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OVERVIEW

1. This report looks at areas of contention between the Department of
Transport and the Australian National Audit Office which arose following
an efficiency audit of the management of the National Highway System.
2. The areas of contention are:

more rigorous matching of payments to reporting of progress

incentives to reduce costs

multi year works programs and national prioritisation of works

improved accountability of state authorities

improved project progress monitoring and quality systems.
3. The report examines only these issues.
4.  Itbecame evident during the committee ’ s inquiry that the Department
of Transport and the Australian National Audit Office have reached at least
some form of agreement in most of these areas.
5. The commonwealth government intends to introduce the new national
highway management program legislation in parliament early in 1995. New

measures included in the legislation are:

improved information coliection and performance monitoring
systems

enhanced project monitoring

the introduction of performance indicator and performance
agreements with state authorities.

6.  The committee believes that recent improvements in the management

system and the changes to be introduced in the new legislation will ensure
that the national highway is managed.
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CHAPTER 1

Introduction

Terms of reference and conduct of the inquiry

1.1 The Australian National Audit Office tabled Audit Report No.15
1993-94, The National Highway, Lifeline of the Nation’ in parliament on
3 December 1993. The report was referred to the House of Representatives
Standing Committee on Transport, Communications and Infrastructure by
the House of Representatives on 13 December 1993.

1.2 Submissions were sought and received from the Department of
Transport (DOT) and the Australian National Audit Office (ANAO). These
submissions are at Appendix 1.

1.3 The committee took evidence at a public hearing in Canberra on
10 November at which the Department of Transport and the Australian

National Audit Office appeared. Details of those who appeared are at
Appendix 3.

Scope of Inquiry
1.4 The report is narrowly focused on the administration of the
National Highway System (NHS). Specifically, it focuses on those
administrative areas where ANAO and DOT disagree. There are five areas
of contention identified in the DOT response to the ANAO report. These
are:
more rigorous matching of payments to reporting of progress
incentives to reduce costs
multi year works programs and national prioritisation of works
improved accountability of state authorities

improved project progress monitoring and quality systems.

1.5 This report examines these topics only.




Recent history of the management of the National Highway System

16 Many improvements have been made to the NHS during the life
of the Australian Land Transport Development Act (ALTD) program.
These include:

the complete sealing of the NHS
the nearly complete duplication of the Sydney - Melbourne link

significant improvements in the Brisbane - Cairns and Hobart -
Launceston links

the construction of the Sydney - Newcastle link

the reconstruction and widening of large sections of highway in
Western Australia, South Australia and Queensland

the addition of the Adelaide - Sydney and Brisbane - Melbourne
links to the national highway network.

1.7 It should also be pointed out that the ‘construction and
reconstruction of (Australian) rural highways and main roads is equal to or
less than that reported for similar roads overseas.” (Kneebone;1993:11) This
suggests that most national highway projects have been constructed
efficiently.

18 The management program under which these improvements were
made has changed. At the 1991 Heads of Government meeting in Brisbane
the federal and state governments agreed to clearly define road funding and
management responsibilities. As a result of this meeting the commonwealth
government will only fund the National Highway System (NHS). Ownership
of the NHS remains with the states. The commonwealith government will no
longer fund any other type of road.

1.9 These new funding and management arrangements took effect
from 1 January 1994. In the lead up to this date the Department of
Transport was developing a new management program to cater for the




administrative arrangements required to properly manage the National
Highway System. It was during this transitional period that the audit of the
management of the National Highway System was undertaken by the
Australian National Audit Office.

1.10 Provisions which cater for the new management system are
included in proposed amendments to the existing Australian Land Transport
Development Act 1990 (ALTD). The government intends to introduce the
legislation in the first half of 1995 so that the amendments would take effect
from 1 July 1995.

1.11 It is clear to the committee that many of the
33 recommendations in the audit report were considered by DOT in the
development of the new management system to be outlined in the new
legislation. Many of ANAG’s recommendations have now been
implemented, are being implemented or are being considered for
implementation.

1.12 In this report the committee will focus on the suitability of the
current management program for the NHS. The committee did not consider
past administration of the National Highway System.

Structure of report

1.13 Chapter 2 of the report examines each of the administrative
issues identified by the Department of Transport as being in contention with

the Australian National Audit Office.

1.14 Chapter 3 outlines the committee 's conclusions,







CHAPTER 2

Issues in contention

More rigorous matching of payments to reporting of progress

2.1 The Department of Transport (DOT) has restructured its system
of payments to the states. The monthly payment system which was trialled
has been discontinued. Under the new program each state reports actual
and expected expenditure on approved projects each month. The state
receives only those funds ‘ ...it will reasonably need to meet expected costs
to the middle of the following month. This means that the state has an
average of two weeks credit at any time.” (DOT submission: Attachment B).
States gain an interest benefit from this two week credit period.

2.2 Australian National Audit Office have calculated the interest
benefit to the states to be approximately $1m per year (ANAO
submission:1). The ANAO would prefer that interest benefits be eliminated.
However, ANAQ agrees with the changes which have been made to the
payments system to reduce the interest benefit to the states (Transcript:13).

2.3 Both DOT and ANAO believe that there needs to be a balance
between the interest benefits to the states and the need for efficient cash
management by the commonwealth government. Under the current
administrative program the committee feels that the system is satisfactory.

24 Of concern to the ANAO is the financial reporting by state
governments of their commonwealth government road expenditure. Under
the Australian Land Transport Development Act (ALLTD) state Auditors-
General are required to submit financial statements indicating what funds
have been spent on roads and those that have been set aside but not
expended during the year (ANAO submission:1).

25 The ANAO stated that this requirement is not being met. It
states that some reports contain very little information and that there is little

consistency between the information contained in the various state reports
(ANAQ;1993:41,42).




2.6 DOT maintains that it will implement the ANAQC
recommendation if the requirements of the state Auditors-General are
amended in the new legislation which is soon to be considered by parliament
(DOT submission; Attachment C:2).

2.7 DOT have advised the committee that changes to reporting
requirements is unlikely. If in the future, the reporting requirements of state
Auditors-General become a problem DOT will re examine the issue
(Transcript:20).

Incentives to reduce costs

General administration costs
2.8 DOT advise that under the current program payments will only
be made on the basis of detailed proposals cn how much is expected to be

spent in the following areas:

road data - collection, storage and transmission of information
about NHS roads

project progress - monitoring and reporting on construction
progress, cash flows and cost estimates

strategy development - assessment of future construction and
maintenance needs

quality assurance - monitoring and reporting of quality assurance
programs

network management - management of maintenance and
construction programs

auditing of financial statements required by the commonweaith
(DOT submission:2}.

2.9 Under the new program administration costs incurred on a
project must be included in the cost of that project and must not be paid
from general administration funds.




2.10 ANAQ assert that DOT has not gone far enough with the new
program. ANAQ suggest that all claims should be in a form which permits
interstate  comparison and performance measurement (ANAO
submission:2.1).

211 DOT has advised the committee that the development of
management programs through the NHS strategy study will ensure that data
collected from the states is comparable (Transcript:34).

Asset preservation costs

212 Under DOT’ s current program all maintenance work other than
routine work, such as grass cutting, line marking or drain clearing, will go to
tender (DOT submission;Attachment B:1).

2.13 ANAQ claim that DOT have adopted the wrong approach and
should be adopting a ‘life cycle’ costing approach. This approach would
put an emphasis on which maintenance tasks are undertaken rather than
how they are undertaken. The objective being to ensure that the right
maintenance tasks are undertaken to preserve the road asset (ANAO
submission:2.2).

2.14 DOT claim that ANAO’s concerns will be met in the National
Highway Strategy Study which is currently being undertaken (see paragraphs
2.24-2.26).
Use of savings

2.15 Under the current arrangements a state may redirect to other
projects any savings gained where a project is completed under budget. The
current program allows states to spend savings on:

contingency claims (previous overspends)

costs of additional maintenance work

acceleration of works listed in 1994-95 NH program

other projects agreed by the minister
(DOT submission:Attachment B:2).




2.16 DOT argue that allowing states to keep project savings is a
powerful incentive for project costs to be kept to the absolute minimum.

2.17 The ANAQO disagrees with this practice. ANAQ states that if the
benefit/cost based priority project selection system is to work effectively
surplus funds should be returned to the national pool for re allocation to the
next priority projects. These projects may not be in the state which makes
the saving (ANAO submission:2.3).

2.18 At the public hearing on 10 November ANAO agreed that the
benefits gained from the incentive offered to states by allowing them to
redirect savings may outweigh the benefits of re directing savings to the next
priority project (Transcript:42,43).

Project cost reduction incentives

2.19 The proposed NHS project selection system uses a priority
ranking system based on benefit/cost ratio. The higher the benefit/cost ratio
the higher the priority of a project. Projects will be ranked nationally, not
according to state allocations as was previously the case. DOT suggest that
the national ranking system provides the states with an incentive to reduce
costs. The lower the cost the better the benefit/cost ratio of a project.
Consequently the project receives a higher national priority ranking and is
more likely to be undertaken. (DOT submission;Attachment B:2,3).

2.20 ANAO suggest that the priority ranking system does not
guarantee that the best value project gains the highest priority (ANAG
submission:2.4). If the means of calculating the benefit/cost ratio is not
uniform across all states then making comparison between the projects will
be meaningless, making the national priority ranking system futile.

221 DOT have advised the committee that information collected
from the states during the national highway strategy study is comparable -
allowing a valid comparison to be made (Transcript:34).

2.22 There is a wide discrepancy in project management costs
between state authorities (ANAQO;1993:43). ANAO suggested that the
department should look at this as an area where efficiency gains can be
made (Transcript:34).




2.23 DOT pointed out that the development and implementation of
performance indicators and performance agreements with the states will
allow the department to better monitor the performance of state authorities
(Transcript:48,49).

Multi year works programs and national prioritisation of works

2.24 Consultants have been engaged to undertake a strategy study of
the National Highway System. The study will provide an inventory of the
NHS collated on a comparable basis and will be used to plan the
development of the NHS over the next 20 years (DOT
submission;Attachment B:3).

2.25 The study will enable the commonwealth to:
monitfor road condition and plan national maintenance strategies

take decisions on multi year investment for the NHS which will
involve a shift away from state based allocations.

2.26 ANAO welcomes action taken by DOT in this area. ANAO
~ points out that the consultants reports have been delayed. DOT admit that
the strategy study is behind schedule. The study should be completed in the
near future (Transcript:48).

Improved accountability of state authorities through performance
agreements

2.27 Performance agreements are being developed to improve the
accountability of state authorities. The ALTD Act is being amended to
provide for the requirement for state authority performance agreements.
Performance agreements will cover two areas:

road system performance characteristics
the efficiency of project delivery and administrative tasks.
2.28 The performance indicators will allow timely, comprehensive and

comparable reporting to all Australian governments on the performance of
the National Highway System (DOT submission;Attachment B:4).




2.29 ANAQO support this approach but is concerned by a lack of a
firm timetable for the introduction of legislation introducing the new
procedures.

2.30 DOT advise the committee that the government intends to
introduce the legislation in the first half of 1995 and the program should be
operational by 1 July 1995. In anticipation of the legislation performance
agreements are being set in place in cooperation with the states
(Transcript:47).

Improved project progress monitoring and quality systems

231 The Department of Transport has engaged a consultant to
develop a computer program which will enable better project monitoring
and progress reporting. The new system is called the Roads Project
Management Information System (RPMIS). It is expected that RPMIS will
automate many of the current routine processes. RPMIS will encompass
quality systems to ensure consistency and efficiency in program
administration (DOT submission: Attachment B:5).

232 ANAQO welcomes the move to establish a road project
monitoring data base. However, it points out that the system is not operating
due to technical problems.

2.33 DOT advise the committee that RPMIS is still some two or three
months from completion and should be operational by early 1995,

10




CHAPTER 3

Conclusions

3.1 It is clear that there has been considerable improvement in the
standard of the National Highway System over recent years. The committee
takes this improvement as a sign that the management of the National
Highway System (NHS), while it may not have been perfect, has been
proficient.

3.2 Despite the commonwealth government ’ s success in developing
the National Highway System there is still potential for improvement. The
committee views the Australian National Audit Office audit of the
management of the NHS as timely and necessary.

33 By incorporating ANAO recommendations in its new
management program the Department of Transport has, in the committee ’s
view, improved the effectiveness and efficiency of its management of the
NHS. The adoption of most of the ANAO recommendations indicates that
the DOT and ANAO agree generally on how the NHS is best managed.

34 As the new NHS management system is a move away from state
based allocations of funding it is, essentially, a section 96 grant.

35 The Joint Committee on Public Accounts is currently conducting
an inquiry into the operation of section 96 grants. The committee suggests
that when the report of the inquiry is tabled the Department of Transport
examine its recommendations and consider incorporating appropriate
recommendations into the management program for the National Highway
System.

PETER MORRIS MHR
Chairman

16 November 1994
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b g detts
i

Secretary
Graham Evans Seeretary: ... e ;

File Ref: LB3/1014

Mr Malcolm Aldons A ' }

Secretary
House of Represeniatives Standing Comrnittee on

Transpart, Communications and Infrastructure
Farliament Mouss
CANBERRA ACT 2800

Dear Mr Aldons

Thank you for your letter of 24 May 1994 advising that the Australian
Mationa! Audit Office {ANAQ) Report No 15 'The National Highway: Lifefine
of & Nation' had been referred to the House of Representatives Standing
Committee on Transport, Communications and Infrastructure and seeking
advice on the implementation of the audit report recomrmendations.

The Department's formal response to the Report is reproduced at
Artachment A.

The Commonwealth does not own and directly contro! what happens on
roads. It promotes its roads policy objectives through exerting a major
influence on how the States undertake their road management functions.
It does this by providing funding for certain categories of road construction

and maintenance, subject to clearly defined conditions.

Following the Heads of Government agreement that the Commonwealth's
roads program be confined to the National Highway System (NHS) from
1894, the Government reviewed the administrative arrangemenis for the
program in 1993, while the ANAQ review was underway, The
Government decided to strengthen the process for setting forward
strategies and for providing incentives for gaining best value outputs, while
allowing the States and Territories, as managers of Australia’s total road
systemn, flexibility to undertake their task within reasonable parameters,

The ANAQ's recommendations that are in line with this appreach have

been, or are being, implemented. Attachment B provides a detailed
commentary on the action taken in these areas. The key points, howaever,

involve:

15
PO Box 594 Canberra ACT 2801 Telephone: (06} 274 7573 Telex: 62018 Focsimile; [08) 247 4736




N multi-year works programming;
® prioritising of investmenis on a national basis;

improved accountability of State authorities through performance
agreements;

o improved quality systems;

more rigorous matching of payments to cash flow needs;

s more detailed monthly progress reporting;
- greater controls on administration grants;
» widened competitive tendering requirements; and

best value incentives, such as opportunities to redirect efficiency
savings to other high priority projects.

The ANAQ also recommended some, more intrusive, administrative
controls focussed on management inpuls as a means of being assured of
better value outcomes from the program. The ANAO report provided no

evidence that these outcomes could be achieved by their
recommendations. The Department considers that the systemic approach,
outlined above, is the best way to ensure effective resource rmanagement.
This involves high level incentives for obtaining best value, and
requirements for open competition, rather than arbitrary limits on the
permissibie expenditures on particular input COSts.

The current implementation status of every ANAQO recommendation is
shown in Attachment C. Some of the recommendations reflect a
rmisunderstanding about the Commonwealth’s role and objectives in
relation to roads expenditure. In these cases, it is our view that the
ANAQ's intent can be better addressed by the more strategic approach 10

program management outlined above.

in summary, almost afl of the ANAG Report's recommendations have
slready been picked up by actions completed or in train to improve the
strategic focus and management of the NHS program.

Yaurs sincerety

GRAHAM EVANS
ST A
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Attachment A

DOTACE FORMAL RESPOMSE TO THE ANAQ'S AUDIT REPORY (2

The Department of Transpert and Communications wishes to
explain the basis on which it has administered the Australian

Land Transport Develcpment (ALTD} Program, to put in
perspective ity responses to the specific findings and

recommendations of the Report.

Getting hest value for the taxpaver

The States {and Territories) own the roads which make vp the
Naticnal Highway System (NHS) and are responsible for their
management. This has provided a clear incentive to the
States to maximise the benefit from their annual allocations
of Federal roads grants, which have always been time limited.
This incentive has been reinforced as a matter of policy by
successive Commonwealth Governments, most particularly by
allocating road grants in broadly consistent and hence
predictable shares, with the result that savings in any State
can be retained for other projects in the same State.

The Commonwealth's approach to the management of the program
nas been based on outcomes, not inputs. The strategy has
been to provide combinations of regquirements (though grant
conditions! and incentives for the States to be efficient in
managing the road assets that the Commonwezlth has funded,
and to avoid wasteful Commonwealth duplication of what are
properly State functions, or the imposition of unnecessary

administrative costs.

The Department has been effective in managing the ALTD
program in this way.

Over the life of the program, road users have seen major
improvements in the guality, safety and performance of the
roads funded under this program. This has been achieved
through the {imminent) completion of duplication of the Hume
Highway in Victoria, and of major new sections in NSW,
including the Mittagong and Goulburn bypasses and the
Cullarin Range deviation (which replaced a long, narrow and
notoriously unsafe section of road); the completion of the
sealing of the NHS, the significant improvement of sectiocons
of the Bruce and Midland Highways and the Newcastle Freeway;
and the reconstruction and widening of long sections of the

{a) [Reproduced from p 67-70 of the ANAO Report No 15}
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NHS in Western Australia, Queensland, South Australia and the

Northern Territory.

This progress has been achieved cost effectively to the
taxpayer. In many cases, major projects have come in well
under Budget and ahead of time, particulariy on the Hume
Highway. There is evidence that NHS construction costs are in
line with best international practice. The study sponsored by’
the Business Council of Australia, International Benchmarking
Road Construction and Maintenance in Australia {June 1993)
found that *the unit cost per lane-km for construction and
reconstruction of rural highways and main roads in Australia
is egual to or less than that reported for similar roads
overseas® (page 11}. All parts of the NHS are of this

degcription,

Significant steps taken by the Commonwealth over the life of
the ALTD Program to encourage the States to deliver to the
taxpayer value for the substantial Commonwealth funding

provided for the NHS include:

extending the requirement for State roads administrations
to put NHS projects to tender rather than undertake many

of these functions themselves;

promoting the introduction and use by State roads
administrations of guality assurance systems, including
the first large scale application to civil engineering
contracts in Australia - acknowledged by one State teo have
been an important source of improved efficiency;

promoting the comparable assessment of pavement condition
by requiring States and Territories to apply consistent

pavement management systems;

limiting the extent to which cost overruns are reimbursed
{project cost underestimating was a major problem
addressed in a 1989 ANAO Report);

assessing project submissions from the States on a dase by
case basis against wide ranging public benefit criteria,
including economic and social justification, physical
details, cost and timeframe. {To ensure Commonwealth
objectives are met in respect of specific projects, the
Department 's interactions with the States on these
asgessments often leads to rescheduling and redesigna to

improve efficiency and outputs}; and

participating with States in planning for new works.

These measures are administratively inexpensive. They
recognise the States* long term interests and
responsibilities as owners and managers of the roads, and

18




build on the fact that the States already have a range of
systems in place for assegsing what ought to be done to
maintain and improve their road systems. (The NHS is less
than 2.5% by length of the total rpad system),

Increasing the Commonwealth's level of monitoring and control
would have meant additional administrative costs. These
could be substantial in the areas of asset management (such
as in the determination of appropriate maintenance
treatments) and detailed engineering and economic appraisals
of individual projects. These are highly technical and
resource intensive functions currently carried out hy State
roads administrations which the Commonwealth would not wish
to duplicate. As already stated, with the States cowning the
asset, and receiving funds in fairly consistent shares, the
States have every incentive to maximise benefits from the
expenditure. No case has been made that the Commonwealth
could undertake these functions more efficiently than they

are now undertaken by the States.
The policy and legislative f{ramework

To understand fully the scope of the Department's
administration of the program, it is necessary to understand
the policy and legislative framework within which the

Department operates.

Decisions on the allocaticns cof grants Lo States are matters
for the Minister. The Minister decides early in each
financial vear how much of the funds appropriated to the
program in each financial year are to be ‘allocated*' to each
State and Territory. The decision is widely publicised, and
generally attracts vigorous response fLrom States which feel
their allocaticn should have been higher. The detailed work
program for each State is determined by the Minister within
the limits of the $tate's allocation after consultation with

each State.

As noted above, these allecations have been in fairly
consistent shares, with project cost savings being available
for use by the State generating the saving. This has bszen an
incentive for good management practice by the States,
However, this has not meant passive acceptance of State
expenditure proposals by the Commonwealth. As well as the
positive interventions indicated above, the Commonwealth has
determined multi-year NES strategies which have sought to
attain physical goals of a national character (eg duplication
of the Hume Highway, sealing all unsealed sections and
widening narrow seal sections of the NHS in remote areas).

The Department acknowledges the need for the adminigtration

responsible for the long term management of the road asset to
apply sound asset management principles and has actively

19




promoted this. Under the ALTD and predecessor roads
programs, this has been unequivocally the responsibility of

rhe States.

The Department agrees that in managing Specific Purpose
payments, Departments must have adeguate mechanisms in place
ro enable effective program management Lo ensure national
obiectives are being achieved, and funds are being expended
in a cost effective manner. The Department's administrative
mechanisms have been directed to this end. The Department
does not consider that the Report demonstrates that any
alternative form of administration would have been more cost
effective in delivering the NHS program, given the policy
framework within which it has operated, than that applied by

the Department.

Policy change

Finally, it should be noted that from 1994, the Commonwealth
will have clear and ongoing responsibility to fund the NHS,
arising from the decision by Heads of Government in 1991 to
delineate clearly the road funding responsibilitiss of each
level of Government. As a conseguence of this, the
Government has announced its intention to change
significantly the policy framework applying to the funding of
the NHS, under legislation to replace the ALTD Act. Proposed
Legislative Principles for this purpose were issued by the
Minister for Transport and Communications, Senator the Hon

Bob Collins, on 29 July 1993.

The Minister's statement indicates many changes, including:

the Government's program objectives will be stated in the
new Act;

NHS project pricrities will be assessed against these
objectives on a national basis;

investment principles in the form of detailed criteria for
selecting projects and allocating funds will be published

in the form of a NHS Strategic Plan;
there will be a rolling three vear program of works;

the role and responsibilities of the State authorities
responsible for the management of NHS roadworks in each
State will be set out in performance agreements, which
will cover such matters as rcad system performance
standards, the effectiveness of project delivery and

administration costs.

20




Mone of this alters the underlying legal fact that the NHS
roads are owned and managed by the States and Territories in
which they are located, and that the new program will
therefore be a 5.96 grants scheme.

The changed policy framework significantly alters the

incentive structure of the current program, and will require
therefore a new approach to be adopted to the administration
of the program to ensure cost effective ocutcomes continue to

be achieved.

In this context, more of the ANAO's Report's recommendations
become relevant and, as indicated by the Department's
responses to them, will be fully considered when the
administration arrangements for the new program are
finalised.




Attachment B

IMPLEMENTATION OF THE ANRD RECOMMENDATIONS ON THE
ADMINISTRATION OF THE HATIONAL HIGHWAY PROGRAM : COMMENTS

OW THE MAIN IEBUES

More rigorvous matching of payments te reporting of progress

ANAO recommended that DOT only make payments on the basis
of States’ actual expenditures (Recommendations 6a, 6b, l4a

and l4c).

All specific purpose payment schemes involving advance

‘payments to the States will result in an interest benefit
to the recipient States. NHE program payment arrangements
that have been in place since October 1992 aim to minimise

this effect.

Bach State reports in the second week of each month its
actual expenditure on approved projects in the preceding
month and its expected expenditure in the current and
following months. Sufficient payment is then made that the
State receives no more than it will reasonably need to meet
expected costs to the middle of the following month, when
the next payment is duve. This means that the State has an
average of two weeks credit at any time.

An egual . monthly instalment process trialed from March 1992
led to an undue interest benefit for the recipient States,

and was guickly discontinued.
incentives Lo reduce costs

ANAO recommended tighter control over inputs more like an
own purpose program for the administration of the National
Highway Program. (Recommendations 14s, 14b, l4c, 14d,23,

25, 27 28, 29}.
The Department considers that the savings are besgt realised
from high level incentives for cbtaining best value, and

reguirements for open competition, rather than from further
limiting the permissible expenditures on particular input

costs.

Asset nreservation costs

Tenders will be regquired to be called for all asset
preservation works except routine works to Keep the road in
a safe and trafficable condition, such as road patrels,
grass cutting, line marking, shoulder gradings, drain
clearing, traffic signal maintenance and rocutine minor
repairs included in the 1994-35 maintenance pragram.

22



The Minister may exempt projects from this reguirament if
the exemption criteria in the ALTD Act are satisfied.

Administration costs

From 1894/95 no administration payments will be made,
except to meet the following overhead costs:

« Road data: Collection, storage and transmission of
information about National Highway roads.

« Project progress: Monitoring and reporting of physical
progress, cash flow and cost estimates of National
Highway projects.

+ Strategy development: Assessment of future maintenance
and construction needs of National Highway roads.

» Quality assurance: Monitoring and reporting of quality
assurance arrangements for National Highway
contracting.

« HNetwork management: Day to day management of
maintenance and construction of National Highway roads.

Auditing of financial statements for submission to the
Commonwealth.

Administration costs incurred in respect of particular
works involved in the carrying out of an approved project
or the maintenance program must be attributed to the
project or program, and cannot be funded from the genaral

administration grant.

General administration payments will be made only on the
basis of a detailed proposal indicating how much is
proposed to be expended on each of the above arsas.

Use of savings

Savings arising in a State on approved projects, and any
surplus administration funds, will be available for
allocation to that State. The funds may be used to nmeet
contingency <laims (ie previous overspends), or the costs
of additional asset preservation works, further
accelerating works listed in the 1894-95 NH Strategy or to
initiate other prioxrity projects as agreed by the Minister.

Incentives to reduce proiect costs

pProjects will not be funded after 1934-95 uniess identified
in the multi-year NH Strategy to be issued in early 1995.
This Strategy is expected to rank projects nationally
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according to evaluation criteria that will include benefit
cost ratic. The lower the overall cost (including, but not
restricted to, project management and administration costs)
for given benefits, the higher the benefit fcost ratio the
higher the priority of the project. States will therefore
have an incenit:ive to reduce overall costs.

Multi vear works programs and nabtiopal priorvitisation of
works

ANBO recommended that a program of national priorities be
developed Ffor the National Highway (recommendations 2, 4,
9a and 9b).

Consultants, Ove Arup and Partners and Nelson English
Loxton and Andrews have been commissioned to undertake a
strategy study of the National Highway System. The reports
are due in September 1994.

This independent study will provide for the first time a
comprehensive inventoryv of the whole NHS collected on a
comparable basis, and is intended to ldentify the

improvements to the NHS which will be required over the

next 20 years.

A4ll States and Territories are co-operating in the study by
participating in an advisory steering committee for the
project and by providing data. One of the key outcomes
expected from the study is the establishment of mechanisms
for the ongoing provision and analysis of road condition.
data, which will allow the development of more soundly
nased, national maintenance strategies.

The study will complement States' advice on investment
priorities and will provide a framework against which the
Commonwealth can take dacisions on multi-vear investment
pricrities for the NHS. This will entail a significant
shift away from State based allocations.

As an interim arrangement, the funding allocations for
1994/95 have been made on the basis of clearly identified
principles (summarised in ‘Incentives to reduce cost'
(pages 1-2 above) and reproduced in full in Attachment D)
and are aimed at ‘clearing the decks'® of partially
completed projects so that the Minister will have maximum
Flexibility to implement a multi-year, national investment

strategy.
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improved acoountability of State authoriities through
Performanes Agrsemnshis

ANAO recommended that DOT develop performance agreements
between the Commonwealth and the States (recommendations

la, ib, 1c, and 3,).

NH performance agresements are currently being developed to
strengthen performance incentives by further enhancing
accountahility of State agencies for their delivery
services., Amendments to the ALTD Act are being prepared to
provide for performance agreements. The first agreements
are being developed for introduction in 1994.

NE performance agreements will cover road system
performance characteristics under the control of State
agencies (eg. the effectiveness of their maintenance
programs over which the Commonwealth does nolt exercise
project specific controls), and the efficiency of project
delivery and administrative tasks. The agreements will
also allow administrative rules to be tailored to the needs

of sach State.

Key relevant indicators, and targets, toc be included in
performance agreements are now being develeoped betwezen the
Department and each State road and traffic authority.

The lack of the indicators which would alliow robust
comparison of the performance of road management agencies
has been recognised as s major deficiency for some time.

The Department has worked with Austroads to develop
suitable indicators for assessing and, where appropriate,
panchmarking the performance of the road system overall and

of State yroad managers.

This has not been easy due to the heterogeneous nature af
roads, but the stage hag now been reached where twenty
three indicators have been developed for this purpose.

They range from measuring social benefits of the road
system to the technical efficiency of the road construction

activity.
The Department has been closely invelved in promoting the
developmnent of these indicators.

Implementation arrangements, including systematic reporting
of performance in relation to these indicators, were
endorsed at the June 1994 Austrecads Council meeting.
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This will allow timely, comprehensive and comparable
reporting to all Australian Governments on the performance

of the national road system and its management agencies,
starting with 1994/95. This is in line with ANAO
recommendations.

Improved project progress monitering and guallity systems

ANAO recommended that DOT overhaul its management and data
base systems (recommendations 3a, 5b 10a and 10b).

A consultancy is currently underway to develop a computer
system to enable better project monitoring and progress
reporting, automate much of the current routine paper
processing and recording thereby freeing resources for the
strategic issues. The new system, called Roads Project
Management Information Systems (RPMIS), is expected to be
implemented from July 1994. The RPMIS is being developed
in a way which will allow integration with State systems.

The RPMIS will supersede the existing electronic data base,
Focus, with a more user friendly, flexible system that
integrates project and financial reporting.

guality systems are being embodied in the RPMIS systems to
ensure consistency and efficiency in program
administration.
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Attachment C

A MAD Report - Actions teken as at 7/7/94

Aeconumendation

[ Para

Action laken

1a

BOTAC deveiop
performance indicators for
monitoring fis own
performance, and the
performance of the SRAs

214

Being implemented. Performance agreements being developed
with alf States using a number of performance indicators 1o
measure both road and organisational pericrmance.

ib

Common indicaiors far alf
Staies should be introduced
for SRA performance
reporting, and

Being implemented. Austroads kas agreed on 23 common
indicators of performance for annual publication. Performance
agreaments will have indicators focussed on the National Highway.

ic

DOTAC should recommend
that the proposed new
legisiation contains clear
requirernants for
performance inclicators,
performance measurement
and performance reperiing.

Being implemented. Proposed amendments ta ALTD Act will
require perforrmance agreements between the Commonwealth and

each State.

DCTAC investigate the use
of benefit-cost ratio analysis
for the evaluation and
ranking of projecis and
establishing the National
Highway program.

218

Implameanied.

DOTAC establish
performance agreements
with the SRAS,

2.22

Being implemented. See recommendation 1.

DOTAC undertake the
corrdor reviews gs soon as
possible.

2.27

Implemented. NH Strategy Studies covering all corridors under
way. Feport due 30/9/24.

Ha

DOTAC overhaul the
datzbasze and managememnt
inforrnation system using the
ANAQC maodel as a basis and
develop effective analyses
and reporting routines

2.34

Implemented. New management information system being
developed for introduction in July 1984,

5b

DOTAC examine the
possibility of electronic
wansfer/interchange of data
with the States.

Implernented. Interchange arrangements are under exarminafion.

be

DOTAC consult with the
BTCE (which has collected
roads data for its studies in
the past), and maintain
liaison with overseas
courterparts to develop
international benchmark
comparisons.

Impiemented. included in Austroads work program for 1994-95,

6a

DOTAC continue to make
payrments only on the basis
of the States' actual
expendiiure advised in
monthly progress reports,
and

2.46

implemented.

&b

DOTAC monitor the annual
cairy-over of funds,

Irplemented.
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DOTAC should ensure the
audited financial statemenis
submitted by the SRAs
comply with requirements of
the ALTD Act.

[ 252

Implemenied.

tn developing financiat
accountability requirements
for the aew Act, DOTAC
should fuily consult with andg
obtain the agreement of the
State Auditors-General if it is
ntended thai they continug
to be involved in the
provision of audit ceriificates.

255

Wili be implemented if the provisions affecting State Auditars-
General are to be amended.

Sa

DOTALC ensure that States’
Forward Strategy Reporis
and Five Year Plans identify
road condition and key
network performance
indicators such as road
condition and benefit cost
ratios

310

Being implemented. States will be required to submit relevant
condition and performance information in their next forward
strategy repor due 31/12/84.

9b

DOTAC develop nattonal
prioritigs to ensuie the
refative needs of all sections
of the National Highway are
assessed, and

Being implemented in development of the NH Strategy to apply
from 1 July 1995,

Sc

DOTAC publish the pragram
annually, showing the
priarities, banefi-cost ratios
and any other key factors
that affected the decision
rnaking process in
defermining the approved

Impilementad for the 1894-85 program in that alt relevant factors
were advised to the States.

program.

10a

DOTAC review and revitalise
the internal quality
management system for
program and project
approval

3.20

Being implemented. Theg new management information system witl
embody an updated quality system to ensure consistency/efliciency

in program administration.

10b

DOTAC introduce
procedures within the qualiy
managemert system to
improve project assessmant
by fully evaluating project
benefit-cost ratio
assumptions, cost estimates
and site characteristics, and

DOT wilt review the extent to which each of these matters needs 1o
be evaluated in the development of the NH Strategy to apply from
1 July 1985,

10¢c

DOTAC liaise with the State
Road Authorities to ensure
that the new assessment
procedures lead io improved
practice within SRAs.

Being implemented.

11a

DOTAC review the accuracy
of SRAs' astimates with a
vigw o publishing the results
of the raview, and

a3

Under ine proposed arrangement for ranking of projects there will
he a strong incentive to keep estimaied costs down {6 ensurs that
projects rank sufficiently righly an benefft-cost ratios to be fundad.
This should achieve the ANAQ obiective underpinning this
recommendation,

28




- 3 -

0

DOTAG liaise with the SRAs
to ensure improved
procedures are gsiablished
that manitor the accuracy of
gstimatas.

See recommendation 11(a).

12a

DOTAG ligise with the SRAs
ic standardise as far as
possible the definition of all
sub-items that make up a
cost estimate, and

3.57

Being implementad. Notes on Administration of the ALTD Frogram
heing revised {o include standardised definitions.

12b

DOTAC adopt the ANAO
framewark proposed gs a
bagis for the development of
congistent definitions for the
Siates’ project estimates.

Being implemented. See recommendation 12{(a).

13

DOTAC introduce
procedures {o review the
reasonableness of
allowances for cost increases
and monitor iotal project
cosis ggainst the project
budget.

4,17

Implemented. New repotling arrangements allow cleser monitcring
of project costs. Reasonableness of allowances o be addressed in
consisiency process at recommendation 12(a).

14a

DOTAC vefine the
adminisiration costs which
can be claimed, and ensure
this is applied uniformly by
all States when developing
their annual budaets

4.23

imptemented.

14b

DOTAC consider negotiating
the absolute level of
administyation cosis 1o be
paid in an effort fo find
SAVINGS

Being implemented as par of the develepment of performance
agreemenis.

140

DOTAL develop procedures
to ensure all adminisirative
cost claims by Siates are for
justified iterns before
payment is made, and

implemented.

14d

DOTAG ensure all
administrative cost claims by
Siates are submitied ina
form which permils inter-
slate comparison and
parformance measurement.

trplemented.

DOTAC consider
establishing the NSW level
of project-specific
adrministration costs as the
Australian benchrmark.

4.33

New program ranking mechanisms will provide incentives for
States to minimise administrative overheads, thus achiaving the
ANAQ objective undeminning this recommendation.

186a

DOTAC should introduce
periormance ctiteria for
project specific
acminisirative costs for each
Siate Raad Authority with the
aim of progressively
reducing project delivery
costs, and

4.35

Sea recommendation 15.
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See recommendation 15,

{6k | DOTAC should develop and
impiement procedures which
wouid ensure that States
fully identify and justify
project specific overheads.

17 | DOTAC review and 444 | Gommonwealth actively participating with State Authorities through
recommend funding research Austroads and ARRB o develop and deliver a targeted and
into other forms of project effective Mational Strategic Road Research Program. This
delivery which have the recommendation will be taken up in this context.
potential for gains,

18 | DOTAC improve the current | 4.49
system of progress reporiing
by

18a | ensuring that engineers are implemented. Technical advice wilf be sought when reguired.
invoived 1o provide technical
assurance on aciual progress

180 | the inclusion of milestone Being implemented. More comprehensive reporting required from 1
indicators, and July 1994,

18¢ | enhancing the capability of See recommendation Sa.
the databage.

19a | BOTAC collect the refevant | 4.53 | implemented.
information on project
progress and provide the
necessary reports o the
Minister, and

19b | DOTAC recommend A firm deadiine of 31 December is not considered to be practical,
replacing the deadline to given the tfme it takes for the States io finalise expenditure after
report {on ALTD Operations) the completion of physical works {eg because of contractor billing
‘as scon as practicable’ with delays). The importance of timely reporting to the Parfiament is
a firm daadline of 31 recognised and current arrangements are being streamlined to
December in the new improve the timeliness of this report.
legisiation.

20a | DOTAC resume the quality 4.61 ] As part of the review of the Notes on Administration, States to be
assurance inspection and encouraged to obtain accreditation for their quality systems.
audit program,

20h | the guality assurance Uinder consideration.
inspection and audit program
be funded from the National
Highway prograrm, and

20c | DOTAC report on the Being implemented, with a view 1o a report being published with
benefits accruing from 1093-84 ALTD Review of Operations.
guality management
systems,

21a | DOTAC pursue tha 5.13 | Being implemented. States are required to provide comprehensive
development of uniform data for the N Strategy Study. The NH Strategy Study will aiso
PSS systemns by the States, provide the bagis for ongoing comparison.

21h | DOTAC ensure that alf Beaing implemented, through NH Strategy Study.
information is provided by
the States. in paricular
asiimates of the remaining
life of the pavement.

293 | DOTAC reassess the 517 | Being implemented, through NH Strategy Siudy.

reporting links of the Mational
Highway. and

30




- 5 -

i B

DOTAC after full
consultation with the States,
establish and publish the
methodology to be used.

Being implemented, through Ni strategy siudy.

DOTAC develop a
raintenance strategy based
on asset management
principles and full
consideration of all stages of
the maintenance gycle.

5.25

Being implementad through NH Strategy Study and through
processes 1o be appraised in 1894. DOT is actively participating in
Austroads work on harmonised asset management practices.

24

DOTAC should ensure all
relevant sieps in the
maintenance funding process
are documented to provide!

527

Implemented.

243

defensible evidence
supporting the decisions
iaken, and

impiemented.

24b

an adequaie audit trail and
proper lines of accountability.

imolemented.

DOTAGC use the lite cycle
costing technique o ensure
maintenance options are
fully evaluated,

532

Being considered in context of NH Strategy Study.

26

DOTAQG identify community
service obligations in &
published annual brogram.

5.35

Being considered in the context of the NH Strategy Study, which
will indicate relevant key social benefits.

27

DOTAC review the
application of mairdenance
standards 1o take account of
traffic volume and economic
henefits.

538

Being implemented through NH Strategy Study,

DOTAC adopt an asset
managemeant approach o
network construction
planning which:

6.11

282

inclides both top-down'
optimisation technigques and
‘hottom-up’ neads analyses

Being implemented through NH Strategy Study.

280

clearly defines Government
policy objectives and
assessment criteria, and

Being implemented through NM Strategy Study,

28¢

has as its primary ouiput an
overall list of recommended
projects in priority order
based on agreed criteria,

Being implemenied through NH Strategy Study.

DOTAC adopt the
maintenance management
model for the management
of maintenance of the
National Highway.

5.18

Mairmenance management models will be considered in the cantext
of the NH Strategy Study.
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Attachment D

PRIVCIPLES FOR THE 1994-93 NATIONAL BIGHWALES [(NE) ATRAYWEGY

i. Thae Strategy provides as wuch funding as posaible to
aliow earliiest practicable completion of projects in the

following thres categories:
« construction works which are physically undervay;

a projsct on which construction worke are not physically
undervay but whers other linked stages aye underway; and

L]

works are not underway but bave previously besn snnounced
to be fupded Iln 1994-85.

2. The Stvategy Ffundz nevw enhancement works which have tha
following characteristics:

&

relatively small and therefore able to be Initiated and
completed in 1994-95 (these are mainly passing lanes, and
intersection improvements); and

necessary preliminary planning, environment assesspent or
land acguisition for projects which axre the most likely

te be funded In the next three yesars.

Asset presgervation

3. Only routine asset managensnt works to keep the read in
a safe and trafficable conditlon, such as read patrols,
grass cutting, line marking, shoulder ¢gradings, drals
clearing, traffic signal maintenance and yroutine minoy
repairs, may be included in the 1994-%%5 malintenance program.
Tenders will not be required o be called for thess works,

assuming none exceeds $2m in cost.

4, Other works which have previously been included in bulk
worka and maintenance prograns, such as pavement resealing
and rehabilitation, intersection improvements and road
widening works will need to he submitted for approval as
construction prolects, though it will be permitted to
aggregate a nupber of such works in a single projest
proposal. Tenders will need to be called for these projects
uniess exempted by the Minister in each case.
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5. General administration payments will be available to
meet the following costs incurred directly in connection
with the construction or maintenance of Natlonal Highway
roads but not incurred in respect of any particular approved

workst

» Road data: Collection, storage and transmission of
information about Wational Highway rxoads.

o Project progress: Honitoring and reporting of physical
progress, cagh flow and cost estimates of Hational

Highway proiects,

Strategy developments Assessuent of future maintenance
and construction needs of National Highway roads.

» OQuality assurance: Establlshment, monitoring and
reporting of quality assurance axrangements for Natlonal

Highway contracting.

« MNetwork managements Day teo day wanagement of maintenancs
and construction of Wational Righway roads.

Auditing of financial statements for submission to ths
Commonwealth.

. Administratiom costs incurred in respect of particular
works involved in the carryving out of am approved project ox
the maintenance program must be attributed to the project or
program, and cannot be funded from the general
administration grant.

7. General administration paypents will be made only on the
pasis of a detailed proposal indicating hovw much is proposed
to be expended on each of the above areas. A bhreakdown of
anticipated costs against eachk of the above categories
should be submitted when the general administration program
is submitted for approval. At this time, consideration
would be given to any proposal for meeting any other
categories of administration costs within the Indicated

notional administration allecation.

Use of Savings

g, Savings arising in a State or Territory on approved
projects, and any surplus administration funds, will be
avalilable for allocation to that Stats or Tervitory {o meet
contingency claims, for additional asset preservation works,
or to further accelerate works listed in this Strategy.
Other pricrity projects may alse be funded, to be submitted
for approval following consultation with the Commonwealth

Departmant,
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9. Application may be made for funds to meet costy of

unforeseeable safety and trafficability repalrs {eg bridge
failures, and flocd damage to pavenents) anywhers on the NH.

There iz a small reserva o
purpose.

¢ unzllocated funds for this

10. Performance targets for the malntenance program and for
the uses of administration funds will be, with other
elements of the program, the subject of performance
agreements which the pepartment of Transport is developing

with State snd Territery agencles.

11. Funds cannot be provided for any listed project which is
not approved by the Minister. states and Territories are
invited to submit partliculars of any 1isted project which is
not already approved, and any project which the State or
perritory considers should be funded within the asset
preservation allocation (see paragraph, 4 above) in
accordance with the Hotes of Administration.

12. Funds cannot be provided for the maintenance program

until it is approved by the Minister. States and
Territories are invited to submit particulars of a progran

for the maintenance of the NH [as deseribed in paragraph 3,
above}, also to be funded within the asset preservation
allocation, in accordance with the Hotes of Administratlion,

13. Funds cannot be provided for the general administration
program until it Is approved by the Minister. States and
Territories are invited to submit the information sought in
paragraph 7, above) for the Minister's consideration.

Further Information

14. The Department of Transport will advise detalls of the
project approval arrangements and any consecguential changes
to the Motes of Administration arising from this Strategy.
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AUSTRALIAN NATIONAL AUDIT OFFICE

GPO Hox 707 :

ﬁ& CANBERHA
AC.T. 26801
our reft 941302 APPENDIX 2
29 Sepitember 1994
BeCTOIITYY. oo s eeseenen
RECEIVED
-5 0071994
Mr M. Aldons HOUSE OF REPRESENTATIVES
Secretary STANDING COMMITTES N
House of Representatives TRAMSFORT, COMMUNICATICINS
Standing Committes o Transport, AND [NFRASTRUCTURE

Communications and Infrastructure

Parliament House
Canberra ACT 2600

Dear Mr Aldons

AUDIT REPORT NO.15 1993-94 ‘THE NATIONAL HIGHWAY’

Thank you for your letter of 25 August 1994 seeking comments on the Department of
Transport’s submission on the implementation of the recommendations in Audit Report

No.15 1993-84 ‘The National Highway’.

The ANAD appreciates this opportunity to comment on the Department’s response to the
Cominittee in respect of the audit of the National Highway program. The audit was timely
in the light of the proposed changes to the program and associated legislation which were
generally supported by ANAC. The recommendations in the report were designed to ensure
that effective management arrangements were in place for the new program.

At this stage we have not conducted a follow-up audit to assess the effectiveness of the
implementation of our recommendations. However, we will consider such an andit in our
strategic audit planning. Such an audit will depend on suitable resources being available at

the ime.

The ANAQ is pleased to see the Secretary of the Department in his letter to you of 8 July
1994 has advised that ‘a2imost all of the ANAO Report’s recommendations have already

been picked up by actions completed or in train to improve the strategic focus and
management of the National Highway System program’,
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However, we are concerned that the Department appears to have rejected a number of
recommendations that they consider more intrusive i.e. those proposing tighter adminisirative

controls,

We appreciate the Department’s view that it is important that an appropriate administrative
and management framework is in place 10 ensure value for money. Nevertheless, we believe
it is also important to have in place a monitoring mechanism to ensure that the framework is
working as it should. An appropriate framework is necessary but is not sufficient by itself.
We acknowledge that additional monitoring caries a cost. However, as the Commities
found during its own inquiry, there is a paucity of information available to policy makers on
which to base road planning decisions. We share the Committee’s view of the need for
greater involvement by the Department to ensure information is available to Parliament that

taxpavers are getting value for each road dollar spent.

The Department has confirmed that the new program will be a Special Purpose Payment.
You will no doubt be aware that the JCPA is conducting a comprehensive review of grant
payments to the States. Furthermore, Audit Report No.6 1993-94 ‘An audit commentary O
aspects of Commonwenith-State agreements’ included, amongst other things, comment on
reporting and other accountability arrangements including the need for mechanisms to be in
place to provide timely assurance that best value for money is being obtained.

In this context we noted a report in the Daily Commercial News of 16 December 1993
(copy attached) which stated that the former Minister Mr Brown had written to the then
Transport Minister Mr Collins in response to the Department’s response to the audit report.
The article quotes Mr Brown as saying there was a strong disposition within the Department
to move from a project approval approach to & program management approach without any
closer supervisory role. Mr Brown is quoted as saying he resisted this as he believed the
Commonwealth had 2 responsibility o supervise more closely the efficient and effective use

of the national taxpayer’s dollar.

We are also concerned that the Department considers some of our recommendations reflect a
misunderstanding of ithe Commonwealth’s role and objectives in respect of roads
expenditure. The ANAQ goes to considerable lengths including clearing draft reports with
the department(s) involved, to ensure that our reporis reflect accurately policy and program

objectives.

in this respect the ANAG was pleased o sec the Committee’s report ‘Driving the roads
dollar further’ referred to the need to ‘make further comments on objectives’, noting that the
absence of clearly articulated program objectives is a serious omission. We understand from
recent discussions with the Department that there has been a delay with the development of
the amended ALTD legisiation which was to have set out the program objectives. This is a
disappointment particularly as there appears to be no timetable set for the introduction of the
amendments. Nevertheless, the Department has told us that they are working to a set of

objectives that would be included in the legislation.

More detailed comments on the Department’s submission are attached.
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Should you wish to discuss any of thess matiers, please telephone Mr Peter White on
2037685 or Mr Michael Lewis on 2037683.

Yours sincerely

Acting National Businegs Director
Performance Audit
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APPENDIX 3

PUBLIC HEARING WITNESSES

1. The following witnesses appeared at a public hearing in Canberra on
10 November 1994,

Mr Michael Kenneth Lewis
Hxecutive Director
Australian National Audit Office

Mr Anthony James Slatyer
Assistant Secretary

Roads Branch

Land Transport Policy Division
Department of Transport

Mr David Norman Smith
Audit Manager
Australian National Audit Office

Mr Christopher Thorpe

First Assistant Secretary

Land Transport Policy Division
Department of Transport

Mr Peter Frank White

Acting Group Director
Australian National Audit Office
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