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CHAIRMAN'S FOREWORD

This is the second report from the Joint Committee of Public
Accounts (JCPA) on the reports presented by the Auditor-
General in 1996-97. It contains advice to Parliament on the
JCPA's review of the 14 audit reports presented in the second
quarter of 1996-97.

The main feature of the second quarter review was the
conduct of a public hearing on 3 February 1997, at which
evidence was taken in relation to the three most significant
audit reports presented in the second quarter: Audit Report
No. 13, 1996-97, on tax debt collection; Audit Report No. 15,
1996-97, on the management of food provisioning in the
Defence Force; and Audit Report No. 17, 1 996-97, on workforce
planning in the Defence Force.

The audit on tax debt collection was a constructive exercise
which resulted in a number of sensible and useful
recommendations, all of which were accepted by the
Australian Taxation Office. The JCPA's review did, however,
highlight three issues of concern: first, the ANAO's finding
that penalties for late payment of tax may not be being
imposed according to law; second, the fact that taxpayers with
large debts are more likely to have late payment penalties
remitted than taxpayers with small debts; and finally, the still
prevalent practice of pursuing debt collection through
litigation rather than through negotiation in instances where
litigation is unlikely to maximise revenue recovery.

The audit reports on Defence Force food provisioning and
workforce planning raised a number of issues of concern to the
JCPA.

In relation to food provisioning, the issue of most concern was
the difficulty involved in getting a complete and accurate
figure on the total cost of providing rations to Defence Force
personnel. Defence was unable to provide this information at
the hearing and took some time to construct an estimate of
cost after the event. The absence of ready access to cost
information makes it very difficult for Defence either to
manage the task efficiently, or to account adequately for its
expenditure and performance. It is clear that much more
remains to be done in Defence to reform financial
management  systems and practices. The Defence
Organisation is going to face considerable challenges in

vii



REVIEW OF AUDITOR-GENERAL'S REPORTS 1996-97

preparing for the introduction of the Commonwealth's accrual
based output budgeting framework, which is planned for the
1999-2000 financial year.

Workforce planning is an issue of central importance to the
quality and preparedness of the Defence Force. The hearing
canvassed a range of matters, the most significant of which
was the need for Defence to devolve a greater degree of
management responsibility to managers. A delicate balance
needs to be found and maintained when devolving
responsibility in an environment which demands strong
central controls - but it is a balance which, if achieved, could
help overcome many of the rigidities and inefficiencies in
Defence's workforce planning systems.

A final matter of concern to the JCPA was the nature of some
of Defence's responses to the audit recommendations. It
became clear during the JCPA's review that some of Defence's
written responses to audit recommendations were inadequate.
Much more care needs to be taken by agencies in preparing
their comments on audit findings and recommendations. A
cavalier approach is not appropriate in a document which is
part of a report to Parliament.

In closing, I would like to take this opportunity to add to some
of the information contained in JCPA Report 349, Review of
Auditor-General's Reports, 1995-96 (February 1997). In that
report, the Committee indicated that it would be inviting the
Managing Director of the Meat Research Corporation (MRC)
to give evidence at a public hearing on the total cost of Project
Fututech and on the membership of the MRC's Board at the
time key decisions were made about Project Fututech. As
events transpired, the JCPA obtained further information in
writing from the MRC, but decided not to hold further public
hearings on the matter.

Alex Somlyay MP

Chairman

viii

RECOMMENDATIONS

Recommendation 1

In order to ensure that additional tax on late payment
(ATLP) is imposed in accordance with the law, and to
ensure that ATLP is not used as an inappropriate
negotiating tool® when seeking to collect tax debts, the
Australian Taxation Office should give high priority to
improving the capacity of its business systems to
automatically impose ATLP when a debt is paid late.
(paragraph 2.41)

Recommendation 2

The Australian Taxation Gffice should take action to ensure
that all taxpayers that are subject to the imposition of
additional tax on late payment (ATLP) are advised of their
right, irrespective of the size of their tax debt, to seek
remission of ATLP. (paragraph 2.42)

Recommendation 3

The Australian Taxation Office should give high priority to
improving the capacity of its business systems to segment
the debtor population by risk characteristics and
characteristics of the debt. (paragraph 2.52)

Recommendation 4

In contributing to the Finance Minute response to this
report, Headquarters Australian Defence Force (HQADT)
should report on progress in the development of a food
provisioning policy for the ADF and indicate whether the
policy will be in place by the target date of the end of 1997.
(paragraph 3.34)

ix
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Recommendation 5

Headquarters Australian Defence Force (HQADF), in
conjunction with the Department of Defence, should take
prompt action to implement the sort of accounting and
financial management reforms proposed in the report of the
Defence Efficiency Review. (paragraph 3.38)

Recommendation 6

Headquarters Australian Defence Force (HQADF) should
consider again the advantages of devolving management
responsibilities in the manner  described in
Recommendation 4(b) of Audit Report No. 17, 1996-97. The
results of this reconsideration should be reported to the
JCPA in the Finance Minute prepared in response to this
report. (paragraph 4.51)

INTRODUCTION

What this report is about

11 This report contains advice to the Parliament on the
review by the Joint Committee of Public Accounts (JCPA) of
the audit reports presented by the Auditor-General in the
second quarter of 1996-97.

1.2 The main feature of the JCPA's review was the
conduct of a public hearing on 38 February 1997, at which
evidence was taken in relation to the following three audit
reports:

. Audit Report No. 13, 1996-97, Tax Debt Collection,
Australian Taxation Office;

. Audit Report No. 15, 1996-97, Management of Food
Provisioning in the Australian Defence Force; and

. Audit Report No. 17, 1996-97, Workforce Planning in
the Australian Defence Force, Department of Defence.

13 The process which led to the selection of these three
audit reports for examination at the public hearing is
described at Appendix I.

Structure of the report

14 The main purpose of the report is to advise
Parliament that scrutiny hearings have been held and to
present a synopsis of the evidence taken at the hearings.

15 This report does not analyse in detail all of the
findings and recommendations contained in the second
quarter audit reports, but simply draws attention to the key
evidence taken at the public hearing, highlighting any
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commitments given by witnesses and, where appropriate,
broviding comment on any unresolved oy contentious issues,

L6 Chapter 2 of the report deals with the evidence
taken in relation to Audit Report No. 13, 1996-97, on tax debt
collection by the Australian Taxation Office,

L7 Chapter 3 of the report summarises the evidence
taken on Audiy Report No, 15, 1996-97, about management of
food Provisioning in the Australian Defence Force.

18 Chapter 4 of the report covers the evidence taken on
Audit Report No, 1 7, 1996-97, on workforce planning in the
Australian Defence Force.

19 The report refers to, and should be read in
conjunction with, the transcript of evidence taken at the
public hearing on 3 February 1997. The transcript  is
reproduced at Appendix VI
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AUDIT REPORT NO. 13, 1996-97
TAX DEBT COLLECTION
AUSTRALIAN TAXATION OFFICE

Introduction

21 Debt collection is a major activity for the Australian
Taxation Office (ATQ) and makes g substantia] contribution tq
the ATO's task of collecting al] revenue that taxpayers are
required to pay by law,

2.3 At the hearing on 3 February 1997, the JCPA was
told that the debt collection program involveg 'around 1 200
staff, dealing with an inventory of work that moveg cyclically
between 250 000 and 290 000 cases and represents around $4
billion of tax outstanding.'

2.3 In the words of witnesses from ANAO, the 'effective
collection of thege debts is a significant issue for the ATO,
taxpayers and ... the federal budget.'2

2.4 The audit report found that there wag scope for
Improvement in the performance of ATO debt collection and,
in particular, that enhancements to ATO debt collection
business systems would yield substantia) benefits.? The report
contained 29 recommendations, all of which were accepted by
the ATO. In evidence to the J CPA, the ANAO claimed that:

1 Richard Highfielq (ATQ), Transcript & February 1997, pp. PA 57-58,
2 Tan McPhee, (ANAO), Transcript 3 February 1997, p. PA 58,

lan McPhee, Australian National Audit Office (ANAO), Transcrips
3 February 1997, p. PA 59,
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that [implementation] would provide o net benefit to the
Commonwealth of around $140 million per annymn.+

estimate of net benefit to the Commonwealth. In particular,
they agreed that implementation  of the audit's
recommendations 'should appreciably improve the efficiency
and effectiveness of the debt collection program'

26 The most significant of the matters discussed at the
hearing were:

. penalties for late payment of tax;

. debt collection and bankruptcies;

. debt risk profiles;

. performance information and benchmarking; and

. delegations to write-off outstanding debts,

Penalties for late payment of tax

27 There was much discussion at the public hearing
about ATO's administration of the additional tax for late
payment (ATLP) provisions of the law. The discussion centred
on:

. the manner in which ATLP is imposed; and

. apparent discrepancies in the rates at which ATLP
is remitted to small and large debtors.

Iinposition of ATLP

2.8 In his opening statement at the hearing Ian McPhee
(the ANAO's National Business Director, Performance Audit)

4 lan McPhee, (ANAQ), Transeript 3 February 1997, pp. PA 59-60.

5 Richard Highfield, Australian Taxation Office (ATO), Transeript
3 February 1997, p. PA 58.

e L

AUDIT REPORT No, 13, 1996-97

drew attention to the audit finding that 'there is a significant
risk that late bayment penalties are not being imposed in
accordance with the legislation.'s

finalised in 1995.9¢ showed that 35 per cent of the cases
finalised by payment had no ATLP imposed,?

210 The results of this assessment were supported by
the findings of an ATO internal audit review of the 1994-95
financial statements, which concluded that 'ATLP [was] not
being imposed as per the relevant legislation'.8

211 The reasong advanced in the audit report for this
deficiency were that:

. ATO's current business systems have only a limited
capacity to automatically impose ATLP; and

. a trial undertaken at the request of the ANAO
which monitored the manual imposition of penalties
found that manual calculations of ATLP were
neither cost nor time efficient.?

212 Mr McPhee indicated that improvements to ATO's
business systems, to allow for automatic imposition of
penalties for late payment, would overcome the risk that late
pPayment penalties were not being imposed in accordance with

‘the law,10

6 Ian McPhee, (ANAO), Transeript 3 February 1997, p. PA 59,

Audit Report No, 13, 199697, Tax Debt Collection, pp. 29-30. NOTE:
The audit report states that while the Commissioner of Taxation hag
no discretion in relation to the imposition of ATLP, he or she can, in

certain circumstances, remit ATLP which has been imposed.

Audit Report No, 13, 1996-97, Tax Debt Collection, p. 31.
9 Audit Report N, 13, 1996-97, Tax Debt Collection, pp. 31-2.
10 Ian McPhee, (ANAO), Transcript 3 February 1997, p. PA 59.
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Apparent discrepancies in the rates of remission of ATLP

213 The ANAO's analysis of rates of remission of ATLP
revealed that;

the rate of remission where penalties were imposed
increased as the amount of debt grew. ... the remission rate
steadily grew from less than 19 per cent for cases where the
debt was less than $2 500 to 44 per cent for cases where the
debt was larger than $100 000,11

2.14 As noted by Matt Cahill, the senior ANAO auditor
on this project, these discrepancies give rise to the risk that
penalties are being used as a negotiating tool, particularly in
dealings with large debtors. 2

215 A number of questions were asked by JCPA
members on this issue, with ATO witnesses being asked to
explain the apparent difference in the treatment afforded to
small and large debtors.

216  Witnesses from the ATO denied that large debtors
received more favourable treatment than small debtors, Mr
Mulligan, ATO's National Coordinator of Debt Collection,
responded that:

The same approach is used irrespective of whether it is a
large debt, a small debt, whether it is large business or g
small business or even for an individual. ... Our policies for
the collection of debts do not draw any distinction between
large business and small business and also between large
debts and small debts.!?

217 Mr Mulligan went on to suggest that if there is any
difference in the internal priorities attached to recovering
large as opposed to small debts, it is that large debts tend to
receive greater attention. This is because of the potential
greater return of dollars to the revenue. '

11 Audit Report No. 13, 1996-97, Tax Debt Collection, p. 32.

12 Matt Cahill (ANAQ), Transcript 3 February 1997, p. PA 75. See also
Audit Report No. 13, 1996-97, Tax Debt Collection, pp. 32-3.

13 Rory Mulligan (ATO), Transcript 3 February 1997, p. PA 61,
14 Rory Mulligan (ATO), Transeript 3 February 1997, p. PA 61,

e e e L bt e e T e

AUDIT REPORT NO. 13, 1996-97

218 On the question of why then there appeared to be a
discrepancy in the rates of remission of ATLP between smalil
and large debtors, ATO witnesses offered the following
explanations:

. 'if there is a difference between large and small, it is
probably because the large actually ask for a
remission of additional tax whereas the small may
not be doing so' [suggested by Mr Mulligan}; 15 and

. 'upwards of 80 percent of the debt [attributable to
large business] is subject to ... dispute and it well
may be ... | if the taxpayer is found to be correct, ..,
[that] part of that debt would not attract any late
payment penalty' [suggested by Mr Highfield].1s

Debt collection and bankruptcies

219  Committee members questioned ATO witnesses at
length about the community perception that ATO officials are
prepared to drive a business into bankruptcy in pursuit of tax
debts, rather than encouraging the negotiation of mutually

acceptable repayment schedules.

2.20 David  Butler (the ATO's First Assistant
Commissioner, Small Business Income) responded by saying
that:

-« We are certainly not trying to put people out of business. ...
Our approaches are to really look for ways of finding
common ground ... where q tax liability can be met over a
period of time. To take action to liquidate a comparny or to
bankrupt a small businessperson would be, in our view, a
fairly extreme step to take. It would be a last resort. 7

2.21 He added that ATO's first recourse is always to
consider the taxpayer's financial circumstances and capacity

15 Rory Mulligan (ATO), Transcript 3 February 1997, p, PA 62.
16  Richard Highfield (ATO) Transcript 3 February 1997, p. PA 63.
17 David Butler (ATO), Transcript 3 February 1997, p. PA 65.
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to pay. In many cases this results in the negotiation of agreed
repayment arrangements, rather than court action.!8

222 Mr Mulligan agreed with this assessment, saying
that forcing people into bankruptcy is 'a counterproductive
approach if there is any avenue open for the taxpayer to trade
their way out.' He also remarked that the ATO is increasingly
reluctant to initiate court action as it 'is a very cost-inefficient
way of collecting money. ... historically our dividend from
bankruptcy is one or two cents in the dollar.'?

Debt risk profiles

2.23 The ANAO in its report made the point that the
'ATO has not taken full advantage of available data when
developing a risk profile of a debt for the basis of establishing
priorities' and that the ATO 'is well positioned to develop
indices to reflect the compliance history of the taxpayer and
other client characteristics such as income history'.20

2.24 Mr McPhee noted during the hearing that:

improving the [ATO's] business systems so that they
automatically generate different collection activities based on
the identified risks associated with debts is a private sector
better practice which will improve the tax office’'s
effectiveness in collecting debts.”!

225 In response to questions on this matter,
Mr Highfield acknowledged that, at the present time, the ATO
does not systematically construct debt risk profiles which
'differentiate between first time offenders and habitual late
payers'.22

18 David Butler (ATO), Transcript 3 February 1997, p. PA 66. Mr
Mulligan (ATO) gave evidence that the ATO has finalised roughly 56
000 payment arrangements [this financial year] and we currently
have 73 000 in place at the end of December.' (See Rory Mulligan
(ATO), Transcript 3 February 1997, pp. PA 66-7.

19  Rory Mulligan (ATO), Transcript 3 February 1997, pp. PA 67, PA 69.
20  Audit Report No. 13, 1996-97, Tax Debt Collection. pp. 36, 38.

21  Ian McPhee, (ANAO), Transcript 3 February 1997, p. PA 59.

22  Richard Highfield, ATO, Transcript 3 February 1997, p. PA 63.

AUDIT REPORT NO. 13, 1996-97

2.26  While Mr Highfield sought to assure the Committee
that the ATO's approach is to ensure that resources are
directed to taxpayers who are perceived to be at greatest risk
in terms of default on payment, he agreed that the ATO's
business systems needed to be modified to better support this
sort of targeting.2?

2.27 In response to questioning on when such
modifications would be in place, Mr Highfield replied that
background research work was under way and that the risk
profiling modifications would be done in conjunction with
other major systems redevelopment activities planned for
release 'in the latter half of 1997 and in early 1998'.24

Performance information and
benchmarking

228  Witnesses from ANAO also stressed the importance
of establishing and maintaining high quality performance
information systems. Ian McPhee stated in his evidence that:

The ATO should ... improve perforinance information to
enhance its management of recovery activity as well as
conduct research into the client profile of debtors and the
cost of collection activities. This will ensure that the tax
office has the necessary information to select the most cost
effective collection practices.*

229 The Auditor-General observed that performance
information was important, not only for ATO managers, but
also for the Parliament and for taxpayers.26

2.30 In relation to benchmarking, Mr McPhee drew
attention to the fact that the audit identified better debt
collection practices in the private sector which were relevant
to the ATO's operations.?

23  Richard Highfield, ATO, Transcript 3 February 1997, pp. PA 63-4.
24  Richard Highfield, ATO, Transcript 3 February 1997, p. PA 73.

25  Ian McPhee, ANAO, Transcript 3 February 1997, p. PA 59.

26  Pat Barrett, Auditor-General, Transcript 8 February 1997, p. PA 78.
27  Ian McPhee, ANAO, Transcript 3 February 1997, p. PA 59.
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281 Mr Highfield indicated that these matters were
receiving attention and that the ATO had recently initiated g
benchmarking exercise involving internationa] as well as
private sector comparisons,

- we have recently commenced an  international
benchmarking initiative on debt collection work involving
tax authorities in the United States, Canada, the United
Kingdom, Japan and New Zealand, We will also be
benchmarking these activities shortly  against some
Australian public and private sector organisations, 28

232 In response to questioning, Mr Highfield did
acknowledge the scope for benchmarking some of the ATO's
debt collection work against similar work done by private
sector debt collection agencies. He remarked that although the
ATO had not yet run any trials in this area:

- it may well be that into the future we, from the viewpoint
of testing the productivity and effectiveness of our own
brograms, [will] test our performance against what external
collection agents provide,?

Delegations to write-off outstanding
debts

233  During the hearing, JCPA members expressed
concern about the significant variations which appeared to
exist between different ATO branches in the way that
authority to write-off tax debts had been delegated. 30

2.3¢  Richard Highfield responded that, when he learned
of the inconsistencies in the nature and level of delegated
authority in relation to debt collection procedures, he too was
concerned. Mr Mulligan indicated that the inconsistencies
had arisen when the debt collection function was split from
one central area into four different areas, aligned with the
ATO's main business segments. He went on to note that a

28  Richard Highfield, ATO, Transeript 3 February 1997, p. PA 58.
29  Richard Highfield, ATO, Transcript 8 February 1997, p. PA 68.
30 Transcript 3 February 1997, pp. PA 70-71.

AUDIT REPORT No. 13, 1996-97

revised delegation, which removed the inconsistencies, was
issued late last year.3t

Committee comments

General

2.35  Both ANAO and ATO deserve recognition for the
professional and cooperative approach demonstrated in this
audit. It has resulted in a well considered and constructive
report with sensible and useful recommendations.

236  The Committee acknowledges that tax debt
collection is a difficult, often thankless task, which is
complicated by the large number of different tax collection
mechanisms that the ATO has to administer, It is, however, a
vitally important task if the equity and integrity of the tax
system is to be maintained.

237 It is also a task which calls for the sensitive
application of rules and procedures and for an appropriate
balance to be struck between maximising revenue collection
and ensuring fair and equitable treatment of debtors,

on penalties for late payment of tax

238  The JCPA is concerned about the significant risk
that ATLP is not being imposed according to the law. The
JCPA also notes the risk identified by the ANAO that
penalties may be being used as a negotiating tool in debt
collection. Both practices are wrong and represent an
unacceptable risk to revenue.

239 The JCPA strongly  supports the audit
recommendations directed toward improving the capacity of
ATO's business systems to impose ATLP automatically.

240  The Committee was disturbed by the admission that
one of the reasons why large debtors have a greater rate of
ATLP remission is that they are more likely to ask for

31 Richard Highfield, ATO, Transcript 3 February 1997, p. PA 70.
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remission. This is not the sign of a fair and equitable system.
It is extremely important that all taxpayers, big and small, be
made aware of their rights as well as their obligations. While
the recent introduction of the Taxpayers' Charter will help to
redress the current imbalance, senior managers in the debt
collection program should take immediate steps to emphasise
to their staff that, for reasons of fairness and equity, small
debtors must be allowed the same rights and opportunities as
large debtors.

241 Recommendation 1

In order to ensure that additional tax on late
payment (ATLP) is imposed in accordance with the
law, and to ensure that ATLP is not used as an
inappropriate negotiating tool when seeking to collect
tax debls, the Australian Taxation Office should give
high priority to improving the capacity of its business
Systems to automatically impose ATLP when a debi is
paid late.

242 Recommendation 2

The Australian Taxation Office should take action to
ensure that all taxpayers that are subject to the
imposition of additional tax on late payment (ATLP)
are advised of their right, irrespective of the size of
their tax debt, to seek remission of ATLP,

2,43 A related matter of interest to the Committee is the
basis on which ATLP is calculated.

244  The audit report noted that ATLP is designed as a
punitive measure to deny late payers an advantage over those
taxpayers who pay on time. For some taxes, the ATLP charges
include a penalty interest component to compensate the
Commonwealth for not having the use of monies during the
period the amounts were outstanding. The report states that
this ‘'interest may be compared to what is acceptable
commercial practice for use of funds and it is calculated on a
base using the thirteen-week Treasury Bond rate of interest’.32

245  The Committee considers it appropriate that the
interest rates used to calculate ATLP be reassessed in the

32 Audit Report No. 13, 1996-97, Tax Debt Collection, pp. 7, 29.

e
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light of recent reductions in interest rates and reviewed at
appropriate intervals.

on debt collection and bankruptcies

2.46  There is a widely held community perception that
the ATO is all too willing to bankrupt individuals and
businesses with tax debts, rather than negotiate acceptable
payment schedules. In the experience of Committee members,
it is a perception with some basis in fact.

247 'The Committee accepts that the ATO is a revenue
collection agency, not a lending institution, and that taxpayers
should arrange their financial affairs so that their taxes are
paid on time. The Committee also accepts that ATO debt
collection policies do not propose litigation as a strategy of
first recourse.

2.48 However, it seems that too often litigation is
pursued where negotiation would produce better results. Good
central office policy is not always matched by good regional
office practice.

249  The ATO should do more to ensure that regional
office staff have a sensible understanding of the circumstances
in which litigation might be appropriate and an appreciation
of the costs and risks involved in initiating litigation.

on debt risk profiles

2.50 The Committee was impressed by ANAO's evidence,
and the audit findings, on the advantages to be gained from
enhancing existing data holdings and functionality to enable
debtor and debt risk profiles to be developed. Better risk
profiling systems will allow for early identification of priority
areas; better management of individual cases; and a greater
degree of tailoring of automated demand and advice letters.

251 For these reasons the JCPA would like to see risk
profiling given a high priority in ATO's computer systems
redevelopment program.

13
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2.52 Recommendation 3

The Australian Taxation Office should give high
priority to improving the capacity of its business
systems to segment the debtor population by risk
characteristics and characteristics of the debt.

AUDIT REPORT NO. 15, 1996-97,
MANAGEMENT OF FOOD
PROVISIONING IN THE AUSTRALIAN
DEFENCE FORCE

Introduction

3.1 The JCPA took evidence from Australian Defence
Force (ADF) officers on the management of food provisioning
in the ADF.

3.2 The hearing began with a statement from General
John Baker, Chief of the Defence Force, who stated that the
audit report was welcome and timely, with recommendations
which aimed at improving the effectiveness of the
administrative arrangements for food provisioning in the ADF
and which built on internal ADF reviews of food provisioning.'

3.3 General Baker said that the ADF had already
begun a wide range of actions to address the audit
recommendations. He referred, in particular, to action now
being taken to develop an overarching policy on ADF food
management.?

3.4 Ian McPhee, National Business Director,
Performance Audit, ANAO, noted in his opening statement
that the management of food provisioning was chosen for
examination because it was assumed that feeding a large
number of personnel involved significant expenditure by the
three Services. He noted that the ADF had acknowledged the
usefulness of the report and agreed to almost all of the 12
recommendations. As Mr McPhee pointed out, the audit
prompted action by the ADF even before the report was

1 General John Baker, CDF, Transcript 3 February 1997, p. PA 81.
2 General John Baker, CDF, Transcript 3 February 1997, p. PA 81,
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completed. He too cited the action being taken to develop and
promulgate an ADF food provisioning policy.3

3.5 The main issues discussed during the course of the
hearing were:

. cost of food provisioning in the ADF;
. Army's entitlement-based rationing system;
. application of the Commercial Support Program

(CSP) to catering services; and

. food management arrangements in Darwin.

Cost of food provisioning in the ADF

3.6 At the hearing there was considerable debate about
the total cost of food provisioning in the ADF.

3.7 Ian McPhee noted that, as part of the audit, the
ANAO had reviewed all of the available cost data and had
estimated that the procurement of food 'costs the Department
of Defence about $100 million a year'.4

3.8 Witnesses from the ADF were unable to produce
definite information about either the cost of procurement or
the total cost of providing food on the table for ADF personnel.

3.9 Brigadier James Campbell, the ADF's Director-
General of Logistics, acknowledged the deficiencies in
Defence's costing data by reporting that the ANAQ's estimate
of procurement costs were the best that were available to
Defence.

3.10  In response to questioning he went on to agree that
the total cost of food provisioning would be in excess of the
ANAO's estimate, as the ANAO had calculated only the cost of
food procurement, and had not included other costs associated
with providing rations (such as labour costs). Brigadier
Campbell noted that if labour costs were taken into account,

3 Ian McPhee, ANAO, Transcript 8 February 1997, p. PA 82.
4 Ian McPhee, ANAO, Transcript 3 February 1997, p. PA 82,
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the cost of food provisioning 'doubtless would be higher [than
$100 million]."

3.11 When pressed on the matter, General Baker
estimated that the total cost of food provisioning was likely to
be in 'the order of $150 million to $200 million.'s

312 General Baker attributed the difficulty of obtaining
a precise figure on the cost of food provisioning to the way in
which the ADF's chart of accounts was structured.” He went
on to note that the current chart of accounts was being
amended:

... what I am looking to do under a new chart of accounts is
enable us to sense what it costs us to do in a lot of things ...
we can make better management decisions on the resources
of the Defence Force. I suspect we will progressively
introduce that over the next few years.

313  ADF witnesses undertook to consider the matter of
cost further and to provide additional information to the
Committee after the hearing. The additional information was
provided in a written submission dated 20 March 1997. The
submission reported that the total cost of ADF food
provisioning is $277 million per annum. This costing includes
amounts for fresh food rations, full recovery of personnel costs,
costs of Commercial Support Program (CSP) messes and
general operating costs (such as facilities operations, facilities
asset maintenance, equipment and spares). The costing does
not include capital facilities costs, for example depreciation on
facilities.?

Army's entitlement-based rationing
system

314  There was much discussion at the hearing about
Army's 'entitlement based' rationing system. The system is
described in the audit report in the following terms:

Brigadier James Campbell, Truuscript 3 February 1997, p. PA 83.
General John Baker, CDF, Transcript § February 1997, p. PA 85.
General John Baker, CDF, Transcript 3 February 1997, p. PA 85,
General John Baker, CDF, Transcript 3 February 1997, p. PA 90.

Australian Defence Force, Submission No. 6.

D ® a2 e G;
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Rations are procured by Army units according to the total
number of 'entitled' persons on the base rather than the
number attending meals and their needs. Attendance rates
[at Army messes] vary but recent reviews indicate as few as
37 per cent of entitled members attend messes, leading to
significant wastage [of food]. 10

3.15 The report contrasted Army's system with the
demand driven system successfully employed by the Air Force
since 1993.)' The ANAO considered that based on its
estimates, savings of the order of $4 million were possible if
Army were to adopt a demand driven system for procuring
food instead of an entitlement system.!?

3.16 In response to questioning from Committee
members witnesses from the ADF acknowledged that Army's
system of rationing did lead to considerable wastage.!3
Brigadier Peter Haddad, the ADF's Director-General,
Engineering and Logistic Policy, estimated that up to 30 per
cent of the rations prepared each day were not used. !

317 Brigadier Haddad noted that the task of accurately
estimating the number of people who will turn up for a
particular meal on a particular day was complicated by large
fluctuations in the number of people who turn up for meals at
messes:

... [cooks] make a judgement on the basis of the numbers of
people they expect to turn up on that particular day for a
particular meal. ... They [also] make an allowance ... to
make sure that everybody gets adequate [rations and that
they are notf ... caught out with a fluctuation in the demand
base. [The demand base] is quite volatile, given the age of the
people who turn up, particularly in soldiers’ messes.!s

10 Auditor-General, Audit Report No. 15, 1996-97, p. xiv.

11 The audit report notes that 'Air Force estimates that it has achieved
a saving of more than 20 per cent on its rations expenditure each
year by moving to the demand based system three years ago ...' (See
Audit Report No. 15, 1996-97, p. 20)

12 Ian McPhee, ANAO, Transcript § February 1997, p. PA 82.
13  Brigadier Peter Haddad, Transcript 38 February 1997, pp. PA 85.-6.
14 Brigadier Peter Haddad, Transcript 3 February 1997, p. PA 87.

15  Brigadier Peter Haddad, Transcript & February 1997, p. PA 87. The
audit report notes that the average rate of attendance at meals by
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3.18  Brigadier Haddad was questioned on the way in
which catering staff sought to manage food entitlements in the
light of these variations. He stated that catering staff often:

. provided an unofficial cross-subsidy for those who
choose to dine in a mess (that is, members who
dined in a mess were allowed more than their
standard entitlement);

. used surplus food for catering activities not strictly
within the entitlement regime, (for example, for
morning and afternoon tea); and

. ordered less than full ration entitlements, taking
into account surplus food stocks still available for
use. 16

3.19  Brigadier Haddad acknowledged that the
entitlement system of food provisioning did not involve close
controls over the use of food, and that decisions about
ordering, stock holding and appropriate use of food resources
were largely a matter for the judgement of catering staff.!7 In
response to questioning on the nature of the control systems,
he suggested that while there was no control over the detail,
there was control in aggregate - to the extent that ADF
accounting systems ensured that the amount of food drawn
did not exceed the entitlement for each base.!8

3.20  Brigadier Haddad noted on a number of occasions
during his evidence that Army had recognised the need to
move away from an entitlement based system and to adopt a
demand-based system like that run by Air Force. He advised
that such a system now applied in all Army messes run by
private contractors and would apply in the rest of the messes
by July 1997.1 General Baker stated that while he expected

entitled members is 37 per cent (See Audit Repors No. 15, 1996-97,
p. 20).

16  Brigadier Peter Haddad. Transcript 3 February 1997, p. PA 86.
17 Brigadier Peter Haddad, Transeript 8 February 1997, p. PA 86.

18  Brigadier Peter Haddad, Transcript 3 February 1997, p. PA 86. See
also Audit Report No. 15, 1996-97, p. 20.

19 Brigadier Peter Haddad, Transcript 3 February 1997, pp. PA 85,
PA 88,

19
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the new system to result in cost savings, he was unsure at this
stage of the extent of the savings.20

Application of the Commercial
Support Program (CSP) to catering
services

3.21 Food provisioning in Defence is undertaken either
by military personnel or by contractors under the Commercial
Support Program (CSP).2! Figures published in the audit
report showed that it costs substantially more to provide food
through a military mess than through a CSP mess. In Navy,
the average daily cost of providing an officer with meals is
$122 in a military mess or $46 in a CSP mess. For Air Force,
the comparative figures are $103 for a military mess and $42
for a CSP mess. Comparable data for Army was not
available.22

322 At the hearing General Baker acknowledged these
variations and the potential savings that might accrue from a
greater use of commercial catering services:

Defence does recognise that costs associated with military
operated food provisioning are higher than CSP costs. Action
is being taken to reduce these costs where practical and
viable to do so.23

323  Committee members sought an explanation from
General Baker on what factors are considered in deciding
whether a function should be provided by military personnel
or contracted out to a commercial provider. He remarked that

20  General John Baker, CDF, Transcript 8 February 1997, p. PA 81.

21  The aim of the Commercial Support Program (CSP) is to ensure that
non-core Defence support services and products are provided to core
defence activities in the cost-effective manner. The program achieves
this by exposing non-core activities to market testing, allowing
industry an opportunity to compete for work done by the military or
civilians in the Department. CSP allows Defence personnel
performing a no-core activity to reassess their procedures and submit
an 'in-house option' that is evaluated on a value for money basis with
other competing commercial tenders. (from Audit Report No. 15,
1996-97, p. 28)

22 Audit Report No. 15, 1996-97, p. xiv.
23  General John Baker, CDF, Transcript 3 February 1997, p. PA 81.
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such decisions are based principally on assessments of
whether the function is a 'core or non-core' function. In
relation to catering, this involved consideration of the number
of catering staff required in uniform to provide operational
support.24

We have calculated how many catering staff - cooks and
mess staff - we require in uniform. Throughout the
Australian Defence Force in each of the services we decide
where those will best be positioned and placed. That means
the other positions are available and up for contracting out.
We are progressively working through that process of
contracting out base support functions which are considered
non-core and we will continue to do s0.25

3.24  There was discussion in the audit report, and at the
hearing, about the steps that could be taken to improve the
cost-effectiveness of military messes. Particular mention was
made of the advantages that could flow from benchmarking
work practices in military messes against those developed by
messes which have prepared in-house CSP bids.26 ADF
witnesses were generally supportive of such measures.2?

3.25 There was, however, a difference of opinion between
ADF and ANAO witnesses on the practice of requiring the
preparation of in-house bids when tenders were being let for
the provision of catering services. In its report the ANAO had
expressed the view that 'as catering was an area where the
probability of success of an in-house option is relatively low', it
should not be mandatory for in-house bids to be prepared.2® At
the hearing, General Baker argued that allowing Defence
personnel to prepare in-house bids for services to be provided
under CSP was an essential part of the program:

24  General John Baker, CDF, Transcript 3 February 1997, p. PA 88.

25  General John Baker, CDF, Transcript 3 February 1997, p. PA 97.
General Baker noted that 'members required in uniform' calculations
were made on the basis of the number of people required to support
field operations: 'It is our capacity to go to war, essentially. (See
General John Baker, Transcript 3 February 1997, p. PA 88). Ina
subsequent written submission the JCPA was advised that the
members required in uniform for catering was 2400 (See Australian
Defence Force, Submission No. 5).

26  General John Baker, CDF, Transcript 3 February 1997, p. PA 81 and
Ian McPhee, ANAOQ, Transcript 3 February 1997, p. PA 82,

27  General John Baker, CDF, Transcript 3 February 1997, p. PA 81.
28  Audit Report No. 15, 1996-97, p. 31.
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. our experience has been that by looking at in-house
options we have been able to achieve internally about a 30
per cent saving across the board. ... I believe that, in doing
the in-house option, we have learnt not only in terms of
catering but a whole range of other administrative support
functions: how to manage our internal structures and
systems a lot better so that we get ongoing savings, ..
because the people involved transfer that knowledge to other
areas.??

2.26  Committee members sought clarification from the
ANAO on the nature of the audit findings in relation to in-
house bids. Tony Minchin, an Executive Director with the
ANAO, noted that the report was not arguing for a prohibition
on in-house bids, but instead suggesting that such bids should
be optional, rather than mandatory.30 Ian McPhee pointed out
that the report had made no recommendations on the viability
or appropriateness of in-house bids, but that the issue would
be considered in the broader context of an audit of the
commercial support program planned for 1997.31

Food management arrangements in
Darwin

3.27  The arrangement whereby one Service exercises
logistics management responsibilities for itself and for one or
both of the other Services is known as Single Service Logistic
Management (SSLM).

3.28  Mr McPhee drew attention to the inefficiencies that
have arisen with the SSLM arrangement for fresh rations in
Darwin, where Air Force is the SSLM manager supporting
Army and Navy.32

3.29  The report found that the SSLM arrangement in
Darwin was not functioning effectively.

The major problem is the inability of Air Force to plan and
budget effectively on the basis of figures provided by Ariny. It

29 General John Baker, CDF, Transcript 3 February 1997, p. PA 95.
30  Tony Minchin, ANAO, Transcript § February 1997, p. PA 95.

31 Tan McPhee, ANAO. Transcript 3 February 1997, p. PA 98.

32 lan McPhee, ANAO, Transcript 3 February 1997, p. PA 82,
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appears that this is due to ineffective communication
between Army Office in Canberra, Logistics Command in
Melbourne and Army in Darwin, particularly in releasing
details of the expected number of personnel in the area over a
certain period in relation to Army exercises and the Army
Presence in the North (APIN) project.

Predicted numbers of personnel for Exercise Kangaroo 95
(K95) were inaccurate, which led to Air Force overdrawing
its budget for fresh rations by $0.5 million for the financial
year. Problems were experienced with the recovery of funds
from Army. Army recently reimbursed Air Force for the
rations costs for K95, but only after a delay of seven
moriths.?

3.30  General Baker was questioned on the effectiveness
of the SSLM arrangement and conceded that with the increase
of personnel in the north associated with moving the Army to
the north, the original agreement was inadequate and needed
to be renegotiated.?

Committee comments

General

881  As noted in the audit report, and in the opening
statements at the Committee's hearing, the fundamental flaw
in food provisioning is the absence of clear, ADF-wide policy.
Without an overarching policy on food provisioning the
Services have pursued their own initiatives and have different
procedures. In the words of ANAO, "There are risks that
procedures are not aligned to ADF objectives and may not be
cost effective or best practice' 35

332 Such a policy is essential if the work place
improvements and efficiencies highlighted in the audit report
are to be realised across all three Services.

33  Audit Report No. 15, 1996-97, p. 22.
34  General John Baker, CDF, Transcript 8 February 1997, p. PA 99.
35  lan McPhee, ANAO, Transcript 3 February 1997, p. PA 82.
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3.33  The ADF has acknowledged this deficiency and
work has begun on developing such a policy. The Committee
was pleased to note Brigadier Campbell's advice that the
policy would be in place by the end of 199736

3.34 Recommendation 4
Hecommendation 4

In contributing to the Finance Minute response to this
report, ADF Headquarters should report on Drogress
in the development of a food provisioning policy for
the ADF and indicate whether the policy will be in
Dlace by the larget date of the end of 1997,

on the cost of food provisioning in the ADF

335  The difficulties involved in extracting accurate
information about the cost of food provisioning do not reflect
well on the adequacy of the ADF's current resource
management systems. The lack of ready access to accurate
Information makes it extremely difficult for the ADF to
account for its expenditure and performance in this area. It 1s
also a severe constraint on the capacity of the ADF to manage
the provision of food in an efficient manner.

3.36  These difficulties lend weight to some of the
financial management reforms considered recently by the
Defence Efficiency Review (DER). The Commiftee notes in
particular, the observations made in papers attached to the
DER Report that:

Defence needs a resource management system that not only
satisfies statutory accounting requirements, but also:
identifies the real costs (including assets, bersonnel and
other support) of delivering outputs; attributes those costs by
function and to the organisational entities responsible for
delivering outputs; and provides a reliable monitor of those
costs over time, 37

8.37  The JCPA notes General Baker's apparent support.
for accounting and financial management reforms in the

36  Brigadier James Campbel], Transcript 3 February 1997, p. PA 100,

37 Future Directions for the Management of Australia's Defence,
Addendum to the Report of the Defence Efficiency Review,
Secretariat Papers, March 1997, p. 26.
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ADF* and looks forward to the speedy implementation of such
reforms.

3.38 Recommendation 5
Lreeommendation 5

ADF Headquarters, in conjunction with the
Department of Defence, should take brompt action to
implement the sort of accounting and financial
management reforms proposed in the report of the
Defence Efficiency Review

3.39 The JCPA will continue to press all Commonwealth
agencies to develop financial management systems which
identify the full costs of delivering outputs, and which
attribute the costs to those areas responsible for delivering the
outputs.

on Arimy’s entitlement-based rationing system

2.40 There are clear deficiencies in the Army's
entitlement-baged rationing system and the JCPA is pleased
to note that Army's non-CSP messes will employ a demand-
based food provisioning system by July 1997. This system
should help move Army toward the better practices described
in the audit report.

341 It is, however, unclear to the Committee why
Army's move to a demand driven system should occur three
years after Air Force saw the merits of such a system. It says
little for tri-Service cooperation that Army took so long to
identify the advantages and cost savings associated with the
system. What it does do is highlight the importance of ANAO's
first recommendation, which, in part, is directed toward
improving cooperation between the Services to facilitate the
sharing of 'lessons learned' and 'best practice initiatives',

on application of the Commercial Support Program (CSP) to
catering services

3.42 The generally lower cost of food provisioning in CSP
messes indicates that there would be value in:

38  See General John Baker, CDF, Transcript 3 February 1997, p. PA 90.
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(@) regularly reassessing decisions made about the
number of catering staff required in uniform; and

() encouraging a high degree of benchmarking of
non-CSP catering activities against work
practices developed for in-house bids and against
hospitality industry standards.

343  These are matters which ADF Headquarters and
each of the Services should keep under constant review.

344 In relation to the viability of in-house bids for
catering service contracts, the JCPA recognises that there is
considerable value in allowing in-house bids to be prepared.
However, in-house bids should not be mandatory. In those
cases where bid preparation costs are high and the probability
of success is low, in-house bids should not be required.

AUDIT REPORT NO. 17, 1996-97
WORKFORCE PLANNING IN THE
AUSTRALIAN DEFENCE FORCE
DEPARTMENT OF DEFENCE

Introduction

4.1 The JCPA hearing on workforce planning in the
ADF commenced with an opening statement from General
Baker, Chief of the Defence Force. General Baker stated that
workforce planning is an issue to which he gave the highest
priority, in part because of the substantial share of the defence
budget expended on personnel (some $4 billion per year or
over 40 per cent of the Defence budget), and in part because of
the high demands placed on personnel and the importance of
their quality and commitment.

4.2 General Baker also admitted that Defence's
workforce planning processes were the 'least developed of all
our planning systems', due to the complexity of the issues
involved.!

4.3 In his opening statement to the Committee, Ian
McPhee, National Business Director, Performance Audit,
ANAO, summarised the audit findings in the following terms:

Overall, we found that operational work force planning was
being conducted in a satisfactory manner. ... Houwever, in our
view there was considerable scope to improve effectiveness
and efficiency. Savings in salary costs should also be
possible. The department [of Defence] responded positively to
the report, stating that it provides a good summary of how
work force planning is conducted within the ADF and makes

1 General John Baker, Chief of the Defence Force (CDF), Transcript,
3 February 1997, p. PA 103,
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some useful suggestions qs to how the ADF might improve
procedures and practices,?
Strength Mmanagement in the ADF

by Defence within the audit report, at the hearing General
Baker expressed some dissatisfaction with the scope of the
audit.

General issues

47 Strength management refers to managing the
current workforce to be as close as practicable to that

commitiee members shor 3 ; ithi i iti
ould be in no doubdt that required, within the constraints of finance, recruiting,

implemeniation of all of the recommendations in, this report - training and wastage. This includes management of strengths
and we pretty much intend to do them all - will not fix the ! for particular qk;ﬂ cqt;e ories, as W(—;H as overall s‘tren»th 5
fundamental [workforce planning] problems that we face. P ) e o h k e

. . ) . 4.8 In his opening statement General Baker remarked
In essence, the audit focus of this report is on, the mechanics that workforce planning was 'not an exact science [but] rather
Qf the problem, not the key strategic management issues a bit of an art in which there [would] always be imbalances
tnvolved, [t suggests a precision which, at present and i)“etween the available and the desired workfo;-ce.'ﬁ

Dbrobably for the future, is unattainable and unrealistic,?
The fundamental problem that we in the ADF face is that,

re " [}
au;-i: was fln tl?si)onse& :;hebANAO notefi that the ‘scope of the within present practice and regulations, we have few tools to
Baker oo }(:a ;n en he 4 '0 € - nor was it - as broad as General l manage the strength of an all-volunteer force, particularly in
Y have wished. periods of rapid change.

planning systems used by ADF with o view fo identifying the wastage of most skill groups within the ADF .. [and]
better practice and making recommendations where because of that, we need to &row our own experience, leaders
appropriate to P or;z?te overall effectiveness of planning 4 and managers. It is important to understand the time lag
Systeims. The A issues were the management of the { involved in that. For a unit conunander, it is perhaps up to
workforce planning funection and the determination of work 7 20 years; for senior NCOs, it is perha s 10-15 years. .7

foree requirements.t rearsifo ’ perap TS -

The objective of the audit was to assess the work force i ... there is very little scope for lateral recruiting to overcome
!

Our present management practice of recruiting to replace
wastage is highly inefficient. It leads to constant and wide
variations in intakes, with great turbulence in the whole
training system and with very high associated costs.s

£6 The main issues discussed during the course of the
hearing were:

. strength management in the ADF; |
B the establishment system of defining workforce ; 4.9 General Baker suggested that personpel managers,
needs; and | primarily the service officers and service chiefs, required
’ E better 'tools and levers' for managing the strength of the
. workforce planning in Army. ! service, and that management should focus on retention

rather than recruiting. General Baker noted that in the
context of the ADF, retention should be taken to include 'the

Audit Report No. 17, 1996-87, p. xv.

General John Baker, CDF, Transcript, 3 February 1997, p. PA 104.
General John Baker, CDF , Transeript, & February 1997, p. PA 104.
General John Baker, CDF, Transcript, 3 February 1997, pp. PA 103-
4.

——

Mr Ian McPhee, ANAOQ, Transcripe, 3 February 1997, p. PA 107,
3 General John Baker, CDF, Transcript, 3 February 1997, p. PA 103,
4 Mr Ian McPhee, ANAO, Transeript, § February 1997, p. PA 108,
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ability to both retain and waste out people to meet service
requirements.'?

410 In his opening statement, and in response to
questions during the hearing, General Baker outlined some of
the steps which had been taken in an attempt to improve the
ADF's workforce planning and personnel management
systems, including:

. the establishment of a workforce planning group in
ADF Headquarters in February 1996, which has
developed a policy paper on the conceptual
framework of workforce planning for the Chiefs of
Staff Committee;

. the creation of a new defence personnel information
system, common to all three Services; and

. the establishment of a directorate of defence
personnel research in January 1997, to undertake
vesearch on the factors affecting workforce and
personnel planning.'0

411 At various times in the hearing Committee members
sought to clarify what General Baker had in mind when he
referred to the need to develop better 'tools and levers' for the
management of the ADF workforce. In response, he noted that
various options were being considered:

. more flexible employment practices (characterised
by phases of a career where the number and length
of phases will differ between professional streams;
by greater regard to individual expectations; by
consideration of ideal separation rates; and by
consideration of changing organisational
requirements);

. a wider range of work practices (such as part-time
work and job sharing); more competitive
remuneration for the officer corps (based on work
value, rank and skill); and

9 General John Baker, CDF, Transcript, 3 February 1997, p. PA 105,

10  General John Baker, CDF, Transcript, 3 February 1997, p. PA 105.
See also the discussion at pp. PA 117-8.
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. more flexibility in existing workforce controls (such
as limited tenure promotion, management initiated
early retirement, redundancy provisions, retention
bonuses and the level of approval for such
initiatives).!!

Scope for lateral recruttment

412 On a number of occasions during the hearing
General Baker remarked that the ADF was a 'closed system',
which through its own investment in training develops a
workforce to suit its requirements. This process can take a
long time and, because of the unique skills required of ADF
officers, there is very little scope for lateral recruiting to
overcome wastage.!2

413 However, in response to questioning from
Committee members, General Baker did acknowledge one
area where the potential for lateral recruitment existed: that
is, in managing the skill drain which can take place when
functions are contracted out to the private sector. He
explained the problem and strategies for overcoming it in the
following terms:

We will have, in future, difficulties in attracting people to
keep our technical expertise alive and we will need to have
relationships with industry which are quite different to
now. '3

I think we will need to increase our lateral recruiting in
specialist fields. ... Aircraft engineering is a classic example.
More and more, the ... maintenance of our aircraft is put out
to commercial enterprise ... So we will need to come to some
accommodation with industry [for instance] seconding
people in uniform to industry ... Because when we deploy for
operations, we will want some of those people in the field.!!

¥ e smroon e

s

11 General John Baker, CDF, Transcript, 3 February 1997, pp. PA 105-
6.

12 See, for example, General John Baker, CDF, Transcript, 3 February
1997, pp. PA 104, PA 109, PA 111.

13 General John Baker, CDF, Transcript, 3 February 1997, p. PA 111,
14  General John Baker, CDF, Transcript, 3 February 1997, p. PA 113.
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Research inlo reasons for separation

414  In its report, the ANAO recommended that each of
the Services conduct further research into the causes of, and
trends behind, personnel wastage with a view to improving
the accuracy of predictions.!5

415 At the hearing General Baker was asked to identify
the main factors which influenced decisions to leave the
Defence Force. He suggested that the main factors
contributing to separation decisions were:

. the difficulties spouses have in finding appropriate
employment when ADF members are posted, and
the consequent effect on spouse superannuation

entitlements;

. the disadvantages faced by Service families in the
education of children as a result of postings; and

. the increasing tendency among ADF members to

move to a Service job and leave families behind.!6

416 Committee members also referred to the increasing
number of women serving in the ADF and the apparent
increase in the number of inter-Service marriages. General
Baker agreed that there had been an increase in inter-Service
relationships, particularly following the establishment of the
Australian Defence Force Academy. He also acknowledged
that it can be extremely difficult to organise joint postings for
married couples in separate Services.

4.17 General Baker identified economic factors,
particularly relatively low ADF rates of pay for skilled
personnel, as being the primary reason for separation. He
noted that it can be very difficult to retain highly skilled
personnel (such as pilots, engineers and technicians) in the
face of the much higher salaries offered by private sector
companies.!?

15 Audit Report No. 17, 1996-97, pp. 42.

16  General John Baker, CDF, Transcript, 3 February 1997, pp. PA 114-
5, PA 116.

17 General John Baker, CDF, Transcript, 3 February 1997, p. PA 115,
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Is an all-volunteer force an asset or a constraint?

418  There was some discussion at the hearing on the
value of instituting some limited form of conscription to create
a pool of semi-trained people, which might in turn result in a
wider recruiting base for the full-time volunteer Force.

4.19 General Baker responded that, in his view, an all-
volunteer force was a great asset.

I do not want involuntary people. We are not a social
engineering agency: we are not there to change people's
attitudes. The great strength of the ADF is that wherever we
have gone [in recent years], the people who have gone with us

. are people who have wanted to be there. They were
volunteers and they were committed to what they were doing.
You did not spend two-thirds of your time administering a
bunch of malcontents. It is not my priority for developing the
capabilities we need. !’

The establishment system of defining
workforce needs

Introduction

420  Workforce requirements in the ADF are set through
the process of defining establishments. The establishment for
each ADF unit is intended to define the personnel resources
required to carry out that unit's functions effectively and
efficiently.!9

4.21 The ANAO found that this mechanism was
sometimes complex and costly, did not fully control rank
structures and contributed to a lack of flexibility in the use of
personnel resources.?0

18  General John Baker, CDF, Transcript, 8 February 1997, p. PA 114.
19  Audit Report No. 17, 1996-97, p. 18.
20  Audit Report No. 17, 1996-97, p. 16.
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422  Tan McPhee indicated that better results would be
achieved if the ADF reduced the emphasis on establishment
controls and relied more on financial controls to manage
workforce usage. He also advised that improvements could be
achieved while still retaining central control of the military
workforce structure.?!

123  Recommendation 4 of the audit report addressed
this issue, proposing (in part) that each Service should:

(@ set an overall uniformed target strength that
takes in to account demands from sub-program
managers, future requirements, structural
constraints and financial constraints; and

() allocate personnel resources (in the form of a
single monetary allocation covering regulars,
reserves and  civilians) to  sub-program
managers.??

424 The ADF responses to both parts of this
recommendation were discussed at the hearings.

Response to recommendation 4 (a)

425 In the audit report the Defence response was
described as 'Agreed - the ADF operates on this principle.'3

426  However, evidence revealed at the hearing indicated
that there were differences between the processes being
recommended by ANAO and the ADF's current practices.

4927  The senior auditor involved in this project, Graham
Smith, confirmed that the ANAO had found the ADF's current
methodology for determining establishment levels to be
deficient. He also confirmed that Recommendation 4(a) was
seeking to encourage the ADF to modify and better integrate
its processes for determining establishments.

428  General Baker was asked to comment on the
apparent mis-match between the audit recommendation

21  Mr lan McPhee, ANAO, Transcript, 3 February 1997, p. PA 107.
22 Audit Report No. 17, 1996-97, p. xviil.
23 Audit Report No. 17, 1996-97, p. xviii.
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(which called for changes) and Defence's response (which
asserted that the recommendation reflected current ADF
operation). In response, General Baker accepted that the audit
report was calling for a different approach to determining
establishments and acknowledged that this was an area
where the ADF's performance could be improved.?!

Response to recommendation 4 (b)

429 As lan McPhee noted at the hearing,
recommendation 4 (b) was the only recommendation which the
ADF rejected.?”

4.30 Ian McPhee was asked to elaborate on the reasons
for the recommendation:

Our position is to try to get some of the decision making
down at their command level and to do that to the extent
practicable. Because, if I could quote General Baker on the
value of devolution, if you can do that - and leave the centre
to determine policy - that is great.”®

231 In the debate that ensued General Baker was
pressed on why Defence had rejected a concept that was
widely accepted in both the private and public sectors. In
response, General Baker accepted the reasoning behind the
recommendation; agreed that devolving authority could lead
to greater flexibility and better management performance;
and stressed that he was very keen to ensure that personnel
managers were given 'better tools and levers for managing the
strength of the Service.”” However, he also argued that the
nature of the ADF workforce limits the extent to which
personnel management can be devolved.

... the Defence Force itself is a closed system and, unless that
work force is generated centrally and controlled centrally,
you lose all aspects of control. [The nature of the system] does
inhibit, in some ways, how much you can devolve. I think

24  General John Baker, CDF, Transeript, 3 February 1997, p. PA 117.
95  Mr lan McPhee, ANAO, Transcript, 3 February 1997, p. PA 107.
26 Mr [an McPhee, ANAQ, Transcript, 3 February 1997, p. PA 109.

27  See General John Baker. CDF, Transcript, 3 February 1997, pp. PA
105 and PA 109.
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there is a balance somewhere between what the andis office {5
saying and our Present practice. I am heen to devolve as far
aslcan. .. It is ql] very well a battalion, commander saying,
T want ten cooks and only three riflemen.’ That is fine, but

432  The Auditor-Genera] agreed that it was a question
of balance, but expressed the view that the ADF could tilt the
balance toward greater devolution of personnel management
authority. He also remarked that the audit recommendation
called for devolution of authority to sub-program managers,
which is a fairly high level of management,

I think that when you talk to people - including base
commanders ... you can te]] that the crying need is .., for
more flexibility. If they only had greater flexibility, they
would be able to produce greater efficiency. If we are talking
about blue sky thinking, about manpower planning in the
future, then T think Yo have to open your mind towards
greater flexibility for people who are actually paid to
manaoge, 29

Workforce planning in Army

434  In support of this recommendation the audit report
noted that it was consistent with recommendations from
previous reviews, and that similay action in Air Force had

28  General John Baker, CDF, Transcript, 3 February 1997, pp. PA 109-
10.

29  Pat Barrett, Auditor-Genera], Transcript, 3 February 1897, p.
PA 110.
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reduced the leve] of coordination required to manage the
workforce planning function_ 3

435  In the audit report, the ADF response was recorded
as 'Agreed in principle.' When asked at the hearing to explain
whether this meant the recommendation would be
implemented oy ignored, Army's representative at the hearing
admitted that the recommendation would not be implemented,
and that the current organisational structure for the
workforce planning function would be retained.s!

4.36 Colonel Geoffrey Hay, Director of Personnel Plans -
Army, acknowledged the need for the various elements of

current  organisational arrangements,  The current
arrangements reflect what Army sees as the two distinet
elements of workforce planning: determining the requirement
for personnel; and providing trained people to fill those
positions,

Army has structured itself within ariny headquarters to
separate those two functions, because they are discrete, I
think what ANAO is alluding to in their report is that they
should in fact be integrated or combined into one
organisation. Whilst we agree wn, principle with, that idea, the

involves @ great deql of interaction between those two
functional elements, Therefore, we believe that the principle
of the recommendation, is actually in place, that we do
conduct workforce planning as they are suggesting ..,%2

437  Witnesses from the ANAO were asked to comment
on Army's response. Graham Smith observed that the
functional split created the need for g high degree of inter-
function coordination and that implementation of the
recommendation would obviate the need for this type of effort.

30 eg. Army’s Review into Army's Workforce Accounting Processes,
1995, Audit Report No. 17, 1996-97, p. 10.

31 Colonel Geoffrey Hay, Transcript, 3 February 1997, p. PA 108.

32 Colonel Geoffrey Hay, Transcript, 3 February 1997, p. PA 108. See
also Audit Report N, 17, 1996.97, p. 10, where it is reported that
Army feels its personnel task is so big, with 65 000 people spread
over 400 establishments ang 417 trades, that it is not possible to
merge the functions in the manner suggested by ANAO.
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On the other hand, he noted that an appropriate level of
coordination seemed to be occurring at present and that:

We are happy to take Army’s ... [assertion that the current
structure is working/ at face value and, in due course, we
might do a follow-up and try to evaluate more carefully how
the coordination to achieve the objective is achieved.?

Committee comments

General

438  Defence workforce planning is a vast and complex
topic, and it is clear that the hearing touched on only some of
the many issues involved.

439 The JCPA accepts the proposition that full
implementation of all the recommendations in the audit report
will not 'fix the fundamental workforce planning problems
faced by the ADF'. On the other hand, the JCPA notes that
the audit report focussed only on a sub-set of the issues
involved in workforce planning and explicitly set itself more
modest ambitions than were ascribed to it by General Baker.

440  While the ADF response to the recommendations in
the report was generally positive, the hearing did reveal some
evidence of 'slippery wording' in the responses contained in
the audit report. The responses to Recommendation 4(a)
(about factors which should be considered by each Service in
setting an overall uniformed target strength) and
Recommendation 1 (about combining the currently disparate
workforce planning functions in Army) are of particular
concern.

4.41 In relation to Recommendation 4(a), it seems that
those officials who prepared the Defence response (which was
‘Agreed - the ADF operates on this principle’) either
misunderstood the intent of the recommendation or sought to
obscure the issue. While it is possible that the response was
based on a misunderstanding, this would be surprising as the
process of consultation between auditor and auditee, both

33 Mr Graham Smith, ANAO. Transcript, 8 February 1997, p. PA 108.
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during the audit and in the preparation of the final report,
should result, if not in mutual agreement, at least in mutual
understanding.

442  The alternative scenario (that the response was
drafted to obscure Defence's real position), if true, is totally
unacceptable. The response looks particularly foolish given
that ADF witnesses at the hearing acknowledged the issues
underpinning the recommendation and agreed that the
recommendation addressed an area where ADF performance
could be improved.

443 The Defence response to Recommendation 1 is also
inadequate.

444  In the audit report Defence responded 'Agreed in
principle. The spirit of the recommendation is thought to be in
place currently.’ Yet, at the hearing, ADF witnesses admitted
that they intended to continue with the current organisational
structures for managing Army's workforce planning function,
and did not intend to alter the structures in the way
recommended by ANAOQ.

445  The Defence Organisation needs to consider its
responses to audit reports more carefully than this. If they
reject an audit finding or recommendation, they should do so
explicitly. To do otherwise can give rise to uncertainty or
suspicion.

on strength management and the establishment system

4.46  The JCPA agrees that there are no simple solutions
to the problems associated with workforce planning in the
ADF. The Committee also accepts that the ADF is not a
typical workplace and that many of the management and
workforce planning practices used elsewhere in the public and
private sectors may not be appropriate in the ADF.

447  Nevertheless, the JCPA is convinced that a greater
degree of devolution of responsibility for workforce planning
and management would help overcome some of the
inflexibilities in the system and produce greater efficiencies.

448 None of the witnesses before the Committee
disputed the principle that more devolution of authority would
produce a desirable increase in management flexibility. The
question at issue is finding the right balance between this
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objective and the acknowledged need to maintain reasonably
strong central controls over military structures.

449 The JCPA notes General Baker's statements of
support for greater devolution and his observation that 'T
think there is a balance somewhere between what the audit
office is saying and our present practice.'

450 In an organisation the size of the ADF it will take
time to introduce more flexible work and management
arrangements. As noted in the Addendum to the Report of the
Defence Efficiency Review, such changes will require a
significant cultural and attitudinal shift within the ADF,
However, the advantages to be gained from increased
management flexibility are significant. The ADF should
continue to explore the possibility of devolving more
management responsibilities and changing the balance in its
current system of establishment controls.

4.51 Recommendation 6

Headquarters Australian Defence Force (HQADF)
should consider again the advantages of devolving
management responsibilities in the manner described
in Recommendation 4(b) of Audit Report No. 17, 1996-
97. The results of this reconsideration should be
reported to the JCPA in the Finance Minute prepared
in response to this report.

Alex Somlyay MP

Chairman

27 August 1997

34  Puture Directions for the Management of Australia's Defence,
Addendum to the Report of the Defence Efficiency Review, March
1997, p. 263.

APPENDIX | - CONDUCT OF THE
JCPA'S REVIEW

Selection of audit reports

The Auditor-General presented 14 audit reports in the second
quarter of 1996-97. These were:

e Audit Report No. 8, 1996-97, Drug Evaluation by the
Therapeutic Goods Administration, Department of Health
and Family Services;

o Audit Report No. 9, 1996-97, Building Better Cities,
Department of Transport and Regional Development;

e Audit Report No. 10, 1996-97, Energy Management of
Commonwealth  Buildings, Department of Primary
Industries and Energy, Department of Administrative
Services;

o Audit Report No. 11, 1996-97, The Export Markets
Development Grants Scheme, Australian Trade Commission;

o Audit Report No. 12, 1996-97, Data Matching, Department
of Social Security;

o Audit Report No. 13, 1996-97, Tax Debt Collection,
Australian Taxation Office;

e Audit Report No. 14, 1996-97, Evaluation Process for the
Shared Systems Suite, Office of Government Information
Technology;

o Audit Report No. 15, 1996-97, Management of Food
Provisioning in the Australian Defence Force:

e Audit Report No. 16, 1996-97, Payment of Accounts;

o Audit Report No. 17, 1996-97, Workforce Planning in the
Australian Defence Force, Department of Defence;
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o Audit Report No. 18, 1996-97, Maralinga Rehabilitation
Project:  Tendering and  Commercial  Arrangements,
Departmment of Primary Industries and Energy;

e Audit Report No. 19, 1996-97, Results of the 1995-96
Financial Statements Audits of Commonwealth Entities;

e Audit Report No. 20, 1996-97, Selected Commonwealth
Property Sales, Portfolio Departments of Veterans' Affairs,
Defence and Administrative Services; and

e Audit Report No. 21, 1996-97, Management of IT
Outsourcing, Department of Veterans' Affairs.

The Joint Committee of Public Accounts (JCPA) examined all
of these audit reports and considered whether the issues and
findings in the reports warranted further examination at a
public hearing. In making this assessment the JCPA
considered, in relation to each audit report:

o the significance of the program or issues canvassed in the
audit report;

e the significance of the audit findings;

e the response of the audited agencies, as detailed in each
audit report; and

e the extent of any public interest in the audit report.

The result of this consideration was that the JCPA decided to
take evidence at public hearings on the following audit
reports:

e Audit Report No. 13, 1996-97, Tax Debt Collection,
Australian Taxation Office;

e Audit Report No. 15, 1996-97, Management of Food
Provisioning in the Australian Defence Force; and

e Audit Report No. 17, 1996-97, Workforce Planning in the
Australian Defence Force, Department of Defence.
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The evidence

The JCPA's public hearings were held in Canberra on
3 February 1997. The transcript of evidence taken at the
hearings is reproduced at Appendix VI.

In addition to taking oral evidence at the hearings, the
Committee received some documentary evidence. A list of the
written submissions accepted as evidence is at Appendix IV
and a list of exhibits is at Appendix V.
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DUTIES OF THE COMMITTEE

The Committee is also empowered to undertake such other
duties as are assigned to it by Joint Standing Orders approved
by both Houses of the Parliament.

APPENDIX il - DUTIES OF THE
COMMITTEE

The doint Committee of Public Accounts is a statutory
committee of the Australian Parliament, established by the
Public Accounts Commnittee Act 1951.

Section 8(1) of the Act describes the Committee's duties as
being to:

e examine the accounts of the receipts 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;

e examine the financial affairs of authorities of the
Commonwealth to which this Act applies and of inter-
governmental bodies to which this Act applies;

e examine all reports of the Auditor-General (including
reports of the results of efficiency audits) copies of which
have been laid before the Houses of the Parliament;

o 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 the Committee is of the
opinion that the attention of the Parliament should be
directed;

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

e inquiry into any question in connection with the public
accounts which is referred to it by either House of the
Parliament, and to report to that House upon that question.




APPENDIX Ill - LIST OF

ABBREVIATIONS

ADF Australian Defence Force

ANAOC Australian National Audit Office

APIN Army Presence in the North

ATLP Additional Tax for Late Payment

ATO Australian Taxation Office

CDF Chief of the Defence Force

CSP Commercial Support Program

DER Defence Efficiency Review

DFSC Defence Food Science Centre

HQADF Headquarters Australian Defence Force
JCPA Joint Committee of Public Accounts
K95 Exercise Kangaroo 95

MRU Men Required in Uniform

NCO Non-commissioned Officer

SSLM Single Service Logistic Management
SUPMAN 4  Army Supply Manual which sets rations scales

APPENDIX IV - SUBMISSIONS

Submissions
1996-97 Audit Reports
Second Quarter

1

2

[#g}

Department of Primary Industries and Energy
Australian Trade Commission

Department of Administrative Services
Department of Health and Family Services
Australian Defence Force

Australian Defence Force



APPENDIX V - EXHIBITS

Exhibits
1996-97 Audit Reports
Second Quarter

1 Serving Australia, The Australian Defence Force in the

Twenty First Century, (Chapter 12), 1995, provided by
the Australian Defence Force

APPENDIX VI - TRANSCRIPT OF
EVIDENCE
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CHAIR—-I will now open today’s public hearing, which is the second in a series
of quarterly hearings to examine the reports of the Auditor-General tabled in the financial
year 1996-97. Today we will be taking evidence on three reports: audit report No. 13, Tax
debt collection; audit report No. |5, Management of food provisioning in the Australian
Defence Force, and audit report No. 17. Workforce planning in the Australian Defence
Force.

I remind you that the hearings today are legal preceedings of the Parliament and
warrant the same respect as proceedings of the House itself. The giving of false or
misleading evidence is a serious matter and may be regarded as a contempt of Parliament.
The evidence given today will be recorded by Hansard and will attract parliamentary
privilege. [ refer any members of the press who are present to a committee statement about
the broadcasting of proceedings; in particular, I draw the media’s attention to the need to
report fairly and accurately the proceedings of the committee. Copies of the committee’s
statement are available from the secretariat staff present at this meeting.

I now welcome representatives from the Australian National Audit Office and the
Australian Taxation Office to the first session of today's hearings.

PUBLIC ACCOUNTS



Monday. 3 February 1997 JOINT PA 57

BARRETT A.M., Mr Patrick Joseph, Auditor-General for Australia, Australian
National Audit Office, GPO Box 707, Canberra, Australian Capital Territory 2600

BUTLER, Mr David Edward, First Assistant Commissioner, Small Business Income,
Australian Taxation Office, 2 Constitution Avenue, Canberra, Australian Capital
Territory

CAHILL, Mr Matthew Leo, Audit Manager, Tax/Customs Branch, Performance
Audit, Australian National Audit Office, National Circuit, Barton, Australian Capital
Territory

GARDNER, Mr Robert Marshall, Director, Debt Collection, Withholding and
Indirect Taxes, Australian Taxation Office, 2 Constitution Avenue, Canberra,
Australian Capital Territory

HIGHFIELD, Mr Richard Francis, Second Commissioner of Taxation, 2 Censtitution
Avenue, Canberra, Australian Capital Territory

McPHEE, Mr [an, National Business Director, Performance Audit, Australian
National Audit Office, Centenary House, 19 National Circuit, Barton, Australian
Capital Territory 2600

MULLIGAN, Mr Rory, National Coordinator, Debt Collection, Australian Taxation
Office, 2 Constitution Avenue, Canberra, Australian Capital Territory

WHITE, Mr Peter Frank, Executive Director, Tax/Customs Branch, Performance
Audit, Australian National Audit Office, National Circuit, Barton, Australian Capital
Territory

CHAIR—Thank you. In this first session of today’s public hearing, the committee
will examine the main issues raised in the Auditor-General’s report No. 13. Firstly, I
would like to acknowledge the spirit of cooperation which I understand exists between the
ATO and the ANAO during this audit. The Auditor-General found there was scope for
improvement in the performance of ATO debt collection and that enhancements were
needed to ATO debt collection business systems.

The JCPA will take evidence today on the ATO's implementation priorities for
enhancement of business systems. We will also examine the ATO on its responsibility to
treat tax payers equitably and in accordance with the law. Does the ATO wish to make a
brief opening statement to the committee before we proceed to questions?

Mr Highfield—Yes, I would, Mr Chairman. We will just set a bit of context. Debt
Follection is a major program of the ATO requiring around 1,200 staff, dealing with an
inventory of work that moves cyclically between 250,000 and 290,000 cases and
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representing around $4 billion of tax outstanding. To put this in context. the ATO will
collect some $105 billion in 1996-97 from around 10 million tax paying businesses and
individuals.

The ANAO's report clearly evidences that over the last five years there has been a
downwards trend in the size of the ATO’s debt coilection inventory relative to the size of
the overall revenue base. Notwithstanding that. there have been some improvements. The
ATO accepts that there is further scope to improve. The ANAO's report provides a range
of recommendations on suggestions to improve debt collection performance and its
management. We have responded positively to ail of the recommendations and work is
already under way, or about to commence, on most of them. We will be reporting direct to
the Department of Finance on our progress with the recommendations.

From our perspective the audit was conducted professionally, and progression of its
recommendations should appreciably improve the efficiency and effectiveness of the debt
collection program. In addition to progressing the audit office’s recommendations. we have
recently commenced an international benchmarking initiative on debt collection work
involving tax authorities in the United States. Canada, the United Kingdom, Japan and
New Zealand. We will also be benchmarking these activities shortly against some
Australian public and private sector organisations.

However, at a more strategic level, the ATO has concerns that one of the factors
that impinges on tax payment compliance and the cost of compliance to taxpayers is the
large number of different tax collection mechanisms that we have to separately administer.
Each has its own design elements, business rules, separate systems and associated
overheads. This issue was highlighted in the report of the Small Business Deregulation
Task Force entitled Time for business.

With these concerns in mind and with the Treasurer’s endorsement. the ATO will
be exploring over the next few months a range of ideas covering simpler. less costly and,
hopefuily, more effective tax collection mechanisms. Thank you.

CHAIR-—Thank you. [ will invite the audit office to make an opening statement as
well.

Mr McPhee—Thank you, Mr Chairman. By way of background. the topic was
clearly of interest to the ANAO because of the significant amount of revenue managed by
debt collection each year. For example. in 1995-96 over 360,000 cases, involving about
$16.5 billion, were referred to debt collection. The effective collection of these debts is a
significant issue for the ATO. taxpavers and. of course, the federal budget.

Within the tax office. the debt collection role is to collect all overdue tax debts as
quickly and as effectively as possible. There are over 1,200 tax offices; that is. about
seven per cent of the ATO’s staff engaged in recovering tax debts from taxpayers who fail

PUBLIC ACCOUNTS



Monday, 3 February 1997 JOINT PA 59

10 pay their tax on time. As you would appreciate, the management of the debt recovery
process is a complex and sensitive activity involving the maximising of the collection of
outstanding revenue while ensuring fair and equitable treatment to debtors,

Tax debt collectors are required to apply a broad array of rules. policies and laws
in a number of jurisdictions in addition to assessing the taxpayer’s capacity to pay his/her
debts. Within this context, the audit examined the key aspects of the debt collection
process, including the identification of outstanding debts, the setting of priorities and the
management of collection activities. In addition. areas that support this process, inctuding
performance information and research activity, were reviewed. Also, as part of the audit.
better debt collection practices in the private sector, which were relevant to the tax office’s
operations, were identified.

I might also note that the audit focused on the collection of tax debts. Therefore,
our analysis did not include debts arising in the Child Support Agency. We are about to
commence an audit of the Child Support Agency, which will include a review of that
agency’s debt collection practices.

Overall, the audit found that opportunities exist for more timely, efficient and
effective recovery of outstanding debt. This primarily involves the enhancement of
business systems to assist the collection of outstanding debts. For example, improving the
business systems so that they automatically generate different collection activities based on
the identified risks associated with debts is a private sector better practice which will
improve the tax office’s effectiveness in collecting debts. Such improvements would also
effectively increase staff resources available to pursue these outstanding debts where
individual attention and expertise would prove most productive.

Further, improving the ability of the business system to automatically impose
penalties would be of particular benefit, given that the ANAO found that there is a
significant risk that late payment penalties are not being imposed in accordance with the
legislation. There is a considerable financial benefit to the Commonwealth in the tax office
reducing the in-built delays in the recovery process, particularly the time taken to refer
outstanding debt to the debt collection area. The ATO should also improve performance
information to enhance its management of recovery activity as well as conduct research
into the client profile of debtors and the cost of collection activities. This will ensure that
the tax office has the necessary information to select the most cost effective collection
practices.

Overall the tax office was very supportive of the audit, including seconding an
experienced debt collection officer to join our audit team. The audit office made 29
recommendations which were accepted by the tax office. The audit identified potential for
significant financial gain to the Commonwealth that would resuit from the tax office
implementing these recommendations. Our analysis suggests that a combination of minor
improvements in the timeliness and effectiveness of debt collection would provide a net
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benefit to the Commonwealth of around $140 million per annum. We consider this
estimate of savings each vear as conservative.

In my view. Mr Chairman. the value of the report is that it presents a very useful
basis on which the tax office can address the key strategic areas for improvement in its
debt collection operations. This shouid result in a substantial ongoing financial benefit to
the Commonwealth and better ensure equitable treatment of tax debtors.

In closing. | would also like to mention that. as part of our commitment to adding
value to public administration. the office is now considering a financial control and
administration audit of accounts receivable across the APS which would have regard to
debt collection practices. Peter White and Matt Cahill are the senior audit staff who were
involved with the audit, and we are available to respond to your questions. Thank you.

CHAIR—Thank you Mr McPhee. Mr Broadbent, | believe you want to put a
question.

Mr BROADBENT-—In reading the report, it is very clear to me that the small
business sector does not seem to be getting the same net benetit or justice that those who
have greater debts do. It has come out of this report that there are no deals for small
business and there are deals done for those with higher amounts of debt. What have you
done to get some justice and fairness back to the small business debtors?

In the debt collection process. it is a fact that for those with larger debts the
remissions are greater than they are for those with smaller debts. The larger the debt, the
fewer funds that are going back from that, whereas the smaller debts seem to be paid more
quickly by small business. Is there an equity problem here with small business against the
rest of the debt collection?

Mr Mulligan—The tax office does not accept that we are treating large business
any differently from small business. I will just give you a couple of reasons why.

Mr BROADBENT—Or a large debt or small debt—and am I doing the right thing
by transferring that to large business and small business?

Mr Mulligan—We actually give priority to large debts over small debts. There are
instances where some of our large debts are based on estimates. We have to take a fair
amount of time to contact the taxpayer and ascertain what the exact amount of the debt is.
In terms of our collection processes. we use essentially exactly the same practices for large
debts as well as medium debts.

For instance, we will be contacting the taxpayer, confirming whether or not that
they have in fact made the pavment. It could be in the mail for instance, they could have
sent us a cheque, or they may be having payment problems. After contacting the taxpayer
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we may enter a payment arrangement. The same approach is used irrespective of whether
it is a large debt, a small debt, whether it is a large business or a small business or even
for an individual.

The techniques that we use are the same tor whether it is a large debt or a small
debt or a large taxpayer or a medium taxpayer. whether in small business or a sole trader
or whatever. Our policies for the collection of debts do not draw any distinction between
large businesses and small businesses and also between large debts and small debts.

Obviously, in terms of return of dollars to the revenue, we will give priority to
larger debts first as opposed to an insignificant debt. I do not know whether that answers
your question, but I think we can flesh it out a bit more if you want some more
information.

Mr BROADBENT—I am concerned that the tax office does not have any regard
for small business. A phone call from a tax office or an address from small business to the
tax office or from the tax office back to the small business frightens the pants off small
business, but big business are not too concerned about you. They will deal with you when
the time comes.

Mr Mulligan—1I think there is probably a difference between whether or not we
deal directly with the individual who conducts the business. Obviously, with a large
business, their address for service and the like is invariably a firm of accountants or a tax
agent or whatever. They have considerable familiarity with working with the tax office,
they are aware of our policies and the like. In relation to small business, the biggest
problem that we have is that taxpayers do not contact us. We do not in any way act in a
draconian manner, although I accept that some people perceive that we do.

If a taxpayer contacts us. we will treat them exactly the same as anybody else.
Where we have difficulty is, where taxpayers—and this is particularly prevalent
particularly with some small businesses who do not have the confidence of an accounting
firm—are reluctant to talk to us. If a taxpayer is having problems with meeting their
accounts on time, we are quite willing to enter into payment arrangements and the like.

[ think in the last six months we have had something like 65,000 of them. We are
not adverse to accepting payment over time. We are also not adverse to remitting
additional tax for late payment if the circumstances are such that they meet our policy
guidelines. Again—and | keep coming back to this—I am not quite sure where you are
coming from.

Mr BROADBENT—It comes back to this after hearing your response. It is clear
from the audit report that small business pays all of the debt under legislation, including
the fines that are on top of their late payment, but it is negotiated with the bigger firms as
to whether they pay all of that fine—whereas the small businesses pay all of it. Is there
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not some place for negotiation? There is none under legislation. however, the smaller debts
pay all of the fine whereas the larger debts do not necessarily pay all of the fine.

Mr Mulligan-—The legislation is the same for all taxpayers—large, medium. small
or individuals. In relation to the policy for the remission of additional tax. the policy is
also the same. We have just reviewed our policy. We consulted with the private sector.
with the accounting and the law societies and the like. The policy is relatively stable and
has not had any significant changes for at least five years that [ am aware of.

In relation to the application of policy. the tax office has to work with the
information that is in front of it. | would suspect that if there is a difference between large
and small, it is probably because the large actually ask for a remission of additional tax
whereas the small may not be doing so. | am not in a position to confirm whether that is
the case. It is just speculation.

The small businesses have exactly the same opportunities for raising the situation if
they are having trouble with. for instance. a major client who does not pay their account
on time and they are short on cash in order to meet their bills. Our guidelines suggest that
they can remit additional tax. in whole or in part, in those circumstances, provided they
have taken appropriate arrangements to mitigate the impact of the client not meeting their
bill on time. Again, I am not sure where you are coming from.

Mr BROADBENT—Thank you for that answer but is there a case for the tax
office to have a better relationship with small business in Australia?

Mr Butier—Generally speaking?
Mr BROADBENT—Yes, in general.

Mr Butier—My area of responsibility in tax is, as [ said when [ was introducing
myself. small business. We have a range of consultative forums where small business
people are involved in directions and planning, those sorts of things. The small business
deregulation task force, of which the government is yet to respond to, certainly sets an
agenda of looking at the way the tax system administers the tax system for small business.
Certainly. that is the area of focus for me and the people in my business line in the tax
office.

Mr BROADBENT-—The fact is that from the report and from other backgrounds
that we were looking at investigating, it is very clear that small business feels, and
certainly | feel. that big business is getting a better go as far as paying their remissions is
concerned than small business is. Perhaps that is one area that has come out of the report
from the Audit Office that we should be looking at as a community to making sure there
is some fairness and equity in our approach to all businesses.
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The guy who misses his group tax and does not pay it till three days later p.ys a
fine. Where there is a major debt. that is negotiated. and that is not fair.

Mr Highfield—There is an additional point that I should ni ... in relation to vour
first question and that is the fact that most of the debt attributable or applicable to large
business is. in fact. subject to dispute. That is subject to dispute because there are legal or
technical issues that go behind the nature of that debt where from a taxpayers perspective
there may be valid grounds to conclude that the taxpayer took a legitimate course of
action, hence the dispute and the lapse of time that will take place until that issue is
resolved.

What we find, particularly in our large business area. is that upwards of 80 percent
of the debt is subject to that dispute and it well may be in the end if some allowance is
made for that dispute, if the taxpayer is found to be correct, then a situation would arise
where part of that debt would not attract any late payment penalty. That may be a factor
that influences the sort of quantitative observations that are made in the Auditor-General’s
report.

Mr BROADBENT—Have you the facility to have profiles on your clients? Your
clients are nearly the whole of Australia and we have many hundreds of thousands of
small businesses and many thousands of large businesses. Has the Australian Tax Office
got the ability to distinguish between a one-off late payment that should not deserve a fine
and a consistent late payer, or have you not?

Mr Highfield—You will recall that the Audit Office report made quite a reference
to the notion of risk profiling and certainly it is within our capability to do that sort of
profiling and identify or differentiate between taxpayers in terms of their previous history.
I cannot say today that we are systematically doing that in all of our systems because we
are simply not. It is one of the recommendations and it is an issue that is getting
consideration as we redesign our business systems. Once that is established and
implemented it would give us a capacity to differentiate between first time offenders and
habitual late payers. which I think was the point of the question.

Mr Butler—And the people in between those two extremes as well.

Mr BROADBENT—I want to know whether you have physically got the ability to
make that an order of priority. I daresay that the relationship with your clients would be
enhanced if one of your 1.200 officers knew what the background of the particular item
was, as we do with social security and other areas of government activity.

Mr Highfield—Our debt collection areas are already structured around client
segments and part of our overall approach to risk management would ensure or aim to
ensure that those resources are directed to taxpayers that we perceive to be greatest at risk
in terms of default on payment. What we need to build now, and this is evident from the
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recommendations, are systems that directly support that kind of outcome. [ can tell you in
relation to the specific recommendations that that is one area that is getting attention
already from a research viewpoint with a view to establishing profiling mechanisms.

Mr BROADBENT—The dollars that we are talking about here—

Mr Mulligan—Until about a year ago. our COMPACT system, which is our debt
collection system. recorded payment details for a period of about 15 months. About a year
ago we changed the parameters so we can now record payment history details for a period
of three years. That will give us a much greater amount of data which we can analyse as
part of the work which Mr Hightield mentioned a couple of moments ago. Currently this
data is still being accumulated because we are now only 27 months into a 36-month
maximum term. We will have that data for a period of three years shortly which will
enable us to make our research much more authoritative and stronger than it currently is.

Mr BROADBENT—I asked you the question as a point of equity as well. If I am
paying my tax and somebody else is not paying theirs it is. again, unfair on the small
business as against larger business. One general question: you have approximately 1.200
officers that are involved in debt collection as the report says. Do you dedicate those 1.200
officers to debt collection or are they pulled off to do other work at different times?

Mr Butler—Essentially they are dedicated to debt collection. Generally speaking,
each business line has its own debt collection area and they are staff who are actually on
that full time. I say essentially because there might be a particular branch office where, if
the inquiry counter got particularly busy on a day for whatever reason, they might for an
hour or so help out on the inquiry counter. But their job is primarily debt collection and
that is what they are focused on.

Mr BROADBENT—Do you agree that the report says that they are not
benchmarked against private industry or international best practice?

Mr Mulligan—We are in the process of doing that now, Mr Chairman. As Mr
Highfield mentioned before. we are doing international benchmarking against five other
revenue authorities around the world. We are about to start doing the domestic
benchmarking in the next couple of weeks. Going back to the point you made before about
whether they are engaged full-time, in our withholding tax arena the debt collection staff
are part of a multifunctional team. If I can just pick an arbitrary figure of 100 for the
purpose of discussion. debt collection may have 100 normal staff allocated to these debt
collection teams. They would not be doing debt collection work only. But on the other
hand. the other members of the client service teams would also be doing debt collection
work so there is the equivalent of 100 staff members who are doing that work.

In the other two arcas which Mr Butler referred to before—small business and
individuals—the staff are dedicated on debt collection work only.
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Mr BROADBENT-—There is a view in the community from small business that
they do not get a fair go as agamst big business. | am sure vou are well aware of that.
Actually this report points out a few places where that may be the case. | would like to
think that the Australian Tax Office addresses itself to that issue and says. "Look. are we
being fair overall?". I know you have your processes: | know vou would agree that you try
to treat everybody the same way but it is the outcomes that we are looking for here. not
necessarily the rules that are in place.

CHAIR—The committee recognises that your job is to collect the revenue. Did |
hear correctly: did you say that 60.000 requests for repayment schedules were approved by
the ATO?

Mr Mulligan—Iin the first six months of this year I think we have had roughly
60,000 payment arrangements. In other words people will pay their debts over time with
the full agreement trom the Tax Office.

CHAIR—How many requests for repayment schedules were refused?
Mr Mulligan—We do not record information for that long.

CHAIR—As local members and senators we do not see those people who
successfully make arrangements. We only see those people who have problems. You
mentioned the word ‘policy” a number of times. Could you outline for the committee the
ATO’s policy with regard to small businesses who get into difficulties in hard times when
they are not getting money owed to them and they cannot pay their tax. What is the
attitude of the ATO in making arrangements with those people to pay their tax? Or do
they just close them down and bankrupt them and that means that other people down the
line do not get paid? Have you ever made a study of what the result is to revenue of the
chain reaction?

Mr Butler—With small business, we certainly are not trying to put people out of
business. We would like to see small businesses exist and grow. Our approaches are to
really look for ways of finding comimon ground-—and Mr Mulligan can go into some more
detail if you wish—but to find common ground where a tax liability can be met over a
period of time. To take action to liquidate a company or to bankrupt a small
businessperson would be, in our view, a fairly extreme step to take. It would be a last
resort. We would do our best to balance the need to collect the revenue that we have to
collect against the desire to see a small business continue in business, making sure that
payments are met within an appropriate period of time. We would find that balance to help
small business continue to exist. yet still collecting the revenue that is payable.As [ said,
we would see things like liquidation and bankruptcy as really last resorts—all else has
failed" type actions.

CHAIR—Are your branch officers aware of that?
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Mr Butler—Oh. most definitely, yes.

CHAIR—Everyone of us sitting here has had instances, and mine as recently as
three or four weeks ago. when a taxpayer offered a repayment schedule to the office to
pay it by the end of January and could not get through on the telephone. Tax did not want
to talk to that person. What vou are saying is admirable but it is not being applied in
practice.

Mr Butler—We handle approximately 300,000 cases per year in the debt collection
area nationally. We would like to think we get it right in most of those cases but certainly
where people are aggrieved by a particular decision we are only too happy to revisit that. |
am sorry to hear that that sort of thing happened. From what you said it certainly seems a
reasonable outcome to pay a debt off by the end of January, not knowing the history of
the case. But certainly we are not here to shut people off; we are here to try to find ways
of reaching that common ground.

CHAIR—But the importance for the ATO is that if a debt can be recovered by a
person being given time to pay it back. then there is a chance the ATO will protect the
revenue—that you might get paid.

Mr Butler—Certainly.
CHAIR—If you bankrupt that business nobody gets anything.

Mr Highfield—As Mr Mulligan said, our first recourse is always to consider the
taxpayer’s financial circumstances and capacity to pay. We have already negotiated 60,000
payment agreements in the first six months of this financial year from taxpayers who have
come forward and we have been able to negotiate particular arrangements.

CHAIR—But you cannot tell me how many you refused.

Mr Highfield—According to Mr Mulligan those statistics are not available but that
is not to say they may not be kept. There may well be some taxpayers who, simply
because of a very poor payment history, we have difficulty in negotiating payment
arrangements with. In the past they may have failed to honour agreements. I am not
suggesting that your client was in that particular situation but I would be surprised—and it
would really be against administrative approaches—if we just outright refused a payment
arrangement which was no more than four weeks for a debt for a taxpayer who did not
have a prior history that concerned us.

CHAIR—Bear in mind I prefaced my question by the statement that it was your
job to protect the revenue so [ do acknowledge that.

Mr Muiligan—If I could just add something to what Mr Highfield just said, the
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statistics that 1 have show that we have finalised roughly 36.000 payment arrangements
and we currently have 73.000 in place at the end of December. We are not averse to
entering into these payment arrangements.

CHAIR—We do not see the good ones.
Mr Mulligan—I accept that.

CHAIR—Nobody rings me up and says they have not got a problem and they are
well.

Mrs STONE—I have other examples which mirror Mr Somlyay’s almost exactly:
people about to be bankrupt and about to be sold up. We rescued them in the last 24 hours
before they were to leave their businesses and walk out, with no history of failure to pay
tax before.

Mr Mulligan—It is obviously very awkward to talk about these cases without
knowing the identity of the taxpayer. We are extremely loathe to bankrupt people. We do
not actually keep statistics of people who we put into liquidation or bankruptcy. We have
only stats of those taxpayers who are in liquidation or are bankrupt—not who caused it to
occur. But I know anecdotally that the number of taxpayers we place in liquidation or in
bankruptcy has been declining for about five or six years. It is, as the Chairman has
correctly stated, a counterproductive approach if there is any avenue open for the taxpayer
to trade their way out.

We have not done any studies, in answer to your question before, about the flow-
on effect to other areas of the community or the employment prospects in an industry. We
are very loathe to putting people into bankruptcy. Whether we like it or not, we have a
lifelong relationship with taxpayers, unlike in the private sector where you can decline to
trade with somebody. They will be paying tax all their lives. It is pointless for us to
penalise or punish someone. We are here to try to encourage compliance.

In a lot of cases where we actually make people bankrupt, they have not spoken to
us at all. You would be surprised at the number of taxpayers who will not talk to us for
any reason at all. They will virtually wait unti! the door of the court before they will make
an approach and put their financial situation on the table.

So the message [ hope | am conveying to the committee is that if your constituents
are having this problem they should talk to us. The vast majority of people we have
trouble with about debt collection are those who will not talk to us.

CHAIR—Their tax agents ring us and say that you will not answer the phone, that
they cannot get hold of tax and that tax has made up its mind to go through with the
prosecution and that is it.
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Senator GIBSON—Mr Highfield. in your introduction you mentioned 250,000 to
290.000 cases and [ think debts of 34 billion to $5 billion. How do you reconcile that with
the number in the audit report. which is $16 billion? What is the explanation?

Mr Highfield—If you refer to page 37 of the audit report, the $16 billion-odd
refers to the value of cases that are referred during a year for debt collection action. The
figure of $4 billion broadly approximates to the net amount of tax that is outstanding at
any point in time.

Senator GIBSON—I have been talking to a few people in the professional debt
collection business and they have told me that within their industry the Tax Office for the
last five or six years has been regarded as a bit of a joke. To give evidence of that—this is
the reputation in the industry——they said that. first. the Tax Office does not chase arrears
and. second, it is not using the courts, whereas in the normal debt collection business
probably about one-third of all cases end up in the courts with a writ or some order being
issued. Is this true?

Mr Highfield—The statistics are in the report. The evidence is there of the number
of cases and the amount of tax outstanding relative to the revenue base. If all of those
things were true, in my view you would see a lot more cases outstanding and a lot more
tax outstanding. The reality is that, over the six years detailed in the report, there has been
a downward trend in the number of cases—that is quite evident—and the amount of tax
outstanding has stabilised around $4 billion.

You said we do not go to court; we just quoted to you the fact that we enter into
payment arrangements with a lot of our clients. There are other situations where we have
to enter into perhaps garnishee actions through a pay-as-you-earn employer because we are
having difficulty in getting the debt. In the area of personal taxpayers, non payment of
debt for income earned by unemployed taxpayers is high in terms of numbers of cases but
low in terms of relative debt. Nevertheless. it forms part of our workioad. So there is a
variety of those situations.

[ suspect also that the private sector would welcome an opportunity to do some of
this work. so it will make certain observations to you. I have, in fact, had discussions with
one firm of debt collectors to get a feel for the sorts of services they offer. It may well be
that into the future we, from the viewpoint of testing the productivity and effectiveness of
our own programs, test our performance against what external collection agents provide.

Senator GIBSON—So you have not run any trials yet, but you are thinking about
doing so?

Mr Highfield—No. not yet. | am aware of one revenue authority overseas that is
running a trial at the moment.
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Senator GIBSON—Given the criticism in the report about your business systems
not being up to scratch. it would seem to me that, in the short term. making arrangements
particularly for chasing the smaller end of the debt cases may be a sensible way to go.

Mr Highfield—It is something to consider, but there are privacy issues that you
would need to take into account. It is a bit of a fine line to explore before you go down
the track of saying, ‘We will outsource some of this particular work.” We cannot action all
the cases we have at any one point in time and there are delays in actioning some cases.
That is simply because of the size of the inventory. What [ would say is that, with
adoption of the recommendations in this report, I would think we could make further
inroads into that inventory.

Senator GIBSON—To go back to past perceptions of your performance in the
debt collection business, I had heard stories from within that industry that apparently there
had been a directive from the tax office with regard to debt collection, dating from around
1989 or 1990, that basically said to not go too hard on debtors—to negotiate with them
and accept any offers made from the debtor—and that that has only been changed in
recent times. [s that fair comment?

Mr Mulligan—I am not aware of that directive. If it is around, it is—

Mr Butler—Superseded! Certainly, it is a balance between collecting the money
that is due to be paid, trying to keep people in business and not being seen to be too soft.
It is really a juggling act, in many ways, to manage this part of the program.

Mr Mulligan—We do not issue directives to go easy of debtors for the simple
reason that it is not our money. It is the parliament’s money. It is the first I have heard of
that, Senator, so you have caught me a bit on the hop. In terms of your comments before
about legal action, we are reluctant to initiate legal action. It is a very cost-inefficient way
of collecting money. There are obviously filing fees and the like; the debt that we will
collect is still going to be the same, irrespective of whether we incurred that money. If the
person goes bankrupt, which may be the ultimate course if that is the appropriate outcome
for that case, historically our dividend from bankruptcy is one or two cents in the dollar.
Legal action is our last resort.

I am aware that, historically, we did do a lot more legal activity. But, as Mr
Highfield mentioned, we are still reducing the amount of debt and cases without using that
particular activity. The way we are going about it—and I quoted the statistics before—is
that we are pgoing into the payment arrangements; we are using exactly the same
techniques as the private sector. I should mention that if it is a case where legal action is
appropriate, and bankruptcy or liquidation is appropriate, then we will do it. We do not
win too many friends by doing it. for fairly obvious reasons, but the facts speak for
themselves in a lot of cases.
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Mrs STONE—The Auditor’s report found that the [inance delegations for writing
off irrecoverable revenue at the ASO4 level. which is a fairly junior level. range from no
ability to do that to $250.000 in different branches. That raises a number of issues on the
variation of responsibility between people at the same public sector level. It also is a
concern to us that you do in fact review cach of those remissions that are made by
officers. Do you ensure that they are made strictly according to a policy? Do you analyse
them at law? What we are saying is: if some ASO has chosen to write off $250.000 worth
of debt owed. is it ever a case that you are concerned about the legality of that action?
And what is the reason for that variation? [s it something to do with where the officers are
located? There are a number of questions there but, in particular, we are concerned at the
extent that you review those levels of delegation. Can you assure us that each of those
delegations made at that level are strictly according to the laws?

Mr Highfield—Just broadly—and [ will hand over to my colleagues—I share your
concern about inconsistent allegations. My understanding is that there is a major project to
bring those into line. There is no valid reason, in my view, to have different delegations
between different regions. I can only assume that for some local purposes, which I cannot
explain here to you today, for some reason different officers have somehow moved to vary
those delegations. My understanding is—and Mr Mulligan can confirm this—that we are
implementing consistent delegations across the country. In relation to the review of the
application of those delegations, I think you could provide the answer as well.

Mr Mulligan—The differences arose when the Australian Taxation Office split its
debt collection area from one unit into three or four and the positions moved from one
central unit—and I use that term for ease of discussion—into four separate units. When the
positions went, there were different powers given to different people and there was a
rationalisation. It was recognised coincidentally, during the course of the audit, that there
were discrepancies and all of those discrepancies have been removed in a revised
delegation that was signed by the Minister for Finance late last year.

In terms of how we go about debt collection, writing off outstanding debts which
are uncollectable: the approach is—end this is consistent Australia wide—that the action
officer will prepare a report. It is then reviewed by another officer at a more senior level,
normally at the manager level. who will approve the write-off. The write-off is then
actioned and appropriate documentation is kept. This is an area which is part of the annual
internal audit cycle. Not all write-offs are checked for fairly obvious reasons, given the
volume. but a sample of them are checked by our internal audit area in every office
around Australia—that is my understanding.

So there are appropriate schedules kept, there are procedures that everyone has to
follow and the policy in relation to write-offs was also refined and brought together into
one document as part of the policy manual review last year. As [ see it, the policy has
been ratified and consolidated into the one document, the procedures are consistent and
have been for a number of years about checking internally and then checking by internal
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audit area and our procedural documentation has been reviewed as well.

Mrs STONE—And you have never found any inconsistencies in those write-offs,
say, up to $250,000 where you have been concerned with why a write-off has been given?

Mr Mulligan—It has to be. as | said. vetted by the manager.

Mrs STONE—So that is where your check comes in: the manager within the
office would approve—

Mr Mulligan—It is a multi-tiered check. You have got the manager who has to
vet. The managers are at a much more senior level—ASO6 level—and they vet all write-
offs in their particular section and, unless they sign it off as being appropriate, it does not
get actioned.

Mrs STONE—Okay. Perhaps you have changed lately, but when the audit was
done, there was a generic prompt sent out to those in arrears with their taxation and you
are moving, | understand, towards sending out a more flexible or targeted debt reminder
statement. Now that presumably will require more staff effort, more time. How are you
going to cope with that, given that at the coalface you have a lot of junior officers who are
the bain of our lives as constituent representatives?

Our complaint from our members is that they cannot get through on the phone
lines, there is a different person every time they ring, the staff turn over very quickly,
often they cannot get detailed answers—even when their accountants make approaches on
their behalf, they get a very, very difficult time at that local office. So my concern is: if
you are going to go away from generic instruments towards something more specific, more
targeted, how are you going to do that within your current staff resources?

Mr Highfield—Most of these are computer assisted, so the generic advice that we
issue at the moment is done entirely by computer process and there is no human
intervention in the actual production of that notice.

You might recall that, in relation to an earlier question, I said that as part of our
work around risk profiling, we would be enhancing the computer systems to better
differentiate between different taxpayers and their history, and taking those factors into
account in terms of deciding what type of letter we send to the taxpayer. Again, our
approach to doing that would be one of building computer systems that would support that
sort of decision making and the generation of letters to taxpayers based on that information
that we have, So we would be largely computerised.

Mrs STONE—But you stili have to have more people to input that data, don't
you? )
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Mr Highfield—No, the data would not be input. The data is captured as part of
our normal administrative processes. We can establish, for example. histories about
taxpayers’ payment compliance simply by looking at what has happened in the past and
recording particular flags or indicators on records.

Mrs STONE-—So you are interrogating your own data, in fact, about the cases that
are in debt?

Mr Highfield—Yes.

Mrs STONE—At the moment, it takes between 17 and 68 days to get a debt
collection notice. With your new systems, do you expect to bring that down to a consistent
benchmark of, say, what number of days before people get a debt collection notice?

Mr Highfield—In terms of days, we generally focus on larger debts. First of all,
the audit identified that we should advise and approach taxpayers sooner than what we
currently are doing anyway. So. as a general rule, I would envisage a bringing forward of
the point in time at which we make our first contact with taxpayers. That contact, or the
timing of it, would be dependent, [ would think, on the size of the debt because, generally,
when you send out a notice, it initiates a response from the taxpayer or you are expected
to make some intervention with the taxpayer.

Simply in terms of the numbers at different times of the year, you cannot do all of
that at the same point in time so you stagger your advices to taxpayers and you spread
your work. But we would focus on the larger debts. What I am suggesting is, in line with
the sorts of recommendations in the report: a general move for earlier contact, but
differentiating our actions based on what we know about the taxpayer, which we can
automatically take account of in that first contact process.

Mr Butler—I would add, too, that there will be cases where we do not know the
current location of a particular person and it might take us some time to find the person to
send the notice out—and that could add to the delays from time to time.

Senator SHORT—On the point about computerisation—I think we talked about
this in a different capacity a few months ago—as [ understand it, there has been little
scope for the computer system to take account of the question of whether it is a first
offence, a minor offence or whether it has been a multiple offender in the actual
notification that you send out to the taxpayer?

Mr Highfieid—I think [ have responded along those lines in earlier answers today,
Senator. But I also said that. in terms of moving forward on the recommendations in here.
we would be building into our advice processes an ability to differentiate and take into
account—
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Senator SHORT—How far down the track are you on that?

Mr Highfield—We are actually doing the research within the different client
segments at the moment to identity the factors that we should take into account. Mr
Mulligan. earlier on, mentioned the fact that we are now storing more payment
information and history. We are looking at what other factors we should take into account:
for example, whether a taxpayer is in business or not; what sort of income they receive; is
it subject to collection at source? So there are a range of factors that you can take into
account. not just one. Even the age of the taxpayer or the sex of the taxpayer could be
relevant to the advice that you take.

So what we are doing at the moment is the research to identify those attributes that
you may want to take into account in a profiling system. That work is under way at the
moment. And. because we also have moving in parallel with that at the moment a major
systems redevelopment of our income tax system for which there are a number of releases
planned in the latter half of 1997 and in early 1998 we would expect that our work in the
area of risk profiling could be factored. in part. into that modernisation activity.

Senator SHORT——I want to go back to a point that [ think Mr McPhee pointed
out, that seven per cent of the total staff of the ATO is in the area of debt collection. How
does that compare with past years? Have you gone up or down as a proportion?

Mr Highfield—1I suspect that in the early 1990s—I would have to check this out—
there would have been a numerical decline but around 1994-95 there was a new deficit
reduction strategy which saw us change the work of some of our staff and put more staff
on to debt collection work. There would have been an increase around that period, and
most of that would be there now. There have been, as you know, ongoing efficiency
dividends which we are obligated to meet. That is about all T can point to in terms of
general numbers. Twelve hundred, which is the figure being quoted here both by us and
the Audit Office, would represent a slight increase on what we had in the early 1990s.

Mr Butler—Some of that shift was as a result of doing things better in other areas
to allow staff to move across to debt collection. We certainly see it as an important area.

Senator SHORT—Yes. This 1.200 is a bit higher than you had in the early 1990s
but your total numbers have come down. haven’t they ?

Mr Butler—Yes.

Senater SHORT—So that would mean that the proportion of your total staff
engaged in debt collection would have risen?

Mr Butler—Yes.
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Senator SHORT—You said you were doing some bench marking now in th.s area.
Do you know. at this stage. how that seven per cent compares with other countries?

We have just made our first formal contacts over the last few weeks with those revenue
authorities. That information gathering will occur over the next few months so it would be
probably three or four months before we had that basic information about debt collection
programs of other revenue authorities.

Mr Highfield—No. We are just in the information gather.... stage at the moment.

Mr Butler—From past experience, we just need to be cautious too and make sure
we compare apples with apples when we do those international comparisons because other
revenue authorities may call people different things and structure themselves differently.

Senator SHORT-—Thanks.

CHAIR—How does the Tax Office treat moneys owing in terms of revenue
forecasts?

Mr Highfield—The general revenue estimating process basically starts from an
historical basis. That is, you look at what you have achieved at a particular point in time.
In terms of looking forward, you then have to make allowance for projections of economic
activity, the impact of changes in legislation—

CHAIR—Who does that, you or Treasury?

Mr Highfield—Treasury has primary carriage for the Commonwealth budget
revenue forecasts. However, on the ground the process is one where the ATO and
Treasury work closely together. We provide. I guess. a more practical viewpoint of what is
happening on the ground that may be relevant to the forecasting activity. But in terms of
the actual forecasting activity you have an historical base; you have economic parameters;
you have to take account of the likely impacts of legislation; you have to take into account
the likely impacts of changes in administrative procedures; you have to take into account
the likely impact of new compliance activities; you have to take into account, potentially,
any changes in compliance behaviour; and. based on last week’s events, you have to take
into account what may be happening in the external world on tax planning matters.

All of those factors. from my experience. are not subject to precise quantitative
processes and there is an element of judgment that has to be exercised when formulating
the estimates. As I said. we do that process in conjunction with Treasury. There is a major
process pre-budget and there is a mid-year review activity which occurs in December-
January each year, and we use those processes to arrive at estimates of the revenue.

CHAIR—You mentioned a deficit reduction program in 1994 and increasing the
debt collection staff. Did it work?
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Mr Highfield—From the evidence that we were able to gather we were able to
demonstrate there was a positive revenue impact. That would have been factored into the
budget forecast, but we are talking about $100 million, or $200 million in a revenue pool
of about $96 billion.

CHAIR—Are we not talking about $16 billion outstanding debt at any one time?

Mr Highfield—Over a period of a year. At any point in time the net value of debt
outstanding is around $4 billion, some of which is in dispute, some is subject to litigation,
bankruptcy, or insolvency action. A fair proportion is subject to payment arrangements.

Mrs STONE—We have had delegations telling us of writing off debt cases, and so
on. [ am interested in whether you have got a standard set of criteria for determining what
is uneconomic to pursue in the way of a debt. We also have from the auditor’s report
some information about the fact that the bigger your debt the more likely you are to be
able to get away with it. The smaller debtors seem to be more likely to have to pay their
penalties. So, how do you go about assessing whether a debt is uneconomic to pursue and,
in fact, are there any written criteria, or policy, that applies right across the board?

Mr Butler—Just before we answer, [ will clarify that. In the larger debt cases you
do not get away with not paying the debt. It is asserted that you pay a lesser penalty in an
additional tax related payment. You still pay the debt itself.

Mrs STONE—So, there is a smaller penalty if you are a bigger debtor, compared
with—

Mr Butler—That is being asserted, or suggested. I do not have the figures in front
of me but, certainly, there is not any claim that they do not actually pay the tax that they
should pay.

Mrs STONE—Perhaps. Mr Cahill would be able to help us there.

Mr Cahill—In terms of our risk assessment, I can refer you to page 32 of the
report. In terms of late payment penalties, we found that there was a trend that where a
penalty had been imposed, the rate of remission grew from 19 per cent to 44 per cent.
This poses a possibility that there was a risk that penalties were being used for negotiation.

Mrs STONE—And that was related to the size of the debt?

Mr Cahill—It was related to size of the debt.

Mrs STONE—So, that is—

Mr Butler—I just want to make clear one more thing about the payment. The tax
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is the primary tax. They still pay that. It is the additional tax related payment—

Mr Cahill—These were cases that were finalised by payments. so they had been
finalised in terms of payment on account. [t was a matter of whether penalty had been
imposed. It was just a pure count of cases that had been finalised.

Mrs STONE—So. we are talking about two issues here. Firstly. there is the
business about negotiating penalties. Let me stick to that issue first then: how you assess
whether a debt is uneconomic to pursue?

Mr Butler—Mr Mulligan can elaborate on the procedures we have in place for
that.

Mr Mulligan—I[ am going to go to your question in a roundabout way for a
deliberate reason. With write-offs, essentially, there are three categories. but 1 will only
talk about two. One is debt that is irrecoverable at law. This is, essentially, where a person
has been made bankrupt and discharged and there is no prospect that we will ever be paid.
As soon as the person is discharged the debt is finalised. so it is written off at law. The
debt cannot be re-raised, and the taxpayer walks away and starts life afresh.

The second category, which is the one that you are focusing on, is the debt that is
uneconomic to collect. The term ‘write-off* is probably inappropriate for those who are
not familiar with it, apart from those inside the tax office. Instead of writing it off, as the
term is traditionally used in the private sector and the commercial world, in essence, we
just park the debt over in a corner. If there is any subsequent activity on that particular
taxpayer’s account, the debt can immediately be re-raised. There is no preclusion in any
law of our initiating further activity on that particular account. So, it is more a question of
it as deferring activity on that account. The revenue—

CHAIR—Is there a time limit on that?

Mr Mulligan—There is no statute of limitations in respect of taxation debts. So.
the debt is parked over at the side and we can re-raise it. Most of the cases that we have
where we write off debt as uneconomic to collect is where someone has, say, moved
house—voluntarily, or otherwise—and we just cannot trace that person. We will write him
or her off as uneconomic. It is just pointless chasing someone. or annoying everybody else
trying to find data as to the taxpayer’s current whereabouts.

Occasionally, we have taxpayers who say that they cannot afford to pay the debt at
that particular time but they will at some future time. We may write it off as uneconomic
to collect at that point in time. and it is based on the facts of each individual case. If the
debt is fairly small, it is obviously a lot harder to justify writing it off as uneconomic to
collect than if, say. the debt is much larger. Ultimately, it gets down to a general fact
situation.
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The guidelines we use are those published by the Department of Finance and they
have been replicated in our policy manual. Essentially, they talk generically about what the
return is on investment of effort of a number of dollars to collect. It is a subjective
judgment. There may be some differences between individual officers in how they exercise
those guidelines but. ultimately. as [ said before. the debt is still on our books. It may not
be current until there is further activity on the account. at which point in time the debt is
reviewed to see whether it is economic to collect. If it is, we will proceed to recover it; if
it is not, we will then re-write off the debt again and put it back. As I have said. we will
park the debt in the corner.

Mrs STONE—I would like to pick up that second point we have raised then in
that question—the bit about the difference in penalties negotiated for larger or smaller
debts. Obviously, the bigger debts have more leverage, it would seem, in attracting a
smaller penalty for late payment. Is that because they are better represented by
accountants, or barristers, or whatever? I mean, why is there that differential between the
smaller debt and the larger debt which the Auditor-General picked up?

Mr Mulligan—The factors which differentiate between a lower debt and a larger
debt are infinite. I expect that if you were to engage in larger trading activities, you are
obviously exposed to much greater risks. It may also be the case that they presented their
case a bit better, I do not know.

Mrs STONE—I would dispute that. If you were a single person, or two-person
operation, then there would be an impact of debt substantially greater for you, perhaps,
than if you were part of a large corporation.

Mr Butler—I think that Mr Highfield mentioned earlier that a lot of the larger
debt cases revolve around factors in some sort of dispute as to the debt, the nature of the
debt. whether the assessment is on a correct legal basis, and those sorts of things. In those
cases that brings about a different result from the case where the person who has a real
debt that he or she does not dispute just takes too long to pay it off. There are some
differences around that.

Mrs STONE—So, the bigger debt burden is more likely to be disputed—is that
what you are saying—compared with the smaller business with the smaller tax?

Mr Butler—That is the usual outcome.

Mr Highfield—Many of those debts arise from, for example, audit action which
we have undertaken where the taxpayer is contesting, say, the assessability of the
particular income item. or the deduction of a certain expense item. I do not know exactly
the data that Mr Cahill’s team analysed. but those sorts of factors could influence the
outcome.
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CHAIR—I think that we have pretty well covered the report now. Summing up
from the point of view of this committee. | think that we understand and support the Tax
Office in its collection of revenue and the need to protect the revenue base. We want to
see the Tax Office being consistent. We do not like to hear from our constituency
questions about why the Tax Office does not pursue the big fellows, but pursues the small
fellows, We hear that all the time. We would like to think that they get equal and
consistent treatment across the board irrespective of which Tax Office—whether it is
Chermside or Box Hill. That was one of the things we found in our report—I think, 326.
The main problem with this Audit Report is the inconsistency that occurs across the board.

Mr Barrett—|[ would like to make an obvious comment to finalise these
proceedings. I think that this hearing has shown, and the Audit Report was trying to
indicate, as well, two things. Firstly, there is the importance of performance information
because that is important for management. It is also important for the parliament and for
the taxpayers.

And, secondly, concerning information to taxpayers, I think that we have witnessed
many times that it is not just the question of equity and legality, it is the question of
perception, and I think that that is another issue as part of performance information.
Certainly in terms of transparency, in terms of making available information to individual
taxpayers, I think that, while you might argue about the revenue base, et cetera, failure to
take advantage of one’s legal rights should be redressed in some way. In a sense that is by
information to taxpayers as opposed to a medium or large corporation that has got the
resources to adequately inform itself and knows how it can get redress or remission or
whatever have you. So knowledge of that is the important aspect.

It is an important point in the report, and it has been taken up by the committee
today, that whatever the reasons for the time taken to deal with the larger taxpayers, the
fact is that arithmetically the savings are significant to the extent to which either the
administrative processing or resolution of the issue can be done in one day, two days, et
cetera—or done in a shorter time—and obviously that is where the big bucks are. So quite
clearly that is an area that it is important to look at. [ would have to say that 100 per cent
vetting of ASA4 delegations seems to me to raise a real question of the level of
delegation. That needs to be looked at.

Finally, in terms of taxation liability review, as a taxpayer I always thought that if
the Tax Office had made a mistake it was not unlimited. If you make a mistake of course
it is.

CHAIR—Does the ATO want to respond to that? It has no final comments?

Mr Highfield—The only thing I was going to say is that [ will undertake to ensure
that the committee’s comments are brought to the attention of all debt collection staff.
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Mr Butler—Just a point of clarification: 100 per cent vetting of cases. as Mr
Mulligan said. was a particular type of case of writing off rather than all cases they deal
with.

Luncheon adjournment
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{2.03 p.m.]

ACHARYA, Ms Shampa, Senior Director, Defence Branch, Australian National
Audit Office, GPO Box 707, Canberra, Australian Capital Territory

McPHEE, Mr Ian, National Business Director, Performance Audit, Australian
National Audit Office, Centenary House, 19 National Circuit, Barton, Australian
Capital Territory 2600

MINCHIN, Mr Tony, Executive Director, Australian National Audit Office, GPO Box
707, Canberra, Australian Capital Territory

BAKER, General John Stuart, Chief of Defence Force, Australian Defence Force,
Russell Offices, Canberra, Australian Capital Territory

CAMPBELIL, Brigadier James Kenneth Hunter, Director General Logistics,
Australian Defence Force, Anzac Park West, Canberra, Australian Capital Territory

HADDAD, Brigadier Peter Francis, Director General Engineering and Logistic
Policy, Army Headquarters, Russell Offices, Canberra, Australian Capital Territory
2600

ROBINSON, Captain Boyd Chapman, Director Supply Policy—Navy, Royal
Australian Navy, CP3-1-02, Campbell Park, Australian Capital Territory 2600

TYLER, Air Commodore Christopher Alan, Director General Information
Management and Logistics—Air Force, Australian Defence Force, Russell Offices,
Canberra, Australian Capital Territory

CHAIR—! declare the meeting open. resuming from this morning. [ welcome
representatives from the Audit Office and from Defence. Do you have any comments to
make on the capacity in which you appear?

Brig. Campbell—[ am representing the headquarters of the Australian Defence
Force.

CHAIR—In this session of public hearings, the committee will examine the main
issues raised in the Audit report No.15 1996-97: Management of food provisioning in the
Australian Defence Force.

The Auditor-General found that there was no ADF policy on food provisioning and
there was no system for measuring performance of food provisioning in the ADF and
comparing performance across the three services. The report also claimed that army’s
entitlement based ration procurement led to significant wastage. The JCPA will examine
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today the potential for efficiencies in food provision in the ADF as well as the level of
concern in the ADF in relation to the costs and standard of food provision. [ would like to
offer Defence the opportunity to make an opening statement. Does the Chief of the
Defence Force wish to make a brief statement to the commitiee?

' Gen. Baker—Yes, Mr Chairman. [ appreciate the opportunity to be part of your
review of the Auditor-General's report on the management of food provisioning in the
{\ustralian Defence Force. From my viewpoint. the report is welcome and timely. The
issues raised are directed at improving the effectiveness of the administrative arrangements
for the provision of food to the ADF and build on internal reviews of food provisioning,
In particular, the issue of the absence of an overarching defence policy on ADF food
management is being addressed. The defence efficiency review. now under way, has also
identified food provisioning as an area for potential saving.

_ I note that the report addresses food provisioning and catering support in the base
environment. Defence is required to retain certain levels of uniform members to undertake
food provisioning in support of deployments and operations.

The cost of providing food stuffs to ADF members has attracted some attention,
parficularly in respect of costing variations between the services and in terms of potential
savings through greater use of the commercial support program initiatives. Defence does
recognise that costs associated with military operated food provisioning are higher than
CSP costs. Action is being taken to reduce these costs where practical and viable to do so.

' The report comments on ways to achieve efficiencies through changes to work
pracnces.-—in particular, through improved collection and evaluation of performance
information using both internal and external benchmarking practices. Performance
measures and benchmarking for military operated food provisioning is being addressed in
the development of the ADF food provisioning policy, taking cognisance of work practices
developed in the CSP in-house bid.

. .With regard to CSP food provision, the report drew a number of conclusions
pertaining to CSP practices. I note that the contractors already provide cost and other
performance information on catering contracts. Furthermore, the quality of new CSP
contracts is continually improved as existing contracts are reviewed.

In terms of ADF work practices, the report recommends that it would be
appropriate for the army to adopt a demand driven system similar to that utilised by the
navy and air force for on base rations provision. As noted in the report, army has
con'lmenced trials of such a demand driven system. However, the extent of the potential
savings will not be known until these trials are complete.

I va_lue the ANAO findings on food provisioning in the ADF, and we have already
begun a wide range of actions to address them. We have here today the experts from
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Headquarters ADF and each of the services, who should be able to address any of the
issues or questions that you care to raise. Thank you.

CHAIR—Mr McPhee. would you like to make a statement on behalf of the
Australian National Audit Office?

Mr McPhee—Yes. Our decision to examine food provisioning was not prompted
by any perceived deficiencies in this area of ADF activity. Rather, it was chosen because it
was assumed to involve significant expenditure by the three services in feeding large
numbers of personnel. As well, there have been recent changes in the area as a result of
the commercial support program. Food is also obviously important for the health and
wellbeing of members of the ADF and for their combat readiness.

We found that food provisioning costs the Department of Defence about $100
million a year in terms of the actual procurement of food and, while reasonably well
managed, there is scope for worthwhile improvements in efficiency and effectiveness. For
example, Defence could improve current arrangements by reducing duplication stemming
from separate initiatives by the services and by further rationalising their food provisioning
activities with guidance from ADF Headquarters.

Defence have acknowledge the usefulness of the report and agreed to almost all of
the recommendations. Even before the report was completed, the audit had prompted
action by Defence, in particular by the logistics policy group, which is currently reviewing
ADF food provisioning policy, as General Baker has indicated.

We suggest that to improve management of food provisioning, Defence should
focus on the following five key areas. The first area is policy guidance and coordination.
Without an overarching ADF policy on food provisioning, the services have pursued their
own initiatives and have different procedures. There are risks that procedures are not
aligned to ADF objectives and may not be cost effective or best practice.

The second area is performance information and benchmarking. The ADF would
benefit from having a system for measuring the performance of food provisioning and
comparing it across the three services. There would also be benefit from comparing in-
house costs with those of CSP contractors. The average daily cost of providing an officer
with meals in the military mess is about three times the cost of what it is in the CSP mess.

The third area is the Army’s entitlement based rationing. There could be savings of
around $4 million a year on the basis of our estimates if Army adopted a demand driven
system for procuring food instead of the entitlement system based on the number
apparently entitled to meals. The fourth area is food management arrangements in Darwin.
Given the ADF’s moves to northern Australia, Defence needs to address inefficiencies that
have arisen with management of rations purchased for the three services in Darwin.
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The final area is in CSP contract administration. In view of inconsistencies in
contract specification of standards for catering and performance measurement, there would
be advantages in coordinating catering contracts. Also, training for staff involved in
negotiating, preparing and managing CSP contracts could be more effective.

Other areas for improvement that were noted by the report are as follows: firstly,
establishing common contracts for fresh food in the same locality; secondly, separate
identification of operational and reserve stocks of combat ration packs; thirdly, listing of
components of combat ration packs: and. fourthly, separate performance information on
the catering component of contracts that provide common base support services.

Our audit found that there are significant savings to be made in the area of food
provisioning through improved management. In addition to this saving of $4 million a
year, which | referred to earlier, the move away from the entitlement system carries
potential savings from reducing the volume of administration involved in maintaining the
system. There is also the possibility for savings from the amalgamation of local food
supply contracts. The other recommendations in the audit also contribute to the more cost
effective management of food provisioning with potential for further savings from reduced
administrative duplication.

Tony Minchin and Shampa Acharya were the senior audit staff involved with the
audit. Mr Chairman, we would be happy to respond to any questions from the committee.

CHAIR—Thank you, Mr McPhee.

Mr GEORGIOU—I would like to get a fix on the total cost of food provisioning.
The audit office estimates the purchase of food and some other elements of the contract
system is costing $100 miilion. First, does Defence agree with that? Second, what is the
estimate of the all-up cost of provisioning in the ADF? On a quick look, labour costs, et
cetera, at minimum seem to add a fivefold increase in food costs. Can I have an estimate
for food provisioning in the ADF all up?

Brig. Campbeli—The estimate that auditors provided in the report is the best
estimate that is available to Defence at the moment. We are in the process of refining our
figures to determine the full cost of providing rations. As is indicated in the report, the
costs do not include the costs of labour. Were they included, as you have indicated in your
question, the cost doubtless would be higher. | do not have the answer to that question in
detail and will take it on notice if that is your wish.

Mr GEORGIOU—I would like to have some sort of ballpark figure. The figures
that Defence provided indicate that in the case of Navy, for example, the rations
component is around $10. The total cost of meals per officer is roughly 12 times that. 1
am after some sort of feeling for what it actually costs to put that food on the table so that
people can eat it.
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Brig. Campbell—As to the cost that is referred to—I hope | am referring to the
right section of the report—where there is a comparison between the cost of providing a
meal in a commercial support program mess and the cost of providing a meal in a non-
commercial support program mess, the principal difference in cost arises in the area of
manpower, noting that mess staffing levels in non-commercial support program messes are
based on needs commensurate with members required in uniform.

To give the committee one example, the costing components associated with non-
CSP messes included the full recovery costs associated with military manpower in those
messes, | will give the committee a feel for the magnitude of cost. The average salary for
a private equivalent in Navy, Army or Air Force is $25,000. When we take into account
the full recovery costs for that one person, those costs go to anywhere between $85,000 to
$80,000 per person. That is the way we assess the difference between a non-CSP and a
CSP activity to make sure that the full value of savings are realised across the portfolio.

Mr GEORGIOU—I am still going to press this issue. Page 10 of report No. 5
says:

Food provisioning does not attract a high priority in Defence, because it is routine and accounts for only
a small proportion of the Defence budget.

It is quite important in assessing what is happening to actually understand what you
multiply that food figure by to get an estimate of what it actually costs to feed the defence
force.

I would say I am puzzled if you do not have a feel—is it $500 miilion or $600
million?—for the sorts of factors you have to multiply your rations number by to get the
total cost number. Is it a factor of 12 in messes? If you halve that, it is six. If you
multiply $100 million by six. you get over half a billion dollars. Between $600 million
and a billion dollars is not a small component of the defence budget; it is a fairly
significant component of the Defence budget.

Brig. Campbell—! am not endeavouring to suggest that it is not an important
matter. Indeed, from the opening comments that have been made we are elevating the
importance of this subject to the attention of the members who are here this afternoon. As
to the specific costs of providing a ration, the purpose of providing that information in
respect of labour costs was to indicate that a component of labour cost carries with it a
number of overheads which are spread across other elements of activity in the Department
of Defence.

It is not possible to give you a ballpark figure for the cost of providing a ration,
just as it would not be possible to provide a ballpark figure here this afternoon for the
provision of catering services. I will be happy to take that question on notice, if 1 may,
and we will do our best to gain a fulsome response, rather than try to assess what the
answer might be.
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Mr GEORGIOU—Just for the purposes of this discussion however, would it be
absolutely out of the ballpark to say that we are talking about costs of between $500
million and $1 billion to actually get fresh food that costs in the order of between $75
million and $100 million onto the table where people can eat it?

Gen. Baker—I do not have a figure because our chart of accounts is not structured
in that way. The figure of $500 million to me sounds extremely high. I would think
somewhere between $100 million and $200 million. Again, I think you need to be careful
about costs. The way we cost for CSP purposes, the service mess, bears little relationship
to the actual cost of doing it. If you cost a private cook at $80,000 a year, it actually costs
us far less than that.

Secondly, it is necessary to recognise also that, as we move down our new policy,
most of the food provisioning will be done under CSP, except where there is a military
requirement to have people in uniform. Again, there is a factor in there which is not cost
driven. I am sorry, but because our chart of accounts is not structured that way, I cannot
give you a precise figure. But my estimate off the top of my head—and it is no more than
that—would be something of the order of $150 million to $200 million.

Mr GEORGIOU—There is $100 million essentially in fresh food and it takes half
of that amount to convert into food on the table with overheads, depreciation and napery.
What the cost of meals in in-house messes indicates—certainly in the Navy’s case
anyway—is that the cost of rations is $9.69 and the total cost of in-house meals per officer
is $121, which is a factor of roughly 12. If you look at the commercial operators, it is a
factor of roughly five between the rations allocation and the food. Being modest, [ only
multiplied the $100 million for food by five, rather than by 10 or seven. This is a very
important issue and I have raised this before with audit. I am a bit puzzled about why
audit did not get the full costings out.

Can I just go onto another matter, which is the issue of wastage in the purchasing
and allocation of an entitlement base system. The estimate is that about 37 per cent of
people entitled actually take their meal. Let us call it 40 per cent for the sake of argument.
What happens to the other 60 per cent of fresh food? Is it cooked? Is it served? What
happens?

Brig. Haddad—I will take that question. Firstly, I would like to make the point
that the Army has recognised the need to move to a demand based system. That certainly
applies in all of our CSP messes at the moment and will apply in the rest of the messes
with effect from July this year.

As for the gap, there are a number of components. One is certainly wastage, that is,
the inability of the catering staff to accurately forecast the numbers who are actually going
to attend. There is an element there which on my assessment—and it is a rough
judgment—is probably in the order of 20 to 30 per cent of the total entitlement because
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the population is quite variable as to whether they turn up for a meal or not.

Another element of that surplus goes into a cross-subsidy for those who actually
choose to dine. For example, the entitlement for breakfast is one egg per person. Those
who come and dine invariably have more than one egg, so the catering staff use the
surplus as a means of cross-subsidising the actual diners. They also use some of the
surplus material for supporting activities which are not strictly within the entitlement
regime, that is, providing morning and afternoon teas to entitled people. So that Pakes up
some of the surplus. There is also an element in there of judgment by the catering staff
where they under order, based on the fact that they know they have surplus stock on their
shelves.

Those are the four components in my view of what happens in relation to the
surplus that exists. I would like to repeat my point; we do recognise that the entitlement
based system has a large element of waste embodied in it and we intend moving away
from that to a demand system.

Mr GEORGIOU-—How do you maintain control? If you get 40 per cent usage and
the cook decides to give people two eggs rather than one or three eggs rather than one,
how do you actually maintain control of or accountability for this system? [ understand
what you are saying, but I am asking, how do you actually know what is happening?

Brig. Haddad—In aggregate there is control; in detail there is not. In other words,
there is a judgment on providing additional food for each of the consumers who turn up to
dine. That judgment is made by the catering staff supporting that particular customer base.
They know that the feeding pattern of their customer base is such that they provide
surpluses in some circumstances. That is a question of judgment. In aggregate, the control
is there, but there is not control in detail.

Mr GEORGIOQOU—Can you tell us about the control in aggregate? How is the
control in aggregate managed?

Brig. Haddad—The control in aggregate is managed by the accounting system that
takes account of the numbers of diners, the numbers who are entitled to dine and the

internal control mechanisms that exist within each of the catering facilities to make sure
that there is not fraud, abuse or theft of the product that is being supplied.

Mr GEORGIOU—Basically, if you have 100 people entitled to dine, since the
cooks are working on an entitlement system they cook 100 meals.

Brig. Haddad—No.

Mr GEORGIOU—This is where [ get lost.
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Brig. Haddad—The cooks do not cook 100 meals. They have an entitlement, for
example, of 100 so they draw 100 rations and there are number of components to that
ration base. There are fresh rations and there are dry rations. They have greater flexibility
with the dry rations because they last longer; fresh rations have a limited time life. They
make a judgment on the basis of the numbers of people they expect to turn up on that
particular day for that particular meal. That is quite volatile, given the population that we
are feeding. They make an allowance for insurance to make sure that everyone gets
adequate food provided and the balance is not cooked at that particular time. The balance
is used for those purposes I described earlier in my response.

Mr GEORGIOU—It is purchased, people make an estimate and people buy the
extent of their rations. They then make an estimate of how many of those rations they will
actually need, given their local knowledge of people’s preferences. Then the fresh food is
wasted if it is not used, because it is actually bought, if I understand you correctly.

Brig. Haddad—No. The element of waste occurs for food that is prepared but then
a customer does not turn up to consume that food. That is where the wastage occurs. Also
remember that I made the point that there is some judgment applied by the catering staff
to under order when they already have stocks of food available. The balance that is
provided as fresh food is then used and cooked for other meals. The food that is not
prepared, is not wasted. Some of the food that is prepared, but then not consumed, some
of that is wasted if it cannot be re-used in other meals.

Mr GEORGIOU—What do you mean, other meals? Tomorrow’s meal or
tomorrow’s breakfast?

Brig. Haddad—The example that is mentioned in the audit report is the use of
bubble and squeak for breakfast. In other words, something is cooked for the previous
night, it is not consumed that previous night but is able to be reconverted to something
that is acceptable to the customer base for use at another meal. Now that is only a small
element of the total food that is able to be used in that way. Most of it unfortunately, if it
is prepared and then not consumed, is wasted.

Mr GEORGIOU—And your estimate of that is 30 per cent?

Brig. Haddad—Without a quantitative basis for that judgment, I estimate that up
to 30 per cent of the ration entitlement goes in that way, because the cooks do not want to
be caught out with a fluctuation in the demand base. It is quite volatile, given the age of
the people who turn up, particularly in soldiers’ messes. If there is football match on that
night, they do not come. They go and watch the football somewhere else. There is
volatility in the demand.

Mr GEORGIOU—I have one last question on this one. If the turn-up is 37 to 40
per cent, there is a 30 per cent wastage. The rest in your view is allocated to the 40 per
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cent of people who actually turn up to eat. Is that right?

Brig. Haddad—Yes. In a general sense. that is the way. It is transferred to other
purposes. The supplementation I talked about and the provision of additional food in the
form of morning teas or suppers. That is where it is diverted to.

Mr GEORGIOU—The bottom line 1s that you have indicated that there is a
reasonable amount of judgment involved in cooking things. What has prevented that
degree of judgment being used to adjust the actual purchasing of provisions on entitlement
rather than a judgment about what is necessary?

Brig. Haddad—There is an element of that already. That is why 1 said the catering
staff apply a judgment by underordering to reflect what they have already got on the shelf.
That is only a small part of the total demand. This is a system of rationing that has applied
in the army for a long time and therefore people have grown comfortable with the idea. I
stress that we have recognised that it does involve waste and it is not the most cost-
effective way of providing that support and we have already made the judgment to migrate
to a demand based system. The only reason we have not changed so far is that we have
linked the change of this with a revision of the rations scale, in other words, the nutritional
requirements of the people who we are feeding, and that is what has caused the delay.
However, the decision has now been made to go ahead with this new basis of provisioning
and that will be applied with effect from July 1997.

Mr GEORGIOU—This picks up on something that General Baker said. I want to
understand the demand for uniformed personnel. This is mentioned in the audit report and
[ am totally ignorant of how that works, what the requirement is, et cetera. An explanation
of that would help us.

Gen. Baker—In calculating the number of people we require in uniform, we
calculate that on the basis of operations, not on peacetime, in-barracks support. Cleariy, if
you want to send a ship to sea or a battalion from barracks out into the field where they
need to eat in the field, you take your catering and cooking staff with you. You need them
in uniform, essentially. To support those numbers of people in uniform you need a
structure within the defence force which guarantees that you develop cooking supervisors,
clerks and all the rest of it. There is a way of calculating the number of people required in
uniform. In peacetime, rather than having them sit waiting for operations, you put them to
work. In some installation ashore you will find we will need to retain cooks and mess staff
in uniform, even though we know it would be cheaper to do that by contract.

Mr GEORGIOU—So that is the notion of requirement.
Gen. Baker—It is our capacity to go to war, essentially, is what it is all about.

Mr GEORGIOU—How many equivalent full-time people is that requirement for?
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How many people do you reserve against these activities or you commit to these activities?

Gen. Baker—I do not have the numbers for mess staff and cooks with me. We
have developed that for each of the services and we can find it for you, but it works out
nearly two to one. For every one we require in the field you need two in peacetime so that
you can give people rest and relief from operations. You do not want your Navy cooks to
spend their whole life at sea, for example. It is about two to one.

Mr GEORGIOU—Later on could we get some numbers—

Gen. Baker—We can give you an estimate of the catering staff required for all of
the defence force in the present MOU calculations.

CHAIR—General Baker, when you are preparing your budget bids to go to
cabinet, how do you work out a food component?

Gen. Baker—Each of the services work out a component. Essentially, it is based
on changes from a historical base and an entitlement.

Air Cdre Tyler—At each base, within each command structure, people estimate
what they are going to need for the next year for food, for CSP, for fuel and for every
component that is costed to the service. That is aggregated in the command level and it is
aggregated at service headquarters and questioned and eventually an allocation is made.

CHAIR—Is there anywhere you have to report on whether that allocation was
accurate? Do you measure expenditure against the allocation?

Air Cdre Tyler—Each year in the financial system those figures are reviewed for
looking for instances where there might have been underexpenditure or where there were
tendencies towards overexpenditure.

In the Air Force, as far as catering goes, within Air Command, which is the
operational side of the Air Force, the cost of meals per plate is checked monthly and
trends are monitored on that.

CHAIR—Shouldn’t going through that procedure give you the figures that Mr
Georgiou was asking for?

General Baker—We have fairly accurate figures for food provision. Coming back
to the question asked by Mr Georgiou, the allocation is about $50 million a year as set out
in the report. The difficulty is that our chart of accounts is not structured in a way that
you can say how much it cost to put that food on the table.

CHAIR—You are moving to accrual accounting, aren’t you, in Defence?
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General Baker—It is more than accrual accounting, it is a change to our chart of
accounts. Under the management system that we have been operating the food is produced
by the logistic organisations and the contracts are let and the expenditure is measured. But
the facilities are provided by somebody else. the personnel to do it are provided by another
element of the service and it is not structured in such a way that vou can closely calculate
the actual cost of doing it.

Under our new accounting procedures. what I am looking to do under a new chart
of accounts is enable us to sense what it costs us to do in a lot of things and Air Force is
one of the leading test beds and trial organisations for this structuring of our accounts in
such ways as we can make better management decisions on the resources of the Defence
Force. I suspect we will progressively introduce that over the next few years. Accrual
accounting is part of that but it is not the totality of it. There is a lot more to it than that.

Mrs STONE—Following on my first question relating to the issues Mr Georgiou
was raising, in the report the army procures rations according to the entitlements of
officers who are on base and so on and Brigadier Haddad has explained how you manage
to rationalise that in terms of wastage. But is it not also the case that you subsidise the
cost of operating the officers’ and sergeants’ messes with this system. If that is the case,
when you move to more demand based catering, as you do now in the weekends and on
some bases—and I understand that works very well—what is going to happen to those
sergeants’ and officers’ messes which will not have that cross-subsidisation facility any
more? Will it mean adding additional costs to those officers™ and sergeants’ contributions?
Will they contribute more for their food?

Brig. Haddad-—Mr Chairman, I will take that one. The Army CSP messes have a
cost outcome very similar to the other two services. Really what the demand-based
rationing system is seeking to do is to place the food component into the same dimension
as the others. | am confident that the scale, as has been developed, will meet the needs of
the customer base. If those customers in a mess believe that because of this approach they
are missing out on a privilege that they are used to then those costs will have to be met by
the mess members rather than, as at the moment, a cross-subsidy. That is exactly what
occurs in the CSP run mess where there is a very strict cost regime and a demand based
system.

Mrs STONE—I see, so it will be an increased salary component?

Brig. Haddad—No. It will not be an increased salary component. It will be under
a local arrangement. For example, if the living-in mess members believe that they need to
have morning and afternoon tea available to them then that will be met as a direct cost to
them on a local basis.

Mrs STONE—I see. At the moment you ask for. 1 understand, your ration
forecasts several months ahead from the lieutenants or whatever especially for the fighting
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units who go into the field. That is a very flexible sort of thing. I understand at the
moment that often the problem is that those forecasts are inaccurate or, indeed, they are
not made at all in the rush and hurly burly of life. While the rations are drawn for the
field, the in-field rations are more than taken care of. No one remembers to tell the poor
old warrant officer catering that there will not be 40 in the mess that night. How is your
shift to demand based catering going to cope with those communications problems? ]

Brig. Haddad—In the field the population in theory is not as volatile as it would
be back in the barracks where individuals make a decision whether they wish to come to a
meal or not. A demand based system for field deployment has exactly the same
characteristics as an entitlement one.

Mrs STONE—Yes, but my concern, Brigadier Haddad, is how are you going to
get that forecasting of the demand for field versus on-base rations. It is the forecasting that
is the problem at the moment.

Gen. Baker—When the force goes to the field there is no volunteering. We know
exactly how many are going and where they will be, and they are invariably exercising
hard and hungry.

Mrs STONE— understand that people are not necessarily letting the mess know.

Gen. Baker—But I think you need to understand the difference between the
forecasting system and the purchasing system, except for combat rations, which we will
put aside for one moment. Fresh rations are purchased very much these days locally to
meet the actual entitlement of the numbers deployed. The forecast is only a general guide
for funding and for staffing rather than for actually purchasing the ration. We have
progressively moved from a situation where rations are bought centrally and stored and
delivered out at an Army depot to one of much more local purchase and a much tighter,
shorter time frame of delivery. Most of those problems would be overcome. The problem
in the field is simple. We know exactly how many we have got and where they will be,
and they are all hungry.

Mrs STONE—] understand the field rationing, as your report suggests, was not the
focus of the report and it is efficient. My concern was the relationship between letting the
base mess know that there would be that number of people not there for food.

. Gen. Bs;nker——Again, from a day-to-day problem, most base messes know exactly
what is happening to the people in that base in terms of those that will be out on exercises
and so forth. That is fairly well predictable.

Mrs STONE—You are reviewing a policy on the provisioning. Are you looking at
things like the timeliness of meals—when they are served—and the dress codes, for
example? I am not just talking about officers, but for the general private soldier as well
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where it might be that the meals are served earlier than the people want to eat. say, at 5.30
in the afternoon. It might be that they do not want to get into certain sorts of clothing to
attend a meal. I am not suggesting the Army, Navy or Air Force should change that
requirement but, rather, that that might be the disincentive for people to present for their
mess meals and instead to ring up Dial-a-Pizza.

Brig. Campbell—The review of the policy referred to has much more to do with a
move away from an entitlement base system to a demand driven system. In terms of the
way that we will approach that problem, we have already determined that many of the
elements of this new policy will move us more towards the best practice which is referred
to in this report. It would, however, be important for me to point out that there are still
many categories of customers who are fed in base areas whom we do not necessarily wish
to provide a degree of discretion to, particularly junior people who are under training in
recruit training areas. They will still conform to set meal times and also be required to
wear uniform, both as a element of their training and because training schedules are such
that we cannot afford that degree of flexibility.

However, when we move to base areas the situation that you have described
already prevails. There is a degree of flexibility in respect of meal hours across the three
services and there is also a relative degree of discretion, as determined by base
commanders, in respect of the standard of dress that will apply. But just as clubs and other
activities have minimum standards of dress, I would foreshadow that minimum standards
of dress will also be maintained in military activities for quite some while to come.

Mrs STONE—How do you therefore explain the 30 to 40 per cent who fail to
come to their mess meals when they are on base and it is part of their entitlement?

Brig. Campbell—I think Brigadier Haddad covered the issue relatively well
before. It is a question of the more modern lifestyle that these young people lead. My
practical experience with them has been that, whilst we and catering staff do their very
best to determine who will be there, a change of decision at a moment’s notice before the
meal is due to start can be what causes them to go somewhere else.

Mrs STONE—Are you, though, taking on board on those bases what the response
of the recipients of the meals is to that catering service as part of your review?

Brig., Campbell—Yes.

Mrs STONE—They are being consulted, so you can look at things like timeliness
and so on?

Brig. Campbell—Yes, we will be looking at that. We will take this review as it is
being presented and examine all of the elements of that review to try and make sure that
we present the best service available.
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Mrs STONE—Okay, [ have more questions [ want to pursue. I understand that
while there is no stated policy of nutritional standards and so on—you cannot perhaps
refer immediately to a manual of salt, fat. sugar and so on—but is there, in fact, an
operational standard that you have informally?

Gen. Baker—Yes, there is. There is quite a lot of detailed research and work done
on the minimum nutritional standards required by all members of the Defence Force tied
to their activity levels. And indeed, the Army rations scale is deliberately constructed to
ensure that someone who eats the full range of meals gets the calorie intake necessary for
what we expect of them. So there is a basis there. The problem is that, in barracks, of
course, McDonald’s is very popular.

Mrs STONE—That is right.
Gen. Baker—But in the field it is not the same problem.

‘ Mrs STONE—The audit report they referred to the potential problem of allergies,
allergx_c responses to field, is it the case that the Defence Force screens out people with
potential allergies or allergies to foods, or is that, in fact, a real problem?

Gen. Baker—I think the statement is probably a bit overdrawn in the audit report.
In part, because of the medical history of people, we should know what their allergies are,
and certainly the medical staff know what the contents of the ration packs are. But there is
always, I guess, a possibility of people over time developing an allergy that we were not
aware of before. But I do not believe it is a big problem, because we have full medical
history of all of our people.

Mrs STONE—Right. On the issue of the private contractors—CSP they are called,
are they not?—there has been some resistance in some services to them. Can you outline
for us—whichever service, or perhaps General Baker—why they are resisted in some
categories or some areas of the Defence Force?

N Gen. Baker—1I think that there are a number of reasons. You put yourself in the
position faf someone who has decided to join the Defence Force, decided that catering and
cooking is his forte and sees his career structure disappearing because all of his functions

are going out to contract. So there is a bit of a cultural challenge, and that is
understandable,

I think there was also a concern in the early days that the standard of cooking and
catering across the Defence Force, which has improved remarkably over the last 10 or 15
years, would go backwards because contractors would put profit ahead of quality of
service. I think some of that has been misplaced and, indeed, proper contract supervision
and management have preserved reasonable standards of delivery. But it is largely, I think,
that cultural problem of people feeling insecure about their futures.

PUBLIC ACCOUNTS

o

PA 94 JOINT Monday, 3 February 1997

Mrs STONE—So it is not a logistic issuc or—

Gen. Baker—! think there are a range of issues associated with keeping enough
capability in uniform to go to war, but | think the real problem with it is people seeing
their jobs disappearing.

Mrs STONE—I notice there is reference in the document in a number of places to
catering or provisioning being not necessarily low status but not a high priority area, and
we have associated that with the cost of catering. But is it sometimes, or is it any sense a
reflection of the status of the catering corps compared to. say, fighting units or flying units
or whatever, so that, in terms of communication, where policies are of great concern, there
is a lack of ability for those issues to be brought forward?

Gen. Baker—It is difficult to answer the last question. There is no doubt that the
glamour parts of the ADF are the combat elements and the combat units—and may it
always be so because the last thing I want is a group of people in the ADF who are not
warriors. And automatically, [ think, there are some trades that do not have the same
glamour and the same appeal. But nonetheless, if you go back over 20 years, the change
of standards of food preparation and delivery in the defence forces has been one of our
great achievements.And any decent commanding officer will insist upon having high
quality cooking and catering staff because it is so important to the people he commands.
But it is obviously not the same as being a fighter pilot.

Mr GEGRGIOU—Can [ say that I was reconciled about 10 minutes ago to the
fact that we would get the data on all-up cost. I should be reconciled because, having
heard the development, I am not sure that we are at one. All I want is a ballpark figure of
what it costs for Defence in the same sort of way as Defence could give the cost of meals
in house messes. That sort of thing.

Gen. Baker—We will give you a range of figures of what we estimate costs to be
and what CSP costs look like and so forth. We can do that.

Mr GEORGIOU—I would just like to say again that the ratio between the cost of
rations and the cost of meals is that the cost of providing the meals after the rations are
there is between six and 10 times the cost of the rations. That is why I just want fo get
that straight.

The other thing is: you were talking, General, about concerns people being
displaced for jobs and the audit report notes that when there is an issue of transferring in-
house catering which involves civilians potentially to external caterers, Defence is under
some sort of constraints in terms of consultation and negotiation with the unions and
others. Can the committee be advised on those constraints?

Gen. Baker—I think the recommendation of the audit report is that we should do
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away with in-house bids for catering contracts. It is one of the recommendations with
which [ totally disagree for four reasons.

First of all, I want the cheapest way of providing the best service to our people and
we are not contracting out for religious reasons; we are doing it because I want to save
money. That is reason one, if the in-house option is cheaper, I want to take it.

Secondly, we do owe it to our people. I believe, to give them a chance to compete

for the jobs and we do have some undertakings with the unions that we will consult with

them in that process. Part of that consultation is to allow them to make an offer.

Thirdly, by having an in-house option, you ensure that you have got the best
possible competition between private industry and Defence. I think it helps you get a
cheaper overall price at the end.

Fourthly, our experience has been that by looking at the in-house options we have
been able to achieve internally about a 30 per cent saving across the board. These are
generalised figures. Now I believe that, in doing the in-house option, we have learnt not
only in terms of catering but a whole range of other administrative support functions: how
to manage our internal structures and systems a lot better so that we get ongoing savings,
not only in catering but in all the other areas, because the people involved transfer that
knowledge to other areas.

So I think there are strong reasons for continuing in-house bids. I think over time
that will become more and more difficult to do, because as we transfer most of this out
into private industry, we will not be able to recover the situation.

Mr GEORGIOU—I thought that what the audit was recommending was that the
in-house option should be made a matter of judgment rather than be obligatory. Have I
misunderstood?

Mr Minchin——Yes, that is correct. The discussion on page 31 is the relevant page.
We did have a recommendation on this on one occasion, but in view of Defence’s
comments, we deleted the recommendation there. We still put it in as an area that is worth
having a look at. It is as you say: we see no point in having it as a mandatory requirement
to have in-house bids when they had so little prospect of success.

Mr GEORGIOU—Following your point, were there any other recommendations
that you had and then deleted because Defence did not like them?

Mr Minchin—It was not so much that they did not like them; it is just that they
seemed to have a fairly reasonable response. There seemed no point in our proceeding
with that recommendation. But we still had the discussion in case it was of interest to the
parliament.
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Mr McPhee—We do have a due process which raises the issues and we put them
to the agency for comment. And in the interaction we are convinced from time to time
about their position. So we modity our initial position.

Mr BROADBENT—On the same issue. General Baker. I misunderstood you
before: you said you were against in-house bids but you actually meant you were against
the recommendation—

Gen. Baker—Yes. that in-house bids cease.

Mr BROADBENT—You said that competitive tendering. as we are now calling it,
which goes into in-house bids, would transfer to other areas and therefore that knowledge.
[s there any structuré that you are putting together. as we are doing in focal government
across parts of Australia. where they are actually documenting the process of the in-house
bid? Are you doing that?

Gen. Baker—Yes, we are. It is all fully documented and quite substantial.

Mr BROADBENT—And it is fully understood by the Defence Force that a
competitive tender is not compulsory within the Defence Force at this stage? Is that
correct?

Gen, Baker—It is not compulsory but in most instances under CSP, of course,
those presently doing the job are keen to keep the job and they are keen to have—

Mr BROADBENT—I fully understand the arguments, having been through it for
two years. What [ am putting to you is that it is not compulsory within the Defence Force
at the moment to go through the process of competitive tendering.

Gen. Baker—It is not compulsory but it will normally happen because of the
benefits of doing it.

Mr BROADBENT—I know what you are doing but it is not compulsory and it is
certainly not compulsory to accept any bid that is put forward.

Gen. Baker—We go through an evaluation of all the bids and make a deliberate
decision on best value for money and other criteria.

Mr BROADBENT--My question is: if the private sector has no opportunity and
there is no intention to outsource a particular delivery of a service within the Defence
Force, are you not sending a message to private contractors, *We are never going to accept
your bid™?

Gen. Baker—No. I do not believe so. There are some functions which obviously
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cannot be done by private contractors. Combat is the classic one. We have. I think. a fairly
wide distinction between what we call core and non-core. Those core functions are those
that we judge should not go out to contract because we require that capability in uniform
S0 we can go to war. All the administrative support and non-core functions will eventually
be offered up for contract.

Mr BROADBENT—Explain to me then how. if under a core proposal all you are
doing really. General. with due respect. is an assessment of the service, it is not a
competitive tender.

Gen. Baker—No. in terms of a core proposal, what I am saying is that there are
some functions of the Defence Force which are simply not suitable for contract. We are

not going to contract out the provision of an infantry battalion, surely. That is just not on
the table.

Mr BROADBENT—I have read Machiavelli. The contracting out of a military
battalion usually does not work.

Gen. Baker—Of course it does not. so why do it?

Mr BROADBENT—I coming back to the processes such as the provision of food
for the ADF. If the particular service is not going to be contracted out because you have
said we need to keep a core provision, in case of war, of the talents we need within the
Australian Defence Force, if that is the case I am trying to establish how you get a
competitive contract area because there are not those listed that put in a competitive
contract.

Gen. Baker—No. I think catering is a good example. We have calculated how
many catering staff—cooks and mess staff—we require in uniform. Throughout the
Australian Defence Force in each of the services we decide where those will best be
positioned and placed. That means the other positions are available and up for contracting
out. We are progressively working through that process of contracting out base support
functions which are considered non-core and we will continue to do so.

Mr BROADBENT—That is different from looking at an in-house bid and going
through the process of an in-house bid for a non-core function, or a base supply function
as you called it then, as against a private contractor. Do you go through the process. when
you have decided that non-core activity, where the in-house bid gets a chance?

Gen. Baker—Yes. For all non-core activities which would go out to commercial
contract the opportunity is available for the unit concerned to put in an in-house bid. It is
there. Now it is up to them whether they take it up or not and in most cases I suggest they
will,
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Mr GEORGIOU—I would just like to ask Mr Minchin or Mr McPhee something
apropos the last point that was raised about recommendations. I think the response was
that sometimes you get persuaded out of something because the arguments look fairly
compelling that you should not proceed. In paragraph 7.18, does that mean you were
persuaded out of the recommendation but not out of the observation?

Mr McPhee—We basically had in mind, in paragraph 7.20, doing an audit of the
CSP. We figured that we would pick up this issue at that time.

Mr GEORGIOU—So, in the light of Defence’s arguments, you did npt make it a
recommendation, but you were not sufficiently moved to change your observation?

Mr McPhee—VYes, that is right. From time to time, we do not always make
recommendations. In some cases—

Mr GEGRGIOU—No, I appreciate that, I just wanted clarification.

Mr Minchin—The issue of in-house bids was really bigger than just catering
contracts and, therefore, one to be raised in a larger audit for CSP.

Mrs STONE—There are two issues here, basically. The first is, with your food
provisioning, have you looked at the ADF taking responsibility overall rather thax} single
service chiefs having responsibility? I mean that differently to having the triservice
coordination. I mean a single ADF catering function which might give more career
opportunities for individuals and perhaps economies of scale and cost efficiencies.

Gen. Baker—I think there is a whole range of ways of doing business: It .is
important to understand that the ADF has grown up as three separate services which. in
recent years, we have started to bring together into a joint process. Hgadquarterg ADF. is
now only 11 or 12 years old, and we are progressively reviewing this. There‘xs a nice
balance to be struck between leaving the services to get on with their busx.ne§s and
devolving functions, versus centralising them in Canberra. It is my wish to mimmxsg tl}e
centralisation by giving strong policy direction and aliowing the services to get on thh. it,
as free as we can. In all of these areas, we will continually examine the best way of doing
business, but I have some resistance about centralising everything in Headquarters ADF.

Mrs STONE—But not to everything, just catering? You have a particular
resistance to catering?

Gen. Baker—VYes, but if you do it for catering, you might as well do it for vehicle
repairs, for fuel supply, for logistics. Where do you stop? I think the policy ought to be
the other way: we have a strong, endorsed, central policy process that allows. us to devolve
the functions as far as we can, and we encourage commanders et cetera in the ﬁelt.i to
achieve local coordination. So that is the philosophy but, clearly, there are some things

PUBLIC ACCOUNTS



Monday, 3 February 1997 JOINT PA 99

where a higher degree of coordination might be a cost benefit.

Mrs STONE—In relation to the Glenn report which came out a couple of years
ago and. some 13 years ago, the so-called Tooth report. what has inhibited progress since
those two reports were tabled, which said basically the same thing as this current report?

Gen. Baker—Mr Chairman. can we leave that to the next agenda item?
Mrs STORNE—Too big?

Gen. Baker—No it is not, but [ think we will address Glenn and that consequence
in the next item.

Mrs STONE—AII right.

Mr GEORGIOU—I would like to ask two questions, if possible, about the single
service logistics management. What were the problems in terms of Darwin?

Gen. Baker—Essentially we had a single service agreement in Darwin where Air
Force provided the food for the three services. With the increase of people in the north in
moving the army to the north, the system has outgrown the original agreement we had
between the services. It needs to be renegotiated.

For example, at one stage, by far the largest consumer of rations in Darwin was the
Air Force at RAAF Base Darwin, but now the largest consumer is Army, so is Army
paying Air Force a proper proportion of the bill for food in Darwin? They are the sorts of
issues. How many extra staff has Air Force had to put on to support Army, versus doing
Air Force’s? So there is a whole range of issues in there. I think what we will find in
Darwin under the new command arrangements is that most of the administrative support in
Darwin will be done in future under joint arrangements. That is still under study; it still
has a way to go.

Mr GEORGIOU—My last question is about the response to the recommendations.
This relates to the previous question about what has happened since the Tooth report, but I
understand we are leaving that. A lot of the responses to the recommendations seem to be
of the order of ‘Agreed, and then we will think about it.” And this is a theme. For
example, let me give you recommendation number 3:

The ANAO recommends that the three Services develop cost-effective performance indicators of food
provisioning services, including indicators relating to the cost of providing the service, to assist with management
decision-making, consistent with HQ ADF policy guidance (refer to Recommendation No. 1),

The defence response is ‘Agreed’, and the addendum is ‘To be addressed as part of the
development of an ADF food provisioning policy.” Does that mean that this will be
implemented, not addressed? You are not going to come out with, ‘Having addressed it,
we do not like it.” That is actually a commitment to having cost-effective performance
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indicators of food provisioning services. Okay. cnough about that. Maybe it is just a
stylistic issue.

The other thing is the ADF food provision policy time line. When can we see that
chugging out the other end?

Brig. Campbell—It is a task we have undertaken to complete. together with many
of the other policy development tasks. during the course of this year. Mr Georgiou.

Mr GEQORGIOU—Okay. so by Christmas at least.
Brig. Campbell—Yes.

Mr BROADBENT—Will that include. Brigadier, an assessment of in-house bids?
Having regard to the fact that you actually do not have accurate costings, I just wonder
how you could work out an in-house bid. if you have not got accurate costings now.

Brig. Campbell—It is quite separate commercial support program policy, which is
developed within the department, to deal with both the way we would approach, from a
tactical perspective. how we would offer services to industry. By that | mean whether we
offer catering contracts by themselves, or whether we offer the delivery of catering
services as part of the provision of an array of base services. That particular approach is
alluded to in the report, and the fact that catering costs are included as part of the total of
base services is one of the reasons we are having difficulty in dissecting some of the detail
that this committee seeks.

Mr BROADBENT-—I can imagine vou would. In other words, in regard to
rubbish removal—another name was used—the first time you find out what it costs is
actually the first contract that comes in. the real costs.

Brig. Campbell—No. In the sense that it is quite common best commercial
practice at the moment to offer a contract for an array of services. and to acknowledge in
that offer that those services might be provided as individual components at either a
greater or lesser cost than the contractor had anticipated, then you allow, within the total
of the contract price. the contractor the flexibility 1o manage his costs against the bottom
line. What does not change is the bottom line cost for the contract. although the individual
components may vary. either because we vary our demand for seasonal reasons in the case
of foodstuffs costs. where there can be variation. or for other demand reasons, for instance.
exercises where entire components of military population move from one area or another.
So what we have tried to do. from a strategic CSP policy point of view, is provide
industry with flexibility consistent with what they find in the normal marketplace.

Mr BROADBENT-—Please do not think that [ am coming from a position of
criticism, [ believe defence force is quite different to local government or any other service
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that is provided in the broader community. It might be better if we choose other language
for the processes that you are going through, rather than the compulsory competitive
tenderine or competitive tendering or in-house bids. Perhaps those terms should be
eliminated from what you are trying to put in place. which is reasonable management of
the defence force, rather than benchmarking yourself against private or other industries.

CHAIR—Right. We might conclude on that note with that report. I think maybe
down the track some of the committee might be interested in visiting your defence
establishment and having a look at the catering. If we are impressed with it. we might let
you tender for our catering in this place.
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{3.19 p.m.]

BAKER, General John Stuart, Chief of Defence Force, Australian Defence Force,
Russell Offices, Canberra, Australian Capital Territory 2600

COOPER, Commander Clive, Deputy Director of Personnel Management (Strategy),
Australian Defence Force, Russell Offices D-4-13, Canberra, Australian Capital
Territory 2600

HAY, Colonel Geoffrey Charles, Director of Personnel Plans—Army, Australian
Defence Foree, Russell Offices, Canberra, Australian Capital Territory 2600

HOCKINGS, Group Captain Gregory Norman, Director of Workforce Planning and
Control—Air Force, Australian Defence Force, Russell Offices A-9-29, Canberra,
Australian Capital Territory 2600

PHILLIPS, Group Captain Richard John, Director of Personnel Plans Headquarters
ADF, Australian Defence Force, Russell Offices, Canberra, Australian Capital
Territory 2600

SHARP, Mr Peter Kenneth, Inspector-General, Department of Defence, Russell
Offices, Canberra, Australian Capital Territory 2600

BARRETT, Mr Patrick Joseph, Auditor-General for Australia, Australian National
Audit Office, GPO Box 707, Canberra, Australian Capital Territory 2601

McPHEE, Mr Ian, National Business Director, Performance Audit, Australian
National Audit Office, GPO Box 707, Canberra, Australian Capital Territory 2601

MINCHIN, Mr Tony, Executive Director, Australian National Audit Office, GPO Box
707, Canberra, Australian Capital Territory 2601

SMITH, Mr Graham John, Senior Director, Australian National Audit Office, GPO
Box 707, Canberra, Australian Capital Territory 2601

CHAIR—I welcome representatives from the Australian National Audit Office and
the Australian Defence Force to the third session of today’s hearing. In the third session of
this public hearing, the committee will examine the main issues raised in Audit Report No.
17 1996-97: Workforce Planning in the Australian Defence Force. The Auditor-General
found that there was considerable scope to improve effectiveness and efficiency in the
workforce planning in the ADF and to make savings in salary costs. The JCPA wants to
investigate at this hearing the potential role of the Headquarters ADF in improved
management and co-ordination of the workforce planning function and to review the way
in which workforce requirements are determined. General Baker, do you wish to make an
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opening statement?

Gen. Baker—Yes. Ladies and gentlemen. I welcome this opportunity to address
the committee on the subject of workforce planning. It is a topic of great importance and
one of my foremost concerns for the future of the ADF. Accordingly, it is one of my
highest priorities. I say this not only because of the substantial share of the defence budget
expended on personnel. their training and support. but also because of some other aspects.

The quality of the men and women of the ADF is one of our greatest assets. I think
this has been demonstrated over recent years in the international and domestic acclaim for
our peacekeeping efforts and, more recently, in the successful rescue of yachtsmen in the
Southern Ocean. In the future, as our technological edge inevitably wanes, our capability
advantage on the battlefield will rest even more squarely on the training, skill and
commitment of our people. We demand a lot from them. In the future, we are likely to
demand even more.

I think our workforce planning processes are the least developed of all our planning
systems. I think there are some reasons for this, given the complexity of the issues
involved, our lack of tools or levers to manage and the rapid changes which are taking
place throughout the ADF.

I am concerned about our future ability to attract and retain the high calibre of
personnel we need to meet the future demands of the ADF, given competition from private
industry, the growing expectations of youth and changing social attitudes in general.
Accordingly, [ was very pleased when | was advised that the ANAO initiated the
performance audit of our workforce plan. I was looking for that external review to provide
a fresh look at the problem—some new initiatives and possible techniques and suggestions
to add to the already extensive work which has been under way and which continues
within the defence organisation.

I must say from the outset that my high hopes for this audit have been somewhat
dashed by the outcome. It may be that, given the complex and demanding issues, my
expectations were far too high. Solutions to our workforce planning problems are not yet
readily apparent, but committee members should be in no doubt that implementation of all
of the recommendations in this report—and we pretty much intend to do them all—will
not fix the fundamental problems that we face.

In essence, the audit focus of this report is on the mechanics of the problem, not
the key strategic management issues involved. It suggests a precision which, at present and
probably for the future, is unattainable and unrealistic. The fundamental problem that we
in the ADF face is that, within present practice and regulations, we have few tools to
manage the strength of an all-volunteer force, particularly in periods of rapid change.

It is important to accept that there are a number of key aspects to this. Firstly, an
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all-volunteer force is a great asset. [ do not want people in the ADF who have no desire to
be there. Secondly, there is very little scope for lateral recruiting to overcome the wastage
of most skill groups within the ADF. Thirdly. because of that, we need to grow our own
experience, leaders and managers. It is important to understand the time lag involved in
that. For a unit commander. it is perhaps up to 20 years; for senior NCOs, it is perhaps
10-15 years.

So recruiting simply to replace wastage does not fix the problem. Yet varying
recruiting rates with wastage is about the only tool available to the personnel managers of
the ADF. Wastage rates within the ADF vary over time with direct correlation (o
economic cycles. and we can demonstrate that. [ think anyone who could predict economic
cycles with any accuracy is unlikely to be in the ADF.

Interestingly, the ADF is one of the few organisations which continues to train its
staff in times of recession. Therefore, the ADF is particularly vulnerable in times of
economic upturn. In many ways there is no way in which the ADF can compete with the
private sector. Pilots are a particular case in point.

If we are to keep the ADF young and vigorous, some wastage is desirable, but it is
important to understand that the desired wastage rate is not uniform across the ADF
workforce. For example, for employment with high physical demands such as infantry,
youth——and hence a reasonable turnover—is desirable. The average age of an infantry
battalion might fall best in the mid- to high-20s. On the other hand, in those employment
categories with expensive, costly training and lesser physical demand, greater experience
and lower turnover is desirable. Unfortunately, it is those people with greater training
whom we wish to keep the longest, and it is those whom private industry finds the most
attractive.

I simply quote these issues to illustrate a number of key aspects of ADF workforce
planning. Firstly, it is not an exact science, rather it is a bit of an art in which there will
always been imbalances between the available and the desired workforce. Secondly, we
will always be subject to external influences beyond our control, such as the economic
cycle. We cannot hope to eliminate undesirable variations in wastage rates, but we should
aim to dampen down the amplitude of change. Our present management practice of
recruiting to replace wastage is highly inefficient. It leads to constant and wide variations
in intakes, with great turbulence in the whole training system and with very high
associated costs.

Because we are essentially a closed workforce, glitches in our personnel profiles
take years to work through the whole system. Clearly, I think we need to take a whole
series of actions which go well beyond the proposals in the audit report—and 1 stress that
most of the recommendations in the audit report we will pick up and run with—but they
will not solve the problem.
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Firstly, we need to give personnel managers—primarily the service officers and
service chiefs—better tools and levers for managing the strength of the service. Secondly,
our management should focus on retention rather than recruiting, but by retention. |
include the ability to both retain and waste out people to meet service requirements.
Thirdly, we need workforce planning strategies which recognise the real limitations of our
position and the nature of the ADF.

To meet these needs. there is an extensive program of action in train. I come back
to where I started. People with the right training and experience will provide a capability
edge as nations around this region achieve parity in equipment terms. It was for this
reason that in 1994 we commissioned a review of the ADF personnel policy strategies.
That was the Glenn report entitled Serving Australia: the Australian Defence Force in the
21st century. This was completed in October 1995 and now forms the basis for the ADF
personnel strategy. I think comments contained in that report relevant to this hearing have
been distributed to the committee.

Coincident with the submission of that report, it was decided that a work force ceil
be established in headquarters ADF to direct and coordinate strategic work force planning
issues. That group was formed from February last year. They produced, as one of their
first tasks, a discussion paper on the conceptual framework of work force planning. That
has been accepted by the Chiefs of Staff Committee. With effect from last month, the
work force planning cell from the civilian side of the organisation was combined with the
military cell. This action accords with our philosophy to manage our total work force as
far as we can in a holistic manner.

Consistent with the observations and recommendations contained in that Glenn
report and the paper on work force planning, a new defence personnel information system
is being put in place. This will aggregate personnel data from the program to support key
decision makers and senior planning staff. This is leading to an appraisal of the
information requirements to support work force and personnel planning and a dictionary of
common definitions.

With effect from last month, a new directorate of defence personnel research has
been formed to undertake research on external and internal factors likely to impact upon
work force and personnel planning. For the first time a strategic work force plan and a
personnel plan are being produced. I hope the first edition of these documents would be
available mid-year, but they will be very much a first edition because we have a lot to
learn. Personnel and capability development divisions within Headquarters ADF are
working more closely together to develop cost of capability guidelines to ensure that work
force and personnel factors are given far more consideration at every stage of the
capability development process.

A far more holistic and sophisticated assessment of personnel options is currently
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being undertaken to better manage the work force. Some of the projects include the
following. We are looking tor more tlexible employment practices. characterised by phases
of a career where the number and length of phases will differ betweer ~rofessional streams
and where ideal separation rates are modelled. This permits timely management
intervention if separation trends vary too greatly from the ideal: not in bulk terms but
directed specifically to employment categories. We are looking for a wider range of work
practices such as part-time work and job sharing to provide greater flexibility to work
force planners and managers and also to members. and these recognise the changing work
and career patterns of all Australians.

We need to look at a more competitive remuneration for the officer corps based on
work value. rank and skill. We are already developing such a system for the other ranks
We need a reassessment of career management in the ADF to have regard to individual
expectations, changing career patterns and changing organisational requirements, not least
of which is CSP. We need reappraisal of the existing work force controls such as limited
tenure promotion, management initiated early retirement, redundancy provisions. retention
bonuses and the level of approval for such initiatives. In particular. we need to provide the
chiefs of our services with better levers, We also need to think how ongoing changes in
industrial policies will be implemented within the ADF.

I welcome the opportunity to touch on a few of the complexities of the work force
issues facing the ADF. The performance audit recommendations will be implemented.
Indeed, the program we already have in place is rather comprehensive and it picks up most
of the things that the audit report itseif recommended.That said, much remains to be done
to achieve a work force planning and personnel management system which meets my
expectations and the needs of the ADF. The audit by itself will not fix our problem. Thank
you, Mr Chairman.

CHAIR—Thank you. Mr McPhee?

Mr McPhee—Thank you, Mr Chairman. The work force planning in the ADF was
chosen for audit because of the significant cost of personnel—-some $4 billion a year. or
over 40 per cent of the defence budget—and the importance of personnel in performing
the defence function, which General Baker has articulated so well.

Work force planning has not been subject to previous audit coverage. Auditing all
three services was intended to provide some better practice {indings which could be used
across the ADF. The objective of the audit was to assess the work force planning systems
used by ADF with a view to identifying better practice and making recommendations
where appropriate to promote overall effectiveness of planning systems. The main issues
were the management of the work force planning function and the determination of work
force requirements. The scope of the audit was not intended to be—nor was it—as broad
as General Baker may have wished. We would be happy to talk a bit about our planning
processes if you wish later on.
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The audit concentrated on the full-time military work force. but also included the issue of
the flexibility available for military units to employ reserves or civilians where
appropriate,

Overall, we found that operational work force planning was being conducted in a
satisfactory manner. It is a complex task. as General Baker has indicated. which the
individual services were pursuing diligently. However, in our view there was considerable
scope to improve effectiveness and efficiency. Savings in salary costs should also be
possible. The department responded positively to the report, stating that it provides a good
summary of how work force planning is conducted within the ADF and makes some
useful suggestions as to how the ADF might improve procedures and practices.

We suggest defence should focus attention on the following key areas. Firstly, the
establishment system. which we observed to be inflexible and, sometimes, inefficient and
ineffective. The ANAO recommended a reduction of emphasis on establishment controls
together with more reliance on financial controls to manage work force usage while
retaining central control of the military work force structure. However, this was the only
recommendation disagreed with by the department. because of concerns that it would add
to administrative complexity and not be consistent with central control of the military
work force.

We were informed that there were not always clear cost benefit analyses to support
decisions on work force requirements for new capabilities. We recommend that a
coordinated approach be taken. along the lines introduced by the air force, to define the
costs—including work force costs—of introducing a new capability. Further. the audit
looked at the issue of structural overlay. This is the requirement—driven by the closed
nature of the military work force system—for additional people in junior ranks to maintain
the strength of senior ranks into the future. Structural overlay is particularly high in
Navy—380 to 1000 sailors. This indicates the potential for reducing structural overlay
which currently costs about $40 million per year for Navy alone.

We noted that Navy is facing a work force requirement which reduces then rises
again. as new ships are brought into service. Navy is proposing to smooth the required
work force levels by retaining additional people—or around 2,000 person years—at a cost
of some $120 million. Navy commented that only a part of the dollar figures referred to
by this office could be realised as a saving, and we fully accepted that point. We propose
that steps also be taken to improve the accuracy of a key element of work force planning,
namely the prediction of wastage. Tony Minchin and Graham Smith were the audit staff
who were involved in the audit, and we would be happy to respond to the committee’s
questions.

CHAIR—Thank you.

Mr GEORGIOU—! will start off with a brief question on the first
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recommendation on Army concentrating the management of all work force planning. other
than resourcing, in policy division. The response is agreed in principle. which always
makes me a bit uncertain about what that means. The further comment is that the spirit of
the recommendation is thought to be in place currently. What does that response actually
mean—that you are going to do it. or not?

Col. Hay—The management work force planning situation within Army essentially
has two functional elements to it. I would also argue that those functional elements are
common to the other services. They are the determination of the liability or the
requirement to have people in Army and. secondly, the provision of people to actually fill
what we call those establishment positions.

Army has structured itself within army headquarters to separate those two
functions, because they are discrete. I think what ANAO is alluding to in their report is
that they should in fact be integrated or combined into one organisation. Whilst we agree
in principle with that idea, the way in which we actually conduct the process of work
force planning involves a great deal of interaction between those two functional elements.
Therefore, we believe that the principle of the recommendation is actually in place, that
we do conduct work force planning as they are suggesting, but the organisational
boundaries that we have placed around the two functions are discrete, rather than
combined and integrated, which may be the spirit of their recommendation.

Mr GEORGIOU—So the recommendation says ‘unify them’. You are saying that
they are actually separate but operating in an integrated fashion and that actually executes
the outcome that ANAO intended?

Col. Hay—Yes, that is correct. The other aspect to it is that some of the
components of those two discrete functions actually perform other roles than just work
force planning. Therefore, organisationally it is Army’s preference to retain the current
structure rather than to combine the two functions.

Mr GEORGIOU—Could I ask for ANAO’s comment: is Army really doing what
vou think you want Army to do?

Mr Smith-—The reason for the observation was that there seemed to be a fairly
complex method of achieving that coordination, which we do not doubt is occurring. We
are happy to take Army’s recommendation at face value and, in due course, we might do a
follow-up and try to evaluate more carefully how the coordination to achieve the objective
is achieved.

Mr GEORGIOU—So, in essence. you accept Army’s response?

Mr Smith—My first preference was the initial recommendation. But. if that is
Army’s response, I guess we accept that on face value, and we will look at it again later
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when we come to a follow-up audit.

Mr GEORGIOU—So you do not really agree. but vou are willing to wear it at
this stage until you go back and have a look at it?

Mr Smith—Yes.

Mr GEORGIOU—There is a substantial conflict on recommendation 4(b) on page
xxvii, regarding the allocation of:

personnel resources (it the form of a single monetary allocation covering regulars, reserves and civilians) to sub-
program managers . . .

The defence response is a very strong negative. How significant is the recommendation in
ANAQ’s view?

Mr Smith—It was part of our group of recommendations in recommendation 4,
which we thought was a solution to the problems which we observed with the
establishment system. We recognised in the preamble that it is complex. We felt this was a
solution which would achieve that objective. Defence have disagreed with that component.
As has been said earlier, our point is always to raise issues and suggest ways forward, but
it is up to departments to implement. Again. we can come back later to see whether the
root cause has been addressed.

Mr McPhee—Our position is to try to get some of the decision making down at
their command level and to do that to the extent practicable. Because, if I could quote
General Baker on the value of devolution. if you can do thai—and leave the centre to
determine policy—that is great. General Baker said clearly that there are exceptions. This
is probably one. in his view. The idea is to try to address some of the bureaucratic
arrangements which we have in place and to put up an alternative proposal for the
department’s consideration,

Mr GEORGIOU—Am | wrong in saying that Defence is almost totally negative
on that? It seems like a very strong rejection of a recommendation.

Gen. Baker-—From a personal viewpoint, I am happy to allow the service chiefs to
manage their work force in the way they believe is best, provided they deliver. That is
fine. provided it is an open system and you can go and buy what you want. But the
Defence Force itseif is a closed system and. unless that work force is generated centrally
and controlled centrally, you lose all aspects of control. We are constantly trying to predict
our requirements 10 and 15 years ahead. That is what drives much of the work force
planning. | admit we are not good at it because we do not have the controls. But it does
inhibit. in some ways. how much you can devolve. | think there is a balance somewhere
tf)etween what the audit office is saying and our present practice. | am keen to devolve as
ar as | can.
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One of the complications in personnel planning all the time is that we are operating
within two sets of controls: one is numbers: the other is money. If we could just go out
and buy battalion commanders off the street tomorrow, it would be easy, but you cannot.
The only other organisation that has the limitations that we have is probably the Catholic
Church. and they are not doing much better either. It is the problem with having a closed
work force—you have to grow vour own. [t creates problems as to how far you can
devolve control.

It is all very well a battalion commander saying, '1 want ten cooks and only three
riflemen.” That is fine, but we would not be able to give it to him unless we started to
produce years ago. [ think our systems are bureaucratic, over structured and too slow. We
need to improve it. To that extent [ think the audit office is right, but we have to find that
balance.

Mr Barrett—As [ said betore, we are not in the business of telling Defence how
to run the Defence Force. I would stress that that recommendation relates to subprogram
managers, which is a pretty high level. In fact. I would argue that the subprogram
managers are pretty essential, particularly in the defence context.

So I agree with the General that it is a question of balance. But we have now had a
lot of experience in the private sector and in the public sector for a number of years.
where greater flexibility to managers has paid off. It paid off very handsomely in terms of
not only getting the right people in the right job but encouraging people to come in on the
flexible conditions that are available.

It seems to me that there is a range of positions in the Defence Force where [ think
flexibility would be the key to getting people in and not having the stringent controls. We
all know that stringent controls come at a cost. I then make a distinction, as General Baker
made a distinction. between those people who are key to the Defence Force at the end of
the day, where he does have problems in not having a market out there. That is not what
we are talking about. What we are talking about is the subprogram managers, where there
is a degree of flexibility.

[ think that when you talk to people—including base commanders, as I have done
over the years—you can tell that the crying need is, as they have said in relation to other
managers., for more flexibility. If they only had greater flexibility, they would be able to
produce greater efficiency. If we are talking about blue sky thinking, about manpower
planning in the future, then I think you have to open your mind towards greater flexibility
for people who are actually paid to manage. That is the basic point from where we come.

Mr Smith-—I will add a little bit to that, Mr Chairman, [ certainly support what
Mr Barrett has said and emphasise that what was in our thinking here was more the
support units where there was potentially more flexibility between military civilians and
reserves. We might almost also point out that we understand what we are proposing is a
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little bit similar to arrangements with the non-service programs where. if a nominated
service is supposed to provide a particular uniformed officer-—say. to Headquarters ADF—
and if they cannot provide that particular uniformed ofticer. then we ~~lerstand that HQ
ADF would be entitled to ask for funds to fill that position by other means. That is a
similar approach to what we are recommending for the other subprogram managers.

Senator GIBSON-—From an industry perspective. which is where I come from, |
support what Mr Barrett was saying. There have been great returns in the private sector
from delegation. pushing responsibility as far down the line as possible. In some industries
there are a lot of specialties that are not available in the marketplace and you have to train
yourself. I know of a company where that applied.

But, in pushing this 4(b) recommendation. in having that sort of regime in place in
the private sector. there was also great pressure on those managers to cooperate together,
to go across several entities or some subprograms to make sure that the planning is in
place and to make sure that there are the replacements and the people coming through in
an overall aggregate sense. So 1 am not sure that 1 agree with the Defence Force.

Gen. Baker—If you can explain to me where you get a ship's captain, a fighter
pilot. a maritime patrol officer or a battalion commander off the marketplace, without
starting to prepare him and train him 15 or 20 years ago, I will agree with you. But the
simple fact is it takes us 15 years to train a senior NCO. Now you have to keep an overall
control because there will always be a gap between your ideal manpower structure and
what you have actually got and you need to manage that. [ am not averse to devolving the
function in terms of managing the people that we have, I am quite happy to do that, but
you cannot have people at the lower level suddenly deciding that next week they want 10
battalion commanders when you have only had a system of training three. Even if they
approve it, you cannot give it to them. Now this is the problem in a closed system, you do
not have the same flexibility.

Let me go further by saying it is all of those areas that you can do in the
commercial world which are the subject of CSP and are slowly being processed out of the
Defence Force. We will have, in future, difficulties in attracting people to keep our
technical expertise alive and we will need to have relationships with industry which are
quite different to now. But that is not the central core of our manpower problem which is
a time delay between wastage and filling that position with experienced people.

Senator GIBSON—Is this largely at the senior level?

Gen. Baker—It is at most levels. And it varies between rank, between trade
specialty and with the nature of your employment category.

Senator GIBSON—In rejoinder, can I say that in running paper machines—
again—you need 15 years experience. It had to be in-house because they were not
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available in the marketplace.

Gen Baker—That is all right. You have the opportunity though, if you want to
retain someone, of upping his wage to keep him in the system. We do not have that and
that is one of our limitations—we do not have manpower control. That is what complicates
our whole process and that is what I am saying we need to do.

Senator GIBSON-—Okay, so you need better flexibility?

Gen. Baker—Better manpower control. Our only manpower control is when
someone leaves we recruit someone to replace him. That recruit is at the bottom of the
tree.

Mr BROADBENT-—My question is to General John Baker. Buying a manager
from an international company cannot be done in the Defence Force. You can, but it might
be totally inappropriate. Also, [ have a comment to Pat Barrett: [ hope you give the lecture
you have just given this group to DSS and Veterans Affairs’ within a couple of weeks. |
would appreciate that greatly.

General Baker, my questions stem from your opening remarks. You said you do
not want anybody in the Defence Force that does not want to be there on a voluntary
basis, and whilst I can understand your position, and that would be the position of most
managers in every organisation across Australia, however, I want to put to you a couple of
things to get your comments. One would be that a voluntary or involuntary group of
people for one or two years of reasonable training or semi-training would give you a pool
of people that, having regard to the changing social attitudes that you have put forward,
would educate that poo! of people—voluntary or involuntary people—to open up the
opportunities for your recruiting of a wider range of people. That may make a difference
in the long run to the glitches that you face, if you have a greater pool of people to draw
from.

Secondly, regarding the lateral recruiting, I take it that is a remark in regard to the
closed shop process or the closed market that you are in?

Gen. Baker—On the first question, I am keen that anyone in Australia who wants
to serve in the Defence Force should have the opportunity to do so. I regard that as a
fundamental requirement. And the system for doing that is not only full-time but you can
also do it part-time. It is my hope, in the future, that we will break down the distinction
between full-time and part-time training so that people can move freely between full-time
and part-time training. I think that accords with the changes in social developments that
are occurring. Under previous arrangements, when someone had to change his lifestyle and
did not want to be posted interstate—for family reasons or other reasons—he had one
option, and that was to leave the Defence Force. So we got rid of him or her. I would like
to be a little more flexible in the future.
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I think we will need to increase our lateral recruiting in specialist fields. As we go
down the commercial support program there will be some things in engineering,
maintenance and logistics that we will no longer have the workload within the ADF to
generate our own experts. Aircrait engineering is a classic example. More and more, the
deep maintenance of our aircraft is put out to commercial enterprise, and the less
opportunity we will have of training the senior aircraft engineers in-house and giving them
their experience for the Air Force. So we will need to come to some accommodation with
industry, either by seconding people in uniform to industry or by coming to some new
arrangements. Because when we deploy for operations, we will want some of those people
in the field. So there are those sort of problems.

Medics are another example. It is becoming increasingly difficult to attract and
retain medical officers in the Defence Forces. There are enough problems elsewhere. Not
only that, medical officers in the Defence Force spend their whole time training on fit,
young people who have sprained ankles and things like that. They do not get the level of
experience required by their own profession to keep themselves eligible for civilian
practice. So we cannot afford to keep doctors, in their own interests, in the Defence Force
for 30 years like we used to. So we have to find a new way of dealing with that.

We will deal with those sorts of circumstances provided we get different levers to
control it and different policies. It requires, in essence, a rewrite of the Defence Act to do
the sorts of things we have in mind. They are all the sorts of things that impinge upon
work force planning. Because, unless you have those mechanics and regulations that allow
you to do those things, you can do all the planning that you like and it will not work. That
is part of our problem.

CHAIR—Have these things been looked at by the review?

Gen. Baker—We started this in 1994, when 1 became aware of the long-term
problems with personnel in the Defence Force, and that is what gave rise to the Glenn
review. That was the start of this basis. We are doing a lot of work internally to look at
how we can restructure and rearrange, but it really comes down to changing the whole
way we go about doing our business. That is going to be a long-term process and will
require amendments to the Defence Act, and other regulations will need to be put in place.

[ pointed out to the ongoing defence efficiency review that this is the top of my
priority list, and they have to do something about helping us jump this hurdle. It is a very
important issue as far as [ am concerned, and it is a long-term one.

Mr BROADBENT—Have you chosen not to comment on a base of voluntary or
involuntary people in the Defence Force?

Gen. Baker—I do not want involuntary people. We are not a social engineering
agency; we are not there to change people’s aititudes. The great strength of the ADF is
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that wherever we have gone, the people who have gone with us—and this is in recent
years—are people who have wanted to be there. They were volunteers and they were
committed 1o what they were doing. You did not spend two-thirds of your time
administering a bunch of malcontents. | might say that it is not a criticism of all of those
who went to Vietnam as national servicemen. because they all virtually volunteered to go.
They performed magnificently. But there is a whole range of administrative overheads in
looking after people who do not want to be there. It is not my priority for developing the
capabilities we need—

Mr BROADBENT—I used the words "voluntary’ and ‘involuntary’ on purpose. Is
there a case for a country to develop a bank of young people over a two-year period—an
opportunity to voluntarily—

Gen. Baker—There is a system called Reserves. We get the flexibility to offer
people full-time and part-time training, and we can build up that bank for people who
volunteer to do it. I think we almost have the tlexibility to do that now, but we do not
have the financial cover to do it. We need to change our priorities in that sense. So there
are a lot of issues associated with it that go well beyond manpower. On present
government projections, we could only do that at the expense of developing capabilities
elsewhere. It is a question of where your priorities lie in the present strategic
circumstances.

Mrs STONE—You have talked about the fact that you are limited with the tools
that you have to manage. You have identified what those limitations are in terms of being
able to predict socio-economic circumstances, your closed shop and so on. Then you
mentioned strategies that you have at your disposal now, or perhaps you do not, but you
are aiming to achieve flexible employment practice by the sound of it, a wider range of
work practices, negotiable incomes and so on.

I am wondering, what sort of work are you doing now to identify why you have
got the separations that you have? Most of us who have anything to do with the Defence
Forces can immediately list 15 reasons why when young men’s wives get to a certain stage
they exit the force and so on. Have you got that data now and have you identified how in
a matter of months you could very quickly change some of the problems?

Gen. Baker—We have. We do a lot of research and a lot of post-separation or
separation interviews. The problem comes down to a number of areas. Firstly, we are in
the stage of two income families becoming the norm. It is very difficult for spouses of
members of the Defence Force who are shifted regularly throughout the country. Even if
they find a job, they generally go to the bottom of the totem pole. I have seen spouses
whose members have served 20 or 30 years, who f{inish up with virtually no
superannuation for example because they are constantly shifting.

As we increase the level of education. training and stature of people in the Defence
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Force, more and more of the spouses are professional people in their own right. with their
own careers. their own ambitions and their own desires. The Defence Force lifestyle is
difficult. It is recognised that one of the greatest disadvantages faced by service families is
the education of children and the constant move around. There is a perception if not a
reality that it is a great disadvantage to the children. More and more we are seeing people
shift to do their jobs and leave their families behind which has a whole series of
implications that flow from it. Your mind is only half on the job if your kids are sick
10.000 miles away.

Certainly when I grew up you joined the Defence Force and you expected to stay
there for the rest of your life. We plan our systems around that expectation. In fact, less
than two per cent of ADF members serve to retiring age, yet all our systems are structured
around lifetime service. Youths these days—and I speak to a lot of them at recruiting
centres and the Defence Force Academy-—say to me, ‘We'll give you 10 years and then
we’ll go and do something else’. So there is a changing social expectation of youth and
we have not adjusted our systems to dealing with that.

[ think there is a Iot of research and a lot of analysis to be done, but the primary
reason is economic. You can trace it. In periods of recession, the Defence Force retention
rate improves; in periods of economic upturn, people are bought. It is very difficult to
keep a young pilot in the air force who is offered three times his wage by the Saudis to go
and serve for three or four years in Saudi Arabia. How do you keep him? We have no
leverage. You have a technician who has done 1S years training and he has been career
managed to give you a long-term capability in electronics. He comes to you and says,
‘That company is offering me twice as much’. We cannot even offer him a three per cent
increase in salary. There is no way we can keep them. You cannot expect these kids under
the social pressures today to serve on. That is our problem. We need to fundamentally
change and give our managers the levers to control their work force.

How do we deal in the future under enterprise agreements in the ADF? | think
there are some complicated issues there that we need to deal with. It is not just now. It has
been changing for the last five years, but they pose particular problems for an organisation
such as ours that we need to learn to cope with. I am not saying we should not do it. I am
saying we have to change and learn and we have not been good at that. But they are the
fundamental problems. You can do all the planning you like, but if you do not have the
levers to manage it, what is the point?

Mrs STONE—So it is a regulatory straitjacket you are talking about, which is a
major problem to deal with.

Gen. Baker—Yes. Particularly in a closed work force environment where the
decisions you make now will have an effect 20 years later.
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Mrs STONE—More women are serving. for example. and they tend to be
marrying male service personnel. but the army. navy and air force do not necessarily
choose to put them in the same place as married couples. There are those sorts of issues
that happen. too. which do not require regulation,

Gen. Baker—There are not too many ships at Tindal. yet that is our problem. If
you have got a fighter pilot who 15 married to a girl in the navy who is a principal warfare
officer and likes to be at vea. you have a problem when one goes to Tindal and the other
one does not. What is concerning me is. increasingly, as we go more and more joint, what
we are finding at the Defence Academy is the cadets from one service are going out with
the cadets not of their own service but of a different service.

Mrs STONE—Yes, that was the point | was making.

Gen. Baker—And the inter-service marriages are increasing tremendously.

Mr BROADBENT-—And the divorces.

Gen. Baker—No. | think we do face some very serious problems in that respect.

Mr GEORGIOU—! would just like to continue with the theme of
recommendation and response. Can [ just go to recommendation 4(a) on page 27. where
audit recommends that each service:

(a) set an overall uniformed target strengih that takes into account demands from sub-program managers, future
requirements, structural constraints and financial constraints;

This is after significant discussion of establishments and establishment control. and
Defence says:

Agreed—the ADF operates on this principle:

Is there a degree of two parties missing one another about what is recommended and what
is agreed? Does audit believe that the ADF does operate on this principle?

Mr Smith-—I think there is a little difference. We feel that there are a number of
targets. There is the sum of the establishments, the personnel entitlements of the various
units, but they do not necessarily add up to the total amount of personnel resources that
are funded. That is one difference. There is also an attempt to meet the future
requirements. but | do not know that that is explicitly taken into account in that system
either. | guess what we are suggesting is there should be some attempt for a synthesised
overall target structure which takes those things into account. That is my explanation of
what the recommendation intended.

Mr GEORGIOU—And it is not your empirical observation that this is the way the
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system operates in principle?
Mr Smith—Yes, that is correct.

Mr GEORGIOQU—Because there does seem 1o be a degree of A saying something
and B saying, ‘Yes, that is what we are doing’, but the two do not meet. [s that the case in
this one? Essentially what audit is doing is actually asking for a different sort of approach
towards management of manpower and is quite explicitly attacking establishment control.
When you negotiated this, did you both think that you were agreeing on it?

Gen. Baker—Mr Chairman, [ do not have any problems with subparagraph (a). |
think we need to do that. We can do it better. But we agree, we would like to be able to
do that. What we do not agree with is subparagraph (b); that is where the difference
comes. So there is a whole bunch of recommendations here.

Mr GEORGIOU—And there is not a world of difference between the intent of (a)
and the principle of (b). I cannot address that beyond that particular point.

Gen. Baker—Yes.

Mr BROADBENT—Are we drawing close to a close? I have a more general
question for General Baker. Sir, you have virtually called today, in my opinion, for a
comprehensive review to allow some more flexibility with the levers for the Australian
Defence Force Headquarters. A lot of these recommendations and the implementation of
them will form part of that review, or do they just raise the issues further?

Gen. Baker—My view is that the recommendations in this do not address the
fundamental issues. You can have all these recommendations, and we will implement
virtually all of them, but they will not solve the fundamental problem. Therefore we need
a totally different approach, which I am proposing. 1 was hoping to get a lot more new
ideas out of this external review but that has not come about. I do not say that as a
criticism, because it is a very difficult, complex problem.

We can implement all of these recommendations and it really will not fix the
problem that I see for the ADF into the future. That is the point I am trying to leave with
the committee. You should not say, ‘If we implement this, the problem is fixed.’ It is not.
That is what I am trying to say.

Mr BROADBENT—What processes have ADF Headquarters got in order to move
to the concerns that you have?

Gen. Baker—We have a whole series of initiatives in process. It started with the
Glenn review to look at all the background, to try and give us some steers. We have
formed some new organisations, we have a policy planning paper that has been considered
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and agreed in principle by the Chiefs of Staff Committee, we have put in place some
research organisations. we are putting in place common personne! reporting s3stems. et
cetera. We need to go further and this why it is one of my highest priorities o get our
work force planning processes upgraded o a strategic process—-it 1s one of the weaknesses
we have in our defence planning systems at the moment.

CHAIR—Is this problem shared by defence forees overseas?

Gen. Baker—I think it is shared in various degrees. If vou doubled everybody's
salary tomorrow. the problem would temporarily go away. It is a hit dJifficult to compare
our conditions with those of the major forces overseas. We need a4 umquely Australian
solution to this, because we are dealing with an Australian community which is different
from most others. But no militaries, other than those who do it compulsorily, have an
effective manpower planning system-—and those that do it compulsorily do not have
effective manpower. So you can take your choice.

Mr BROADBENT—But many of those that do it in a compulsory way have an
immediate threat also. don't they?

Gen. Baker—You change the strategic circumstances of Australia, then. and my
view would change. But under present strategic circumstances, an all volunteer force is
what we are talking about.

Mr BROADBENT-—It is great to hear, General Baker. that you are saying
‘flexibility’ already.

Gen. Baker—I have been saying it for years.

CHAIR—That concludes our hearing for today. I would like to thank the people
from Defence and also from the Audit Office for participating. [ think this hearing leaves
more questions than it does answers, so we will have a careful look at the whole subject.

Resolved (on motion by Mrs Stone):

That the committee authorises publication, including publication on the parliamentary database, ~f the
proof transcript of the evidence given before it at public hearing this day.

Committee adjourned at 4.13 p.m.
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