31
buring the recess the appointment of a number of members expired
whilst others retired, and since the Committee was to have no
direct input into defence offsets activities, the opportunity was
taken to revise its structure. However, following the offsets
policy statement in January 1986, DITAC directed all its efforts
to implementing the new program, and although the Government had
accepted the Inglis recommendation to retain the OAC, its revised
structure was not settled. Concurrently a departmental review of
industry consultation mechanisms was conducted and it was decided
to reduce the number of committees involved. Also at this time
the concept of a National Offsets Program emerged. These matters
contributed to delays in re-establishing the OAC. Nevertheless,
whilst no formal meeting was called, the Committee members were
consulted on the program's new guidelines.

31. Minutes of Evidence, op cit, pp 391-392, 419-421
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2.51 DITAC stated that it 'remains committed to the concept
of an industry consultative mechanism associated with the Offsets
Administration'.32 fThe current proposal is to reconfigure the
State Preference and Industry Restructuring Advisory Committee
(SPIRAC) by appointing more industry members, so that it can
absorb the role of the OAC. SPIRAC also has the benefit of State
Government input, The first meeting of the enlarged committee was
planned for early 1987.

2.52 It is the conclusion of the Committee that regular and
formal liaison with industry on the offsets program is essential,
espec;ally' since its administration is dependent on a clear
understanding of the manufacturing and commercial environment. A
formal liaison body such as the OAC is therefore necessary. It
can prov:}de valuable advice to the Minister on all aspects of the
program including the identification and matching of technologies
and other desirable offsets.

2.53 The Committee is critical of the fact that the OAC has
not met for 2 years, particularly in the light of the
Government's stated support for the retention of the body, and
the recently renewed emphasis and administrative changes to the
program, The Committee does not consider that the reasons
provided by DITAC provides proper justification for failure to
convene meetings.

2.54 The intention to absorb the role of the OAC into SPIRAC
is noted. However, the Committee is concerned that offsets may be
given insufficient attention by such a body which has many other
responsibilities. Furthermore, its proposed membership of 8
l?usiness representatives, 2 unionists and 12 Government officers
is large.

2.55 An alternative mechanism is several specialist advisory
groups for each of the major offsets industry sectors -
aerospace, computing and telecommunications. However, the
demarcation of these sectors is becoming less distinct over time
and the mechanism may inhibit the sharing of experience between
sectors and a consistent and equitable approach to offsets.

2.56 The Committee’s preference is for one industry advisory
group deglcated to the subject of offsets, and suggests that its
reformation be addressed as soon as possible.

2.57 The Committee recommends that:

. An industry advisory group concerned solely with
the offsets program, and with terms of reference
similar to the former Offsets Advisory Committee, be
re-established by 30 September 1987. ‘

32. Minutes of Evidence, op cit, p 392
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CHAPTER 3
INTERACTION WITH OTHER GOVERNMENT BODIES & POLICIES

. Collection of Purchase bata
. Relationship with Other Purchasing Policies
. Standing Interdepartmental Committee

Collection of Purchase Data

3.1 The support of Government purchasing authorities is
important to the operation of the offsets program. While there
may have been some recent improvements in the working
relationships between the civil offsets authority and the various
purchasing authorities, there is still some disagreement about
aspects of the offsets program. This section relates only to
DITAC and the «civil aspects of the program. Defence 1§
responsible for its own purchasing and there is no tnird party
involved requiring the transfer of data to the offsets authority.

3.2 Both the Efficiency Audit and the Inglis Committee
Report were critical of the record-keeping of DITAC. Auditc
recommended:

The development of improved systems within tne
Offsets Secretariat for the identitication and
recording of all purchases to which the Oftsets
Policy should apply. Tne responsibilities orf other
organisations to provide relevant information to
the Secretariat should be derfined. The workloaa
implications tor purchasing and demanaing
authorities should be considered.

3.3 The Department responded that an ADP based system ok
recording such purchases has been set up and, to ensure receipt
of all information where contract values are expected to exceed
the prescribed thresholds, requests for tender are to be advisea
by purchasing authorities. Departments and authorities are
required_to supply an annual return of purchases covered by tne
prog:am.2 The requirement for collection of data followed an
Inglis Committee recommendation which was accepted Dby the
Government.

3.4 Support from purchasing authorities in providing
information about purchases likely to be subject to orrsets is
essential to the program., DITAC considers that following ctne
introduction of the improved reporting requirements tne position
has improved and one officer advised the Committee that:

... we have made significant ground in terms or
getting that information. I doubt I will ever be
100 per cent satisfied that we are receiving all
the information in a timely fashion ... Tnere are
a large number of individual purchasing

1. Report of the Auditor-General on Efficiency Audit,
Administration of the Offsets Policy, op cit, p 16
2. Minutes of Evidence, op cit, p. 81

21



authorities and we have circularised them in
respect of the Offsets program, and most recently
in respect of purchases of computer equipment. We
have the bpulk of replies to hand and there is
nothing in those replies to suggest we are not
going to _nave the co-operation of those
authorities.3

3.5 Despite DITAC's confidence in the improved reporting
requirements, several organisations told tne Committee that a
concern with the program is the lack of advice to DITAC or all
purchases made by non-exempt Commonwealth bodies.

3.6 As referred to in Chapter 3, notification in the
Gazette of tenders called and let by departments and some
authorities is required. As noted in that Chapter, witnesses
advised that this cannot be relied upon.

3.7 DITAC is relying to a large extent on information
provided by overseas suppliers who, as a condition of gaining
Pre-Qualified Offsets Supplier Status, must advise details or all
their sales to the Commonwealth since 1981, Under this scheme tne
supplier can adopt a long term approach to discharging its
offsets obligations without the need to enter into individual
offsets arrangements against each sale to departments or
Authorities. One of the conditions applying to the attainment of
such status is that the precise past oftsets status of cthe
supplier must be agreed and nominated in the deed of agreement as
a starting point for the discharge of future obligations.5 In
evidence submitted to the Committee, it was statea that poor
recording of obligations and fulrfillment of those obligations in
the past is resulting in a drawn out process oOf cnecking all
records of the supplier back to 1981.

3.8 As many suppliers may choose not to gqualify under cthis
scheme, not only is this mecnanism for collecting data
insufficient, it is arguable whether more reliance cannot De
placed on the Commonwealth's own purchasing authorities to comply
with the program's reporting requirements. Given criticisms mage
of the reporting processes during the inguiry, it would seem thact
the current system, even if performing to standards set by DIYAC,
does not have the confidence of participants in tne program.

3.9 The Committee recommends that:

. The Departments of Industry, Technology and
Commerce, and Local Government and
Adninistrative Services report in tne Finance
Minute on the exteat to which purchasing
authorities comply with the existing reporting
procedures;

3. Minutes of Evidence, op cit, p 405
4. In-camera evidence
5. Guidelines for Participants, op cit, p 22
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. The Departments of Industry, Technology and
Commerce, and Local Government and
Administrative Services recommend procedures
with a view to making collection of data more
rigorous and report in the Finance Minute.

3.10 In making these recommendations the Commictee
acknowledges the sizeable administrative burden imposed py tne
accumulated orders provision vwhereby all overseas purchases neea
to be reported irrespective of their value., Under tne accumulatea
orders provision all orders placed with the one overseas supplier
by any non-exempt Commonwealth purchasing authority rfor
functionally similar items (regardless of the size of the order)
in a single financial year will accumulate. When tne threshola or
$2.5m is reached, all previous orders become eliginle ror
otfsets,

3.11 Whilst this provision discourages the artiricial
splitting of orders to avoid offsets and catches small orders as
well as the large ones, it is questionable whetner the small
volume of the additional oftsets arising from tne provision
warrants the effort to administer it on a consiscent ang
equitable basis.,

3.12 During the inquiry, Telecom referred to this aspect or
the program creating uncertainty:

In Telecom's view, these arrangements create an
uncertain tendering environment and are not
compatible with the aim of having precise
tendering conditions.®

3.13 Following the Inglis Committee Report the Government
accepted a change to the previous accumulated orders provision,
designed to eliminate uncertainty on whether offsets apply to the
full length of a perxiod contract, by specifying orders placed in
the one financial year./ This was in an attempt to reduce
uncertainties, however it appears that similar problems remain.

3.14 The Committee is concerned that there may be some doubt
as to the legality of imposing offsets obligations
retrospectively. Telecom stated that:

Many of the contracts may well have to be
concluded without any Offset obligation entailed.
The fact that the Offsets could not be related to
the pexformance of a specitic contract would cast
doubt on its enforceapbility. Telecom believes that
arrangements such as this, which do not enable
Offsets standards to be determined in advanced,
are unsatisfactory.®

6. Minutes of Evidence, op cit, p 242

7. Report of the Committee of Review on Offsets, op cit,
pp 126-127

8. Minutes of Evidence, op cit, p 293
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3.15 DITAC however, was not aware of any legal challenge to
the accumulated orders provision, which was tne result of a 1981
IDC decision.

3.16 The Committee recommends that:

. The Department of Industry, chhnology and
Commerce report in the Finance Minute on both
the cost-effectiveness and legality ot
applying offsets to accumulated orders.

Relationship with Other Purchasing Policies.
Purchasing Preterence Policy

3.17 Another industry policy, administered by the Department
of Local Government and Administrative Services, is the Local
Preference Policy. Under the preference policy all Commonwea]_.cn
Departments and non-exempt Authorities are required to give
preference in their purchasing according to the degree of locally
manufactured content, including tenders, Dpeing evaluated at a
'preference adjusted* price. The aim is to foster internationally
competitive local manufacturing industries. Tne Government
acknowledges that while offsets and this poli%( are different, in
some circumstances they may be complementary.l

3.18 Several witnesses have expressed concerns anout tne
relationship between the Commonwealtt's Purchasing Preference
Policy (re 1local content} and the Offsets Policy. The major
concern relates to the extent to which tne offsecs opligation on
goods which comprise both local and overseas content can be
satisfied by their local content. The situation often arises in
the telecommunications industry in whicn the level of local
content may be just below the offsets tnreshold or 70%.

3.19 The argument put by OTC, Telecom and other arffected
parties is that direct Australian participation in a project
brings benefits to local industry and efforts by a supplier to
maximise this participation should be recognised by lowering cthe
offsets requirement.ll To impose an aaditional obligation by way
of offsets in such cases may be poth inequitable and potentially
uneconomic, particularly if the imported content only marginally
exceeds 30% and the supplier is a local manufacturer who by
necessity purchases overseas componentry. In some cases, the
local supplier may have limitea leverage over its overseas
sub-contractors and the imposition of orfsets could jeopardise an
established and worthwhile manufacturing activicy.

9. Minutes of Evidence, op cit, p 406

10. Guidelines for Participants, op cit, p 26

1l. Minutes of Evidence, op cit , pp 304~306, 463, In camera
evidence
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3.20 DITAC told the Committee that they did not see any
conflict between the policies, nor had any issues or signiticance
been raised in meetings of the _State Preference and Inaustry
Restructuring Advisory Committee.l2 fThe civil orfgets authority
stated that traditionally many local content programs did hot
meet the commercial viability or technology criteria for orrsecs.
Part production or assembly may now be acceptable tor orfsets
only if these criteria are met and where it forms part of a more
comprehensive offsets program.

3.21 The Committee believes that there is a neea ror
flexibility in the imposition of offsets in cases where local
content is already substantial and the potential benefits or
offsets do not clearly outweigh the adverse consequences.,

3.22 A second concern expressed to the Committee regarding
the relationship between the Orfsets and Purcnasing Preference
Policies is that whilst the former seeks to promote worthwhile
industry projects, tne latter policy directly subsidises short
term manufacturing activitity that may neither oe commercially
viable in the long term nor internationally competitive.

3.23 It is acknowledged that the two policies have dirrerent
objectives and that suppliers can often race decisions petween
local content and offsets. Whilst the Committee considers tnat
the relationship between Government policies is outside its terms
of reference, it does believe that more co-ordination is neeaea
in the administration of these two policies. The Committee
considers the Standing Interdepartmental Committee (Ofrsecrs)
{IDC) as being the most appropriate venicle fror tnis
co~ordination.

3.24 The Committee recommends that:

B The Standing Interdepartmental Committee on
Offsets take responsibility for clarifying the
relationship between the Offsets and
Purchasing Preference Policies and eliminate
any confusion amongst atfected suppliers to
the Commonwealth.

Pre-Qualified Offsets Supplier Status

3.25 Several public sector witnesses expressed concern tnat
tenderers to tne Commonwealth who qualified for Pre-Qualiried
Offsets Supplier Status, which is not mandatory, may have an
advantage over other tenderers by, for example, being considered
preferred suppliers. In such circumstances, the benefits of open
tendering would not be fully realised.

12. Minutes of Evidence, op cit, pp 228-229, 416
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3.26 wWhilst the Committee does not necessarily share tnis
view, it was concerned that the Civil Offsets Secretariat was
unware of the issue until it was raised during the Inquiry,

State Government Offsets Policies

3.27 The Committee learned trom Several witnesses, notaply
representatives of the computer inaustgy, that there are
conflicts between the separate offsets policies of the
Commonwealth and some States. The matter is being addressed by a
joint Commonwealth/State working party established by the
Australian Industry and Technology Council (AITC), with the goal
of a National Offsets Agreement. The working party is aiming for
greater harmonisation in the administration of offsers policies
and to ensure that the Commonwealth and State schemes complement
each other in pursuit of a more competitive industry struccure,

3.28 DITAC has advised the Committee that a proposal tor a
National Offsets Program will be put to the May 1987 meeting ot
the Australian Industry and Technology Council. If accepted, it
is expected that the commencent date will pbe 1 July 1987, 4 Apart
from removing the confusion and conflict evident in the separate
policies, a co-ordinated approach by the various authorities will
mean that State Government resources will be available for
promotion of the Commonwealth offsets program.

3.29 The Committee recommends that:

. The outcome of efforts directed to resolving
the confusion and conflict between the various
State and Commonwealth offsets programs be
reported in Finance Minute,

Standing Interdepartmental Committee

3.30 The Standing Interdepartmental Committee on offsets
(IDC) was established in 1970 at the time the original ofrsets
program commenced. Its role at that time was to implement
Government policy including consideration of complex proposals
for which no precedent existed and policy issues associated with
the program. Following the Inglis review the Government decidea
to upgrade the IDC and add Treasury to its membership (other
members being the Departments of Industry, Technology ana
Commerce (Chair), Defence/Office of Defence Production, Local
Government and Administrative Services, and Trade/Austrade} ana
revise the terms of reference of the IDC to require it to develop
and maintain a comprehensive set of guidelines for Ministerial
endorsement.

13. Minutes of Evidence, op cit, pp 194~195
14. JPCPA file
15. Guidelines for Participants, op cit, p 42
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3.31 The Committee was concerned to learn that the IDC has
not met since 1984, prior to the Inglis Committee reporting in
December 1984.16 Despite substantial changes to the program
outlined in the Inglis Report no meeting has been convened, nor
have the IDC terms of reference been revised since 1970 except to
amend the departments involved as administrative changes
occurred, However, a copy of the terms of reference provided by
DITAC to the Committee does not reflect administrative changes of
more than 2 years ago.l7?

3.32 As the department that chairs the IDC, DITAC explained
that the IDC's principal function is to review the guidelines as
and when necessary and that, as part of the recent revisions to
the program, it is no longer responsible for reviewing major
offsets cases. Members of the IDC were asked individually to
comment on the then draft guidelines prior to their release,
however, according to DITAC, it was not possible to bring the IDC
together in the time allowed. Since that time DITAC considers
that there has not been a requirement to use that committee tor
the purposes for which it exists. During the inquiry, it was
learned that one member of the IDC was concerned that the IDC haa
not been reconvened and believed that it was given insufricent
time to review the draft guidelines.l8

3.33 The Committee considers that the lack of IDC meetings
is contrary to tne Government's intention as evident in its
decision to upgrade and expand the membership of the IDC. It is
also contrary to the Government's decision to use tne IDC
mechanism to ensure consistency between the civil and defence
components of the program. The Committee does note DITAC's
intention to convene an IDC meeting within six months (rrom
November 1986),20

3.34 As regards the consideration of the draft guidelines,
it is considered that tne IDC should have been more closely
involved through the convening of actual meetings in order to
allow interaction on the development of the policy. Again, tnis
would appear to be contrary to the spirit of Inglis Committee
Recommendation No. 19(b) which was accepted by the Government:

Terms of reference of standing IDC to be revised
to require it to develop and maintain a
comprehensive set of guidelines for Ministerial
endorsement,21

16. Minutes of Evidence, op cit, p 214

17. JBCPA file

18. Minutes of Evidence, op cit, p 411, 413
19. Guidelines for Participants, op cit, p 41
20. Minutes of Evidence, op cit, p 415

21, Guidelines for Participants, op cit, p 42
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3.35 More generally, the IDC should meet fLrequently ana on a
regular basis to monitor and resolve any interdepartmental
concerns over the offsets policy, the guidelines for 1ts
implementation and its relationship with otner Government
policies.

3.36 The Committee considers that regular interaepartmentad
liaison is essential and the existing and formal mechanism for it
must not be neglected.

3.37 The Committee recommends that:

. The terms of reference for the Standing
Interdepartmental Committee on Offsets be
revised in accordance with the Government's
decigion following the Inglis Report.

. The Standing iInterdepartmental Committee on
Offsets reconvene as a matter of urgency and
meet frequently, regularly and at a senior
level to ensure adequate interdepartmental
liaison on the offsets program.
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CHAPTER 4
CIVIL AND DEFENCE ADMINISTRATIONS

. Differences in the Administrations
« Co-ordination
« 8ingle Administration?

Differences in the Administrations

4.1 The Department of Defence and DITAC have been jointly
responsible for the administration of tne offsets program Since
late 1984, The division of responsibility is determinea
essentially by the identity of the purchaser. Defence administers
offsets against its purchases and DITAC administers orfsets
againdt all other relevant Commonwealth purchases.

4.2 One significant feature of the offsets program is cthat
there be uniform administration of tne civil and defence aspects
of the program. Notwithstanding this, there are several important
differences in the way the two aspects are being administered.

4.3 First, Defence administers ofrsets as one element of
its program Australian Industry Involvement (AXI) which comprises
defence designated and assisted work as well as defence ofrsecs.
The responsibility for development and administration orf AL
policy is divided between two divisions, Defence Indusctry and
Materiel Policy (DIMP) and Defence Industry Development (DID),
whilst the management of procurement processes rests with the
Chiefs of Materiel. This wide organisational spread orf
responsibility for AIXI, and hence defence offsets, contrasts with
civil offsets which are the responsibility of a single discrete
administrative unit in DITAC.

4.4 Secondly, defence offsets are considered in tne tender
evaluation process. The quality and quantity of defence offsets
are determinants in the purchase decision. On the other nand,
civil offsets are neither competitively assessed nor taken into
account as source sSelection decisions. fThe c¢ivil offsets
authority advises simply whether or not the overseas supplier has
complied with the program requirements.

4.5 Thirdly, Defence seeks to develop detence industry
capabilities through the offsets program. It therefore places
lower priority on offsets proposals that are unrelatea to cthe
particular defence purchase. Civil offsets can however bpe
directed to any industry sector as long as they are based on
normal commercial arrangements which meet tne program
requirements.
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4.6 Many overseas and local firms are involved or have the
potential to be involved in both civil and defence offsets. Some
who gave evidence to the Committee, notapbly in tne electronics
industry, expressed concern at the division of responsibilix}y
between DITAC and Defence and the differences in thneir
admipistration of the program. One overseas firm said that the
need to report to more than one authority increased its costs and
effort. A more serious concern, expressed by others, is that the
two departments appear to have different aims and objectives and
work with different criteria. While there is a common set or
guidelines, their interpretation varies between the departments
and the uncertainty causes difficulty for the rirms affected.

4.7 A specific example of this problem was provided by
Prime Computer. The Company stated that it is concerned that its
offsets agreement with DITAC to achieve Pre-Qualifiea Orrsets
Supplier Status may not be recognised by Defence, and thnat
additional pffsets arrangements may be reguired for sales to that
department,l

4.8 The Committee acknowledges that there are valid reasons
for the (differences in the «civil and defence offsets
administration. However, it is concerned that the overall program
is seemingly being implemented as two separate programs., This is
not consistent with Government policy and it increases cthe
protential for confusion, inconsistency and inequity in its
application.

Co~ordination

4.9 Some of the propblems of the dual administration of tne
offsets program were noted by the Inglis Committee and several
remedial measures were recommended, including:

. the use of common guidelines;

. a single recordkeeping and monitoring system {common
database); and

. liaison between the two administrations through tne
interchange of starff and the operation of tne
Standing Interdepartmental Committee on Offsets (IDC
{Otfsets)).

4.10 The Government has formally adopted these
recommendations, except those relating to staff interchange ana a
common database. The progress in implementing each or the
recommendations was examined by the Committee.

4.11 In March 1986 the two departments jointly published a
set of guidelines for participants in the offsets program. While
the publication apparently has been well received Dy industry
generally, both departments nhave acknowledged that it needs to be
improved in a number of areas.2

1., Minutes of Evidence, op cit, p 238
2. 1Ibid, pp 160-162
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4.12 While tbe Government did not accept tne Inglis
recommendation to maintain a common database, the Committee was
advised that DITAC and Defence share the same informacion thac
would have been provided by such a database.3

4.13 Amongst the data used by tne administrators are
detailed descriptions of overseas and local rirms involved or
seeking to be involved in the program. Defence currently araws
upon such data in preparing its published directory or local
firms interested in defence offsets. The Committee was advised o
the authorities® intention to expand this into a joint directory
covering both civil and defence oftsets.4 TThe Committee
ackm_)wledges the value of sBuch directories in asgisring
pazt:l.cipants in the program and in presenting orrsets as a single
unified program. However, apart from a consolidatea address iist
of overseas firms, little evidence was received of co~operation
in the publication of these directories.

4.14 In addition to the above mentioned documents, the two
qffsets‘ authorities need to co-operate in the preparation or a
joint annual report on the program, commencing with cthe year
1986/87. The departments indicated however, that tney had not yet
agreed plans for this task.

4.15 The Committee  concludes that the two oLrsets
authorities have made some progress towards presenting a uniriea
program, most notably with the publication of tne guidelines
booklet. However it considers that progress nas been slow ana
that there is scope for improvement.

4.16 The Committee recommends that:
. The civil and defence offsets authorities increase

their efforts to present the offsets program as a
single program and, to this end:

. co-operate closely in the joint publication
of the proposed directory of relevant local
firms;

. agree on specific plans for both the joint

publication of a directory of overgeas firms
and an annual report; and

. revige the guidelines, on a joint basis, as
required.

L

3. Minutes of Evidence, op cit, pp 366-367
4. 1Ibid, p 367
5., 1Ibid.
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4.17 In order to harmonise their respective segments o1 thne
program, DITAC and Defence not only need to co-operate in
preparing documentation on the program but must also marntaih
frequent and close 1liaison. The Committee acknowledges thac
liaison does occur as evidenced in recent joint sSeminars on
offsets, and in DITAC's membership on the Defence Industry
Committee. However, the Committee notes that two recommendations
by the 1Inglis Committee to promote liaison have not been
implemented, namely those relating to statf interchange and the
IDC (Offsets). .

4,18 Whilst the recommendation regarding stafX interchange
was formally rejected, Defence advised that some intercnange may
occur in the future.® The Committee believes that such a process
will help promote greater understanding petween the «<¢ivil and
defence offsets authorities, particularly at the working level.

4.19 The Committee was very disappointed to learn that tne
IDC {(Offsets) has not met since 1984. 'The IDC should provide a
useful forum for Jjoint discussion of policy issues, and the
Committee believes that it is one essential means o liaison
pbetween the departments.

4.20 To overcome their physical separation and natural
tendencies to be autonomous, the Committee urges tne civili ana
detence offsets authorities to work more closely together, ana to
this end, suggests that they pursue all available avenues for
liaison including a program of starff interchange and regular
meetings of the IDC (Oftfsets).

8ingle Administration?

4,21 The Committee also inquired into reasons <ror aual
administration of the offsets program. Defence stated that the
arrangement is consistent with the fact that the program has dual
goals which are the separate responsibilities of DITAC and
Defence.’ DITAC stated that whilst the value of tne program is an
industry development measure, this heeds to be tempered by the
defence strategic capabilities considerations.8

4,22 The Committee supports the role of DITAC 1in the
administration of offsets, but questions whether the
defence-related goal of the program necessitates a similar role
for Defence,

6. Minutes of Evidence, op cit, p 366
7. 1bid, pp 110, 127-138
8. 1Ibid, pp 421-422
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4.23 As part of the AII program, all defence work whi
Department of Defence considers must be undertaken i'; A‘les?;aﬂg
because of its strategic significance is categorised as
designated wor}t. Defence offsets do not fall within tnis category
and are therefore not considered essential on strategic grounds,
Furthermo:_:e the department does not prescribe particular orrsecs
nor does it pay a cost premium for them.

4.24 It has been stated also that there is no longer a c
distinction between the defence industry and otner inda:try. blig?;
particularly the major industries engaged in defence oftsets work
also tend to be the major participants in civil offsets, such as
electronics, aerospace, communications and software. This
Ssuggests that most civil offsets activities will be supportive or
the defence-related goal of the Program and vice versa.

4._25 Tl-'xe principal argument ror Defence's involvement in
offsets administration is the policy of using ofrsets to support
detence industry capabilities. This policy has a close paraliel
in Telecom]s ppl:.cy of using offsets to maintain a strong local
telecommunications industry. Botb policies are not upreasonable
:grtningg?;ati% not form 'i' sutficient pasis for splitting ctne
© responsibility for offsets +4
segments of the bureaucracy. ¥ © anengst the arteccea

4.26 The Committee pelieves that the reasons given
Defence's direct role in the administration of t:ng ozz‘s:g;
program are f_au; g:om clear cut. Unfortunately, the Committee aoes
not have sufricient data to make a rirm recommendation along
these lines. However, it does believe that the current situation
of dual administration is unsatisfactory and needs to be
resolved.

4.27 The Committee recommends that:

. The Departments of Defence, and Industry, Technology
and Commerce examine the need or otherwise for the
current dual administration of offsets, and in
particular, . investigate means whereby the
administrative role can reside solely within thne
Department of Industry, Technology and Commerce whilst
g:ﬂxi;ming suitable 1links with defence induscry

.
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CHAPTER 5
OFFSETS. APPROVAL

. The Guidelines

B Flexibility

. Assessment of Technology

. Other Aspects of the Approval Process

The Guidelines

5.1 The evaluation of offsets proposals is one of the main
functions of the offsets authorities. The acceptability of a
proposal is determined by a list of criteria which are explained
in the guidelines booklet. The general criteria concern long-term
commercial wviability, price, level of technology and new
activity. In addition there is a criterion specific to defence
offsets.

New Work Criterion

5.2 The criterion that drew the most interest during the
inquiry is that related to 'new work'. The guidelines state:

To meet this criterion offsets must be in addition
to, or an extension of, the activities presently
undertaken by overseas suppliers in Australia.
They must be activities which:

(a) are new to individual Australian f£irms or
which enhance existing activities with work
which would not otherwise be undertaken in
hustralia; or

(b) result in local research, design, development,
production or support which would otherwise
have been undertaken overseas; or

{c) open up markets new to Australian products.1

5.3 In simple terms, the activity must be such that it
would not have been undertaken except for reasons of the offsets
program.

5.4 Several organisations, predominately from the computer
industry, expressed concern that an activity which is undertaken
for commercial reasons does not satisfy this criterion. This
seems in conflict with another criterion that offsets must lead
to commercially viable activity. The commercial viability
criterion states:

1. Guidelines for Participants, op ecit, p 8
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To meet this criterion offsets must be likely to
lead to commercially viable local activities which
are:

(a) competitive in price, quality and delivery
within the 1local or preferably, in the
relevant world market; and

{b) capable of being sustained in the longer term
without recourse _ to  special levels of
Government support.

5.5 Prime Computer said:

It would appear that any activity which could be
run profitably would be classified as a commercial
enterprise and therefore could not qualify as an
offsets activity. It was almost a ‘'catch 22°
situation. For our R & D centre, we had to show
that Prime Inc. could do its R & D cheaper outside
Australia, and that the decision to set up and
continue the Canberra R & D centre was based on
offsets reasons (and not commercial reasons).3

5.6 Another company ststed:

We are required to dJdemonstrate that qualifying
activities would not have occurred for other than
offsets reasons....having proposed an economically
viable project it may be @ifficult to prove
(that) .4

5.7 A corollary is the concern expressed to the Committee
is that if a firr makes a conmitment to an activity before it is
approved under the offsets program, then the activity may be
ineligible. In other words, there can be no retrospective credits
for offsets work, even though offsets obligations/debits can be
applied retrospectively.

5.8 IBM observed that in applying the 'new work' criterion,
the offsets authority attaches emphasis to the supplier's
motivation for the proposed activity. If however the motive is,
for example, to be a good corporate citizen and is not dependent
on offsets, it may be deemed ineligible. The examination of
motive is unnecessary and adds to the administrative burden. IBM
also observed that the offsets authority should be concerned only
with the activity itself and whether it is consistent with the
goal of Australia's industrial development.

2. Guidelines for Participants, op cit, p 7
3. Minutes of Evidence, op cit, p 234

4. In cawera evidence

5. Minutes of Evidence, op cit, pp 270, 273
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5.9 It was also noted that the problem of meeting the
criterion is particularly acute for an overseas supplier that has
an  extensive operation im Australis. It faces increasing
difficulty in initiating pew activities to satisfy its offsets
obligations.

5.10 A related concern is that a firm incurs a range of
additional costs when it engages in a new activity. Whilst these
costs undoubtably occur, witnesses differed in their opinions as
to whether they result in higher prices being paid by the
Commonwealth., To the extent that this is true, the 'new work' and
‘price’ criteria would be in conflict. A discussion on the issue
of costs is contained in Chapter 7.

5.11 In response to these concerns, DITAC claimed that there
are several recent examples where the criteria of ‘mew work',
'price’ and ‘'commercial viability' are met simultaneously. The
authority's approach is to check that the proposed activity,
first, is not related to customer support or market enhancement,
and secondly, is new to the firm's business plan. Considerable
documentation is required in the process. However, DITAC did
admit that the 'new work' criterion is not easy to apply.® The
Department stated:

our preference is to structure our evaluation
around the commercial viability criteria, and to
an extent the new work and cost_criteria are used
as supplementary considerations.

5,12 Whilst the Committee heard evidence that, in practice,
the 'new work' criterion is being interpreted in a flexible
fashion and with an awareness of commercial realities, it
acknowledges possible conflicts in interpreting the quidelines
and considers that this matter needs to be addressed.

5.13 The Committee considers that 'new work' should be
redefined simply as any new activity for the company in Australia
which is unrelated to customer support, distribution or marketing
of existing products. The current requirement that the activity
must be new to the firm's business plan is discriminatory against
those firms with ambitious and wide-ranging plans. The main
emphasis shoulé be on whether the work is genuinely new and
potentially commercially viable, not whether it is being
undertaken for offsets reasons. Offsets are and should remain an
incentive to invest in new activities. However, to insist that
only activities for which offsets are the principal or only
incentive are eligible is unnecessary, difficult and potentjally
discriminatory.

6. Minutes of Evidence, op cit, p 439-440, 448
7. 1Ibid, p 440
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5.14 The Committee recommends that:

. The 'new work® criterion in the guidelines be
redefined as a new activity for the company in
Australia which is unrelated to customer
support, distribution or marketing of existing
products.

Offsets Period

5.15 Allied to the 'new work' criterion is the question as
to how long a particular activity should continue to earn offsets
credits. A number of suggestions have been made, ranging from a
fixed period through to a matter of open negotiation between the
supplier and the offsets authority.

5.16 The guidelines specify, first, that the period will be
agreed between the supplier and the Govexrnment and, secondlyé
that, for an individual purchase, it is normally up to 5 years.
DITAC advigsed that for a one~off case an agreed period is settled
during negotiations and is normally related to the type of
activity envisaged. The period tends, for example, to .be
relatively 1longer in the aircraft industry because of its
peculiar characteristics, The Department is, however, congerped
at accusations that offsets are being provided as a continuing
support measure,

5.17 The Committee agrees that a single fixed. period, as
implied by the current guidelines, is not appropriate in all
instances. However, it is not fully supportzvg of the
case-by-case approach that seems to be practised with a less
predictable outcome.

5.18 The Committee is strongly of the view .that the
guidelines should state that the period will be determined on an
industry by industry basis, takirg into account the scale and
nature of the activity. One further option is to d1s}:1§1gu1sh
between those activities that are internationally competitive or
those which are dependent on other protective mechanisms. In the
first case, credits could be earned for an unlimited perio_d.. In
the latter case, the perio@ in which the activity is an eligible
offset would be specified in years with extension the subject of
review.

Update of Guidelines

5.19 As mentioned previously many organisations spoke
fovourably about the new guidelines. Nevertheless, there was a
general call to update the document, to remove some identified
anomalies and inconsistencies and to clarify areas that are
frequently queried.

8. Guidelines for Participants, op cit, p 12
9. Minutes of Evidence, pp 443-444
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5.20 One ares of uncertainty concerns the situation when
imported components form part  of goods supplied to the
Conmonwealth by & local firm.10 1 addition, revision is
necessary to accommodate the initiatives announced in the
October 1986 statement by the Minister for Defence regarding
defence exports.ll

5.21 The Committee notes that the Government has accepted
the 1Inglis recommendation that the guidelines be regularly
updated., DITAC advised that it envisages commencing the first
review in the near future with the objective of developing a
revisefg draft for consideration at the May 1887 meeting of the
AITC.

5.22 Apart from several specific areas requiring updating or
clarification, it was a common complaint that the guidelines
leave too much room for interpretation and judgement by the
offsets authorities. This concern is addressed in detail in the
next section. The Committee is of the view that the current level
of administrative discretion needs to be clarified and that one
important measure is a more rigorovs set of guidelines.

Failure to consult

5.23 The offsets authorities often drew attention to the
fact that the offsets program changed significantly in the light
of the Inglis review and the Goverhment's acceptance of most of
its recommendations. One principal expression of this change is
the publication of the new guidelines booklet. 1In view of the
importance placed on the 1Inglis review, the Committee was
disappointed to learn from members of the Inglis Committee that
the they were not consulted in the Preparation of the new
guidelines. Whilst that Committee's formal role concluded with
its report, this Committee believes that follow-vp consultation,
by the administrative staff responsible for translating the
Inglig Committee's findings into the guidelines, would have been
valuable.

Flexibility
Arguments for Flexibility

5.24 The Committee heard many reasons why the administration
of the offsets program cannot be a rigid or mechanical process.
In essence, the main reasons are that offsets are a matter of
negotiation and all cases are different. Consequently the offsets
avthorities need to be flexible and exercise discretion {within
the written guidelines) in administering the prodgram.

10, -E_iaﬁ’é:sm&—i:vidence, op cit, p 264
11. 1bid, p 161
12. JPCPA File
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5.25 The offsets program operstes on tyo fundamental
principles. First, the Conmonwealth can use its purchgsing
leverage to impose offsets obligations on its overseas suppliers.
Secondly, accepted offsets activities are those which are likely
to be commercially viable and are cost-free to the Com@onwealth.
It is acknowledged, though, that in some cases e}thez _the
Commonwealth has limited purchasing leverage or there is limited
industrial capacity in Australia to absorb the level or types of
offsets activities that a particular supplier can offer.

5.26 As an illustration several witnesses drew attention to
the civil aircraft industry. First, tbe industry is domlqated by
relatively few major suppliers, especially of large axzcragt.
This has a negative impact on the Commonwealth's purchasing
leverage. Secondly, the industry worldwide is character1se§ _by
high levels of Government intervention through competitive
offsets-type programs. Australian firms may, therefgre, have
gifficulty winning work without the offsets program. Thirdly, the
local aircraft industry has acknowledged capacity constraints and
is heavily dependent on imported conponents and materials.
Furthermore, the long life cycle of large civil aircraft inhibits
the ability of local industry to become involved in post-purchase
part production.

5.27 It was suggested that to some extent the local aircraft
industry is adapting to the situation by early involvement with
overseas suppliers in joint venture arrangements. Nevertheless
the general consensus is that the administrators need to be
flexible in applying the offsets rules in such circumstaqces or
risk price increases and purchasing delays. One witness said that
if the program was supportive of joint ventures, offsets could be
used more as 'a stepping stone rather than the backbone of the
industry.’

5.28 A problem also can arise in the defence area for some
purchases made via the US Foreign Military G&ales arrangements
where the Commonwealth's purchasing leverage is low. This is
especially true if there is a sole supplier. Defence advises that
offsets is ultimately achieved through the negotiating process.l4
It further states:

The outcome of offsets negotiations is too much a
function of the competitiveness of local industry
and the competitive environment within which the
prime contractors operate for a rigid formula
approach to be viable.l

13. In-camera evidence
14. Minutes of Evidence, op cit, p 158
15. Ibid, p 136
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5.29 In response to the AIP audit, the then Department of
Defence Support stated:

It should be recognised that offsets and AIP
objectives are secondary to the prime objective of
equipment procurement which is to secure the
timely and economical provision of suitable
supplies...,.it is inevitable that there nay be a
degree of conflict between ... (these) objeéctives
in which some compromise may be necessary to
optimise the outcome.

5.30 Many organisations highlighted apparent asnonalies in
the offsets rules or situations in which the industry development
objectives of the program cannot be met by a simplistic or
inflexible application of the rules.

5.31 One such situation is when an overseas supplier already
has a significant and established local work program in place. It
is suggested that the rigiad application of offsets in this
situation is inequitsble. The definition of new work and the
issue of retrospective offsets credits (refer earlier this
chapter} are important in this regard.

5.32 Another 'anomaly' is when imported components form part
of goods supplied to the Commonwealth by a local firm. Whilst the
offsets obligation falls upon the overseas sub-contractors this
réises two problems, First, and as mentioned elsewhere, the
offsets obligations are Ilikely to be imposed retrospectively.
Secondly, the local supplier is in effect an unfortunate
intermediary and may suffer costs or loss of business in
attempting to force its sub-contractors into offsets arrangements
with the Commonwealth. This undesirable resvlt is more likely if
the imported components from each single overseas source are
insignificant in the final product and are supplied to the local
firm under 'arms length' commercial arrangements. In such cases,
the Commonwealth has little, if any, purchasing leverage on the
overseas suppliers.

5.33 A further problem area concerns firms that have been
operating or investing in offsets activities that are no longer
strictly eligible under the new rules, most notably the rules
concerning part production and 1level of technology. Rigid
adherence to the rules may be very costly to these firms who may
arguably be engaged in worthwhile activities.

5.34 Apart from the above areas of anomaly, several
witnesses suggested that, as with defence offsets, DITAC should
use its discretion to encourage 'quality' offsets which in its
view are more 1likely to be internationally competitive and
supportive of the Government's industry policy. It was stated
that, with imaginatiop and innovation, the cffsets program can be

16. Reports of the Auditor-General on Efficiency Audits,
Administration o¢f the Australian Industry Participation
Program in Relation to Overseas Procurement, op cit, p 84
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a useful industry development tool. One particular concern in
this regard is that offsets can, if applied rigidly, promote
fragmentation in the industry, notably in the computer and
electronics field. Whilst the Pre-Qualified Offsets Supplier
Status scheme is generally viewed as progressive in that it
permits a longer term perspective by suppliers, other innovations
are needed to encourage collaborative ventures.

5.35 Clearly some flexibility is needed in the
administration of the offsets program, though questions have
arisen regarding the 1level of discretion available to the
officers administering the program. The need for flexibility
arises primarily in those cases where the Commonwealth has
limited purchasing leverage or where local industry has limited
capacity to absorb the proposed level of offsets. If, through a
rigid application of the offsets gquidelines, the Commonwealth's
bargaining power is pushed tooc far, or local industry is
stretched beyond its capacity, then substantial costs could arise
and the Commonwealth will either pay a premium or subsidise
uneconomi¢ activity or both. All such outcomes are inconsistent
with the ultimate goal of establishing internationally
competitive activities within Australia.

Arguments against excessive discretion

5.36 The Committee received conflicting evidence as to how
much flexibility is actually being used in the application of the
offsets guidelines. Those organisations that drew attention to
the various anomalies described above clearly see them as areas
where there has been insufficient flexibility. Furthermore, both
DITAC and Defence stated, for example, that although they have
the facility, subject to Ministerial approval, to specify less
than 30% offsets, neither has chosen to do so in recent tinmes.

5.37 Conversely, there were many witnesses. that expressed
considerable disquiet at what they see as the high level of
subjectivity and discretion exercised by the offsets authorities.

5.38 One wajor concern is that the rules are apparently
being applied inconsistently. Differences seem to occur between
individual staff members in the offsets authorities and hence
also between the different industries for which they are
responsible, In this regard, mention was made of the valuation of
imported content, the valuation of technology transfer, the
voluntary natuvre of Pre-Qualified Offsets Supplier Status,
retrospectivity in imposing offsets debits, and the time taken to
grant approvals. To a varying extent, decisions on such matters
seem to be left, as_one witness said, to the ‘vagaries of
individual officers'.l

5.39 It was stated that this apparent lack of uniformity in
the way the rules are applied not only creates confusion and
uncertainty amongst firms but also raises the question of equity.
Offsets activities often involve large investments by firms and
such inconsistency can measurably affect a firm's competitive
position in the marketplace.

17. Minutes of Evidence, op cit, pp 357, 451, 456
18. In camera evidence
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5.40 One recurring assertion in the evidence before the
Conmittee regarded such inconsistencies, No hard evidence was
provided but the Committee believes that both the potential for
inconsistency and the concern of many firms are problems in
themselves.

5.41 One disaffected company felt it is being discriminated
against in terms of the extra data it is being asked to provide
and the delays in receiving approvals. Further, the discretionary
pover of staff members in the administration is apparently such
that the firm is:

not sufficiently confident that the making public
of our qguestioning of the administration would not
result in subtle negative influence operating
against us in our dealings with the Offsets Branch
with a conseguential impact on future approvals
etc.

The power of individual officers to delay,
withhold or reinterpret approvals and the
recordings of claims is absolute.

5.42 A closely related issue is that the offsets authorities
maintain a certain degree of secrecy in their dealings with
individual firms. Some witnesses consider that the combination of
secrecy, discretionary power and high commercial stakes raises
concerns of public accountability and probity. Whilst no one
claimed, however, that corruption has actually occurred, at least
one witness claimed that offset avoidance had occurred and
several saw corruption as at least a possibility and offset
avoidance as a clear danger. The Conmittee considers that the
views of some participants in the program concerning these
matters together with the potential for problems to develop
reguire tightening in several areas.

5.43 These criticisms were raised with the administrators
who responded along the following 1ines. First, detailed
procedure manuals are being or have been prepared for use by
staff to ensure consistency. Defence produced its manual in
September 1986 and DITAC's manval is currently under preparation.
In addition, improved information systems that record offsets
decisions and the offsets status of Ffirms are being
implemented.2l Secondly, both departments admit that whilst undue
influence or bias by staff towards a particular company is
possible, it would be extremely difficult. Defence said there are
‘far too many players in the game..... So many checks and

1%. In camera evidence
20, 1In-camera evidence
21. Minutes of Evidence, op cit, pp 77, 145, 149-150, 169
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balances are in there...'.22 DITAC said that it countered this
sitvation by getting as much information as possible and
retaining a small close operation with all correspondence
circulated to senior staff. Thirdly, secrecy needs to be
maintained to a large degree because offsets discussions with
individual firms and their final outcomes are generally
commercially sensitive.

5.44 The Committee accepts the many arguments described
previously that offsets cannot be administered as a simple
mechanical process. On the other hand, the Committee considers
that the criticisms regarding inconsistency, inequity, lack of
accountability, secrecy and probity are extremely serious.

Sclutions

5.45 On the surface it would appear that the offsets
administration is in a 'no win' situation. The rules it applies
are criticised for being both too precise or not precise enough.
However, the Committee believes that there is scope for
improvement. It lies in a recognition of the distinction between:

. flexibility and sensitivity in the way offsets are
administered; and

. administrative discretion and secrecy in the
process.

5.46 The Committee is recommending a number of measures that
will curtail the latter without sacrificing the former. The four
measures are:

. a clearer and more rigorous set of guideliines
especially on the criteria and valuation of
acceptable offsets;

a detailed public register of precedents;

. thorough independent
negotiations; and

assessment prior to

. comprehensive procedure manuals for staff.

5.47 It is acknowledged that none of these measures is
either radical or new. The Auditor-General and the Inglis
Committee mention them all in various contexts. The Committee
also recognises that some steps have been or are being taken by
the administration, but it considers that not enough is being
done to¢ overcome the problems.

5.48 A register of precedents was svggested by several
organisations. In ideal circumstances, the offsets rules should
cover all cases. Whilst this is a valuable target in the
recommended revision of the guidelines, in practice there will

22, Minutes of Evidence, op cit, p 360
23. 1Ibid, pp 449-451
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always be cases which are not sdequately addressed. Nevertheless,
the principles of consistency and equity should still apply with
the aim to avoid ad hoc decisions but allowing innovative
decisions where required, As the body of experience builds up,
the level of discretion will reduce.

5.49 Furthermore, if the register of precedents is published
(excluding commercially sensitive data) then public
accountability can be safeguarded and there is a greater chance
of equity. The Inglis Committee suggested two other reasons for
publicising precedents:

it should greatly help both overseas suppliers and
local subcontractors understand how the policy is
operated; and it should provide a strong
discipline on the .... Offsets Secretariat to
develop sound and consistent decision making.24

Additionally, the release of information from suppliers' offsets
plans may assist local firms to target their proposals more
directly to supplier needs. The Committee notes that DITAC has
made public several recent offsets achievements, but insufficient
details have been provided for use in this regard.

5.50 The Committee recommends that:

. The guidelines booklet be revised and updated as a
matter of priority. In addition to the matters
covered in this report, the thrust of the revision
should be to clarify areas of uncertainty and
anomaly, and to reduce areas of unnecessary
administrative discretion.

. The results of decisions by the offsets avthorities
be well documented and published in order to
establish a comprehensive register of precedents to
ensure consistency and equity in subsequent
decisions. Furthermore, significant precedents
should be reported to the Minister and Gescribed in
the annual report of the program.

5.51 Whilst offsets are one element of the wider procurement
process and results can be circumscribed during negotiations, the
Committee believes that this dependence on the outcome of
negotiations should be minimised as far as possible within the
overall goals of the program. Overseas suppliers face many
Government imposts and regulations when conducting business in
Australia. Obvious ones include taxation and regulations in the
areas of customs, transport, employment and the environment. It
is arguable that many of these have 1little negotiable element.
Offsets should be in the same category and not be, as is
sometimes implied, a matter of ‘'getting the best possible from
across the negotiating table'.

24, Report of the Committee of Review on Offsets, op cit,
PP 155-156
25. Minutes of Evidence, op cit, p 158
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5.52 One important key to this is a thorough and.independent
assessment of each case prior to entering negotiations. An
appropriate assessment would consider the circumstances }n the
industry, history and precedence, and conclude with a
determination of such ‘'variables' as the level of offsets
required and the value of relevant technology. These gactors
should not be left to the vagaries of open negotiation or
competition which cause problems of inequity and lack of public
accountability. Once set by the offsets authorities, they should
be seen to be relatively inflexible.

5.53 The Committee recommends that:

. In any entirely new circumstances {especially those
that may be open to chalienge}, th offsets
authorities arrange or undertake an independent
asgessment of the situation prior to entering any
negotiations with the overseas supplier.

Agsessment of Technology

5.54 There was considerable comment on the technology
emphasis of the new offsets program, and the difficulties
associated with the valuation of technology.

5,55 The guidelines state that:

The prime objective of the Offsets Policy is to
bring to Australian iqdustry advanced
technologies, skills and capabilities...

The emphasis on technology transfer Jleading to
enhanced internaticnal competitiveness is intended
to facilitate the establishment of 1long term
work... The creation of employment is regarded as
a desirable consequence....rather than a primary
objective in itself.2¢

5.56 Several organisations spoke in favour of this new

emphasis, and cited examples where new technology has been

attracted to this country with consequential benefits to our
international competitiveness. Instances of technology transfer
include the training of scientists and engineers by the offset
obligor in new and/or specialised subjects who then bring those
skills back to Australia; working with an Australian company to
bring it up to US military specification standards and, the
transfer of software packages developed by the overseas company
to an Australian company.

5.57 Nonetheless, some witnesses were concerned that
over~emphasis on technology transfer had resulted in the loss of
real work. The strongest criticism by one witness was that the
unquantifiable nature of technology transfer creates tye
potential for offsets avoidance, even corruption. Therefore, it
was suggested that the emphasis must be removed.

26. Guidelines for Participants, op cit, p 3
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5.58 The Committee sought data on the extent to which
technology transfer has featured in offsets. Defence replied that
about B0% of defence offsets arrangements have an element of
technology transfer with an average range of 10% to 20% in value
of the offset 2/(fe 3% to 6% of the velue of the contract).
However, DITAC advised that while there are a number of
arrangemgnts being negotiated, only one civil case had been
settled. In explanation DITAC suggested, first, that overseas
suppliers are probably reluctant to transfer technology which may
ultimately benefit ~their competitors. Secondly, that the
Department has not attempted yet to specify ‘desirable’
technologies. The Conmittee is not convinced altogether that
these factors explain the very different incidence of technology
transfer within the defence and civil sides of the program.

5.59 The guidelines describe the current mechanism as

The offsets value of the technology transfer
..svis calculated as follows:

(i) the actual cost to the overseas supplier
in transferring the technology; and

(ii) the actual or notional value of licence
fees or royalties foregone; or

(iii) the selling price of all incremental
sales of locally produced items derived
from the technology over an agreed
period.

5.60 The offsets authorities acknowledged that
technology transfer is _not easy to quantify and there is
some scope for abuse.3) As far as the Committee could
determine the major potential area of abuse is in the
valuation of technology. Whilst other witnesses confirmed
that negotiation plays a large part in this matter, the
Conmittee questioned whether there is a more consistent and
objective mechanism.

5.61 It is accepted that item (iii), paragraph 5.59,
represents the real value of the technology more closely., This
measure, however, requires the offsets authority to either
forecast the degree to which the technology will be used or
withhold offsets credits until such time as the tecbnology finds
its woy into product sales. The Conmittee acknowledges these
difficulties and believes that as many valuations as possible be
based on the real outcome Of the technology transfer, not a
notional valuation.

27. JPCPA File

28. Minutes of Evidence, op cit, p 446

29, Guidelines for Participants, op cit, p 18
30. Minutes of Evidence, op cit, pp 222, 360-363
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31. 1In camera evidence
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5.66 Both Departments explained that prior assessment is
made as far as possible.Also outside technical experts may be
used when it is considered necessary,3

5.67 The comprehensive Defence document on defining and
valuing technology transfer was noted, The Committee suggests
that DITAC should consider producing a similarly detailed
document for civil offsets. Furthermore the Committee gained the
impression that outside technical expertise has only rarely been
employed in this difficult subject area. It is suggested that
such expertise is often needed and should be used.

Other Aspects of the Approval Process

5.68 Several organisations complained about the tardiness
with which DITAC often responds to offsets proposals. One saig it
had experienced delays of up to 10 months and another of 3-4
months. Such delays impact on the timely provision of equipment
and on the viability of some propesals as ‘opportunity windows'
close. It was suggested that limited experience and staff
resources within the administration may be the causal factors,
although one organisation feels it is the victim of unfair
discriminstion.

5.69 DITAC stated that the approval process relies upon the
receipt of all necessary documentation which is not always
forthcoming. Once the data is to hand, the Department ‘'can
normally guarantee a clearance....in under two months. In a lot
of cases it is much quicker than that,'34

5.70 The Committee believes that delays in the approval
process are inconsistent with proper and accountable
administration. It therefore agrees with the suggestion that, as
with the Foreign Investment Review Board, the offsets suthoritiesg
should be obliged to respond within 30 days.

5.71 Another complaint is that DITAC's records on the
offsets status of firms are poorly maintained ang inaccurate. The
approval process is highly dependent on Proper records,
particularly on firms seeking Pre-Qualified Offsets Supplier
Status. It appears at times that DITAC has to refer to firms® own
records of sales and offsets activities.

5.72 The Committee heard evidence that DITAC is rectifying
this situation but it notes that this same criticism was raised
two years 3%zrev.iously by both the Auditor-General and the Inglis
Committee. i

32. Minutes of Bvidence, op cit, p 222, 362-363

33, In camera evidence

34, Minutes of Evidence, op cit, p 452

35. Minutes of Evidence, op cit, p 455, Report of the
Auditor-General on Efficiency Audit, Administration of the
Offsets Policy, op cit, p 9, Report of the Committee of
Review on Offsets, op cit, p 163

36. Minutes of Evidence, op cit, p 149

49



5.73 One firm observed that there is no _appeal mechanism
within the current administrative procedures. If a company
considers it has been unfairly treated, there is no impartial
higher authority to which it can refer. The Comxpittee notes the
concern but considers that an appeal mechanism is not necessary
if, as recommended, there is much greater public disclosure of
offsets information and the whole administrative process is made
more visible and publicly accountable. Nonetheless, the Committee
regards the existence of an established and widely recognised
approval 'hierarchy' within the administration as worthwhile. The
level of the officer with authority to approve offsets linked to
the value of the proposal should be acknowledged publicly.

5.74 The aforementioned concerns and suggestions all point
to the definite need for a comprehensive procedures manual for
administrative staff. This was one of the major recommendations
of the BAuditor-General. The Conmittee notes that Defence has
recently produced a manual for its staff and DITAC is in the
process of doing the same. It also recognises that the task of
preparing a manual can be burdensome when there are other
priorities. However, the Conmittee regards such documents as
critically dimportant., It urges DITAC to complete its manual,
These manuals should eliminate unnecessary areas of discretion,
and, if frequently used and revised where necessary, have a
beneficial impact on the overall administrative task.

5.75 The Committee recommends that:
. The proposed manual for staff of the civil offsets
authority be completed as soon as possible. The
manuals for both authorities should:

- specify a time limit for response to offsets

proposals;

- detail the areas and limits of staff
discretion including the levels of delegated
authority;

- dictate a methodical and reliable procedure
for recording all offsets data;

- be regularly revised; and

- prescribe information that is to be made
available to the public.

37. 1In camera evidence
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CHAPTER 6

COMPLIANCE BY OVERSEAS COMPANIES

. Response to the Program
. Enforcement Measures
. Outstanding Obligations

Response to the Program
General Attitude to Compliance

6.1 The Committee inquired into the general attitude to
offsets of overseas companies participating in the program.
Comments were sought directly from representatives of several
overseas organisations as well as from other interested persons.

6.2 Of those overseas <firms that gave evidence, one
expressed general support for the program.)l fhe program's
emphasis on high technology was seen as beneficial to Austratia's
industrial development., The firm itself has a clear policy of
fulfilling its offsets obligations, which are now an accepted
part of international business. Notwithstanding the handicap or
long distances, the program has encouraged it to look seriously
at, and to utilise, the capabilities of hustralian industry. The
firm also said that the starf of the offsets authorities are
co-operative and pragmatic in their approach, altnough sometimes
lacking in understanding of the industry.

6.3 Representatives from other international companies,
including Prime Computer, indicated their preparedness to satisfy
their offsets obligations, although the placement of work such as
the supply of electronic components is constrained by tne small
scale of local industry.2 There is also some dedree or
uncertainity concerning the program guidelines, especially in
regard to the new work criterion and the eligibility or some
subsidiary company activities.

6.4 Amongst local industry it was generally acknowledged
that overseas suppliers endeavour, wnere possible, to minimise
their offsets obligations and the costs of satisfying tnem. At
one extreme there are tirms that accept that offsets are requirea
in many countries and they comply with both the spirit and the
lecter of the Commonwealth program. There are others tnat only
pay it °‘lip service', or even choose not to supply the small
Australian market because of the offsets requirements.

l. In camera evidence
2. Minutes of Evidence, op cit, pp 247-248, In camera evidence
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6.5 One complaint was that some overseas suppliers actempt
to avoid their offsets obligations by using 'creative accounting'
to produce artificially low values for the imported component or
their supplies.3 A more common phenomenon 1is for an overseas
obligor to reguest tenders for offsets work under conditions
which are impossible to meet at uninflated prices. The firm goes
'through the motions' of offering work to ‘prove’ thnat viable
offsets work cannhot be done in Australia.

6.6 Some organisations that complained about this benaviour
suggested that it is less prevalent under the new guidelines and
that the offsets authorities recognise the problem. The view of
one overseas supplier was that oftsets are sometimes retfused by
local firms because they are not prepared to make the necessary
financial investment. Suppliers may not wish to damage cheir
reputation by engaging in dishonest tactics to avoid offsets.

Technology Transfer and Foreign Owned Subsidiaries

6.7 In evidence concerning the response ©OF overseas
organisations to their offsets obligations, frequent reference
was made to the abuse or restricted use of technology transter.
It was acknowledged by DITAC and others that overseas companies
are reluctant to transfer technology which may ultimately benefic
their competitors. Alternatively, the firms make exaggeratea
claims for the value of the technology or restrict its use by the
local recipient.

6.8 Another apparently common approach in the computer
industry is for an overseas firm to transfer any technology to
its own Australian subsidiary and therepy keep it 'in house'. The
benefit to Australia of such technology is, tnerefore, dependent
on the extent to which it diffuses into the local economy, either
through its use in manufacturing and exports or in the movement
of skilled staff between organisations.

6.9 Several witnesses expressed the view that the apbility
of an overseas supplier to build a corporate barrier arouna its
offsets activities, including its own technology, encourages the
expansion of foreign-owned subsidiaries. This can disadvantage
Australian industry by taking business away from existing rirms,
inhibiting their ability to compete, and lead to market
fragmentation. The Department of Defence stated:

the offsets program in this (computer) industry
could be seen as inviting the competition on-shore
rather than opening export opportunities ror
locally developed products.

3, Minutes of Evidence, op cit, p 18
4. 1Ibid, p 134
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6.10 Some submissions suggested that preference shouid bpe
given in the offsets program to Australian~owned firms, It was
said that these firms show a more positive response to
technological development and their decisions are more likely to
be in line with the national interest.

6,11 X The contrary view was expressed by a number of otner
organisations. It was explained, first, that commercial secrets
are valued very highly and one cannot expect them to be unlocked
completely under the offsets program. Australia does benefit,
however, fx;om any expansion of foreiyn-owned subsidiaries in
terms of investment, employment, skill levels, technological
base, production sub-contracts and exports. Secondly, one of thne
aims of the program is to encourage foreign-owned subsidiaries to
move beyond the role of branch office and to expand their
horizons into, for example, research and development.

6,12 Both offsets authorites reaffirmed their policy not to
discriminate between locally~owned and foreign-owned companies.
Nevertheless, in regard to offsets proposals involving tne
overseas supplier's own subsidiary, the authorites are keen to
see .work‘ sub-contracted out to independent companies, and are
gartzﬁulagly 'hard-nosed’ in the assessment of any technology
ransfer.

6.13 .. The Committee supports this approach by the offsects
authorities to the issue of ownership.

6.14 . During the course of the Committee‘s inquiry into tnis
question, two foreign-owned companies that are long-establishea
in Australia made an interesting observation. The orfsets
obligation falls upon tne supplier's overseas parent, and under
the guidelines, it is this overseas organisation that must
generate ‘'new work' in Australia. Independent initiatives by tne
local firm, which has its own identity and consideraple autonomy,
a:et %enerally not valid for offsets purposes. One company
stated:

If you are looking for independence in Australia
in your operations, then you do not want to be
kowtowing to an overseas corporation.

Enforcement Heasures

6.15 In previous years compliance with the oftsets program
rested largely on 'best endeavours' clauses in contracts and
agreements between the Commonwealth and the supplier. These
clauses.have since been generally accepted as inetfective ana not
appropriate.

5. Minutes of Evidence, op cit, pp 380~381, 453
6. Ibid, p 285
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6.16 The Government's revised policy xegarding entorcement
of offsets obligations as stated in the Guidelines fox
Participants is:

(a) Where an overseas supplier does not discharge
its offsets obligations in tne agreed time or
at the agreed rate, consideration will bpe
given to:

(i) implementation of penalty clauses in
the contract or Deed of Agreement
between the Commonwealth and the
overseas supplier

(ii) withholding an offsets clearance Lor
future purchases unless a satisfactory

alternative offsets proposal . is
received to acquit the oustanding
obligations

(iii) the retention of <further payments
against the contract pending discharge
of the outstanding oftfsets obligation

(iv) the delinguency ot the overseas
supplier being made public by
Ministers.

(b) The Commonwealth will initiate action to
cancel approved offsecs programs which, in
the opinion of the Commonwealth, deviate so
far from their original purpose that they
circumvent the spirit of the policy.

6.17 ‘the Committee heard evidence from a number o
witnesses, including both offsets authorities, on the pros and
cons of the various options availaple to ensure compliance with
offgets obligations. Both Defence and DITAC stated that
compliance with the program was generally good, and they consider
the detailed arrangements to ensure compliance are as rigorous as
possible. Signed agreements are required to concain details of
the offset obligation.

6.18 Representatives of both Departments told the (_:ommir.tee
of advice from the Attorney-General's Department stating thac
liquidated damages and penalty clauses are not considered
entforceable.

7. Guidelines for Pa:ticipant:.s, op cit, pp 12-13
8. Minutes of Evidence, op cit, pp 198, 210-211
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6.19 In Defence's case, legal advice was that in seeking
liquidated damages it would be necessary to show damage to the
Commonwealth, a matter that may bpe difficult given tne
ill-defined nature of offset obligations.9 In an attempt to get
around legal complexities Defence has introduced new clauses inco
its contracts:

«.s.8eeking quite specific arrangements undex
which there is a monitoring of achievement at a
particular milestone. If it results jin an
underachievement by a company at that stage there
is then an agreement on tne part of the company to
increase the total obligation at tne end of the
contract,10

6.20 Samples of current and proposed documents provided by
DITAC did not include any form of penalty clause. DITAC considers
that, given advice received, the documents go as far as they can
in terms of entorceability.

6.21 DITAC however considers other options as preferable in
ensuring compliance with obligations. Initially, and from DITAC's
view, the most effective market considerations (ie not opeing
given offsets clearance for future contracts) are used to
persuade the company to fulfill the obligation. Failing that, the
Minister could contact the company. The final stage would bpe
publication of the company's name. DITAC stated that 1t had not
been necessary under the revised policy tor Ministerial comtacc
or publication of company names to have occurred.

6.22 Options put forward by other witnesses include those
specified in the Government's policy ((a) (i)~(iv) above).
However, penalty clauses were generally considered not to be the
best solution to the problem, possibly leading to companies
preferring to ‘buy out' the obligation rather than fulgill it.

6.23 The options that were considered by the private sector
witnesses as having most weight and the most likely to achieve
results were:

(i) the threat of exclusion ftrom bidding at ruture
tenders or the withholding of ofrsets clearance
for future Commonwealth purchases; and/or

(ii) direct representation at Ministerial level to tne
Chief Executive of the overseas supplier as soon
as it becomes evident that the obligation will not
be met.

9. Minutes of Evidence, op cit, p 199, 437
10. 1Ibid, p 200

11. 1Ibid, pp 208-209, JPCPA file

12, Ibid, pp 430-431

13. 1In camera evidence
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6.24 Both Defence and DITAC stated that the risk or
exclusion from future contracts was important in ensuring
completion of obligations.l% However, in some cases where there
is a restricted number of suppliers' {or monopoly situation),
market pressures will not be as appropriate.

6.25 Other, intangible, factors were impnr;anc in companies
completing their obligations. P;ivate sector witnesses reterred
to the importance of corporate image and that orisets are based
on goodwill. One witness stated that companies with very good
records of compliance react adversely to what they believe are
unnecessary attempts to enforce compliance. .

6.26 The Committee considers that some doubt still exists
concerning the enforceability of the contracts/deeds of
agreement. The Committee is concerned that penalty clauses :a‘re
not used in contracts/deeds of agreement despite this. Tne
reference in the Guidlines for Participants, to implementation oI
penalty clauses if offset obligatiqns are not met as agreed,
indicates that the Government’'s policy is to have a tall-back
position if other measures fail., The Committee considers tn?:
this issue should be re-examined with the Attorney~Generals's

Department.

§.27 It is clear that other measures may be more errective
in ensuring compliance with obligations, namely goodw_x]:J'.. by all
parties, commencement of discussiox)s as soon as dirriculties
begin to become apparent (use of milestones is very important)
and, most effective of all, the threat that offsets clearance may
be withheld on subsequent contracts, In adaition, the use or
direct and personal pressure from the responsible Minister would
have good effect.

6.28 The Committee recommends that:

. Penalty clauses be included in all
contracts/deeds of agreement entered into.

OQutstanding Obligations

6.29 The issue that has attracted most attencion in the
media and was a major consideration in previous teviews is the
seemingly huge volume of outstanding offsets .obugacx_ons. The
offsets authorities have provided the Committee with data
regarding offset opligations, the amounts completed and amounts
outstanding. The table in Chapter 1 gives cnese decails.

14, Minutes of Evidence, op cit, pp 200, 204-205
15. In-camera evidence
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6.30 DITAC indicated that, in Qctober 1986, $338m of ofrsets
obligations had as yet no orders placed or work commenced. Only
$35m of that amount was considered ‘bad' or not enforceable. The
other $303m was subject to agreements with work etc yet to
commence. DITAC, however, believe that most, if not all, of tne
obligation will be completed.

6.31 Defence has advised the Committee that information on
offsets outstanding from the period prior to 1980 is not
available due to inadequate records and that the ofrset component
of the then Australian Industry Participation program capnot be
distinguished from other elements of that program.i6 ne
information made available to the Conmittee in the period 1980 -
1986 can not be broken down into offset work tnat has commenced
compared to that which is yet to start, However, Detence
estimates that 20-30% of the outstanding offsecs obligation would
be in work at any time ie under contract in Australia., Defence
also stated that it is estimated that 95% of obligations can be
expected to be completed within the contract period, generally
five years, although this can be longer,17

6.32 The Committee is extremely concerned that Defence nas
no record of offsets obligations entered into pPrior to 1980. Thne
lack of records indicates that there is no requirement for any
outstanding obligations from the period 1970 - 1980 to be
fulfilled. By extrapolating from the tigures provided by Detence
for the period 1980 ~ 1986, it has been estimated that offsets
obligations in the order of $2160 million could have opeen
incurred in tne period 1970 ~ 1980. It is of great concern to the
Committee that neither an accurate figure for ofrset opligations,
nor those that have been discharged, is available. If any method
can be developed to allow scrutiny of those figures, Detence
should report in the Finance Minute on both the method and tne
situation regarding outstanding amounts over the wnole period
1970~to-date.

6.33 The Committee is of the strong view that the success of
the offsets program is very dependent on the completion or
out.standing obligations. In this light, the Committee will
continue to monitor the level and rate of discharge of all otrsec
obligations. The Committee expects that in five years time all
currently outstanding obligations will nave been completed,

6.34 The Committee's attention has alse been attracted co
the quality of data provided to it by tne civil orrsets
authority. The information contained a numper or errors and
inconsistencies which could not be reaaily explained, and tends
to confirm the views of some witnesses thnat the Departmentc's
records are still in a poor state.l8 The Department advisea tnat
the records are gradually being improved in consultation with tne
relevant firms, particularly those which are peing reviewed an
order to qualify under  PQOSS. Some two-thiras of the

16. Minutes of Evidence, op cit, p 185
17. JPCPA File
18. Minutes of Evidence, op cit, pp 454-~456
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companies have been reviewed.l? The Committee believes tnat the
current records are quite inadequate for proper control of the
program and urges the authority to rectify this situation as
quickly as possible.

6.35 The Committee recommends that:

. The work being undertaken to correct and
update the records of both offsets
authorities, together with any other work yet
to be commenced and the timetable for its
implementation, be reported in the Finance
Minute.

19. Minutes of Evidence, op cit, p 455
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CHAPTER 7
SOME COSTS OF THE PROGRAM

« Price Premiums
. Hurdle Costs for New Entrants

Price Premiums

7.1 One of the criteria that nmust be met for & proposal to
be accepted as offsets is the price criterjon. To meet this
criterion offsets must not:

a) result in any price inctease of the supplies
or services procured by the Commonwealth
above that which would have resulted had an
offsets requirement not been imposed; and/or

b} require separate direct or indirect
investment by the Commonwealth.l

7.2 Many witnesses addressed the question of whether, as a
result of participating in the offsets program, additional costs,
tangible and intangible, were incurred by both the Commonwealth
and domestic and overseas firms seeking and undertaking offsets.
Whilst very little evidence was provided on actual premiums, a
number of witnesses were convinced that, because the supplier is
being obliged to do something by way of offsets it would not
otherwise undertake for normal commercial reasons, it incurs
additional costs and will seek to recoup these via its sales to
the Commonwealth.

7.3 The type of costs referred to fall into 2 categories:

i) administrative, ie staff employed specifically to
arrange offsets and get approvals plus their
overheads such as overseas travel; the need to set
uvp specific reporting systems; consultants fees;
the need to report to the offsets secretariat some
years after a contract has been completed; and

ii) intangible, eg if offsets work is uneconomic but
carried out to get the contract; if offset is high
technology and a learning curve is required; the
new work criterion - see Chapter 5; misallocation
of resources; discounts foregone.

1. Guidelines for Participants, op cit, p 7
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7.4 The general view of witnesses was that such costs
becone part of the overheads of the company an@ are passed on to
all consumers. The extent to which it is passed on depends very
much on the competitive environment that the company is operating
in. Some witnesses, including Defence and DITAC, &uggested that
with more competition, the greater the poseibility that very
little, or even none, of the overhead would be included in a
particular tender in order to win that contract.2 However, OTC
put forward the proposition that in a competitive situation all
companies could load their tenders with additional costs sné know
they are nct alcne in doing s0.3

7.5 One of the recommendations of the Inglis Committee, in
an attempt to determine how much of a premium was paid by the
Commonwealth, was that mandatory dual tendering be introduced for
a one year trial period. Under this system tenderers would be
required to submit separate quotes with or without offsets. This
proposal was rejected by the Government for civil purchases,
which ipstead decided to establish, within the Bureau of Industry
Economics (BIE), an independent system to monitor the costs and
benefits of the civil aspects of the offsets program.

7.6 Part of the reason behind the lack of knowledge
surrounding premiums paid by the Commonwealth may be the price
critericen for acceptable offsets. It has been svggested to the
Conmittee that additional costs are not identified in order to
comply with the guidelines.

7.7 Whilst Defence and DITAC support the possibility that
the Comnonwealth is paying a premium as a result of the offsets
progam {although Defence considers any additional cost would be
classified as designated work, not offsets) the question was
raised by befence as to:

«+. whetber those (costs) are & consequence of the
offsets program, or whether they are normal
business expenses that woulé have been incurred
anyway in setting up those sort of practices.d

7.8 The extent to which costs are passed on may be affected
by what enount of the extra administrative costs are claimed as
an acceptable offsets activity. The offsets program guidelines
allow to be claimed:

-+. actval costs of the following items to a
specified limit expressed as a percentage of the
obligation concerned or the offsets directly
generated. The costs which may be acceptable,
where they are not otherwise paid for by the
Conmonweglth, are:

Minutes of Evidence, op cit, pp 166, 167
Ibid, p 479

Ibid, pp 162, 165, 453

Ibid, p 162
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i) travel and subsistence of local and overseas.
representatives of the overseas supplier
investigating and arranging offsets; and

ii} professional fees, travel and subsistence
costs of personnel engaged by the overseas
supplier to assist with or to supervise the
establishment of offsets work; and

iii) the sa)aries, expenses and operating costs of
a local offsets office,

7.9 One company, Prime Computer vho has gained
Pre-Qualified Offsets Supplier Status, referred to incurring
significant costs in attaining that status, but gaid that a1l
such costs were claimeble.

7.10 It is not clear to the Committee how much of the costs
referred to by witresses are in fact passed on to the
Commonwealth and then claimed again as an offset activity to
satisfy part of the obligation.

7.11 The major argument against price premiums is that in
today's very competitive international marketplace, offsets and
counterliade programs are becoming the norm. Tender prices are
determined by what is necessary to win the contract and any costs
from offsets azre zbsorbed into general business., On this basis,
therefore, DITAC stated:

If Austrslic was to drop its own offsets policy
the probability is that we would not experience
any change in the cost of items, simply because
the cost is built into the activities of most of
the overseas suppliers.

7.12 The Committee 4id not form a view on the gquestion of
price premiums but considers that it warrants careful examination
if the cost effectiveness/success of the offsets program is to be
properly assessed. As referred to earlier, the Bureau of Industry
Economics has been given the tagk of monitoring the c¢ivil side of
the program.

7.13 The BIE has advised the Committee that jts study is to
be undertaken in 3 stages:

1} Review of offsets administratior and
information systems in order to improve
Cffsets Branch's data collection;

2) Assessment of the Program on the basis of
indicators extracted from Offsets Branch's
database and particularly the levels of
achievement of post-offsets work induced bty
the Program: and

2

m =10

Guidelines for Participants; op ¢it, pp 18-30"
Minutes of Evidence, op cit, p 237
Ibid, p 453
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3) Determination of the valve of a full-scale
cost~benefit analysis of the program.

7.14 It is expected that stage 1 will be completed by mid It
will not be clear until Stage 3, due for commencement in late
1988, whether 3 cost-benefit analysis can be completed due to
data limitations.

7.15 The Committee considers that a complete cost-benefit
analysis is essential. The study should also cover such aspects
of the program as the expansion of foreign owned subsidiaries in
Australia and the impact of this on 1locally-owned industry and
the effectiveness of the program; social costs of enployment (as
compared to unemployment benefits etc) flowing from the program;
and, the impact of technology transfer on the wealth of the
Australian economy.

7.16 The Committee recommends that:

. The planned study by the Bureau of Industry
Economics on civil offsets be upgraded to a
full cost-benefit evaluation and completed as
soon as possible.

Hurdle Costs for New Entrants

7.17 Throughout the inquiry mention has been made of the
difficuvlties faced by new firms tryinc to enter the offsets
rrogram, in particular the locally-owned, often smaller firms.
Several witresses referred to the considerable investment in both
time and funds, as well as the need for a certain measure of
gtubbornness, necessary to overcome initial hurdles.

7.18 The types of problems confronting local firms include
the need to maintain a presence overseas to make the company
known, the distances and time differences, high costs of
tendering and qualifying for offsets work and training in new
technology. Ip particvlar, smaller firms might have difficulty
getting to the level where they can participate in the program,
in  terms of menufacturing capability, quality assurance
provisions, security and the cost of manufacturing.

7,19 The Committee considers that such costs are ar accepted
part of breaking into mnew areas of business, and normal
commercial criteria should be used before pursuing such a route.
In this respect the offsets criterion of commercial viability is
relevant.

9. JPCPA File

10. Guidelines for Participants, op cit, p 7
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7.20 The Committee considers that the Government's role in
assisting aspiring new entrants should not necessarily extend
beyond the provigion of information about the program to
prospective overseas firms and guidance on how to proceed. It
also notes that general industries assistsnce is availsble to
offsets participants as witb otber industries that neet the
qualifying requirements of particular schemes. In addition State
Governments also provide various forms of industry assistance.

7.21 The Comuittee does not believe there is need for

specific financial assistance measures as part of the offsets
progran.
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APPENDIX A
TERMS OF REFERENCE

In forming the terms of reference for the inguiry, due
consideration bas been given to

aAccordingly, the focus of the inguiry is on the gffective
implementation of the current f{and future) Offsets Program

the recent reviews of the Offsets Program, most
notably the Auditor-General's Efficiency Budit and
the Inglis Committee of Review

the changes to both the Program and its
administration since these reviews

the role of the PAC in examining the

implementation of Government programs rather than
policy

The terms of reference for the inquiry are as follows:

with due regard to the objectives of the Offsets
Program, to exasmine its implementation and to make
appropriate recommendations to remove any shortcomings
therein.

particular aspects that may be addressed include:

the knowledge and understanding by all concerned
of the Program's objectives and procedures

the collection of appropriste data by the offsets
administrators, including details of Commonwealth
overseas purchases

Conmonwealth assistance to industry in the
devleopment of offsets proposals

the procedures for examining and approving offsets
proposals, including the appropriate areas and
levels of discretion

the recording (including contractual agreement) of
agreed offsets proposals

the monitoring of offsets performance

the appropriate measures for enforcing compliance
with the Program

the costs (both tangible and intangible) of the
Program.
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CONDUCT OF THE INQUIRY

List of hearings and witnesses
24 September 1986, Canberra

Export Promotions International
Corporation

Observer
6 October 1986, Canberra
In-camera hearing followed by

The Overseas Telecommunications
Commission (Australia)

Observers

15 October 1986, Canberra
fn-camera hearing followed by

Department of Defence

Department of Industry, Technology
& Commerce

CObservers

23 October 1986, Canberra
Prime Computer of Australia Ltd
IBM Australia Ltd

Telecom Australia

Observers

67

Mr

Mr

Mr

Mr
Ms

Mr
Mr
Dr
Mr

Mr
Dr
Mr
Mr

Mr
Mr
Mr
Ms

Mr

Mr
Mr

Mr
Mr
Mr
Ms
Ms

J

A

maw ORPY XX

WwRYQW Ww W W

APPENDIX B

E Farrell

Boland

G Stuart

Boland
McKay

R Harvey
J Locke
K McIntosh
C Morrison

J Bradstreet
Hayman
Stevens
Taylor

Boland
Louttit
McIlwain
McKay

Denham
J Livermore

A Endersbee
J Higginbottom

Boland
Louttit
McIlwain
McKay
Ragless



6 November 1986, Sydney

In-camera hearing

12 November 1986, Canberra
In-camera hearing
17 November 1986, Canberra
In-Camera hearirng

19 November 1986, Canberra

Department of Defence Mr I J Locke
Dr M K McIntosh
Mr M C Morrison
Mr R Richards
Department of Industry, Technology, Mr P J Bradstreet
& Commerce Dr A Hayman
¥Mr A Skeggs
Mr 6 Taylor
Observers Mr B Kimball
. #r J Louttit
Ms K McKay

Ms A Roberts

In addition to formal hearings, the Secretariat bad informal
contact with a number of firms.
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List of Submissions

ARirbus Industrie

Rustralian Computer Equipment Manufacturers Association

Australian Computer Society Incorporated, Software Industry
,Association

Denis M. Gilmour & Associates

Department of Defence

Department of Industry, Technology and Commerce

Department of Local Government and Administrative Services

Eglo Engineering Pty Ltd

Export Promotions International Corporation

Hunter Development Board

IBM Australia Ltd

Institution of Engineers, Australia

Metals Trades Industry Association of Australia

Mr P W Liesch

Office Francsis D'Exportation De Materiel Aeronautique
{OFEMA), Australjian representative

Overseas Telecommunications Commission (Australia

Price Waterhouse

Brime Computer of Australia Ltd

Telecom Australia

Transfield Pty Ltd

Some of the above departments, organisations and individuals have

forwarded more than one submission to the Committee during the
Inquiry.
In addition a number of confidential submissions have been

considered by the Committee. Parts of some of the submissions
listed above have been supplied on a confidential basis.
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