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EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS OF
THE LEGISLATIVE COUNCIL
Friday, 2 July 1982

JOINT INVESTIGATORY COMMITTEES - The Honourable
W.A. Landeryou moved, by leave, That contingent
upon the enactment and coming into operation,
this Session, of legislation to establish Joint
Investigatory Committees:

(a) The Honourables P.D. Block, B.P. Dunn, G.A.
Sgro, D.K. Hayward and A.J. Hunt be members
of the Economic and Budget Review Committee;

Question-put and resolved in the affirmative.

EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS OF

THE LEGISLATIVE COUNCIL
Thursday, 20 October 1982

ECONOMIC AND BUDGET REVIEW COMMITTEE - The
Honourable A.J. Hunt moved, by leave, That the
Honourable P.D. Block be discharged from atten-

dance upon the Economic and Budget Review Committee

and that the Honourable J.V.C. Guest be added to
such Committee.

Question-put and resolved in the affirmative.

EXTRACTED FROM THE VOTES AND PROCEEDINGS OF THE

LEGISLATIVE ASSEMBLY
Thursday, 1 July 1982

COMMITTEE APPOINTMENTS - Motion made, by leave,
and question - That, contingent upon the coming
into operation of the Parliamentary Committees
(Joint Investigatory Committees) Act 1982-

(a) Mr. Gavin, Mr. Harrowfield, Mr. McCutcheon,
Mr. McNamara, Mr. Richardson, Mr. Rowe and
Mr. Sheehan (Ivanhoe) be appointed members
of the Economic and Budget Review Committee.

-(Mr. Fordham)-put and agreed to.
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PREFACE

The Economic and Budget Review Committee is constituted under
the Parliamentary Committees (Joint Investigatory Committees) Act
1982 to investigate and review matters referred to it under the
following Terms of Reference:

- to inquire into and report to the Parliament on any
proposal, matter or thing connected with public
sector or private sector finances or with the
economic development of the State where the Committee
is ;equired or permitted to do so (by or under its
Act).

- to inquire into, consider and report to the Parliament
on any annual report or other document relevant to the
functions of the Committee which is laid before ejther
House of Parliament pursuant to a requirement imposed
by or under an Act. ‘

- to inquire into, consider and report to the Parliament
on any matter arising out of the annual Estimates of
Receipts and Payments of the Consolidated Fund or
other Budget Papers.

TERMS OF REFERENCE FOR THE INQUIRY
INTO DOCKING AND REPAIR FACILITIES

His Excellency the Governor of the State of Victoria by and
with the advice of the Executive Council thereof has by Order made
on 7 September 1982 approved, in accordance with the Section 4F(a)
(ii) of the Parliamentary Committees Act 1968, No. 7727 (as amended)
that the Economic and Budget Review Committee inquire into, consider
and report to the Parliament on :

"The need for improved docking and repair facilities in
the Port of Melbourne and the feasibility of providing
such facilities"

and report within six months of this day.
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CHATRMAN'S TINTRODUCTION

The major task of the Committee under its terms of refer-
ence has been to estimate the need for a new dry dock in
the Port of Melbourne. In this study, the Committee has
provided its assessment of:

1. The demand for a new dry dock in the Port of Melbourne.
2. The capital cost of such a dock.

3. The overall financial cost to the Government of both
Government and non Government operation of a new dock.

4. The overall economic costs and benefits to Victoria of
such a dock. '

5. The employment implications of a new dock and of not
replacing the existing dock.

6. The value of a new dock as a defence facility, as an
emergency facility and as a generator of additional
trade for the Port of Melbourne.

Establishing this assessment has been a difficult task
requiring judgements about future events such as the future
size of the coastal shipping fleet, movements in Australian
and overseas ship docking and repairing costs, the reaction
of competing Australian docks to a new dock in Melbourne
and the success of Australian trade unions in persuading
more overseas trading vessels to dock in Australia.

Nevertheless, the Committee is confident it has made the
best possible estimates of the relevant factors in the cir-
cumstances. The Committee is confident that this is a con-
structive and professional report which fully addresses the
Committee's terms of reference.



In examining the terms of reference the Sub-Committee,
comprising the Hon. D.K. Hayward, M.L.C., the Hon. G.A.
Sgro, M.L.C., Mr. P.M. Gavin, M.P., Mr. P.J. McNamara,
M.P., and Mr. A. McCutcheon, M.P., met 34 times and held
six public hearings. In addition it conducted inspections
of dry docks in Melbourne, Sydney, Newcastle and Brisbane.
It also travelled to Canberra for discussions with various
Federal authorities.

The Committee gave consideration to the national implica-
tions of any dry dock proposal, but notwithstanding
recognition of the need to develop national strategies for
and co-ordination of ship repair facilities, the Committee
felt that Melbourne had the best location and enjoyed cost
advantages over the other dry docking facilities available
in Australia.

On the basis of all this information, the Committee has
come to a recommendation that the A.J. Wagglen dry dock
should be replaced with a larger dry dock in the 27,000
tonne range located at the Webb Dock site.

The Committee wishes to express its thanks to the many
individuals and organisations who made submissions either
in writing or by appearing in person before the Committee.

As Chairman, I would also like to record my personal
thanks to the Sub-Committee, and in particular to the
Chairman, the Hon. D.K. Hayward, for their dedication, as
well as the assistance received from the Committee's staff.

B.J. ROWE, M.P.
Chairman.




SUMMARY, CONCLUSION AND RECOMMENDATIONS

The Committee has no doubt that Melbourne is the natural
and best Tocation in Australia for a major commercial ship
repair facility. This was clearly borne out in evidence
presented to the Committee which highlighted Melbourne's
position as Australia's largest container port and its
significance as a terminal port. The evidence also indi-
cated that:

- a Melbourne dock would be better located in
relation to shipping routes than any other
dock to capture dockings by coastal and
overseas liner vessels.

- its docking and repair costs are generally
lower than Brisbane and Newcastle, its relja-
bility is better and its level of industrial
disputation is Tower and this competitive
advantage can be expected to continue.

This evidence suggests that Melbourne is a superior site
for a major commercial ship repair industry to either
Newcastle or Brisbane. However as these two ports also
have development plans, the Committee believes that if at
all possible, consultations should be convened by the
Commonwealth Government with the three States in order to
develop national strategies and co-ordination of repair
facilities at all three ports, and to identify the special
market segments which each port might profitably develop.

The Committee suggests that the following guidelines
should form the basis of any decision that the Government
makes with respect to replacing the A.J. Wagglen dock:



the ship repair industry, including the dry
dock facility itself, must be organised and
managed so as to be commercially competitive.

the dock should offer high quality workman-
ship at a competitive price, in a competitive
time, and with guaranteed delivery.

all parties to the industry should have a say
in the policy decisions and management of the
dock, and in the winning of its market share.

all parties should benefit from the successful
operation of the dock.

RECOMMENDATIONS:

The Committee accepts the findings of the study, namely,
that a new 27,000 tonne dry dock will achieve at least

a 60 per cent occupancy rate, will create employment for
approximately 500 people on a long term basis, at a nett
cost to the Government of between $6M and $10M. The
Committee therefore recommends:

1.

3.

That the A.J. Wagglen dry dock be replaced with a
larger floating dry dock.

That the replacement dock should be in the 27,000
tonne range, and be fitted and equipped for fast
and efficient docking, cleaning and repair work.

That the selection of the replacement dock should
include the consideration of

a. currently available secondhand docks of
suitable specification, and

b. the calling of tenders for the construction
of a new dock, from both local and overseas
contractors.



That the site for the location of the dock should be

that recommended by the Port of Melbourne Authority,
at Webb Dock.

That the management arrangements should be developed
by the Government, in consultation with the maritime
unions, the repair industry, and other vitally con-
cerned bodies.



CHAPTER 1 : INTRODUCTION
1.1 Background

The current Melbourne dry dock, the A.J. Wagglen, was installed
at its present site in August 1975 as a temporary measure following
the closure of the old graving dock to allow construction of the
Johnston Street Bridge.

Initially a study group had recommended in 1973 that the
Victorian Government purchase a 15,000 tonne floating dock to handle
vessels up to 30,000 tdw, but since construction and installation of
a new dock would have delayed building of the Bridge too long, it was
decided to purchase a second-hand dock, which could be installed more
quickly.

The A.J. Wagglen, was subsequently purchased overseas and the full
capital and installation costs were paid by the Victorian Government.
The operators of the previous dock, Duke & Orr Dry Dock Pty. Ltd.,
were given the right to manage the new dock under a profit sharing
agreement with the Government.

At the time the Government recognised that replacement of
the A.J. Wagglen, which was 20 years old when purchased and which has
a 1ifting capacity of only 8,000 tonnes, would have to be considered
after 1980 if the trend towards larger ships continued. This trend
was confirmed when between 1975 and 1982, 39 Australian vessels were
replaced by vessels too large to fit the dock and a further three
were enlarged beyond the dock's capacity.

As a result of the dock's declining occupancy rate because of
its small size it will not be financially viable to the dock operator

in the very near future.

The Government therefore referred the matter for investigation to

the Economic and Budget Review Committee.



1.2  Structure of the Inquiry

The Committee considered it was important to obtain an objective,
independent assessment of the "need for improved docking and repair
facilities in the Port of Melbourne" to provide a rational basis for
discussion with interested parties from the shipping and repair

industry.

For Stage I of the Inquiry the Committee therefore commissioned
the Monash University Centre of Policy Studies to prepare a cost-
benefit study for circulation to all parties involved in the Inquiry,

including interested members of the public.

The Report "Dry Dock Facilities in the Port of Melbourne: A
Cost-Benefit Study" was published in December 1982 and submissions
were invited from interested groups and from the public.

For Stage II, six public hearings were conducted to hear
evidence both in response to the Centre's Report and on additional
issues. Lists of witnesses, written submissions and persons with whom

discussions were held are given in Appendices I to IV.

The Sub-Committee conducting the Inquiry held 34 meetings and
travelled to Sydney, Newcastle, Brisbane and Canberra to hold dis-
cussions with organisationé involved in the shipping industry and
to look at docking and repair facilities in other States.



CHAPTER 2:  THE DEMAND FOR DRY DOCKING FACILITIES IN MELBOURNE

2.1 Introduction

The demand for dry dock facilities arises from the regular
survey and routine maintenance required by vessels and from vessel
breakdown or damage. The rules of the classification societies set
an upper limit to regular maintenance docking frequencies. At times
vessels may be docked more often - for example, to save fuel costs by
removing marine growth from vessel hulls. Obviously, breakdown
damage related demand for dry docks and ship repair facilities is
more difficult to predict.

The future demand for dry docking facilities in the Port of
Melbourne will depend on many factors, including the future size of
the Australian coastal fleet, the ability of Australian docks
generally to compete for dockings by ships trading between Australia
and overseas, and the competitiveness of Melbourne compared with the
Newcastle or Brisbane dry docks. In spite of the difficulties of
forecasting demand for Melbourne facilities, on these forecasts hinge
the economic and financial viability of a new dock, and the employment
implications.

The Committee's assessment of the likely future demand is as
follows : ‘

TABLE 1: FORECAST DEMAND FOR A 27,000 TONNE FLOATING DOCK
IN THE PORT OF MELBOURNE

Year Projected Days Occupancy

228
232
234
236
238
6-20 240
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This forecast is based on the more optimistic end of a range of
possible demand forecasts developed by the Committee, but the Comm-
ittee considers the above forecast realistic given good dock manage-
ment which will ensure the competitiveness of a future Melbourne

dry dock.

This Chapter explains the basis of the Committee's forecast of
demand. It begins by discussing the pattern of demand for Australian
ship repair facilities, and then outlines trends in the use of the
A.J. Wagglen. Demand forecasts prepared Tate in 1982 for the
Committee by the Centre of Policy Studies are presented, and then
analysed in the 1ight of information subsequently presented to the
Committee. Although this study presented forecasts for the
A.J. Wagglen, 15,000, 20,000 and 27,000 tonne docks, to facilitate
analysis the Committee has concentrated on the 27,000 tonne dock.

2.2 Pattern of Demand

Surveys carried out by the Commonwealth Department of Transport
and Construction (DOT) suggest that, for Australia as a whole,
repairs carried out in dry docks generate more than half of the total
repair revenue. Discussions with ship repairers suggest that around 40
per cent of revenue of (Melbourne's) ship repair companies is generated

by dry docking.

Although Department of Transport studies indicate that Australia
has excess dry docking capacity, it should be pointed out that there
are sectors of demand that are not being catered for by existing
Australian facilities.

This is especially so in respect of likely demand from overseas
vessels. With a Targer dry dock, vessels on the North Europe and
North America routes would be able to dock in the Port of Melbourne.
At present, these vessels are unable to be serviced because of the
inadequacies and smallness of the A.J. Wagglen.



Reference to Australia-wide excess capacity also assumes that
existing facilities at Newcastle and Brisbane would be able to compete
with a new dry dock in Melbourne. This ignores Melbourne's growing
role as the Australian port where overseas vessels are more Tikely
to be carrying their lighest load thereby being bétter—p]aced for dry
docking. It also ignores the cost advantages enjoyed by the Port of
Melbourne compared with other Australian ports.

To the extent that Brisbane and Newcastle are able to expand
their overseas market, it is likely that they will be seeking demand
from different sectors of the market to that of Melbourne.

DOT surveys also provide information on the pattern of demand for
Australian dry docks, which can usefully be analysed by considering
vessel trades and their "degree of captivity" to Australian facilities:

A. Trading Vessels:
(i) Coastal
(ii) Overseas:
(a) Australian Flag
(b) Overseas Flag.

B. Non-Trading Vessels
C. Defence Vessels.

The DOT surveys show that Australian flag vessels are by far the major
users of Australian dry docks. Few overseas owners use Australian dry
docks except for emergencies, and Australian owners operating in over-
seas trades generally dock outside Australia. More than 75 per cent
of dry dock revenue is generated by Australian flag vessels employed
in coastal trades and from non-trading vessels.

The Committee has found it extremely difficult to determine the
1ikely international competitiveness of a Melbourne dock; the cost
information it received was generally short term in nature and based
on individual dockings, which may not be representative. However,
Australia's limited capture of overseas vessels does appear to be
explained by its generally higher docking and ship repair charges,
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and by the at times relative unreliability of Australian facilities.
The picture is not uniform, though, and evidence presented before
the Committee suggests that the price disadvantage is not so large
in relation to Northern European and North American docks, so that
any additional overseas demand is more likely to come from vessels
trading exclusively between Australia and these countries.

In contrast, the Australian coastal trading fleet is a highly
captive market for Australian dry docks, owing to the substantial
diversion costs associated with the nearest overseas docks. However,
the number of vessels in the coastal trading fleet is declining
quite rapidly (from 125 in the early 1970's to 81 in 1982), so that
the demand for Australian facilities is also diminishing.

Non-trading vessels include service vessels owned by port
authorities and/or state governments (dredges, f]oating cranes etc.),
as well as pilot cutters, lighthouse tenders and similar vessels.

High diversion costs normally make these vessels captive not only
to the Australian ship repair industry but to the dock in the state in
which they operate.

Naval demand for ship repair services is influenced by the spec-
jalised equipment on naval vessels; expertise may on occasion be
required which would not be available from commercial ship repairers.
For this reason, dockings have usually taken place in naval dockyards
in Melbourne or Sydney, although commercial dockyards are

occasionally used.

2.3 Trends in the Use of the A.J. Wagglen

Confidential information provided to the Committee suggests that
Melbourne is fully competitive with other Australian ports with
regard to docking costs, repair costs and, more importantly, is
generally superior in time taken for repairs and the level of industrial
disputation. It was also generally agreed in evidence that Melbourne
cost Tevels and reliability are superior to those of Newcastle and

Brisbane.
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For example, Mr. Wijsbeek, of the Union Steamship Company of
New Zealand Limited, commented that:

"From my own experience, the industrial climate in
Melbourne is more stable than in other parts of
Australia" (Transcript, p. 207).

Table 2 shows the pattern of use of the current dry dock since
1975-76, and this indicates that, with one exception, the dock
has been occupied for less than 50 per cent of the year.
Moreover, dock occupancy is gradua]Ty declining, particularly
owing to the significant decline in the number of coastal
vessels using the dock.

Amongst coastal vessels, regular users of the dock are primarily
vessels for which Melbourne is a terminal port. In addition

the dock is used by some vessels routed through Bass Strait,
including occasional dockings by the BHP fleet carrying bulk
commodities between Whyalla and Port Kembla/Newcastle. The dock
has also attracted regular custom from several South Australian
based vessels, including the "Troubridge" (the Adelaide-Kangaroo
Island ferry).

12
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TABLE 2

A.J. WAGGLEN DRY DOCK: SUMMARY OF SHIPS DOCKED AND PERIOD OF DOCK
OCCUPANCY AND IDLENESS

1975-76 TO 1981-82

Year Australian Ships Overseas Ships Total Days Per Year
Trading Non-Trading Ships Dock-  Ships Dock-  Dock Dock
Ships  Dock-  Ships  Dock- 1ngs ings  Occupied Empty
ings 1ngs
1975-76 10 10 4 4 1 1 15 15 92 157
(8 mnths)
1976-77 16 17 4 4 3 3 23 24 182 183
1977-78 18 20 4 4 3 3 25 27 185 180
1978-79 11 13 5 5 11 11 27 29 165 200
1979-80 10 11 8 9 6 6 24 26 162 204
1980-81 11 11 8 8 4 4 23 23 138 227
1981-82 9 9 5 5 4 4 18 18 154 211
TOTALS 85 91 38 39 32 32 155 162 1078 1362

Source: Duke & Orr Dry Dock Pty. Ltd.




The dock's small size has precluded docking by the Australian
flag overseas trading fleet; the only regular foreign flag
customers have been vessels trading between the Pacific Islands
and Australia; for example, the "Coral Chief" and the "Papuan
Chief". The A.J. Wagglen has attracted, on average, five
non-trading (including defence) vessel dockings per year since
1976-77; however, only three naval vessels have been docked
(the Kembla being docked twice in 1979-80) since 1975.

2.4 Centre of Policy Studies Demand Forecasts for the Proposed
Melbourne Dry Dock. '

In its 1982 report for the Committee, the Centre of
Policy Studies prepared demand forecasts for the A.J. Wagglen
and new docks of 15,000 tonne, 20,000 tonne and 27,000 tonne
capacity respectively. Given the limited available evidence,

a range of demand scanarios was developed relating to different
rate§ of growth of dock use by coastal, overseas and naval
vessels. Non-trading and naval dockings were assumed to be

26 days for each of the docks. The scenarios for coastal and
overseas vessels are presented in Table 3.

14
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TABLE 3

CENTRE OF POLICY STUDIES DEMAND FORECASTS

NUMBER OF DAYS FORECAST OCCUPANCY PER YEAR FOR EACH CLASS OF VESSEL

Coastal Vessels

Year Low Demand 1. High Demand 2.
A.J. 15,000t 20,000t 27,000t A.J. 15,000t 20,000t 27,000t
Wagglen Wagglen

1 48 99 102 114 54 111 117 129

2 42 93 96 108 51 108 114 126

3 36 87 90 102 48 105 111 123

4 30 81 84 96 45 102 108 120

5 24 75 78 90 42 99 105 117

6 18 69 72 84 39 96 102 114

7 18 69 72 84 39 96 102 114

8 18 69 /2 84 39 96 102 114

9 18 69 /2 84 39 96 102 114

10-20 18 69 /2 84 39 96 102 114

1. 72% capture of available market, less 2 vessels per year for 5 years.

Z. 83% capture of available market, less 1 vessel per year for 5 years.

Continued/..
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TABLE 3 - Continued.

Overseas Vessels

Year Low Demand High Demand
A.d. 15,000t 20,000t 27,000t A.J. 15,000t 20,000t 27,000t
Wagglen | Wagglen
1 27 47 50 54 27 54 61 68
2 27 50 54 58 27 | 61 68 76
3 27 54 58 61 27 68 76 83
4 27 58 61 - 65 27 76 83 90
5 27 61 65 68 27 83 90 97
6 27 65 68 72 27 90 97 104
7 27 65 68 12 27 90 97 104
8 27 65 68 72 27 90 97 104
9 27 65 68 72 27 90 97 104
10-20 27 65 68 12 27 90 97 104

Continued/..
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TABLE 3 - Continued

TOTAL DAYS FORECAST OCCUPANCY FOR EACH SIZED DOCK

Coastal: Low Demand Coastal: High Demand
Overseas: Low Demand Overseas: High Demand Coastal: Low Coastal: High
Non-Trading: Static Non-Trading: Static | Demand Demand
Non-Trad: Static Non-Trad: Static
Year 15,000t 20,000t 27,000t 15,000t 20,000t 27,000t A.J. Wagglen
1 172 178 194 191 204 223 101 107
2 169 176 192 195 208 228 95 104
3 167 174 189 199 213 232 89 101
4 165 171 187 204 217 236 83 98
5 162 169 184 208 221 240 77 95
6 160 166 182 212 225 244 71 92
7 160 166 182 212 225 244 71 92
8 160 166 182 212 225 244 /1 92
9 160 166 182 212 225 244 71 | 92
10-20 160 166 182 212 225 244 71 92




2.5 Review of the Centre's Demand Forecasts

The assumptions underlying the Centre's projections are spec-
ified in detail in its Report (pp.4.20-4.25). Many of these
assumptions have not been queried during the public hearings; we
therefore discuss only those which have proved controversial.

2.5.1 Non-Trading Vessels

The Centre's projection of 19 days annual dock occupancy
by non-trading vessels appears generally accepted, although the
Port of Geelong Authority did indicate that:

"Port development plans include provision for the
up grading of the slip in 1983 and progressive

increases over the next 8 years in the size of vessels
able to be handled at the facility by the installation
of a synchro-1ift or floating dock" (Submission, p.2).

While a floating dock would not be installed in Geelong
should one go ahead in Melbourne, the imminent expansion of
Geelong's slipway could place some additional competitive
pressure on Melbourne's dock with respect to non-trading
vessels. However, the Committee does not see this as
sufficient reason to alter the original forecast.

2.5.2 Defence Vessels

The Centre's demand scenarios assumed one naval docking
per year (of 7 days) while a sensitivity test was conducted,
which showed that regular dockings by the FFG destroyers after
1985 would impfove the viability of a new dock significantly.
However, a subsequent communication from the Department of
Defence indicated that such a favourable situation is extremely
unlikely.
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"It is difficult to predict the potential for Defence
usage of the proposed dock. As you are aware, an
order for construction of the follow-on destroyers of
the FFG type is being considered for the Williamstown
Naval Dockyard (WND). Facilities have already been
established at Garden Island Dockyard for the mainten-
ance of these ships. WND might therefore not be
involved in subsequent refitting of FFG type ships,
particularly if it gains an on-going ship-building

program.

Should WND gain an order for two follow-on destroyers,
each ship might use the proposed dock once during con-
struction for a period of about two weeks, possibly
about 1988 and 1991 respectively.

Other defence use of the proposed dock might occur on an
unscheduled basis, possibly at the total rate of once
per two year period. In some circumstances, it is
possible that a higher rate of Defence useage might

occur.

Should the Victorian Government decide to go ahead with
a new dock or shiplift, it might then contact this
Department for consideration of how specific defence
requirements might be accommodated. At that time it
may also be appropriate to seek more general Common-
wealth support for the project." (Communication from
Mr. G.P. Temme, Acting First Assistant Secretary,
Policy Co-ordination, Department of Defence, February
14, 1983).

This information questions the Centre's projection of one
naval docking per year. However, the Committee considers the

original forecast can reasonably remain.

19



2.5.3 Coastal Vessels

Three assumptions underlying the Centre's coastal
demand projections appear to be controversial. First, it was
assumed that a new Melbourne dock would capture the same pro-
portion that it curreﬁt]y does of its potential market (be-
tween 72 and 83 per cent depending on how the market is defined)
but that this potential market would be larger because a new
dock would accommodate larger vessels. Given a coastal fleet
- which is declining in numbers; this assumption implied that
a new Melbourne dock would draw away vessels currently dock-
ing in Newcastle or Brisbane. This possibility was dispﬁted
by representatives of the Newcastle State Dockyard.

"If Melbourne moves to a larger dock, which has already
been mentioned this morning, Melbourne may not and
probably is unlikely to maintain the cost competitive-
ness that they face at present, particularly with
labour conditions. Overheads will develop and.so on.

In addition, it is significant that at the State dock-
yard in Newcastle, substantial moves are being made at
present to lower the cost of ship repair work. To
achieve this, a complete overhaul of the overhead
structure was carried out and we restructured our
total management arrangement. Numbers are down so that
the overhead components will be lTower and significant
advances have been made in renegotiating labour
conditions. We have a team of experts from Hitachi
arriving at the end of this week from Japan to

conduct a complete overhaul or review of ship repair
businesses and to make recommendations to help us
attack our costings. They will help us examine the
market costs and all aspects of it." (Mr. J. Kelly,
General Manager, State Dockyard, Newcastle, Public
Hearings, February 17, 1983, pp.139-40.)
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A similar comment was made by the representative of the Brisbane
Dockyard:

“MR. MORGAN. The Melbourne expectation of achieving
72 to 83 per cent of the additional ships that could
be docked in a bigger dock was far too optimistic.
0f the ships they are getting now, a lot are captive
to the Bass Strait area and they are not subject to a
great deal of competition with the northern dockyards.
I cannot see either Newcastle or ourselves quietly
sitting back and watching Melbourne take 72 or 80 per
cent of business that we share at the moment. 1 do
not believe it would eventuate.” (Mr. D. Morgan,
Manager of Dock Yard, Port of Brisbane Authority,
Public Hearings, February 21, 1983, pp.178-179.)

Predictions of coastal demand depend on predictions of
future competitive conditions, which are difficult to make. If
a major price cutting war were to follow installation of a new
Melbourne dock this would 1imit the capacity of the new dock
to attract additional captive business, or alternatively,
reduce its profit margin. Duke & Orr's position on the
source of additional business for a new dock is not altogether
clear, as this exchange illustrates:

"MR. McCUTCHEON." This submission Mr. Shorten made to
the Committee on page 7 discusses where the additional
shipping will come from and it makes the statement it
will not be seeking to take the shipping from other
ports such as Newcastle and Brisbane. However, a lot
of the shipping you have just outlined is currently
being docked in Brisbane and Newcastle so there is a

contradiction there in one sense.
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MR. SHORTEN: That is why I have been pushing for over-
seas flag ships. There is definitely a market for flag
ships." (Transcript, p.51).

Likely increased competition from interstate dockyards
suggests that the Centre's high coastal demand forecasf may be
difficult to achieve, particularly since this forecast assumed
that Melbourne would win 83 per cent of its potential market on
a regular basis. Currently only 73 per cent of Melbourne's
potential market docks there regularly, so that underlying
the Centre's forecast is the assumption that Melbourne's
competitiveness will improve considerably. While the Committee
believes that a new Melbourne dock will retain its current
favourable competitive position, it is possible that the
responses of other dockyards may prevent the capture of 83 per
cent of the potential market.

The secohd controversial assumption relates to the
future rate of decline in the coastal fleet. The Centre's
low rate of decline scenario assumed that the coastal trading
fleet suffers a net decline of one vessel per year for the next
five years*, while the high rate of decline scenario assumes
a net decline of two vessels per year over this period. Since
this projection was prepared, five BHP ships, three of which
could have used a replacement dock, have been Taid up, so that
the base from which the projections have been made is too high.
Once again, if anything this suggests the Centre's high demand
forecast may be optimistic.

To derive some idea of the implication of this possible
rate of decline, Table 4 indicates demand for a new 27,000 tonne
dock, if a further three vessels (in addition to the five, |
originally assumed in the Centre's forecasts) were to leave
the coastal fleet over the next five years - specifically in
years 3, 4 and 5. These figures can be contrasted with the
Centre's original high demand forecasts in Table 3. '

*(from the 45 coastal vessels assumed to make up its potential market)
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TABLE 4

NUMBER OF DAYS COASTAL VESSEL OCCUPANCY FOR A 27,000 TONNE
DOCK GIVEN SMALLER COASTAL FLEET SIZE

Year

122
122
119
116
113
113

O P wWN =

6-2

The third criticism relates to the Centre's assumptidn
that average duration of docking by coastal vessels is 7.5
days. Discussions with'Captain J.W. Spiers of Associated
Steamships Pty. Ltd. indicated that the six product tankers
managed by this company, which would fit into the postulated
replacement dock, could well be laid up for as much as 25
days during a refit. However, it seems likely,after
discussions with other Australian dockyards, that tankers would
spend around the same time in dry dock as other coastal
vessels, but with more extensive and lengthy work being under-
taken by ship repairers outside the dry dock. The additional
net revenue for ship repairers is in a sense attributable to
the dry dock, and consequently should be counted as a benefit
of the dock. Tests with the Consultants' model have suggested
that this marginally improves the return on investment in a
dock.

In the Tight of the above discussion of these three
assumptions, the Committee has adopted the Centre's high
demand forecast, although it recognises that competitive
pressures would make the achievement of 83% of the potential
market quite difficult.
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2.5.4 Overseas Vessels

The Centre's projections in addition to the overseas

vessels already docking in the A.J. Wagglen, were as follows:

"Low Overseas Use Scehario: Assumes that in the first

year of the dock's operation

- the 15,000 tonne dock attracts 2 additional overseas
vessels

- the 20,000 tonne dock attracts 3 additional overseas
vessels

- the 27,000 tonne dock attracts 4 additional vessels.

It is further assumed that each sized dock attracts 1

further additional vessel per year for a period of

five years. Demand then stabilises.

High Overseas Use Scenario: Assumes that in the first

year of the dock's operation

- the 15,000 tonne dock attracts 4 additional overseas
vessels .

- the 20,000 tonne dock attracts 6 additional overseas
vessels

- the 27,000 tonne dock attracts 8 additional overseas
vessels.

It is also assumed that each sized dock attracts 2 further

additional vessels per year for five years. Demand then

stabilises.

The Centre's forecasts were criticised as both too Tow
and too high. Mr. Kelly, of the Newcastle State Dockyard,
suggested that any impact of the ACTU campaign would be shorter
Tived than suggested by the Centre's forecast:

“the ACTU section is the main stimulus for that (i.e.,
increased demand from overseas vessels, to offset

the loss of recently laid up BHP ships) at present
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and this is likely to be countered by cost on Aust-
tralian shipping Tines. It is anyone's argument
just how far the ACTU action can bring it back.

I certainly do not believe it will last very long."
(Transcript, p.134).

Mr. Morgan, of the Port of Brisbane Authority, pointed out
that some overseas governments impose penalties on their

shipowners if they dock overseas:

“T understand the American Government imposes a
penalty on American shipping lines docking overseas
which is paid to the Government. I am not aware
it is then paid back to the dock yards in any form.
I understand, although I have no hard evidence,
that Japan has strong restraints. I think all of
the eastern nations have strong restraints on any
of their vessels docking in overseas ports¢

(Transcript, p.174)

On the other hand, the supplementary submission from
the ship repair employers and shipping unions suggested that
the Centre's forecasts were far too low. This submission
segments shipping by trade; it accepts that Melbourne is
likely to remain uncompetitive with Asian countries such
as Singapore, Korea and Japan, but argues that Melbourne
can attract dry docking by vessels in the North American
and European trades. It argues that there are about 200
vessels trading between Europe and North America and
Australia which currently dock in Europe or North America,
that these vessels dock every two years (i.e. 100 of them
dock each year), and that Melbourne will capture 20 per
cent of these dockings apparently on grounds of "equity", -
the UNCTAD 40-40-20 Code of Conduct for Liner Conferences,
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and the success of the ACTU campaign in securing a "fair
share" of additional ship repair work.

The Committee accepts that, in assessing the viability
of a new Melbourne dock, it is the long term competitiveness
of different docks which is important, and the evidence*
was not conclusive on this point. Nevertheless, it does
seem that current price disparities between Australian and
Asian docks are so large as to indicate a long term Asian
advantage, although the picture is less clear in the cases
of North European and North American docks.

The Committee recognizes that there are a number of
reasons for believing that the unions'/employers' approach
will lead to an overstatement of demand for a Melbourne dry
dock. Firstly, while it is eminently sensible to divide
dockings by trades, it does not follow, as the submission
acknowledges, that all vessels in the North American and
European trades are engaged only in those trades, and are
not able to dry dock in, for example, Singapore or Korea .
The submission makes some allowance for this, in effect, by
assuming that 50 per cent of vessel tonnage visiting
Melbourne is currently dry docked in Europe or North America.

However, further analysis by the Committee suggested
that 74 liners are trading solely between Australia and
North America and North Europe. If Australia were to
capture 25 per cent of this market, 14 additional vessels,
requiring 5.6 additional dockings per year, would come to
Australia (assuming a 30 month docking frequency). Table
5 shows, alongside the Centre of Policy Studies' projections,
the dock occupancy which would result, given a 9 day average
docking, in the extremé]y unlikely event that Melbourne,
rather than Newcastle or Brisbane, were to capture all of
these dockings.

*As discussed in section 2.2
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TABLE 5

NUMBER OF DAYS OCCUPANCY PER YEAR FOR OVERSEAS VESSELS

Centre of Policy Studies Projections

Year Low Demand High Demand Adjusted
A.d. 15,000t 20,000t 27,000t A.J. 15,000t 20,000t 27,000t Employers'/
Wagglen Wagglen . Unions'

Projection

1 27 a7 50 54 27 54 61 68 77

2 27 50 54 58 27 61 68 76 77

3 27 54 58 61 27 68 76 83 77

4 27 58 61 65 27 76 83 90 77

5 27 61 65 68 27 83 90 97 77

6 27 65 68 72 27 90 97 104 77

7 27 65 68 72 27 90 97 104 77

8 27 65 68 /2 27 90 97 104 77

9 27 65 68 72 27 90 97 104 77

10-20 27 65 68 /2 27 - 90 97 104 77




Secondly, the Union/ship repairers' submission
assumes a docking frequency of 2 years, compared to the
Centre's 2.5 years. Since many vessels are already docked
every 30 months, and since improved paints and other tech-
nological developments seem likely to lengthen docking
frequencies in the longer term, assuming a longer interval
between dockings seems appropriate in a 20 year projection.

Thirdly, the selection of a 25 per cent share of
potential dockings is based on assertions as to what is
"equitable" and “fair", particularly under the proposed
UNCTAD Code of Conduct for Liner Conferences. However,
what is regarded as "fair" by the Australian ship repair
industries may not influence shipowners who must compete
with other shipowners who do not face the burden of higher
repair costs in Australia. Ultimately, the joint submiss-
jon's assumed market share is based on an optimistic
assessment of the success of the ACTU campaign.

2.5.5 The Committee's Revised Overseas Demand Forecast

In the 1ight of subsequent discussion, the Committee
decided to amend the overseas demand forecasts by analysing
the "core" of 74 vessels which trade solely between North
America and Europe and Australia. The Committee considers
that, based on the evidence submitted since the Centre’s
report, Melbourne would be marginally competitive with
certain docks in North America and Northern Europe. There
would also be some degree of success from the ACTU campaign,
particularly with respect to Australian owned ships.

Based on the assumptions (which, if anything, err
in favour of the dock) that: ‘

28



- Australia will capture 25% of the above core
vessels ‘

- Melbourne will capture two thirds of these
overseas dockings in Australia

- Overseas vessels currenfly using the Melbourne
dock for 27 days each year will continue to
do so

- Docking frequency is 2.5 years

- Average duration of docking is 9 days

the Committee estimated that demand by overseas vessels for
a new Melbourne dry dock would be 73 days per year in the
first year of its operations and that this would increase
to 100 days per year at the start of the sixth year,
because the Committee assumed that overseas shipowners on
receiving satisfactory treatment would become more willing
to dock in Australia.

Table 6 contains the Committee's estimates of demand
by overseas vessels for a 27,000 tonne Melbourne dry dock.
TABLE 6

FORECAST DEMAND BY OVERSEAS VESSELS
FOR A 27,000 TONNE DRY DOCK

Year Forecast Days Occupancy

73
80
85
90
95
-20 100

O P WM
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2.6 Summary and Conclusion

The Committee's assessment of the Tikely future
demand for a new dry dock is as follows:-
TABLE 7

FORECAST DEMAND FOR A 27,000 TONNE FLOATING DOCK
IN THE PORT OF MELBOURNE

Year Projected Days Occupancy

228
232
234
236
238
-20 ' 240

AP WN -

This forecast is based on the following general assumptions.
- concerning coastal vessels

- that a new Melbourne dock will win a higher
percentage of its market on a regular basis
than the current dock

- that the rate of decline of the coastal fleet
will be at the lower rate of decline in the
scenarios presented by the Centre of Policy
Studies.

concerning overseas vessels

- that a new dock will remain generally uncom-
petitive with overseas docks except North
American and European docks. Additional
dockings will come from ships which presentTy
dock in North America or Northern Europe and
from the ACTU campaign to persuade overseas
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shipowners to have a portion of their dockings

carried out in Australia

- that Me]boUrne will capture 2/3 of these new

overseas dockings.
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CHAPTER 3 : CAPITAL COST OF A NEW DOCK

3.1 Introduction

This Chapteraéompares‘the‘capital costs of several possible
alternative dry docks. The alternatives chosen are not exhaust-
ive and if it is decided in the future to install a new dry dock,
more detailed study would be necessary to choose the best
alternative.

Section 3.2 outlines three alternative dry dock installations
and provides estimates of their costs. Section 3.3 considers the
costs of installing these alternatives at a particular site.

3.2 Choice of Dry Dock

3.2.1 Types of Dry Dock

Although there are many variations in design, dry docks
may usefully be split into three broad categories. Graving
docks are actually sunk into the ground, and the water is
evacuated‘whenthe ship has entered. Floating docks of the
pontoon type comprise a number of pontoons which can either
be bolted or welded to the side walls. Docks of caisson,
or box, design have a continuous bottom caisson and welded
side wings. When the water is removed from this structure,
its natural buoyancy gives it a "lifting capacity”, determ-
ined largely by the dock's dimensions.

One advantage of the pontoon type of dock is that
individual pontoons can be detached and docked inside the
remaining structure, permitting "self-docking" when cleaning
and painting is required. However, because of the gaps
between the pontoons, this kind of dock has a lTower 1ifting
capacity than a box-type dock of equal size. This could be
overcome by increasing the pontoon weight and, consequently,
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capital cost. One manufacturer, at least, suggests that box-
type docks are more economic, particularly as improvements in
construction techniques and paints have reduced the required
frequency of docking.

A third type - the Synchrolift dock - involves float-
ing the ship onto a platform which is then raised to ground
level by winches; since the ship can be transferred to land,
multiple docking is possible (Overseas Study Group (1973)).

The Committee has considered only floating docks.
There seem to be no suitable sites within the Port of Melbourne
for synchrolift docks, which require either considerable areas
of land with solid rock foundation or very expensive pile
driving and site stabilisation.

There is more controversy over the feasibility of a
graving dock. A preliminary study of a possible graving dock
in Webb Dock, which is the site analysed in this report, was
undertaken by a member of the ship repair industry. The dock
would have sheet pile walls, and would be constructed simult-
aneously with a ship repair berth; the side wall of the dock
would in any event have to be strengthened, so it could be
made into a lay-up berth at little additional cost.

Proponents of this type of dock argue that it would be
constructed with Australian labour and materials, would be
less costly to maintain (in particular because less dredging
is required), that it would allow crane facilities to be
shared by the dry dock and a lTay-up repair berth, that the
dock could be lengthened if necessary, and that it would pro-
vide superior working conditions for the ship repairing
companies.
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Its opponents argue that overseas experience with sheet
pile graving docks is limited, that continual pumping to
evacuate water would be necessary, that piles would have to be
sunk extremely deep to support the weight of a ship, and that
working conditions for painters and cleaners are inferior in
a graving dock. In addition, the cost of graving dock inst-
allation 1is sunk, both literally and financially, while float-
ing docks can be resold for use in a different location.

There is disagreement about the ability of the land at
Webb Dock to support a graving dock without reinforcement, and
consequently there is disagreement about the costs of constr-
uction. Costings so far undertaken for a graving dock are
only preliminary, and these estimates would escalate if the
P.M.A.'s assessment of the site proves correct; The time
and expense needed to resolve these questions prevented con-
sideration of graving docks in this study, but the Committee's
judgement is that a floating dock is likely to be cheaper and
more desirable.

3.2.2 Cost Estimates

In addition to continuing the operation of the A.J.
Wagglen, the Centre's report to the Committee considered three
alternative floating docks, with 1ifting capacities of around
15,000 tonnes (190 metres overall length, 34 metres internal
width, and permitting 8 metres docking draught of ships),
20,000 tonnes (200 metres by 34 metres, 8 metres docking
draught) and 27,000 tonnes (250 metres by 38 metres, 8 metres
docking draught) respectively.

Eight construction companies and brokers were approa-
ched to supply cost estimates for new docks of the above sizes,
together with certain ancillary equipment determined in discu-
ssion with Mr. W.R. Shortén, General Manager of Duke and Orr
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Dry Dock Pty. Ltd. One of these companies was Australian
but was unwilling to reply in the time available for the
report. Hence the cost figures refer to fully imported
docks.

Firms were asked to quote for self-docking designs,
but as indicated above, one respondent suggested that box-type
docks may be more economic. This will require further
- consideration if it is decided to install a replacement dock.

The delivered cost estimates vary considerably;
between $13 million and $36 million for a 15,000 tonne dock,
$16 million and $41.0 million for a 20,000 tonne dock and
$18 million and $48.0 million for a 27,000 tonne dock. In
this analysis the Committee has taken the cheapest quoted
alternative.

A second-hand dock has not been fully considered at
this stage. One reason for this is that the second-hand
market is "thin", making it difficult to obtain representat-
ive cost estimates. Moreover, operating costs of a used
dock could be higher than for a new dock, so that it is far
from certain that a second-hand dock would be the more
economic choice overall. Nevertheless, this possibility
should certainly be further explored if a decision is made
to proceed with a replacement dock.

3.2.3 Construction within Victoria

It was also suggested to the Committee that a dock could be
built in Melbourne, possibly using pre-stressed concrete as

the primary construction material. Mr. A. Eddie, of Connell,
Eddie and Associates, suggested that sufficient expertise is
available in this country to construct such a dock, and he
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indicated that such docks were currently being used in Genoa,
France and the Soviet Union. He argued that the operating
characteristics and operating costs of such a dock would in
general be no different from a steel dock, but that it would
be a little deeper and would therefore incur additional inst-
allation costs. On the other hand, maintenance costs of a
concrete hull should be Tower. Unfortunately, Mr. Eddie was
only able to present very rough cost estimates, of between
$18 to $28.5 million, which implied a cost penalty for local
production of up to $10 million. It was also suggested that
the minimum installation period would be between 21 and 24
months, compared with around 15 months for an imported dock.
This could be a serious disadvantage in the Tight of the
required relocation of the A.J. Wagglen to make way for the
Webb Dock rail Tink.

Mr. Eddie also considered that a steel floating dock
could be constructed in Victoria and the Committee received
other expert advice confirming this.  Such work is essent-
ially a steel fabrication task and does not require ship
building facilities.

The Committee accepts that constructing either a steel
or concrete floating dock in Victoria appears a feasible
proposition.  This should be carefully considered if a
decision is made to obtain a replacement dock.

Construction within Victoria would also provide some
additional employment, albeit temporarily, but it is not
possible to estimate with any reasonable accuracy how much
this might amount to.
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3.3 Choice of Dock Site

The Committee has considered only the site at Webb Dock,
largely since it was only for this site that detailed planning had
been completed. This site is also favoured by the PMA as the only
feasible site and the Authority cannot foresee an alternative use
for the area of water which would be taken up by a floating dock.
Nor is movement of ships in and out of a dock at this site Tikely
to interfere with traffic into and out of Webb dock or other parts
of the Port of Melbourne.

A number of late requests were made to the Committee to have
its terms of reference extended to include the Port of Geelong as
an alternative dock site.. The exclusion of Geelong as a possible
dock site was particularly criticised by the Port of Geelong
Authority, whose General Manager, Mr. N.G. Samuels, argued that a
new floating dock could readily be accommodated in Geelong.

The Authority has done preliminary studies on a possible new
synchrolift facility at Geelong and has also given some thought to
a new 35,000 tonne floating or graving dock. The Authority expects
to be able to operate a new dock on a commercial basis without
Government subsidy, and argues that Geelong possessed a suitable
site and pool of skilled ship repair Tabour.

Unfortunately there was insufficient time to evaluate
Geelong's proposal, which in any case is only at a very preliminary
stage. However, the suitability of Geelong as a site was raised
by the Committee with those who gave evidence and the submission
of the Port of Geelong Authority was widely circulated for comment.
The Committee's conclusion after considering the views of respondents
is that Melbourne is the preferable site because of the additional
steaming time required for vessels using Geelong and because of the
location of most ship repair companies in Melbourne.
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However, if, as discussed in Chapter 6, operation of a new
dock were thrown open to public tender, it would be appropriate to
invite the Port of Geelong Authority to submit a bid which could be
considered on equal terms with all other bids.

3.4 A Repair Berth

There have been suggestions that a new repair berth and
commercial repair facility should be constructed next to the prop-
osed floating dock in Webb Dock. Currently Melbourne does not
have a separate repair berth; but some repairs can be performed at
normal berths. The PMA recently (August 1982) indicated that
construction of a repair berth and associated buildings and amenit-
jes in Webb Dock would cost around $22 million. Since some of the
dredging costs included in this estimate would be required in any
event, although at a later date, for the development of Webb Dock,
the repair berth construction costs would probably be in the order
of $15-20 million (in 1982 dollars).

Few facilities are likely to be shared between a floating
dock and a repair berth. A repair berth is not necessary for the
operation of a dry dock, although it could reduce the average
duration of dock occupancy. This benefit would become more signif-
jcant as dock occupancy rates increase; however, it seems likely
that there will be spare capacity in the dock for some years.
Since dry dock costs are not heavily dependent on those of a repair
berth, the two investments could be treated separately.

It also seems unlikely that a repair berth would attract
significant additional revenue. Running repairs, which make up a
significant proportion of total ship repair revenue, would continue
to be performed at normal commercial berths. Some major repairs,
which do not require dry docking but which are too large to be
undertaken at normal berths, could be attracted to a ship repair
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berth. However, ship repairers generally do not expect significant
additional demand from this source, and any forecast is uncertain
in the absence of experience with a repair berth in Melbourne.

Finally, pressure on floating dock capacity, and consequent
demand for a repair berth from this source, is unlikely to be strong
for some years. Ship repairers do not appear to consider a repair
berth a high priority. For example, Mr. Saville, of Amalgamated

Marine Engineers, Pty. Ltd., indicated that:

"In the Port of Melbourne there are plenty of berths
available which a ship can go to after it comes out of
dock to complete (work) if it is required ... it would
be better to postpone to a later date the building of
a repair berth and the facilities on it"

(Transcript, p.101).

The Committee accepts this view, and has therefore not considered
investment in a repair berth. '

3.5 Installation Costs of a Floating Dock

According to the PMA, if a floating dock were located at the
Webb Dock site it would not be necessary to reclaim additional land,
extend protective walls or bring forward construction of other parts
of Webb Dock. It would be necessary, however, to dredge the
location of the floating dock to a depth of 15 metres to allow a
docking draught of 8 metres, and to dredge a short approach channel,
specific to the floating dock, to 11.2 metres. The cost of this
was estimated in August 1982 at $7.19 million, for an area 200 x
45 metres to 15 metres deep. For the largest floating dock
(250 x 48 metres), dredging costs would be $7.63 million
($435,000 higher); for the smallest dock (190 x 45 metres) they
would be $6.85 million ($345,000 lower). Because of existing
dredging commitments, the PMA would prefer to undertake this work
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over two years; a faster operation would mean additional delay costs
on other jobs.

The PMA has estimated that an additional $691,000 (in 1982
dollars) would be required for amenities, buildings and storerooms,
and a further $276,000 to provide access to Williamstown Road,
irrespective of the size of the floating dock. In addition, a row
of approach dolphins, which have not yet been costed by the PMA,
but which might cost up to $1 million, would be required to mark"
the entrance to the dock. In total, therefore, site preparation
costs for a new dock are probably between $8 million and $9 million.

3.6 Summary and Conclusion

The capital cost of a new imported floating dock at the Webb
Dock site, is likely to be:

$20 million for a 15,000 tonne dock ($13 million plus $7 million
installation cost)

$23 million for a 20,000 tonne dock ($16 million plus $7 million
installation cost)

$26 million for a 27,000 tonne dock ($18 million plus $8 million
installation cost) '

A floating dock is Tikely to be cheaper and more desirable
than a graving dock.

Melbourne is the preferable site for a dock, although the
Committee has noted a late claim from the Port of Geelong to be
considered as the site for a new dock.

The Webb Dock site is the most suitable site for a Melbourne
dry dock.

Investment in a repair berth associated with a new dock 1is
not justified at this stage.
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A second-hand dock would probably require a Tower initial
capital outlay, but could have offsetting disadvantages in terms of
operating costs. |

It would be possible to .construct either a concrete or steel
floating dock in Victoria although the cost penalty for local
construction could be as high as $10 million.

The possibility of constructing a dock in Victoria should
be carefully investigated as one option if a decision is made to
obtain a new dock.
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CHAPTER 4 : FINANCIAL IMPLICATIONS AND POSSIBLE NON QUANTIFIABLE
BENEFITS.
4.1 Introduction.

The two preceding chapters have outlined the financial costs and
benefits of a new 27,000 tonne floating dock. On this basis, this
Chapter outlines the possible financial returns to Victoria of such
an investment. Possible non-quantifiable benefits and costs, and
divergences between the returns to Victoria and to Australia, are
also discussed.

4.2 Financial Profitability of a New Dry Dock

The current operating margin of the dock operator comes from
two major sources of revenue :

(a) dock hire charges
(b) net of materials and variable labour costs from
work below the waterline.

Ship repair companies currently pay only a very small amount for the
use of the dock ($40 per day), but an increase of this contribution
could provide an additional future source of revenue.

The projected operating profits of the dock operator can be
used to estimate a real (i.e., adjusted for inflation) rate of return
on the capital costs of a new dock, as specified in Chapter 3. Since
there is considerable uncertainty about both costs and revenue,
the percentage rates of return which are the outcome of these estimates
should be considered as a broad indication of project viability, and
not as precise figures.

The forecast financial return is very sensitive to different
assumptions concerning the operating margin of the dock. The Centre
of Policy Studies assumed in its report that the absolute current
margin (i.e. revenues, including dock hire charges, net of materials
and variable Tlabour costs) earned each day the existing dock was

occupied would remain unaltered (in real terms) during the life of a
new dock.
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Expansion of the margin, it was argued, would be prevented by com-
petitive pressures. Mr. Shorten, however, argued that this ignored
the larger size of ships which would use a new dock, and the potential
for economies of scale. He suggested that a substantially larger
operating margin per day might exist in the future, even if the
margin per square metre of wetted surface area fell.

Judgements concerning the size of the operating margin are
based on a number of factors (the size of ships likely to use a new
dock, the extent of unit savings in Tabour costs in a new dock and
the strength of competitive pressure) which are very uncertain.

This uncertainty highlights an important advantage in calling
competitive tenders to operate a new dock (in the way outlined in
Chapter 6); viz., the onus of establishing revenue forecasts is
shifted to potential dock operators, who may be more likely than this
Committee to possess the necessary information.

It appears to the Committee that the daily operating margin
is 1ikely to rise above current levels, owing to the increase in the
average size of vessel which would use a new dock. On the other
hand, the Committee feels that the figure suggested by Duke and Orr
may be a Tittle optimistic, since a new dock would most likely be
faced by strong competition from other Australian and overseas docks
many of which are government subsidised. As a first approximation,
it has therefore assessed the implications of weighted average
daily margins (i.e. on current users of the dock and new vessels,
and inclusive of dock hire charges) of between $8,200 and $9,600;
these figures lie within the range bounded by the current margin
and that suggested by Duke and Orr.

On this basis, the real rate of return on investment in a
27,000 tonne dock would be between around 0.2 per cent and 2.3 per
cent. These figures, it should be noticed, make no allowance for
revenue from a charge on ship repairers for use of the dock. Im-
position of such charges would increase the return on investment
in the dock.
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4.3 Financial Implications for the State Government

(a) Government Operation of a Dock.

If a new dock were to be operated by a Government organisation,
outlays would be incurred and revenues received over the dock's life.
To place these outlays and receipts, which will occur in different
time periods, in comparable terms, they must be discounted at the
appropriate rate of interest. Through this procedure, one can
compare the present (i.e. discounted) value of the stream of future
net receipts with the present value of necessary capital outlays.

The discount rate is equivalent to the required rate of return on any
project. The present value of the State Government's net financial
outlays can then be.found by subtracting the present value of future
returns (net of operating costs), at a particular discount rate, from
the present value of necessary capital outlays. Since the present
value of future net returns varies with the operating margin, Table 8
shows the results for different assumed levels of operating margins.
It is again assumed that no charge is levied on ship repairers for
use of the dock; application of such a charge would reduce the State
Government's financial outlay.

TABLE 8: PRESENT VALUE OF STATE GOVERNMENT FINANCIAL
OUTLAYS VARIOUS DOCK OPERATING MARGINS
(1982 $ Million)

Discount Rate (%) 5 10 15
Assumed Operating
Margin
$8,200 -9.8 -14.3 -16.2

$9,600 -5.7 -11.5 -14.1

Table 8 shows that the overall cost to the Government varies
with the required rate of return. The Government has, however, stated
that a 5 per cent real return on capital should be earned by
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statutory business authorities on their investments. Given this
interest rate, the Table suggests that, under the Committee's
selected operating margins, the present value of the State Govern-
ment's net outlays, if it owned and operated the dock, could Tie
roughly between $6 million and $10 million. In other words, the
overall cost to the Government over 20 years, after allowing for
operating profits generated by the dock, would be between $6 million
and $10 million in present value terms.

(b) Private Operation of a Dock

Table 8 can also be used to gain some idea of the possible
initial State Government capital contribution or subsidy which would
be required to induce a private firm to meet the full costs of
installing and operating a dock, in exchange for full retention of
operating profits. It is Tikely that the private pre-tax rate of
discount (or rate of return required to encourage investment) would be
higher than that required by the Government if it operated the dock,
to reflect the fact that private firms face (Commonwealth) taxes
which would not be imposed on a state enterprise. For this reason,
private real pre-tax required rates of return are likely to Tie
between about 10 per cent and 15 per cent.

Table 8 shows that this range of discount rates, together with
the assumed range of operating margin, suggests that the initial
capital subsidy required to induce involvement in this project by a
private firm could Tie between about $11 million and $16 million.
However, if private firms' cost and demand projections differ from those
of the Committee, the necessary subsidy would lie outside this range.
Also important, this range does not indicate the ultimate financial cost
to the State Government since a proportion of the taxes paid by the
firm will return to the State, by way of direct taxes and as reimburse-
ment from the Federal Government as an offset against its initial
capital outlay. |
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Indeed, while it might appear that a state enterprise would
impose a lower financial cost on the State than would any non-govern-
ment operation, this ignores both the return of taxes via Common-
wealth grants and expenditure and, more importantly, the implications
for the Federal system of state encroachments into areas previously

managed by private enterprise, in order to evade Commonwealth taxes.

Comparisons between the cost to Government under Government
as opposed to private operation should therefore be made carefully.

4.4 Costs.and Benefits for Victoria and Australia.

Table 8 does not indicate the full commercial returns to
Australia of a new dock, because it excludes the net benefits of this
investment for ship repairers. Information did not permit precise
estimation of the costs of ship repair, particularly since all
Melbourne ship repair companies do a large part of their work outside
the dry dock - either running repairs at normal berths or non-marine
work. Overheads will be recovered in these various activities
according to what each market will bear and it is not clear what
proportion will be recovered in the dry dock. On the other hand, to
ignore overheads would be to understate costs. The Consultants'
Report therefore assumed that ship repairers' total costs make up
95 per cent of total revenues; i.e., that the proportion of taxable
income to total revenue is roughly equivalent to that of Australian
manufacturing as a whole. This assumption was not questioned during
the public hearings. If ship repairers' net revenues (i.e. after
deduction of their costs) are included as part of the return on
capital invested in a new dock, the internal real rate of return on
this investment increases to between 2 per cent and 3.8 per cent.

To then estimate the costs and benefits for Victoria, as
opposed to Australia as a whole, it is necessary to add transfers
from the rest of Australia to Victoria and subtract transfers in the
reverse direction. In the case of a private dock operator, corporate
income tax is the major transfer from Victoria to the rest of
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Australia, although this may be indirectly, partially or wholly
offset by Commonwealth grants to, or expenditure in Victoria. In

the case of a State operated dock, company tax would not be paid.
Clearly, under either State or private enterprise, the net benefits
to Victoria of a new dock will be reduced to the extent that there is
a net outflow of revenues to the rest of Australia.

4.5 Possible Unquantified Costs and Benefits

In addition tothe financial costs and revenues associated with
a new dock, there may be some costs and benefits which are not
reflected in the financial data.

(a) Job Retention and Creation

The important aspect of employment is discussed in
the next chapter.

(b) Defence Benefits
It is possible a new Melbourne dock could improve

Australia's defence capability by diversifying its
repair facilities. The Department of Defence, however,
indicated that:

"While a new dry dock or shiplift in Melbourne would be
a defence asset, it could not command priority for fund-
ing at the current time" (letter from Mr. G.P. Temme,
Acting First Assistant Secretary, Policy Co-ordination,
Commonwealth Department of Defence, February 14, 1982).

A Melbourne dock is not necessary for naval vessels,
nearly all of which are docked or repaired in naval
dockyards. The contribution of a new dock to defence
does not therefore appear significant. Although such
a facility would be an undoubted asset in repairing
damaged ships in a time of war, this must be regarded
as a low probability situation.
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Value of an Emergency Facility

There is clearly some value in having a dock in the event
of a major emergency such as substantial damage to a

ship which would otherwise sink before it could get to an
alternative dock, or could be in substantial difficulty
with a longer haul to another dock. Only one such
emergency has happened in Melbourne in recent times.
While the Committee considers the dock has value as an
emergency facility it does not consider this a signif-
icant factor.

Increasing Trade - through the Port of Melbourne

It was also suggested to the Committee that a new dock
would attract additional business to the Port of
Melbourne and that this should be regarded as an
additional benefit of the project. The Committee con-
siders that availability of a dock is unlikely to be a
significant factor in vessels entering a particular
port, cargoes being the relevant factor. This also
appears to be the view of the Port of Melbourne
Authority.

Other Possible Costs

The financial data‘may also understate some costs of the
project. For example, to the extent that a significant
porportion of incremental demand reflects union pressure
overseas shipowners who would otherwise not dock in
Victoria may pass on part of the increased costs in
shipping rates. To the extent that overseas shipowners
absorb the costs, income will have been transferred from
foreigners to Australians, implying a net gain to both
Australia and Victoria. If the cost increase is passed

on however, the situation is more complex.
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4.6

The increased cost of shipping implies a lower f.o.b.
price for Australian exports, which may lead to a reduc-
tion in production of some exported goods. The magni-
tude of such costs and transfers for Victoria and Austra-
lia is very difficult to estimate; but inability to
quantify them does not mean that they do not exist.

In addition, increased Victorian dock occupancy would
occur partly at the expense of the Newcastle and
Cairncross docks. While any increased surplus for a
Victorian dock is a net gain to Victorians, from the
national point of view it is not a net benefit.

Social Benefits and Costs

(i) Clearly there is great difficulty in evaluating,
in cash terms all costs and benefits involved
with the project.

(i1) The financial data does not fully explore the
range of social benefits that may accrue from the
project: many of which may come to fruition over
the future.

(iii) The analysis assumes that a dollar is of equal
value to all its recipients and that society
benefits equally no matter how the benefits of a
project are distributed. Thus no account is taken
either of the individuals or of the geographic
areas which most directly benefit from the project.

Summary and Conclusion

The net cost of the Government operating a dock, assuming the
Government requires a 5 per cent real rate of return, is pro-
jected to be between $6 million and $10 milijon in present
value terms over the 20 year 1ife of the project. Given the
estimated cost of a 27,000 tonne dock of $26 million, the
project would provide a real rate of return to the Government
of between 0.2 per cent and 2.3 per cent.
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For private operation, assuming the operator required a rate

of return of 10 per cent the required subsidy from Govern-

ment would be between $11.5 and $14 million, and between

$14 million and $16 million for a 15 per cent required rate
of réturn.
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CHAPTER 5:  EMPLOYMENT IMPLICATIONS

5.1 Introduction.

If a new dry dock is purchased, a number of people will be
directly employed to operate it and to repair ships in it. In
addition, there will be indirect effects on employment, as income
generated in the dock is spent elsewhere in the economy. Determining
the number of such jobs is extremely difficult. It requires judge-
ments concerning, for example, the proportion of employment in the
ship repair firms which is dependent on the existence of a dry
dock, the number of jobs indirectly associated with the ship repair
industry, and the number of equivalent full-time jobs represented
by the significant number of casual employees in the industry.

5.2 Existing Direct Employment in the Docking and‘Repair Industry

Table 9 indicates permanent employment in the various ship
repairing firms and in the dry dock itself. Since only around
40 per cent of ship repairers' revenue is earned in the dry dock
itself (the proportion fluctuates between companies and varies
between years), only a proportion of this employment is dependent on
the existence of a dry dock, as will be discussed in the next section.

TABLE 9
EMPLOYMENT IN THE SHIP REPAIR INDUSTRY - MARCH 1982

Firm . No. of Permanent Employees
Duke & Orr Dry Dock Ltd. 32
Ship Repairers
Amalgamated Marine Engineers Pty Ltd 75
Buchanan & Brock Ship Repair Pty Ltd. 56
V.F. Harris (Vic) Pty Ltd. 70
T.Jd. Prest & Sons Pty Ltd. 8
United Ship Services Pty Ltd. 30
Kevin Waters Pty Ltd. 10
John Butcher Pty Ltd. 3
Total 284
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The industry (in partﬁcu]ar Duke & Orr, T.J. Prest and United
Ship Services) is also a substantial employer of casual staff. These
three firms operate a "pick-up centre" for casual employees which has
on its books 130 painters and dockers, 17 shipwrights and 50 workers
in other trades. These numbers do not, of course, indicate equivalent
full-time jobs. However, evidence presented to the Committee by the
firms involved suggests that the dock currently provides about 30
"full-time equivalent" casual positions, 20 of which are provided
by Duke & Orr, 7 by United Ship Services, 2 by T.J. Prest and 1 by
John Butcher.

5.3. Employment Implications of Dock Closure

In the absence of a dry dock, all 32 permanent and 20 casual
jobs in Duke & Orr would disappear. The impact on ship repairers'
employment of the closing of the dry dock is extremely difficult to
judge. A joint supplementary submission of the unions and ship
repairers appears to argue (p.4), that total employment by ship
repairers is directly dependent on dry dock work, so that 249
permanent ship repairing jobs would be lost in the absence of a dock.
It is also possible that the ship repair companies would diversify,
as they have already started to do, with a lesser loss of jobs.

The actual outcome would depend on company responses to the market
situation.

Buchanan and Brock Ship Repair Pty. Ltd. suggested that in
the absence of a dock its employment might fall from 56 to about
20. V.F. Harris (Vic.) Pty. Ltd. forecast a reduced staff of 10-15
(i.e. a loss of 55-60 jobs), although this company currently earns
only around 25 per cent to 30 per cent of its revenue through dry
dock work. Amalgamated Marine Engineers Pty. Ltd. suggested that its
employment might drop to 27, with 48 jobs lost. Mr. Shorten of Duke
& Orr suggested that, if there were no dock, employment in the ship
repair industry would fall to about 90 overall, implying a loss of
about 160 permanent positions.
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[t is very difficult to estimate with any degree of accuracy
the number of ship repairing jobs which would be lost if a dock were
absent. The Committee does feel, however, that the view outlined
above is an extreme position and that the best estimate of the
immediate loss of permanent ship repairing jobs will be between 100

and 150 permanent positions.

In addition, up to 10 "full-time equivalent” casual positions in
ship repairing firms would be lost. When these 110-160 positions
are added to those in Duke & Orr, it appears that between 162 and 212
full time positions in total would be Tost in the event of dock

closure.

Table 10 which shows the proportionate distribution of
employees in the ship repairing industry between various skills,
gives some indication of the types of jobs and skills which might
be Tost.

TABLE 10

DISTRIBUTION OF SKILLS OF PERMANENT EMPLOYEES
IN MELBOURNE'S SHIP REPAIR INDUSTRY - MARCH 1983

Type of Skill Porportion of Workforce
' %

Management/Working Directors
0ffice Staff
Supervisors
Shipwrights
Scaffolders/Riggers
Yardman/Drivers
Fitters

Turners

Boilermakers
Storemen

Trades Assistants
Carpenters/Joiners
Painters and Dockers
Canvas Workers
Plumbers

— —
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Con't.
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Table 10 Continued

Type of Skill Proportion of Workforce
%

Machinists

Gritblasters and Spray Painters
First Aid Attendant

Crane Drivers

Dogman

O W
%)

Source: Various Ship Repairing Companies.

The table suggests that a significant proportion (at least
50 per cent) of the industry's staff possess skills (boilermaking,
fitting and turning, plumbing, carpentry etc.) which might reasonably
be expected to be in demand elsewhere in the economy when conditions
improve, so that it is either the relatively unskilled employees, or
those with skills specific to the industry, who might find it
difficult to secure alternative employment.

Painters and dockers currently employed on a casual or permanent
basis can be regarded as having skills specific to the industry and
could be expected to find difficulty in seeking alternative employ-
ment. A further factor is that a significant number of all existing
employees are over 50 years of age, which reduces their chance of re-
employment. Moreover, there are no redundancy agreements in the
industry.

5.4 Skills Retention

Mr. Halfpenny, of the Amalgamated Metals, Foundry and Ship-
wrights Union, was one of the several witnesses who appeared to argue
that the ship repairing industry merited Government assistance to
preserve skills:

"the docking and ship repair industry is a very valuable
source for developing and retaining skills of many employees"

(Transcript p.80)
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It is clear from TablelQ that a range of skills are required
and developed in this industry. However, the argument concerning
retention of skills has not been very clear to the Committee. If
a new dock is purchased or constructed it will employ people in the
docking and ship repair industry. There will thus be a demand for
these skills.

Arguments put before the Committee for Government subsidy
to retain skills appeared to be more arguments for a Government
subsidy to avoid unemployment, rather than arguments to retain
skills per se. However, it might be argued that in the absence of
such a subsidy such skills will not be available if a demand for

them reoccurs in the future.

There seems little doubt that the ship repairing industry
would survive, albeit on a smaller scale, if no dock existed, so
that many ship repairing skills would not be completely lost. None-
theless, the Committee notes that a number of skills listed in Table

10 would be lost in the absence of a dry dock.

5.5 Direct Employment Created by a New Dock

5.1 Employment in the Dock

After discussion with Mr. Shorten, of Duke & Orr, it
appears that permanent dock staff would increase by 5, to a |
total of 37 for a 27,000 tonne dock. It was also suggested
that daily wage costs in a new dock would increase by up to
70 per cent, implying up to 14 additional "full- time equivalent"
casual positions. '

5.2 Employment by Ship Repairers

Just as it is difficult to estimate current levels of
ship repair employment dependent on the dry dock, so are
predictions of ship repair employment associated with a new
dock. It is first necessary to estimate current employment
by ship repairers in the dock.
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In the absence of better information, the Committee
assumes that the estimate of 100-150 ships repairers' jobs
which might be lost in the absence of a dock also represents
current employment by ship repairers in the dock. (This may
be an overestimate since some of those who might Tose their
jobs in the absence of a dock might currently work pre-
dominantly outside the dock.) How employment might increase
from this base if a new dock were installed is very uncertain.

For example, some proportion of increased dry dock work
might be handled by the existing workforce, but with reduced
jdle time and non-marine work. On the other hand a new dock
will handle larger ships, with a consequent increase in work
for ship repairers. However, it is possible that ship
repairers' employment on dock related work could increase from
its current assumed level of between 100 and 150 by as much
as one and a half times the projected increase in dock
occupancy. In the case of a 27,000 tonne dock, this would
imply total permanent dock employment by ship fepairers of
between 200 and 300. In addition, full time equivalent casual
employees of ship repairers would increase from 10 to 15.

In summary, a 27,000 tonne dock is expected to employ 37
permanent and 34 casual staff, while ship repairers would employ
in the dock between 200 and 300 permanent staff, as well as 15
casuals. The Committee therefore concludes that between 286 and
386 direct full time jobs would be associated with a new 27,000
tonne dock, given the Committee's demand forecasts. This implies
between 124 and 174 additional jobs.

5.6 The Employment Multiplier

When employees at the dock spend their incomes, they demand
goods and services and so create employment in those industries.
In addition, expenditures by the dock lessee and by ship repairers
on other inputs, such as materials, fuel and power, and motor
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vehicles will generate demand for the products of a wide range of
industries and so stimulate employment in them. When employees in
these industries spend their incomes, this in turn will create
additional demand and hence employment.

This is referred to as the multiplier effect. It applies to
the present direct employment, any loss of employment through closing
of the dock and any new employment from a new dock. These indirect
effects on their own would suggest that there is a positive employ-
ment multiplier associated with the dry dock. On the other hand,
any increased taxation necessary to finance losses in the dry dock
would withdraw spending power from Victorians. This would Tower
demand for consumption of goods in Victoria and thus reduce production
and employment.

Using the estimates of costs in their Report, and an input-
output model of the Victorian economy, the Committee's consultants
have estimated an employment multiplier of around 1.5. If direct
employment in a new dock were between 286 and 386, a multiplier of
1.5 would imply total employment (direct plus indirect) of between
429 and 579.

The joint union/industry submissions arqued that an employment
multiplier of 3 was appropriate. This submission suggested that current
direct dock related employment was 250 (compared with the Committee's
estimate of 162-212) but also that it "might rise to 450 on a less
rigdrous but nevertheless justifiable basis". However, no support-
ing evidence for this last statement, which seems inconsistent with
statistics provided by the employers, was provided. The submission
suggested that an additional 200 to 350 new jobs would be created by
a new dock, and that, given an employment multiplier of 3, between
400 and 700 additional indirect jobs would be created by a new dock.

There are, however, serious weaknesses in the submission's
approach. Firstly, its estimates of current and additional direct
employment in the dock seems high, in particular, it implies that

57



virtually all ship repairers' employment is attributable to the dock.
Secondly, the submission provides no empirical justification for its
employment multiplier, while the Committee's consultants' estimate

is based on an input-output model of the Victorian economy. Thirdly,
the submission does not appear to take into account thé negative
indirect impact on employment of any increase in taxation or re-
allocation of expenditure which might be required to finance the dock.

For these reasons, the Committee finds it difficult to accept
the submission's assertions in relation to indirect employment.
~While it recognises that precision is not feasible in this area
it accepts the figure presented by the Centre of Policy Studies
as being approximately correct, so that total employment (direct
plus indirect) generated by a new dock is likely to lie between 429
and 579. This is an increase of between 186 and 261 jobs.

5.7 Some Qualifications

While the Committee has provided employment numbers to assist
analysis of alternative actions, these numbers should be interpreted
with caution.

Firstly, while some jobs in the dock itself will clearly be
lost if the A.J. Wagglen is not replaced, this would not necessarily
mean a net Toss of employment in Victoria. Financing a new dock may
require either increased taxation or reduced Government expenditure
in other areas. If a dock were not purchased funds would be avail-
able for investment in alternative, more profitable, projects which
would themselves create employment.

Similarly, the additional jobs associated with a new dock do
not necessarily represent additional employment in the economy as a
whole. They are simply the number of jobs likely to be created by
particular streams of spending by employees and firms. A stream of
spending would also be generated by alternative investments and
would create employment in alternative areas. |
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Secondly, the Committee has concentrated on Victorian employ-
ment. To the extent that a new Melbourne dock would win away existing
work from the Newcastle and Brisbane docks, employment could well fall
in these States, so that the net gain in Australian employment would
be less than indicated in this Chapter.

5.8 Job Subsidies Comparisons

In Chapter 4 it was suggested that the present value of the
subsidy required to sustain a 27,000 tonne dock could be somewhere
between $6 million and $10 million, if operated by a Government
organisation, assuming a real required rate of return of 5 per cent,
and between $11 million and $15 million in the case of a private
operator. Table 1l implies that the subsidy by the taxpayer per direct
Job, at this rate of discount, is between $15,500 and $52,000. This
is set out below. This cost obviously declines as the dock
becomes more profitable; indeed if it was commercially viable the
subsidy per job would be zero.

TABLE 11
SUBSIDY PER JOB ACCORDING TO TYPE OF MANAGEMENT

Government Private
Operation Operation
Cost per direct job 15,544-34,965 28,497-52,447
Cost per job including
indirect employment 10,362-23,310 13,998-34,965

The  figures in the table have been arrived at by taking the
total number of direct jobs (286-386) and the total of direct and
indirect jobs (429-579) and calculating a job subsidy for Government
operation (cost $6-$10 million) and for private operation ($11-$15
million). In each case the low and high points have been taken in
the sense that the low point is the cheapest cost figure divided by
the highest number of jobs in the range, whilst the high point
reflects the highest cost figure divided by the lTowest job figure
in the range.
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It will be clear from the above table that the cost per direct
job is in the range of $15,500-$35,000 under Government operation and
$28,400 to $52,400 under private operation. The following examples
give an indication of Government job creation guideline figures
applied in other areas.

The Commonwealth Government using Input-Output Tables from the
National Accounts utilises a rule of thumb figure of $22,000-$25,000
per direct job in the Community Services Sector. These figures are
updated every six months.

The Victorian Ministry of Economic Development in an explor-
atory internal discussion document has commenced with a $30 per week
per job subsidy figure. Projecting this figure forward for 10 years and
then discounting the cash flows back to present value terms using what
is understood to be a 15% rate of discount, a figure of $7,000 is
obtained. As the average manufacturing job multiplier is 1 to 3.2,
the Ministry would pay an overall subsidy figure of $20,000-$23,000
per direct job created in the manufacturing sector, provided other
guidelines are met.

The Committee's estimate of the cost per direct job for a new
dry dock of between $15,500 and $52,400 is difficult to evaluate in
comparison with these figures but the Committee is unable to produce
any more precise figures.

The Employment Initiatives Program administered by the Victorian
Ministry of Employment and Training is not a strictly realistic com-
parison with the Dry Dock subsidy figures since the schemes under the
Program are of a definite temporary duration (average 22 weeks) and are
aimed at a specific group who are perceived as having special needs -
those who have been unemployed for six months or more. The average
annual subsidy of $22,000 per job created which reflects social
criteria (for example particular attention is paid to disadvantaged
groups) and the cost of establishing suitable frameworks (for example
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5.9

supervision does not appear tc be a valid figure for comparison

against a long term commercial venture

Summary and Conclusion

Current direct employment in the ship repairing industry
is 284. The work involved in a further 30 full-time
positions is divided amongst 197 casual employees.

Between around 132 and 182 permanent direct jobs would be
lTost through closure of the existing dock. In addition,
around 30 "full-time equivalent" casual positions would
disappear.

Between around 81 and 106 indirect jobs would be Tost in
the event of dock closure.

Accepting the lower employment multiplier of 1.5, between
around 124 and 174 direct jobs, and 62 and 87 indirect
jobs would be created by a new 27,000 tonne dock.

There is no adequate basis for comparing the cost per direct
job of between $15,000 and $35,000 for Government operation
and between $28,000 and $52,000 for private operation under
this project, with cost per job criteria developed for

other Government programmes. The higher figure for private
operation reflects the need to account for the payment of
tax and the assumed requirement of a higher rate of return
on capital invested.

If a decision is made to proceed with a 27,000 tonne dock,
total direct and indirect employment attributable thereto is
estimated to be between 429 and 579 people, based upon a
multiplier of 1.5.

These results are summarised in Table 12.
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TABLE 12
EMPLOYMENT IMPLICATIONS OF ALTERNATIVE DOCK PROJECTS

Direct Indirect Total

Jobs lost through dock
closure. 162-212 81-106 243-318
Additional jobs created with a

new 27,000 tonne dock. 124-174 62- 87 186-261
Total retention plus creation

of employment with a 27,000

tonne dock. 286-386 143-193 429-579
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CHAPTER 6:  MANAGEMENT OF A DRY DOCK

6.1 Introduction

The ability Of any new dock to attract business will depend
substantially on:

- 1ts cost competitiveness in terms of its level of charges

- its competitiveness in terms of time taken

- its ability to complete jobs within agreed times, i.e.
reliability

- its ability to maintain harmonious industrial relations

- the quality of its work.

Shipowners look for a package of these factors which minimises
their total docking cost, and any risk of delays.

From the Government's point of view, if it is to subsidise
this industry it is important to find an arrangement for managing the
dock which promotes maximum operating efficiency, minimises and clearly
delineates any Government contribution and is equitable as between
different parties.

This Chapter discusses the advantages and disadvantages of
alternative arrangements in terms of their impact on the factors
determining the viability of a new dock, and on the interests of the
Government. The problem is to find a management arrangement which is
regarded as equitable, but which does not reduce incentives for
efficiency. The Committee has not fully developed its opinions on
the most appropriate management arrangements. It considers the
Government should establish a working party to consult with workers,
employers and shipowners before any firm decision is made by the

Government.

6.2 The Current Management Arrangement

The A.J. Wagglen is owned by the State Government, which in
1975 spent more than $5.6 million on its purchase and installation,
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and operated by Duke & Orr Dry Dock Pty. Ltd., whose lease on the
dock runs until 1985. The terms of the lease are subject to
review every three years. Duke and Orr's investment in the
enterprise, apart from normal working capital, is approximately
$60,000 worth of equipment. The State Government earns a return
on its investment (though it is insufficient to fully service
capital) through a profit sharing arrangement, under which the
State receives 50 per cent of the first $30,000 of profit before
tax and 40 per éent of the balance of operating profit, with the
remaihder accruing to Duke and Orr. Any losses are to be borne
in full by Duke and Orr. Profit is defined as gross revenue from
the floating dock, less all operating and overhead expenses

(but excluding depreciation of the dock); the State Government
also pays 50 per cent of the dock's insurance premiums (about
$20,000 p.a.). The total net return to the Government under the
agreement since 1975 has been slightly less than $400,000, consis-
ting of $34,493 in 1977, $130,444 in 1978, $84,362 in 1979,
$63,765 in 1980, $105,676 in 1981 and $81,889 in 1982. - The Govern-
ment also receives a small (approximately $11,000 per annum)
charge levied on ship repairers using the dock.

The Government may review Duke and Orr's dock hire charges
and if there is disagreement the matter is to go to arbitration.

This profit sharing procedure has two major problems:

(1) It reduces the dock operator's incentive to maximise
reported profits. Of each $1 of additional operating
profit beyond the first $30,000, the dock operator first
returns 40 cents to the State Government. After company
tax of 46 per cent, 32.4 cents of the extra $1 of profit
remains with the operator. When this profit is distributed
to the owners of Duke and Orr, they face income tax, possibly
at the highest marginal rate of 60 per cent, so that of the
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(2)

initial extra $1 of operating profit, only 13 cents is receivad
by the shareholders. This extremely small share in profits must
weaken the shareholders' incentive to ensure that operating
profits (and the returnto the State Government) are maximised.
There may be less incentive to restrain costs if the

consequent increase in operating profit accrues largely to

the various Governments. '

Close monitoring of the activities of the dock operator by

the State Government could assist in this situation, and the
agreement with Duke and Orr provides for the Director of
Finance and the Auditor-General to have access to the Company's
books of account. This right has not been exercised. More-
over, close monitoring could be very costly and in the future
it would seem more sensible to pursue agreements which

provide an incentive structure under which Tess monitoring is
necessary.

While projections of operating profits are uncertain, it seems
possible that, excluding capital servicing, a replacement

dock would generate considerable operating profit. For
example, evidence presented to the Committee by Duke and Orr,
suggested a possible level of annual operating profit,
excluding amortisation of the capital cost of the dock. If
the current arrangement continues, investment by this company
would be around $250,000 (Transcript, p.223). If the exist-
ing agreement were continued based on this possible level of
profit the dock operator would receive an extraordinarily high
return on his investment, far higher than is necessary to
induce the company to participate in the project. Apparently
recognizing this, two of the Company's directors indicated
their willingness to accept a smaller share of operating
profit or to consider different financial arrangements
(Transcript, p.229). However, if, the Company's share of

profits under any agreement were to fall, for example, as Tow as
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10 per cent, the Company's owners wou]d ultimately receive
(after tax) only 3 cents from each additional dollar of

profit. The incentive to maximise reported profit is 1ikely

to be very weak in these circumstances. Thus the dock could

be operated less efficiently, and the financial outlay required
of the State Government could be greater, than would be the
case under alternative arrangements.

Recognising these two fundamental weaknesses of profit-
sharing arrangements, the Committee recommends that if a
replacement dock is to be operated by private interests the
Government explore alternative arrangements, some of which
will be outlined in this chapter. In the Committee's view

the existing profft sharing arrangements should not be contin-
ued for a new dock.

6.3 Management by aGovernment Organisation

Management of a new dock could be undertaken by a Government
organisation, as at the Newcastle State Dockyard and Queensland's
Cairncross Dock. The Newcastle Dockyard is controlled by the N.S.W.
Maritime Services Board, a State Statutory authority. It enjoys
relative financial autonomy but its staff are public servants and
management must observe public service staffing controls. The Bris-
bane dock is operated byan autonomous State Government authority, the
Port of Brisbane Authority. Closer to home, the Geelong STipway 1is
operated by the Port of Geelong Authority, a State statutory authority.
If the Government wishes to minimise the outlay required to support
this project, it must encourage the dock's management to pursue
normal commercial objectives in a competitive environment. While
it is doubtful whether public service (i.e. departmental)structures
foster such behaviour, it is possible that a statutory authority
structure would be suitable, provided there was freedom from public
service staffing controls and a reasonable degree of financial
autonomy. This would require either a new statutory authority being
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established just to run the dock or the dock being taken over by an
existing organisation such as the Port of Melbourne Authorityp
Although that Authority has no wish to extend its operations into
this area the Committee considers such an arrangement could have
the following advantages:

- it would ensure that planning and management is undertaken
by an organisation with full knowledge of future port and
shipping developments, and with facilities for promoting
the dock as part of the port facilities.

- under Government policy directives it could enable
innovative forms Qf worker participation in management
to be developed, with improvement in cost competitiveness,
time taken for jobs, reliability of performance and
industrial relations.

The option of management by the Port of Melbourne Authority should
therefore be carefully considered, as should possible operation by
a new Government authority.

6.4 Private Management.

Historically, management of dry dock services in Melbourne has
rested in private hands. The view of the current dock operator is
that Government operation is not viable, because:-

"hour-to-hour decisions have to be made at various times.
It is felt that the Public Service system would not have
sufficient flexibility to allow this to be done. A private
company does have this flexibility" (Duke & Orr Amalgamated
Dry Docks Ltd., Submission, 8.2.83, p.2).

However, this argument does not distinguish between departmental
operation compared with operation by a relatively autonomous
authority.
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Arqguably, in a situation of strong competition between
Australian docks and with full profit retention by a private dock
operator, efficient operation would be better encouraged than
under Government operation. However, with a taxpayers' contribution
to capital costs full retention of profits would not be equitable.

The Committee is firmly of the view that the existing dock
operators, Duke & Orr Dry Dock Pty. Ltd. should not automatically
have the right to operate a new dock. This does not imply any dis-
satisfaction with their operation of the existing dock, but reflects
the Committee's view that any automatic rights are inequitable in
the case of a facility partly financed by taxpayers.

6.5 Joint Venture or Co-operative Management

It would also be possible for the dock to be managed by a
Government or private sector joint venture or a co-operative of
interested companies and relevant workers or unions. Co-operative
or joint arrangements between parties which may have competing
interests might create difficulties. On the other hand wOrker or
union involvement in management might be expected to significantly
improve efficiency through providing an incentive to workers for
improved productivity and work practices.

6.6 Competitive Tendering for Private or Co-operative Management

An equitable and efficient arrangement could be to allocate
the right to operate a dock by some process of competitive tendering.
A number of alternatives might be considered.

First, an auction could be held, with the successful bid being
the one which requires the smallest initial subsidy from the State
Government to make it worthwhile to install and operate the dock.

The successful bidder would own the dock, with the Government providing
only an initial subsidy. Bidders might include Duke & Orr, ship |
repairers, trade unions or consortia of repairers and unions.
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If a new 27,000 tonne dock were to generate an annual operat-
ing profit excluding depreciation on the dock of say $2 million and
assuming a 20 year dock 1ife and a required real rate of return on
capital of between 10 and 15 per cent, such a stream of earnings
would be worth, in present value terms, somewhere between $19
million and $12.5 million (i.e. a rate of return of 10 per cent on
an initial investment of $19 million). These figures are
considerably higher than those estimated in the Report prepared by
the Centre of Policy Studies. However, it is the perception of
revenues by potential dock operators which would be relevant to
bidding. Other factors would enter into bidding, such as arrangements
with the Government and expected resale value. Nevertheless, if
Duke & Orr's estimate is accurate, it is possible that the stream
of expected future earnings could be worth as much as $19 million to
a potential dock operator, depending on the operators required rate
of return on capital. Since the capital costs (including site
preparation) of a new 27,000 tonne dock are likely to be around $26
million, a bidder in this auction might be expected to request a
subsidy of around $7 million if his required real rate of return on
capital was 10 per cent.

It would be possible for the Government to contribute a certain
amount by way of equity capital and thus share in any subsequent
profits. However, in this situation a private operator would require
a greater initial subsidy for having to share the profits, and the
problem of Tack of incentive discussed before would remain.

The auction procedure has a number of advantages:

(1) It is equitable. It gives all parties the right to bid for
the right to operate the dock. This could include co-
operatives of unions and ship repairers.

(2) It will give the Government a clear picture of the required
subsidy, whereas under the current profit sharing arrange-
ment the extent of the subsidy can only be calculated at the
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(4)

(5)

(7)

end of the project's life. Using this information, the
Government can then decide whether the advantages of the dock
(job creation, skills retention, etc.) are worth the
expenditure.

An auction would publicise the extent of the required
subsidy, which it is reasonable for the public to know.

A competitive auction may minimise the contribution required
from the State Government. However, it could still be
difficult to 1limit the Government's financial involvement in
that there might be pressure for additional Government
financial assistance should the operator's forecast prove too
optimistic. However, this problem would arise with all of
the management options. ' |

As the dock operator retains all operating prbfits, incentives
for efficiency are increased.

It would be possible to leave choice of dock size,
technology, supplier etc. to the bidder, who may be better
informed that the State Government.

The major unions and the ship repairing companies have
indicated approval of competitive tendering (Transcript,
p.93 and p.101).

Since the dock operator would own the dock, he may have a
greater incentive to maintain it than under the current
profit sharing agreement.

Nevertheless there are problems with this procedure:

(1)

There may not be enough bidders to generate independent bids.
It is difficult to know whether this would be a problem in
this case, but the difficulty will be minimised if bids are
requested from as wide a field as possible.
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Moreover, the Government has now been given an indication

in confidence of the dock's value to at least one likely
bidder, and this will assist the formulation of a reserve
price. The Government can, if it wishes, not proceed if bids
are unsatisfactory.

The Government would also need to consider whether to specify
a term of operation of the new dock. If it does not, the
successful bidder might find it commercially sensible to close
the dock before the Government desires (although it might, in
such an instance, sell the dock to another Victorian operator).
On the other hand, if a time period is specified, this will
increase the risks faced by bidders and consequently increase
the initial subsidy required from the State Government.

The Government would be required to provide some millions of
dollars within a short period, which it might find detrimental
to its overall budgetary position. This problem could be
overcome by borrowing money and spreading the interest and
principal payments over time; the capital requirement would
in any event be smaller than under the State management or
profit sharing arrangements discussed earlier. Alternatively,
an interest subsidy to the dock operator could possibly be
considered.

If potential bidders anticipate Government assistance in addition
to the Government's initial outlay if their profit projections

prove too optimistic, the incentive for efficient operation,
which is the main advantage of an auction, will be signific-
antly reduced.

Should the financial results be better than forecast the
Government havingprovided significant finance for the facility
would not share in these higher than forecast profits, but
this argument also applies in reverse. If profits were

less than forecast the State would not receive the return
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6.7

it expected when agreeing to make a capital contribution.

Summary and Conclusion

The existing profit sharing arrangement should not be
continued for any new dry dock.

The existing dock operators Duke & Orr Pty. Ltd. should
not have any automatic right to operate any new dry
dock.

Should it decide in principle to acquire a new dry dock
the Government should examine the possibility of operation
by:

(a) a Government statutory authority;
(b) a privately owned company;

(c) a joint venture or co-operative arrangement involving
some or all of Government, interested companies,
relevant workers and unions.

For those options which do not involve Government alone
operating a new dock, the Government should give consider-
ation to calling competitive tenders for the operation of
the dock.
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CHAPTER 7:  SHORT TERM DECISIONS CONCERNING THE A.J. WAGGLEN

In terms of the Committee's reference from the Government this
Report looks at what is essentially a long-term issue of whether a new
floating dock should be obtained or whether the A.J. Wagglen should
cease operations and not be replaced.

However, there is aneed for a decision on what to do with the
A.J. Wagglen in the short term, given the Government's recent
decision to construct a new rail link to the Webb Dock, which will
require the A.J. Wagglen to be moved from its existing location.
This relocation will need to be completed by early 1984 to enable

construction of the new rail Tink to proceed.
There are three alternatives:-
(a) close down the A.J. Wagglen forthwith;

(b) relocate it close to its existing site in the river
on a temporary basis. The cost would be $3.4 million.
Reclamation works of $1.9 million would still be
required for the rail bridge project even if the
A.J. Wagglen were not relocated or closed down.

The net cost attributable to the relocation of the
A.J. Wagglen is therefore $1.5 million;

(c) relocate it at the Webb Dock site at a cost of $8-9
million. This cost of relocation is the same as the
cost of site preparation for a new 27,000 tonne dock.

Alternative (b) would involve considerable expenditure for very
1Timited benefits and should be rejected. This might involve the
payment of some compensation to Duke & Orr as the present agreement
runs until 1985.
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The Committee does not consider the cost under alternative

(c) is justified, if the A.J. Wagglen is not to be replaced, based
on its view that the A.J. Wagglen should not continue in operation
beyond the short term. The Centre of Policy Studies' report in
examining this option concluded:-

"Capital costs apart, our projections suggest the dock

~will not be economically viable from 1983 onwards. This

is an important result, since it suggests that relocation
of the A.J. Wagglen to make way for the Webb Dock rail
1ink, at a cost of more than $3 million, would involve
investment in a venture which would require continual,
and increasing, state subsidisation."...."Relocation is
uneconomic, since it would involve investment of an
additional $3 million in a project which will not even
recoup operating costs, let alone this capital outlay."
(Report page. 5.10)

The Committee endorses this view.

The choice between the alternatives (a) and (c) therefore depends

on the long-term decision about the acquisition of a new dock.

Summary and Conclusion

1.

Should the Government decide against a new dock the A.dJ.
Wagglen should be closed down forthwith.

Should it decide to acquire a new dock the Wagglen should be
relocated to the Webb Dock site. This would be subject to
the priviso that the Government should be satisfied that
Geelong is not a suitable sitefor locating a dock.

Should the Wagglen continue operations in the meantime, the
Government should closely monitor its financial results, as
provided in the agreement with Duke & Orr Dry Dock Pty. Ltd.

Committee Room
6 May, 1983
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APPENDIX 1

LIST OF WITNESSES

PUBLIC HEARINGS - FEBRUARY-MARCH, 1983.

ALLEN, J.D., Port of Geelong Authority.

ANGLISS, P.R., Duke & Orr Dry Dock Pty. Ltd.
BICKNELL, J., Australian National Line.

COoX, R.B., State Dockyard, Newcastle.

DIX, R., Federated Ship Painters & Dockers Union.
EDDIE, A.G.F., Connell Eddie & Associates.
GREENAWAY, R.

HALFPENNY, John, Ama]gaméted Metals, Foundry & Shipwrights Union.
HALLIDAY, J., Duke & Orr Dry Dock Pty. Ltd.

HARRIS, B., V.F. Harris (Vic.) Pty. Ltd.

KELLY, J., State Dockyard, Newcastle.

McKANE, M.J., Rippleside Ship Repairs.

MORGAN, D.H., Port of Brisbane Authority.

MURRAY, J., Amalgamated Metals, Foundry & Shipwrights Union.
SAMUELS, N.G., Port of Geelong Authority

SAVILLE, K., Amalgamated Marine Engineers Pty. Ltd.

SHORTEN, W.R., Duke & Orr Dry Dock Pty. Ltd.

SPIERS, J.W., Associated Steamships Pty. Ltd.

WAGGLEN, A.J., Ports & Harbors Division, Public Works Department.
WHITE, N.J., Ports & Harbors Division, Public Works Department.
WIJSBEEK, K., Union Steamship Company of N.Z. Ltd.

WILSON, F.M., Port of Brisbane Authority.

WILSON, Roger, Seamen's Union of Australia.
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APPENDIX II

LIST OF SUBMISSIONS

MAJOR SUBMISSIONS WERE RECEIVED FROM:

AUSTRALIAN CHAMBER OF SHIPPING

CONNELL EDDIE & ASSOCIATES
DELOITTE HASKINS & SELLS

DUKE & ORR DRY DOCK PTY. LTD.

GEELONG REGIONAL COMMISSION

R.L. GREENAWAY

JOINT COMMITTEE REPRESENTING SHIPPING UNIONS & SHIP REPAIRERS
McILWRAITH McEACHARN OPERATIONS PTY. LTD.
MINISTRY OF TRANSPORT

PORT OF BRISBANE AUTHORITY

PORT OF GEELONG AUTHORITY

PORT OF MELBOURNE AUTHORITY

PORTS & HARBORS DIVISION, PUBLIC WORKS DEPARTMENT
STATE DOCKYARD, NEWCASTLE
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APPENDIX ITI

SUBMISSIONS AND COMMENTS IN RESPONSE TO THE

PORT OF GEELONG AUTHORITY'S SUBMISSION,

WERE RECEIVED FROM :

ADAMS, B., J.P., Mayor of the City of Geelong.

AUSTRALIAN INSTITUTE OF MARINE POWER ENGINEERS.

DUKE & ORR DRY DOCK PTY. LTD.

GEELONG CHAMBER OF COMMERCE

GEELONG REGIONAL COMMISSION

HARRIS, I.V., V.F. Harris (Vic.) Pty. Ltd.

HENSHAW, D.E. (The Honourable), M.B.E., M.L.C., Geelong Province.
MERCHANT SERVICES GUILD OF AUSTRALIA

PORTS AND HARBOURS DIVISION, Public Works Department

WIJSBEEK, K., Resident Engineer, Union Steamship Company of
New Zealand.
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APPENDIX IV

CORRESPONDENCE RECEIVED BY THE COMMITTEE.

MINOR SUBMISSIONS, COMMENTS AND WRITTEN INFORMATION.

AUSTRALIAN COUNCIL OF TRADE UNIONS

B.M.G. RESOURCES LIMITED

CLARK AND STANDFIELD BARROW SHIPBUILDING WORKS
COLUMBUS OVERSEAS SERVICES PTY. LTD.
COMMERCIAL BUREAU (AUSTRALIA) PTY. LTD.

DAEWOO CORPORATION, Korea.

DEPARTMENT OF DEFENCE

DEPARTMENT OF THE PREMIER

FLENDERWERFT AKTIENGESELLSHAFT, WEST GERMANY
MISTUBISHI AUSTRALIA LIMITED

MITSUI & CO (AUSTRALIA) LIMITED

SHIP TECHNOLOGY UNIT, VICKERS COCKATOO DOCKYARD PTY. LTD.
VICKERS COCKATOO DOCKYARD PTY. LTD. '
WESTFARMERS TRANSPORT PTY. LTD.

*Names of persons and organisations already listed in
Appendices I, II, III and V have not been repeated here.
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APPENDIX V

THE COMMITTEE HELD DISCUSSIONS WITH THE FOLLOWING
PERSONS AND ORGANISATIONS IN VICTORIA AND INTERSTATE

ACHILLES, A., M.A.N.- GHH (Sydney)
AGGARWAL, C., Shipping and Development Branch, Department of
, Transport and Construction, Canberra.
BAXTER, A., Peacock & Smith.
BENNETT, R., Port of Melbourne Authority.
BICKNELL, J., Australian National Line.
BOLTON, C.R., President, Australian Ship Repairers Group.
BOWEN, L., Executive Director, Australian Chamber of Shipping.
CAMPBELL, R., Manager, Ship Technology Unit (Vickers Cockatoo)
COLE, G., Vickers Cockatoo.
CoX, R.B., State Dockyard, Newcastle.
CRANE, J., Australian National Line.
DIX, R., Federated Ship Painters & Dockers Union.
FUJIMORI, Mitsubishi (Australia) Ltd.
HARRIS, V.F., V.F. Harris Pty. Ltd.
HINES, M., Marine Operations, Shell Co. of Australia.
HOGGETT, K.J., Secretary, Port of Brisbane Authority.
HOLTHOUSE, D.G., Director, Fleet Maintenance, Department of Defence.
JANSEN, J.A.C., Nedlloyd Australia.
JONES, P., Seabridge.
KELLY, J., Manager, State Dockyard, Newcastle.
LIGHTFOOT, L.G., President, Australian Chamber of Shipping;
Blue Star Line.
LOUDON, A., C.S.R.
MORGAN, D., Manager, Cairncross Dockyard, Brisbane.
NEWING, E., A.C.T.A.
PORTER, D., Principal Surveyor, Lloyds Register.
READ, D.J., Dockyard Services Division, Department of Defence
Support.
RENSHAW, P., Assistant Secretary, Shipping & Development Branch,
Department of Transport & Construction, Canberra.
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APPENDIX V CONT'D.

ROGER, J.S., Shell Co. of Australia.

SAVILLE, K., Amalgamated Marine Engineers.

SHEARMAN, N., Fleet Operations, B.H.P.

SHORTEN, W.R., Duke & Orr Dry Dock Pty. Ltd.

SMITH, R., Nedlloyd Australia.

SMITH, R., Command Operations, Royal Australian Navy.

TURNER, D., Acting First Assistant Secretary, Sea Transport Policy
Division, Department of Transport and Construction,
Canberra.

WAGGLEN, A.J., Ports and Harbors Division, Public Works Department.

WATANABE, I., Mitsubishi (Australia) Ltd.

WATSON, T., Federated Iron Workers Union.

WEAVEN, G., A.C.T.U., Ship Repairers Group.

WEBSTER, J., Overseas Containers Australia Pty. Ltd.

WHITE, N.J., Ports & Harbors Division, Public Works Department.

WooD, D.D., First Assistant Secretary, Defence Industry & Material
Policy Section, Department of Defence.

WRIGHT, R.E., Chief Executive Officer, Defence Industry & Material

Policy Section, Department of Defence.
YANDELL, T.C., Production Director, Vickers Cockatoo Dockyard.
YEAYS, A., Acting Manager, Port of Brisbane Authority.
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EXTRACTS CF THE PROCEEDINGS

The following extracts from the Minutes of the Proceedings
of the Committee show Divisions which took place during the
consideration of the draft Report.

No.
2.2

FRIDAY, 6 MAY, 1983

Pattern of Demand

"Surveys carried out by the Commonwealth Department
of Transport and Constructions (DOT) suggest that,
for Australia as a whole, repairs carried out in dry
docks generate more than half of total repair revenue.
Discussions with ship repairers suggest that around
40 per cent of revenue of (Melbourne's) ship repair
companies is generated by dry docking. The DOT
surveys also indicate that Australia has excess dry
docking capacity; for example, in 1981-82 Australia's
major commercial dry docks were occupied for only 49
per cent of the year. The A.J. Wagglen's occupancy
rates were 50 per cent in 1976-77, 51 per cent in
1977-78, 45 per cent in 1978-79, 44 per cent in
1979-80, 38 per cent in 1980-81 and 42 per cent in
1981-82."

Amendment proposed - That all the words and expressions
after "docking" where first occurring be omitted with the
view of inserting in place thereof:

"Although Department of Transport studies indicate
that Australia has excess dry docking capacity, it
should be pointed out that there are sectors of
demand that are not being catered for by existing
Australian facilities.

This is especially so in respect of likely demand
from overseas vessels. With a larger dry dock,
vessels on the North Europe and North America routes
would be able to dock in the Port of Melbourne. At
present, these vessels are unable to be serviced
because of the inadequacies and smallness of the
A.J. Wagglen.

Reference to Australia-wide excess capacity also
assumes that existing facilities at Newcastle and
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Qrisbane would be able to compete with a new dry dock
in Melbourne. This ignores Melbourne's growing role
as the.Austra11an port where overseas vessels are
more likely to be carrying their lightest load

thereby being better-placed for dry docking.

It also

ignores the cost advantages enjoyed by the Port of
Melbourne compared with other Australian ports.

To the extent that Brisbane and Newcastle are able to
expand their overseas market, it is likely that they
will be seeking demand from different sectors of the

market to that of Melbourne."

(Mr. J.D. Harrowfield)

Question - That the words .and expressions proposed to be
omitted stand part of the paragraph - put.

Committee divided.
AYES, 3
Hon. D.K. Hayward

Mr. P.M. Gavin
Hon. J.V.C. Guest

And so it passed in the negative.

NOES, 4

Mr. J.D. Harrowfield
Mr. B.J. Rowe

Mr. A.J. Sheehan
Hon. G.A. Sgro

Question - That the words and expressions proposed to be

inserted be so inserted - put.

Committee divided.

AYES, 4

Mr. J.D. Harrowfield

Mr. B.J. Rowe
Mr. A.J. Sheehan
Hon. G.A. Sgro

NOES, 3

Hon. D.K. Hayward
Mr. P.M. Gavin
Hon. J.V.C. Guest

And so it was resolved in the affirmative.
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FRIDAY, 6 MAY, 1983

No. 2.

2.5.3 Coastal Vessels

7. "In the 1ight of the above discussion of
these three assumptions, the Committee has
adopted the Centre's high demand forecast."

Amendment proposed - That the following words be added to
sub-paragraph 7:

"Although it recognises that competitive
pressures would make the achievement of
83 per cent of the potential market quite

difficult." (Hon. D.K. Hayward)

Question - That the words proposed to be added be so
added - put.

Committee divided.

AYES, 5 NOES, 3

Mr. P.M. Gavin Mr. J.D. Harrowfield
Hon. J.V.C. Guest Hon. G.A. Sgro

Hon. D.K. Hayward Mr. A.J. Sheehan
Hon. A.J. Hunt

Mr. B.J. Rowe

And so it was resolved in the affirmative.
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FRIDAY, 6 MAY, 1983

No. 3.

4.5 Possible Unquantified Costs and Benefits

"In addition to the financial costs and revenues
associated with a new dock, there may be some costs
and benefits which are not reflected in the financial
data."

[Sub-paragraphs (a) - (d) inclusive not printed.]
"(e) Other Possible Costs

The financial data may also understate some costs of
the project. For example, to the extent that a sig-
nificant proportion of incremental demand reflects
union pressure, overseas shipowners who would other-
wise not dock in .Victoria may pass on part of the
increased costs in shipping rates. To the extent
that overseas shipowners absorb the costs, income
will have been transferred from foreigners to
Australians, implying a net gain to both Australia
and Victoria. If the cost increase is passed on
however, the situation is more complex. The increased
cost of shipping implies a Tower f.o.b. price for
Australian exports, which may lead to a reduction in
production of some exported goods. The magnitude of
such costs and transfers for Victoria and Australia
is very difficult to estimate; but inability to
quantify them does not mean that they do not exist.

In addition, increased Victorian dock occupancy would
occur partly at the expense of the Newcastle and
Cairncross docks. While any increased surplus for a
Victorian dock is a net gain to Victorians, from the
national point of view it is not a net benefit."

Amendment proposed - That after sub-paragraph (e) there be
inserted the following sub-paragraph:

"(f) Socjal Benefits and Costs

(1) Clearly there is great difficulty in
evaluating, in cash terms, all costs and
benefits involved with the project.

(ii) The financial data does not fully explore
the range of social benefits that may
accrue from the project, many of which may
come to fruition over the future.
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(iii) The analysis assumes that a dollar is of
equal value to all its recipients and that
society benefits equally no matter how the
benefits of a project are distributed.
Thus no account is taken either of the
individuals or of the geographic areas

“which most directly benefit from the
project.

(iv) Furthermore, in the financial analysis,
estimates have been made of the wages which
will actually be paid. In a situation of
unemployment this overestimates the social
cost of creating new employment. That
should be calculated on the basis of the
"shadow price" of wages. This will be less
than the actual wages, net of tax, paid and
will approach zero as unemployment increases.
Correcting future labour costs to account
for this requires that estimates be made of
future unemployment and the source of
labour for the project. Making such esti-
mates is beyond the scope of this study
nevertheless it is a factor which should
be taken into account." (Mr. A.J. Sheehan)

Motion made and question - That the sub-paragraphs be
considered seriatum - (Hon. A.J. Hunt) - put.

Committee divided.

AYES, 4 NOES, 4

Hon. D.K. Hayward - Mr. J.D. Harrowfield
Hon. A.J. Hunt Mr. B.J. Rowe

Mr. P.M. Gavin Mr. A.J. Sheehan
Hon. J.V.C. Guest Hon. G.A. Sgro

And the numbers being equal the Chairman cast his vote with
the "Noes".

And so it passed in the negative.

Further amendment proposed - That sub-paragraph (f)(iv) be
omitted. (Hon. J.V.C. Guest)

Question - That the sub-paragraph proposed to be omitted
stand part of the paragraph - put.
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Committee divided.

AYES, 3 NOES, 5

Mr. J.D. Harrowfield Hon. D.K. Hayward
Mr. A.J. Sheehan Hon. A.J. Hunt
Hon. G.A. Sgro Mr. P.M. Gavin

Hon. J.V.C. Guest
Mr. B.J. Rowe

And so it passed in the negative.

Sub-paragraphs (f)(i)-(iii) were inserted.
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FRIDAY, 6 MAY, 1983

No. 4.

MOTION MADE: That the Economic and Budget Review Committee

recommends that the Victorian Government does not make an
investment in a larger dry dock in the Port of Melbourne

and that consideration be given to alternative means of pro-
viding adequate compensation and retraining for those whose
employment is dependent on the existing dry dock."

(Hon. D.K. Hayward)

Question - That this motion be agreed to - put.

Committee divided.

AYES, 3 NOES,

Hon. J.V.C. Guest Mr.

Hon. D.K. Hayward Mr.

Hon. A.J. Hunt Mr.
Mr

And so it passed in the negative.
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No.

FRIDAY, 6 MAY, 1983

Amendment proposed - That the following words and expressions
be inserted to precede Chapter 1.

"1.1

In the end no conclusion or recommendation of this
Committee or decision by the Government will be wholly
satisfactory without consideration of the national
implications of any dry dock proposal.

The implications for each port of the other port devel-
opment proposals and possible defensive strategies
against competition at each of the existing ports

which have major dry docks, namely Melbourne, Newcastle
and Brisbane, are so weighty that a consultation
between Governments before any major investment
decision is vital.

Cut-throat price competition might be of net benefit
to Australia as a whole if Australian shipping reaped
all the benefits. When the proposal is to service
foreign shipping, that argument is unsustainable, both
for the States involved and the nation as a whole.

Apart from direct effects on Victoria's public finances
caused by unco-ordinated decisions in other ports the
question of national interest cannot be ignored even on
the narrowest view of Victoria's interests, for,
ultimately, the Victorian taxpayer and citizen will be
bearing his substantial share of national losses.

The Committee therefore considers that consultations
and studies should be directed to the possibility of
new investment and a division of specialised market
segments being arranged between the three ports in
question, with the aim of establishing a profitable
dry-docking industry in Australia.

The possible arrangements to be considered would
include the closing down of one or more of the dry
docking facilities and the payment of compensation by
or on behalf of those favoured by such an improvement
to their competitive position.

The implications for Commonwealth-State financial
relations and for the national interest in allocation
of resources are such that it would probably be
appropriate to involve the Commonwealth Government

in any such consultations and studies at some stage.
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1.8

2.1

2.2

2.3

2.4

Notwithstanding the Committee's view of the need for
consultations with other Governments it has arrived
at conclusions concerning the correct approach for
the Victorian Government to adopt if it is to make an
investment in or grant a subsidy for the replacement
of the A.J. Wagglen dry dock.

Conclusion in Favour of the Auction

There is considerable uncertainty surrounding the
costs, numbers to be employed in the dock and the
demand for the dock facility. For example, on the
demand side, adopting an 83 per cent figure as
Melbourne's winnable share of its potential coastal
market reflects arguable assumptions about the lack
of cost cutting and improved performance on behalf of
the Newcastle and Brisbane docks. Thus, given the
broad range of possible outcomes, an auction provides
a test between the private operator estimates given
during public hearings, the Consultants' Report (Stage
1 of the Inquiry) and the Committee's chosen range of
outcomes.

There are difficulties in comparing the cost of
Government operation and private operation by focusing
on two different rates of return, which necessarily
make the Tatter less attractive. A private enterprise
operation which combined built-in incentive structures
and predictions of higher dock usage than utilised by
the Committee could generate a different stream of
revenues and costs which could lead to a lower Govern-
ment subsidy input under private operation than
estimated in the Committee's Report following a 10-15
per cent rate of return hypothesis.

Whilst it is acknowledged in the Management Chapter
that there are problems with an auction both in terms
of independent bids and the anticipation of Government
assistance leading to optimistic projections, the
Committee suggests the appropriate mechanism is to
ascertain what value the market places on the stream of
operating profits generated from a new dry dock given
the uncertainty concerning the forecasts.

In a competitive tendering situation, the lowest bid
would yield a market assessment of the subsidy
required. The successful bidder would have total
responsibility for buying and installing the dock and
would keep all the operating profits. Given that the
dock will not yield a commercial rate of return the
bidder will be seeking a contribution to the capital
cost (which the Government could borrow and thereby
spread the payments over time). The successful bidder
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2.

5

6

would therefore minimise the capital contribution
from the Government.

In this context, it should be noted that the Govern-
ment does not need to know the rate of return the bid-
ders require, nor what figure the bidders believe they
can install the dock for, nor what stream of profits
they expect. A1l of these factors can be expected to
vary in individual assessments for a bid. The Govern-
ment is solely interested in the capital contribution
it is required to make. Having received the bids, or
bid, the question is whether the lowest required con-
tribution has a sufficiently attractive value of net
intangible benefits for the Government to proceed.

For example, it may accept a valuation of $5 million
but not $15 million.

The rate of return rule of 5 per cent would no longer
apply. The rate of return is zero because the capital
contribution is a straight subsidy. The job subsidy
would be a one off figure, calculated by dividing the
capital subsidy contribution by the total number of
direct and indirect jobs retained and created (the
Committee estimates 429 to 579). This of course
assumes that the successful bidder believes those
numbers of employees to be required.

Arguments about the appropriate size of the employment
multiplier (1.5 to 3) do not affect the rate of return
calculations used in the Committee's analysis. Higher
forecasts on the numbers Tikely to be employed would
be reflected in a lower subsidy per job retained and
created for any given auction bid.

It should be stressed that an auction is a complex
process and considerable thought will be required in
formulating terms under which bids are made. For
example, the terms may specify the size of the dock,
whether the dock could be second-hand or not, its
location, the length of operation of the dock, or the
minimum number of people to be employed. The more
conditions placed in the terms, the more the auction
process will be constrained and the lTower the amount
of money bidders will be prepared to invest in the
dock (and therefore the higher the subsidy needed from
the Government).

An auction conducted under a co-operative basis would
severely distort the tendering process since not only
would a further constraint be placed upon it by way of
a profit sharing arrangement, but a bidder's optimal
strategy would be to depress his own capital contri-
bution thereby making the Government bear all the risk
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and to stress the profit sharing aspect thereby
encouraging a cost padding situation.

The Committee considers that the Department of Manage-
ment and Budget would be the appropriate arm of Gov-
ernment to organise and conduct the tender process.
The Department would also be in a position to reassess
the multiplier figure it deemed warranted for this
sector of the Victorian economy, which would effect
its recommendations as to whether the lowest bid for
capital contribution to the dry dock should be
accepted on the basis of social benefits such as
employment numbers.

2.7 Notwithstanding the proposed auction process, the
Committee believes it has examined all the major
economic and social factors relevant to a dry dock
in Melbourne, in the time available, as well as the
possible management alternatives." (Hon. J.V.C. Guest)

Question - That the words and expressions proposed to be
inserted be so inserted - put.

Committee divided.

AYES, 4 NOES, 4

Mr. P.M. Gavin Mr. J.D. Harrowfield
Hon. J.V.C. Guest Mr. B.J. Rowe

Hon. D.K. Hayward Mr. A.J. Sheehan
Hon. A.J. Hunt Hon. G.A. Sgro

And the numbers being equal, the Chairman cast his vote
with the "Noes".

And so it passed in the negative.
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FRIDAY, 6 MAY, 1983

No. 6

Amendment proposed - That the following words and expres-
sions be inserted to precede Chapter 1.

"SUMMARY, CONCLUSION AND RECOMMENDATIONS

The Committee has no doubt that Melbourne is the natural
and best location in Australia for a major commercial ship
repair facility. This was clearly borne out in evidence
presented to the Committee which highlighted Melbourne's
position as Australia's largest container port and its
significance as a terminal port. The evidence also
indicated that:

- a Melbourne dock would be better located in
relation to shipping routes than any other dock
to capture dockings by coastal and overseas liner
vessels.

- its docking and repair costs are generally lower
than Brisbane and Newcastle, its reliability is
better and its level of industrial disputation
is lower and this competitive advantage can be
expected to continue. .

This evidence suggests that Melbourne is a superior site
for a major commercial ship repair industry to either
Newcastle or Brisbane. However, as these two ports also
have development plans, the Committee belijeves that if at
all possible, consultations should be convened by the
Commonwealth Government with the three States in order to
develop national strategies and co-ordination of repair
facilities at all three ports, and to identify the special
market segments which each port might profitably develop.

The Committee suggests that the following guidelines should
form the basis of any decision that the Government makes
with respect to replacing the A.J. Wagglen dock:

- the ship repair industry, including the dry dock
facility itself, must be organised and managed so
as to be commercially competitive.

- the dock should offer high quality workmanship at
a competitive price, in a competitive time, and
with guaranteed delivery.

- all parties to the industry should have a say in
the policy decisions and management of the dock,
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and in the winning of its market share.

- all parties should benefit from the successful
operation of the dock.

Recommendations

The Committee accepts the findings of the study, namely,
~that a new 27,000 tonne dry dock will achieve at least a
60 per cent occupancy rate, will create employment for
more than 500 people on a long term basis, at a nett cost
to the Government of between %GM and $10M. The Committee
therefore recommends:

1. That the A.J. Wagglen dry dock be replaced withha
larger floating dry dock.

2. That the replacement dock should be in the 27,000
tonne range, and be fitted and equipped for fast
and efficient docking, cleaning and repair work.

3. That the selection of the replacement dock should
include the consideration of:

(a) currently available secondhand docks of suitable
specification, and

(b) the calling of tenders for the construction of
a new dock, from both local and overseas
contractors.

4, That the site for the location of the dock should be
that recommended by the Port of Melbourne Authority,
at Webb Dock.

5. That the management arrangements should be developed
by the Government, in consultation with the maritime
unions, the repair industry, and other vitally
concerned bodies." (Mr. B.J. Rowe)

Question - That the words and expressions broposed to be
inserted be so inserted - put.

Committee divided.

AYES, 4 NOES, 4

Mr. J.D. Harrowfield Mr. P.M. Gavin
Mr. B.J. Rowe Hon. J.V.C. Guest
Mr. A.J. Sheehan Hon. D.K. Hayward
Hon. G.A. Sgro Hon. A.J. Hunt
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And the numbers being equal, the Chairman cast his vote
with the "Ayes".

And so it was resolved in the affirmative.

D NO 9 = 62148 / 83 - 95 F D Atkinson Government Printer Melbourne
Price $3.30






ECONOMIC AND BUDGET REVIEW COMMITTLE

FIRST REPORT TO THE PARLIAMENT

IMPROVING GOVERNMENT MANAGEMENT
AND ACCOUNTABILITY

A REPORT TO PARLIAMENT ON A
REVIEW OF THE AUDIT ACT 1958

Ordered to be printed

MELBOURNE
F.D. ATKINSON GOVERNMENT PRINTER
1982 - 1983

D-No.10 (1)
2149/83—3849(F1) s






COMMITTEE MEMBERS

Mr. B.J. Rowe, M.P., Chairman.
Hon. D.K. Hayward, M.L.C., Deputy Chairman.
Hon. B.P. Dunn, M.L.C.

Mr. P.M. Gavin, M.T
Hon. J.V.C. Guest, M.L.C.
Mr. J.D. Harrowfield, M.P.
Hon. A.J. Hunt, M.L.C.

Mr. A. McCutcheon, M.P.
Mr. P.J. McNamara, M.P.
Mr. J.I. Richardson, M.P.
Hon. G.A. Sgro, M.L.C.

Mr. A.J. Sheehan, M.P.

REVIEW OF AUDIT ACT
SUB-COMMITTEE MEMBERS

Mr. B.J. Rowe, M.P., Chairman of the Sub-Committee.
Hon. B.P. Dunn, M.L.C.
Hon. J.V.C. Guest, M.L.C.
Mr. J.D. Harrowfield, M.P.
Mr. J.I. Richardson, M.P.

STAFF

Director of Research - Mr. D.A. Shand.
Secretary — Mrs. E. Barbian.

Stenographer - Miss K. Day.

(iid)



PREFACE

The Economic and Budget Review Committee is constituted under the

Parliamentary Committees (Joint Investigatory Committees) Act 1982 to invest-

igate and review matters referred to it under the following Terms of Reference:

- to inquire into and report to the Parliament on any proposal, matter or
thing connected with public sector or private sector finances or with the
economic development of the State where the Committee is required or

permitted to do so (by or under its Act).

— to inquire into, consider and report to the Parliament on any annual
report or other document relevant to the functions of the Committee which
is laid before either House of Parliament pursuant to a requirement

imposed by or under an Act.

~ to inquire into, consider and report to the Parliament on any matter
arising out of the annual Estimates of Receipts and Payments of the

Consolidated Fund or other Budget Papers.

TERMS OF REFERENCE
FOR THE INQUIRY INTO THE AUDIT ACT 1958

On 6 October, 1982, His Excellency the Governor of the State of Victoria,
by and with the advice of the Executive Council thereof, referred to the Economic

and Budget Review Committee the following matter:
"To review the Audit Act 1958 to determine its adequacy and relevance in

providing the framework for financial management and accountability in

the Victorian Government."

(iv)
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CHAIRMAN'S INTRODUCTION

This Report recommends significant changes to improve management and
accountability in State Government organisations. It concludes that at present
responsibilities of Government managers are inadequately defined, that mechanisms
for reporting to Parliament in the discharge of responsibilities are inadequate
and that there is a need for a new efficiency and effectiveness audit function

in the Victorian public sector.

In carrying out its Inquiry the Committee has traversed a broad area of
Government management. As explained in more detail in paragraph 1.3 of the
Report the Committee considered that a review of the Audit Act necessarily
involved more than a review of detailed audit and accounting procedures; it
required an examination of the whole process of accountability in Government.
The Committee's work, extending over some seven months, has given it many

valuable insights into Victorian public sector management.

The Committee has had extensive discussions with Government managers and
with interested private sector organisations, including chartered accounting
firms. It has also drawn on the work of the previous Public Accounts and
Expenditure Review Committee which originally commenced an inquiry on this topic
in 1981, but which did not complete it due to the intervention of the State
Election in March 1982 and the subsequent changes in the structure of
Parliamentary Committees. I must record my Committee's appreciation of the
valuable work done on this issue by the previous Committee, under its Chairman
Mr. D.J. Mackinnon, in particular the publication of a discussion paper in

October 1981.

The Committee wishes to express its appreciation of the co-operation it
received from individuals and organisations who made submissions or gave
evidence during the course of the Inquiry. I should like to express my personal
thanks to the other members of the Audit Act Sub-Committee for the time and
energy they devoted to this Inquiry. |

The Committee considers this Report is a constructive document. Implement-
ation of its recommendations would place Victoria ahead of any other Australian

Government in the accountability of Government organisations to Parliament.

B.J. ROWE, M.P.

Chairman.
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34.

36.

EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS OF THR

LEGISLATIVE COUNCIL

Friday, 2 July 1982.
JOINT INVESTIGATORY COMMITTEES - The Honourable W.A. Landeryou moved, by
leave, That contingent upon the enactment and coming into operation, this

Session, of legislation to establish Joint Investigatory Committees:

(a) The Honourables P.D. Block, B.P. Dunn, G.A. Sgro, D.K. Hayward and

A.J. Hunt be members of the Economic and Budget Review Committee;

Question-put and resolved in the affirmative.

EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS OF THE

LEGISLATIVE COUNCIL

Thursday, 20 October 1982.
ECONOMIC AND BUDGET REVIEW COMMITTEE - The Honourable A.J. Hunt moved, by
leave, That the lonourable P.D. Block he discharged from attendance upon the
Economic and Budget Review Committee and that the Honourable J.V.C. Guest be

added to such Committee.

Question-put and resolved in Lhe affirmative.

EXTRACTED FROM THE VOTES AND PROCEEDINGS OF THE

LEGISLATIVE ASSEMBLY

Thursday, 1 July 1982.

COMMITTEE APPOINTMENTS - liotion made, by leave, and question - That,

contingent upon the coming into operation of the Parliamentary Committees

(Joint Investigatory Committees) Act 1982-

(a) Mr. Gavin, Mr. Harrowfield, Mr. McCutcheon, Mr. McMamara,
Mr. Richardson, Mr. Rowe and Mr. Sheehan (Ivanhoe) be appointed

members of the Economic and Budget Review Committee.

—~(Mr. Fordham)-put and agreed to.

(viii)



1.2

CHAPTER 1.
INTRODUCTION AND SUMMARY

Background to the Report

In preparing this report the Committee has drawn to some extent on the work
of the previous Public Accounts and Expenditure Review Committee which before
the prorogation of the previous Parliament in March 1982 had commenced but
not completed a review of the Audit Act 1958. That Committee published a
discussion paper on this topic in October 1981, setting out its preliminary
views and suggesting some possible options. It used this discussion paper as

the basis for receiving written submissions and holding public hearihgs.

This Committee has had extensive discussions with permanent heads, partic-
ularly the new ones appointed since the previous Committee's discussion
paper. It has had extensive discussions with the Auditor-General, the

Chairman of the Public Service Board and the Director of Finance and other

‘officers of the Department of Management and Budget. It has also spent

considerable time in discussions with a number of private accounting firms
and with representatives.of the professional accounting bodies. A full list
of individuals and organisations who made submissions is attached as Appendix

1.

Recent Developments in Financial Management and Accountability in

the Victorian Government.

This Report is presented at a time when significant changes in financial
management and accountability are underway in the Victorian Government.

Major developments include:

- The implementation of programme budgeting in all departments, requiring
them to identify objectives and performance measures for all programmes,

- and requiring financial reporting on the basis of programmes.

- A direction to departments by the Treasurer that they‘prepare comprehensive
audited financial statements showing receipts and payments from all
sources, in place of the previous fragmented financial reports prepared by

Treasury.



1.3

- the introduction of a senior executive service for senior management in the

public service under which salary is based on regular assessed performance.

— New legislation covering the State Electricity Commission which establishes
a model for the structure of statutory authorities and the designation of
responsibilities as between the Minister and the authority. The State

Electricity Commission (Amendment) Act 1982 provides amongst other things

for the Commission to operate in accordance with criteria established by
the Minister with respect to efficiency, economy, safety and reliability,
lists other objectives the Commission must achieve, requires the Commission
to establish measures by which achievement of objectives may be measured,
provides for the holding of an annual general meeting open to all members
of the public and provides for the publication of directives given by

the Minister.

— New legislation to establish the new structure of water bodies recommended
by the Public Bodies Review Committee. The Water and Sewerage Authorities
Restructuring Bill 1982 provides for the objectives of the new water

bodies.

The Scope of this Report

The existing Audit Act is misnamed. Apart from providing for the role of
Auditor-General as the external auditor of the State Government and its
organisations, it covers matters of financial administration. For example,
the Act includes provisions governing the collection and payment of public
monies and rules concerning the protection of public property. Its scope
therefore goes beyond audit matters and this Report covers a much wider

area than that of audit.

The present Act applies only to what may loosely be described as the 'budget
sector'" of the State Government, covering mainly departments or ministries.
It does not, in general, apply to the financial procedures of statutory

authorities.



Other legislation also covers financial management matters. For example,

the Public Account Act 1958 provides for the format of the Public Accounts

by establishing various separate funds and providing some rules for the use
of these funds. The annual Appropriations and Works and Services Acts also
provide various rules concerning the financial operations of the State, as

does the Constitution Act.

In approaching its reference the Committee has attempted to concentrate on
what it sees as the fundamental issues of financial management and account-
ability in the Victorian public sector, rather than be overly concerned
with such detailed matters as Governor's Warrants, surcharge provisions or
prescribed format of accounting documents. Rather, the Committee has
chosen to examine financial management in a broad sense. It sees financial
management as covering value for money questions as well as the concept of
financial control or adherence to rules and budgets. It considered that
there is a financial management thread to all management responsibilities
and activities and that deficiencies in financial management are at the
heart of deficiencies in Government management generally; or, putting it
another way, that steps to improve financial management necessarily involve

steps to improve management generally in the Victorian public sector.

The Committee has been concerned to examine the legislativevframework for

needed improvements in financial management. Thus it has not examined
issues such as reforms to the budgetary process (involving programme budget-
ing etc.), since these do not require any legislative changes and are
currently being iﬁplemented in departments in any case. Nor has the
Committee sought to examine the complex issue of improving the understand-
ability of the Government's budget documents or other financial reports
covering Government operations as a whole. Likewise the upgrading of
financial management staff and reforms to the existing computerised,\mech—
anised or manual accounting systems within Government organisations are

not addressed in this Report.

The Committee regards its work in the review of the Audit Act as a first
step, to establish the legislative framework for improvements in financial
management and accountability. It proposes to review developments in these
other areas when the current reforms being introduced by the Government

have been in operation long enough to be evaluated.



1.4

Summary of Report

The general theme of this Report may be summarised as follows:

(a)

The designation of responsibilities of permanent heads of departments
or ministries and Boards or Commissioners of statutory authorities
is unclear and inadequate. Clear designation of managerial respons-
ibilities is vital to any improvement in management generally, and

thus in financial management.

There is inadequate provision for reporting to Parliament, and thus
the public, by Government organisations - both departments and
statutory authorities. Clear, standardised and relevant annual
reports containing all matters relating to the discharge of manage-
ment's responsibilities are needed, with emphasis on performance

reporting rather than the description of past happenings.

The role and organisation of external audit in the Victorian public
sector needs changing. The emphasis must shift from financial and
compliance auditing under which the main concern is with regularity

or propriety, to questions of value for money. In particular, perfor-
mance measures in each annual report should be attested. The Committee
sees the restructuring of the Auditor-General's Office into a new
Office of Evaluation and Review, as the appropriate organisational

structure for this expanded audit approach.

Thus the Report suggests new legislation to cover all Government organisa-

tions, whether departments or statutory authorities, specifying managerial

responsibilities, reporting and auditing requirements. The Committee con-

siders that having all three aspects of accountability in the same Act

reinforces their inter-relationship and is preferable to having a separate

Act covering each. A new Government Management and Accountability Act is

the legislation envisaged.



1.5

Summary of Recommendations

1.

5.1

(Chapter 2: Responsibilities of Government Managers)

(2.1.9)

(a)

The Committee recommends the following designation of mana-

gerial responsibilities of permanent heads, Boards or

Commissioners of statutory authorities be provided in a new

Government Management and Accountability Act:

(1)

(ii)

(iii)

(iv)

(vi)

(vii)

(viii)

Achieving the objectives set for the organisation by
the Minister, Government or legislation, and ensuring
that these objectives are understood at all levels in

the organisation;

Developing adequate mechanisms to monitor progress

towards achieving these objectives;

The development of adequate budgeting, accounting and
other information systems, including the development

of accounting and other procedural manuals;

The development of adequate forward planning mechan-
isms, including the development and maintenance of

corporate plans;

Efficiency and economy of operations and the avoidance

of waste and extravagance;

Containing expenditure within budgeted or appropria-

tion limits;

Observance of all relevant financial management legis-

lation, regulations and rules;

The adequacy of internal controls and checks including
adequate mechanisms for monitoring the efficiency of

the organisation;



(ix) The development and maintenance of an adequate

internal audit function;

(x) Regular reviews of fees and charges and the proper
collection of all monies due to the organisation or

collected for Government by the organisation; and

(xi) The adoption of efficient and effective personnel
policies, in particular, staff development programmes
and the maintenance of harmonious industrial relations

within the organisation.

(2.2.4)

(a) The Government should study in detail how the principle of
sanctions or rewards in relation to performance can be
applied throughout the Victorian public sector.

(b) The Government should closely monitor the impact on mana-

gerial performance of its new senior executive service with a
view to applying this on a wider basis throughout the

Victorian public sector should it be seen to be effective.

(Chapter 3: Annual Reporting by Government Managers)

(3.3.6)

The Committee recommends that the management of all Government organ-—
isations (permanent heads in the case of departments and Commissioners
or Board members in the case of statutory authorities), should be
required by legislation to present an annual report, including finan-
cial statements, to Parliament on the exercise of their responsi-
pilities and other necessary background information on the organ-

isation, its operations during the year and its future plans.

(3.4.2.8)

(a) Financial reporting standards for statutory authorities
should be prescribed by the Treasurer. In prescribing these
_standards the Treasurer should carefully consider the
Committee's suggested information requirements set out in

paragraph 3.4.2.2.



(c)

(d)

(e)

The Treasurer should be authorised to grant exemptions from
these reporting requirements, subject to him reporting any

such exemption and the reason for it to Parliament.

The various requirements in the separate Acts establishing
statutory authorities governing the keeping of accounts and
preparation of financial statements should be replaced by the

following standard provision:

(i) The organisation shall cause to be kept proper

accounts and records of its transactions and affairs;

(ii) The organisation shall at the end of the financial
year prepare financial statements which give a fair
view of the financial transactions and state of
affairs of the organisation, based on financial
reporting standards for statutory authorities pre-

scribed by the Treasurer;

(iii) The statements shall be signed by two Commissioners/
Directors/Board members and the principal finance or
accounting officer, who shall state that in their view
the statements give a fair view based upon prescribed
financial reporting standards for statutory author-

ities prescribed by the Treasurer; and
(iv) The financial year shall end on 30 June.

The Treasurer should be authorised to exempt any authority
from the standard balance date of 30 June, subject to the

reasons for this being reported to Parliament.

The proposal by the two professional accounting bodies that a
public sector accounting standards board should be estab-
lished to carry out research into and recommend standard
financial reporting practices for all Australian Government

agencies should be supported as a longer term project.



(3.4.3.3)

The legislation should require permanent heads of all departments to
prepare and certify with the principal finance or accounting officer a
comprehensive departmental financial statement, in accordance with
standards prescribed by the Treasurer. The Treasurer should formally

advise Parliament of the standards he prescribes.

(3.4.4.7)
The Treasurer should prescribe standards for performance. and narrative
information disclosure for all annual reports using as a basis the

Committee's suggestions set out in paragraphs 3.4.4.2 - 3.4.4.6 above.

(3.5.2)
In prescribing standards for financial statements and narrative or
performance reporting, the Treasurer should ensure that, as far as

possible, a standardised format and terminology is adopted.

(3.6.3)

Ministers should give consideration to attaching separate statements
to the annual reports of departments and statutory authorities con-
taining information on their role in the operation of the organisation
during the year, including such matters as objectives or policies laid
down by the Minister or the Government or directives given to the

organisation.

(3.8.2) |

(a) Annual reports should be required to be presented to the
Minister by 30 September (i.e. within three months of the end
of the reporting year), and the Minister should be required
to table them in Parliament within one month of this; or,
if Parliament is not sitting, with either the Speaker of
the Legislative Assembly or the President of the Legislative
Council. All such reports should be printed and be publicly
available as soon as they are tabled or lodged with the

Speaker or President.

(b) Should an annual report be late, the relevant Minister at the
due date should table a statement in Parliament giving
reasons for the lateness and indicating when the report

is expected to be available.
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1.5.3

(¢) In due course, a full list of late annual reports should be

published by Parliament.

(Chapter 4: Audit of Government — External Auditing)

(4.2.4.9)

(a) The scope of external audit in the Victorian public sector
should be expanded to cover efficiency and effectiveness

issues as well as traditional financial and compliance audit.

(b) The nature of this efficiency and effectiveness audit

function should be as follows:

(i) Once such measures are in place, the audit of reported
efficiency and effectiveness measures in terms of

their validity, accuracy and adequacy (as a measure) ;

(ii) Reports on cases where money has been expended without

due regard to economy and efficiency;

‘(iii) Reports on cases of inadequacy in the organisation's
own mechanisms for monitoring efficiency and effect-

iveness; and

(iv)  On a selective basis, and at the discretion of the
review organisation (but with provision for the
Government or Parliament to formally request such
a review), major studies of the efficiency or effect-

iveness of any Government organisation or programme.

(c) The Government should allocate the necessary additional

financial and staffing resources for this to take place.
(4.3.2)
(a) The audit report on financial statements of statutory author-

ities should report on:

(i) Whether proper accounts and records have been kept;



(4.4.2)

(ii) Whether the statements have been prepared in accord-
ance with standards prescribed by the Treasurer for
financial statements for statutory authorities, so
as to present fairly the financial position and finan-

cial results;

(iii) Whether the statements have been prepared on a basis

consistent with the previous year; and

(iv) Cases where financial management control systems are

not in operation within the organisation.

The audit report on departmental financial statements should report

on:

(a)

(b)

(c)

(d)

(e)

Whether the statements are in accordance with the depart-

mental records.

Whether proper accounts and records have been kept.

Whether the statements have been prepared in accordance with
standards prescribed by the Treasurer for departmental finan-
cial statements so as to present fairly the financial

position and financial results.

Whether the statements have been prepared on a basis con-

sistent with the previous year.

Cases where financial management control systems are not in

operation in the department.

These recommendations are supported by the Auditor-General.

10.



(4.5.5)
(a)

(b)

(e)

(4.6.9)
(a)

The Auditor-General should be the auditor of all State
Government organisations and should take over responsibility
for the audit of all such orgénisations he does not currently
audit, including the State Bank, public hospitals and any

subsidiary companies established by Government organisations.

The Auditor-General should be given the additional resources

necessary to undertake this work.

The Auditor-General should be encouraged to use the expertise
and resources of private accounting firms as his agents

or as resources for any of his audit activities, but with the
Auditor-General accepting ultimate responsibility for the

standard of this audit work.

The Auditor-General should be given by legislation the right
of access to the financial statéments and records of non-
government organisations receiving Government funds through
grants, subsidies or loans to the extent necessary to
ascertain that such funds have been used for the purposes

for which they were given.

The Government should give the Committee a reference to
"inquire into and report on the adequacy of present arrange-
ments for local government accounting, reporting and audit-

ing and to recommend any necessary changes'.

The Auditor-General's Office should bé restructured into

a new Office of Evaluation and Review to undertake the expan-
ded audit function recommended by the Committee. It should
receive the additional resources it requires for this task

and recruit staff from various backgrounds.

11.



(b)

(c)

(d)

(f)

An expert Task Force comprising representatives of the
present Auditor-General's Office, the Department of the
Premier and Cabinet, the Public Service Board, the Depart-
ment of Management and Budget and representatives of the
accounting profession should be set up to oversee this

restructuring.

The Director-General of Evaluation and Review should exer-

cise all the powers conferred on the Auditor-General.

‘'The Director-General should be an office holder under the

Crown, independent of, but reporting to Parliament, not

subject to direction by either the Parliament or the Govern-

ment and be subject to removal only by a vote of both
Houses of Parliament and appointed for a term of seven

years with provision for reappointment.

The Director-General should have the same powers as are
conferred on the Auditor-General concerning the power to
call for accounts, documents, explanations etc. as thought

necessary and to require persons to appear before him.

The Office of Evaluation and Review should receive a one
line or block appropriation in the Budget, with freedom

to determine its own allocation of the total funds allo-
cated. The Director-General should present his annual
budget requests to the Committee as well as to the Govern-
ment so that Parliament is aware of his perceived needs

and the Government's response to them.

There should be maximum provision for movement of staff
between the Office of Evaluation and Review and the rest
of the public sector and for the interchange of staff with

private accounting firms.

12,



(g) The new Act should provide for the appointment by the
Treasurer of an independent external auditor to carry out
an annual financial and compliance audit of the Office of
Evaluation and Review and to undertake an efficiency and
effectiveness audit of the Office in the same way as it
is recommended that the Office carry out efficiency and
effectiveness audits of other Government organisations. The

independent auditors should report directly to Parliament.

(4.7.6)

(a) That the new legislation specify the development and main-
tenance of an adequate internal audit function as a manage-
ment responsibility.

(b) That the Department of Management and Budget, with the

assistance of the Public Service Board, urgently institute
a programme for the upgrading of the internal audit function
throughout the Victorian public sector. In particular this

programme should pay attention to:

(i) Developing an adequate career path and adequate

grading within the organisation for internal auditors;

(ii) Catering for the internal audit needs of smaller

organisations;

(iii) Ensuring that the scope of internal audit is as broad
as management's responsibilities, i.e. goes beyond

financial and compliance issues;
(iv)  Ensuring the independence of the internal audit
function from line operations and its direct reporting

to top management; and

(v) Ensuring adequate staff training and development

programmes are instituted.
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CHAPTER 2.
RESPONSIBILITIES OF GOVERNMENT MANAGERS

Responsibilities of Government Managers

2.1.1

2.1.2

Clear designation of responsibility for government managers, whether
permanent heads of ministries or departments, or Boards or
Commissioners of statutory authorities, is a first step in improving
financial management in Government. In an accountability system the
designation of responsibility carries with it a duty to report on
the exercise of this responsibility. Thus the nature of the desig-
nated responsiblity determines the content of the report. As dis-
cussed later, whatever claims concerning performance in terms of
responsibilities are made in a report will need some testing, check-
ing or attestation. This brings in the role of audit as the third

link in an accountability chain.

A clear statement of responsibilities is thus fundamental to any
system of accountability. Unless the responsibilities of managers

are clearly stated, performance may be inadequate in that:

— Certain tasks may not be carried out because it is unclear who

is supposed to attend to them.

- If it is not clear what is expected of them, managers will not be
motivated to work towards the objectives or desired ends of the

organisation.

The Board of Inquiry into the Victorian Public Service known as

the Bland Committee after its Chairman, Professor Sir Henry Bland,

in its first report in 1974 stated "The primary function of a perm-
anent head is managerial. It is to so organise his department,
devise the necessary apparatus and harness its personnel resources

as to ensure that its functions are discharged in the most effective,
efficient and economical manner" (Para.9.51). The Committee strongly
supports this view of the permanent head as a manager. However,

not all the managerial role is clearly described by the statement.
The permanent head's role is also to work towards or implement policy

objectives laid down by the Government, the Minister and legislation.

14.



2.1.3

2.1.4

He or she must also maintain the organisation so that it is able

to adapt to external changes. The permanent head also has other non-
managerial functions such as advising the Minister on policy and other
issues. Financial management, which includes financial control or
ensuring adherence to budget, as well as efficiency, economy and

effectiveness of operations is a major part of the management role.

In discussing the responsibility of permanent heads it is also
necessary to consider the role of Ministers. This Report is not the
place to attempt a definitive statement on the complex issue of
Ministerial responsibility. However, under the Westminster system

the Minister in theory accepts full responsibility for the actions of
his permanent head and department. Thus designating certain managerial
responsibilities for a permanent head does not detract from Mini-
sterial responsibility. The Minister is ultimately responsible to
Parliament for ensuring that the permanent head adequately carries out

his managerial responsibilities.

In practice, which decisions relating to departmental operations are
made by the permanent head and which are made by the Minister will
vary between differing Ministers and permanent heads and cannot be
prescribed by legislation. However, it is most important in any
reporting to Parliament (discussed in Chapter 3), that decisions
made by the Minister be clearly identified. Only in this way can

an annual report be an adequate mechanism of accountability.

There is no reference in the Audit Act 1958 to any responsibilities
of permanent heads for financial management or management generally.

Nor does the Public Service Act 1974 designate any specific respons-

ibilities of permanent heads for efficiency and effectiveness although
the permanent head is responsible for ''the general working" and the
"transaction of business" of the department (Section 23). This is not
to suggest that permanent heads may not receive duty statements,

or, where contracts of employment exist, statements of responsibil-

ities in these contracts. However, these tend to be rather general.
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.1.5

For statutory authorities there is little consistency between pro-
visions in the various legislation establishing the authorities.
Boards or Commissioners typically have other wider responsibilities
than permanent heads in determining policies, although the extent of
this depends on the balance of responsibilities between them and the
Minister which varies between authorities.®* The responsibilities of
the Boards or Commissioners in terms of the type of goods or services
to be provided and the overall objectives of efficiency and effective-
ness are in some cases stated in the legislation. However, generally
there is no clear statement of the managerial responsibilities of the
Board or Commissioners. (The State Electricity Commission under its
new legislation is an exception to this.) Although initial managerial
responsibility may rest with the chief executive of the authority
rather than the Board or Commissioners, they must exercise ultimate

managerial responsibility.
Thus existing legislation is almost completely silent on the mana-
gerial responsibilities of permanent heads or Boards or Commissioners

of statutory authorities.

The Committee discussed with a number of permanent heads their views

on the existing provisions in the Public Service Act. Almost without
exception they considered them vague and inadequate, although there
were a number of different prescriptions to remedy this. For example,
the Director of Consumer Affairs described the existing provisions as
"inadequate and relatively meaningless". The Auditor-General described
them as "too vague'" and the Director of Finance agreed that they were

"unclear and inadequate".

It is sometimes argued that even if there is no explicit statement in
legislation or elsewhere of these managerial responsibilities, never-
theless this responsibility is well understood and accepted. The
Committee does not accept this view. The Committee considers that
there is significant evidence of the failure of a number of permanent

heads and Boards or Commissioners to either understand or

*The lack of a standard approach is outlined in a 1981 report to the
Public Bodies Review Committee on Ministerial Responsibility and
Public Bodies in Victoria by Donald P. Gracey.
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2.1.6

interest themselves in managerial issues, including financial manage-
ment issues. Some appear to be concerned only with service delivery
with little or no regard to either financial control or value for
money. For example, a written submission from the Director-General
of Education stated "I am concerned lest there be too much stress
placed on financial management in a department such as Education.
Proper financial management is essential but the meeting of needs
within defined and accepted policieslis paramount. My role as a
financial manager is not as important as my role as educational

leader."

The Committee considers that this view reflects a failure to under-
stand that service delivery involves allocating scarce funds between
alternative uses, and that funds must be carefully allocated and
expenditure monitored in relation to these alternative uses. It
notes that the Department of Education's spending in 1982/83 will be
in the vicinity of $1,800 million.

Some other permanent heads also do not appear to perceive themselves
as necessarily responsible for’the maintenance of adequate management

systems, obtaining value for money or for ordinary financial control.

Although different organisations will require different emphases it
is important that permanent heads and Boards or Commissioners
perceive themselves as managers of scarce resources and provide
leadership for the organisation in the development of financial and
personnel management systems. For example, responsibility for
ensuring financial control or developing a new accounting system is
not a matter which can be entirely delegated to a finance officer or
chief accountant. Ultimate responsibility rests with the permanent

head or Boards or Commissioners.

Responsibility and accountability must be clearly contrasted with
control. New designations of responsibility do not of themselves
involve any loss of autonomy or freedom to make decisions by Boards,
Commissioners of statutory authorities or by permanent heads. They
do however imply a duty to report on the exercise of the respons-

ibilities so that their performance can be monitored.
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1.7

No accountability system based on designation of responsibilities can
function adequately unless managers are given adequate authority to
exercise these responsibilities. The Committee received a number of
complaints from permanent heads concerning what they saw as excessive
controls placed upon their managerial decision making powers. It is of
course impossible for permanent heads to be given a free hand in all
matters of resource determination and allocation. For example, the
overall level of resources to be applied to a particular ministry or
department must remain a Government decision. Some of these complaints
were based on the view that they would be held responsible for poor
performance caused by lack of resources which was outside their con-
trol. This reflects a misunderstanding. It is the responsibility of
managers to maximise outputs or benefits from the resources they are
given, and proper evaluatioﬁ will be on this basis. The Committee has
noted the additional authority over certain staffing matters recently
delegated to permanent heads by the Public Service Board. The Board
has "freed up" the personnel classification system by increased
delegation with various delegation packages to apply to different
departments. The Board will monitor the exercise of this respons-
ibility. The Committee supports such moves towards increased respons-

ibility of permanent heads.

It is necessary to consider the appropriate legislative framework for
specifying managerial responsibilities. The previous Committee's dis-
cussion paper recommended that the financial management responsibili-
ties of Government managers be set out in a Financial Management and
Accountability Act. Financial management responsibilities were seen
as covering both financial control and responsibility for obtaining
value for money. Other general management responsibilities relating
to such questions as developing adequate planning strﬁctures, develop-
ing sound personnel policies (including staff development), and main-
taining harmonious industrial relations were not considered. A number
of differing views weré expressed to the Committee on the appropriate
legislative framework. The Chairman of the Public Service Board
considered that splitting a statement of general management respons-
ibilities from financial management responsibilities might weaken the
overall statement of responsibilities. The Committee agrees with this

comment. He also suggested that it might be appropriate to specify
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2.1.8

2.1.9

responsibilities in regulations rather than through legislation,

but considered the Public Service Act should contain these provisions,

since that Act creates the position of permanent head.

Because this is an appropriate matter for Parliament to determine, the
responsibilities should be contained in legislation rather than regu-
lations. As discussed in paragraph 3.4.2.2 the Committee considers
that it would be desirable to specify all managerial responsibilities
in the one piece of legislation. A new Government Management and
Accountability Act is the appropriate vehicle as, unlike the Public

Service Act such an Act would also apply to statutory authorities.

The Committee has considered the desirable content of a statement
of managerial responsibilities. From its view of what would con-
stitute a well managed and properly accountable organisation it has
developed the following list of managerial responsibilities. It

recognises that not all can be given equal priority.

Recommendations

(a) The Committee recommends the following designation of mana-
gerial responsibilities of permanent heads, Boards or
Commissioners of statutory authorities be provided in a

new Government Management and Accountability Act:

(i) Achieving the objectives set for the organisation by
the Minister, Government or legislation, and ensuring
that these objectives are understood at all levels in

the organisation;

(ii) Developing adequate mechanisms to monitor progress

towards achieving these objectives;
(iii) The development of adequate budgeting, accounting and

other information systems, including the development

of accounting and other procedural manuals;
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(iv) The development of adequate forward planning mech-
anisms, including the development and maintenance of

corporate plans;

(v) Efficiency and economy of operations and the avoidance

of waste and extravagance;

(vi) Containing expenditure within budgeted or appropria-

tion limits;

(vii) Observance of all relevant financial management

legislation, regulations and rules;

(viii)The adequacy of internal controls and checks including
adequate mechanisms for monitoring the efficiency of

the organisation;

(ix) The development and maintenance of an adequate

internal audit function;

(x) Regular reviews of fees and charges and the proper
collection of all monies due to the organisation or

collected for Government by the organisation; and

(xi) The adoption of efficient and effective personnel
policies, in particular, staff development programmes
and the maintenance of harmonious industrial relations

within the organisation.

2.2 Sanctions and Rewards for Government Managers

2.2.1

An important aspect of any system of accountability whereby persons
are given responsibilities and called to account for the exercise of
those responsibilities is a system of sanctions or rewards for
achievement or non-achievement of targets or objectives. This matter
was raised in the previous Committee's discussion paper which merely
concluded that the issue of sanctions and rewards required further

study as to its practicability.
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2.2.2 The following forms of sanction presently exist in the Victorian

2.2.3

Public Service:

— The power given to the Auditor-General under Section 36 of the
Audit Act to surcharge any officer with any deficiencies, assets or
loss of moneys, or when a person fails to properly account for such
moneys. This provision is a dead letter. 1In any case it is not an
appropriate role for the Auditor-General, being an administrative
matter which would be better handled through the Department of
Management and Budget. However, the Committee considers that such
a provision is unlikely to have any significant impact on mana-

gerial performance and would be better abolished.

- The power to dismiss or demote under the Public Service Act. This

‘appears to apply only in extreme cases.

Most of the senior Government managers appearing before the Committee
considered that peer group pressure and self assessment or achieve-
ment of personal standards were the most significant existing
pressures on senior managers to perform adequately. However, the
Committee notes the increased use of contract appointments for
permanent heads and other top management of statutory authorities.

It also notes the recent introduction of the senior executive service
applying to>certain senior public service staffing positions under
which salary levels for these managers are linked to regularly
assessed performance, although security of tenure is not directly
affected. This is the first such scheme in Australian Government.
The Committee strongly supports these moves to link rewards With
performance. It notes that such a system requires clear designation
of responsibility and a valid system of measuring and reporting
performance and is thus entirely consistent with the general thrust
of the Committee's report. However, adequate time must be allowed
for the effectiveness of this particular approach to be fully

assessed.
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2.2.4 Recommendations

(a)

(b)

The Government should study in detail how the principle of
sanctions or rewards in relation to performance can be

applied throughout the Victorian public sector.

The Government should closely monitor the impact on mana-
gerial performance of its new senior executive service
with a view to applying this on a wider basis throughout the

Victorian public sector should it be seen to be effective.
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CHAPTER 3
ANNUAL REPORTING BY
GOVERNMENT MANAGERS

Introduction

An important part of any accountability mechanism is a formal and standard-
ised system of reporting by Government managers on the discharge of the
responsibilities given to them. Clearly, such reports would cover financial
information as well as non-financial information relevant to their perform-—
ance. An annual report to Parliament is only one of a number of possible
reporting mechanisms. Others include information submitted to Parliament

in conjunction with the estimates or included in the Appropriation Bill,
information given in appearances before Parliamentary Committees and external
reports on the organisation's activities e.g. Report of the Auditor-General.
From the point of view of the public there is also an annual general meeting

which is provided for in the State Electricity Commission (Amendment) Act

1982.  However, an annual report is particularly important as it provides
the best mechanisms for a comprehensive and public overview of the organ-

isation's activities.

Background

The previous Committee's discussion paper suggested that a new Financial
Management and Accountability Act should require all departments and
statutory authorities to present an annual report to Parliament. It suggested
that standards should be laid down for annual reports covering timeliness,
format and content. It also suggested that detailed financial reporting

standards should be prescribed.

The Public Bodies Review Committee in its third report to Parliament on

the Audit and Reporting of Public Bodies (1981) identified major deficiencies
in public body reporting. These covered both financial statements and the
non-financial aspects of reporting. It recommended that all public bodies
prepare annual performance and financial reports to Parliament and provided

specimen reports indicating the possible form and content of such reports.
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3.3 The Present Situation in Victoria

3.3.1

Requirement to Prepare an Annual Repbrt~to Parliament.

For statutory authorities the legislation establishing the authority
almost invariably requires the preparation of an annual report,
generally expressed as a requirement to present annual financial
statements and an annual report. The actual legislative provisions
are very varied. The only exception among the major authorities is
the Board of Works which is required only to present financial state-
ments to Parliament. Although it does prepare a separate annual
report this is not specifically a report to Parliament. In general,
Ministries or departments set up by statute are required by their
legislation to prepare an annual report to the Minister for tabling
in Parliament. Generally, there is no requirement to present finan-
cial statements, these presumably being considered unnecessary in
view of information on departmental revenues and outlays contained

in the Treasurer's Statement. However; 11 Ministries or departments
are not required by law to prepare an annual report to Parliament.
Although some do of their own volition prepare an annual report (e.g.
Agriculture, Local Government, Public Works), these reports are not
directly designed to meet Parliament's needs. However, in some cases
various constituent parts of a department or Ministry may report

to Parliament separately. The present annual reporting position

concerning departments or Ministries is set out in Table 1.

Table 1.

DEPARTMENTS OR MINISTRIES NOT REQUIRED BY LAW TO PRESENT

AGRICULTURE

ARTS

CONSERVATION

AN ANNUAL REPORT TO PARLIAMENT

Prepared first annual report in 1979/80 but not specifically

for Parliament nor tabled there.

Victorian Council of the Arts reports on most matters con-
cerning the Ministry, and various component parts of the
Ministry, e.g. Film Victoria and State Library, report

separately to Parliament.
Various component parts of Ministry such as National Parks

Service, Fisheries and Wildlife Division etc. report

separately to Parliament.
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HOUSING The Housing Commission reports to Parliament.
LAW An Annual Report has never been prepared.

LOCAL GOVERNMENT Prepared first Annual Report to the Minister in 1979/80, but

not specifically for Parliament nor tabled there.

POLICE AND EMERGENCY Report of Police Department presented by Governor's Command.
SERVICES State Emergency Service does not report.

PREMIER & CABINET Various component parts report, e.g. Auditor-General, Public

Service Board.

PUBLIC WORKS Annual Review prepared for last 2-3 years but not tabled

in Parliament.
TRANSPORT Statutory authorities under the Ministry submit annual
reports to Parliament. The Ministry itself has never

reported to Parliament.

WATER RESOURCES Water Resources Council produces annual proceedings but

not tabled in Parliament.

3.3.2 Whose Report?

For statutory authorities it is clear that the report is a report of
the Board or Commissioners of the organisations to the Minister for
tabling in Parliament. The annual report is signed by them. For
departments or Ministries the legislative requirement as to who is to
report is less clear cut. In some cases the legislation requires the
permanent head or a designated officer to report (e.g. the Director of
Consumer Affairs). However, in other cases there is a requirement that
the department or Ministry feport, which leaves it unclear as to
whether it is the permanent head or the Minister who is reporting.

For example, there is a statutory requirement for the Minister of
Education to present an annual report to Parliament each year and

his report is tabled under the heading "Education Department of
Victoria:Anﬁual Report'". A further example of confusion is the Housing
Commission which presents an annual report signed by members of the
Commission, yet the report is entitled "Ministry of Housing:Annual

Report".
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Timeliness

Some statutes lay down no time requirement as to the preparation

and tabling of reports. However, there is commonly a requirement for
the organisation to present its report to the Minister within a
particular period of time and for him to then table it in Parliament
within a particular period of time. In some cases there is merely a
requirement that reports be presented as soon as practicable. The

following lists the more common requirements:

REQUIREMENT NUMBER OF
ORGANISATIONS

1. Report to Minister, and table in
Parliament as soon as practicable

or no time limit specified. 19

2. Report to Minister before 30 September,
and table in Parliament within three

weeks. il

3. Report to Minister before 30 September,
and table in Parliament within

14 days. 9

4. Report to Minister by 31 October/
1 November, and table in

Parliament within three weeks. 4

5. Report to Governor-in-Council as soon
as practicable after 31 March, and table

Report, no time limit specified. 5

A survey of annual reports undertaken by the Committee indicated that
for the year ended 30 June, 1981, 48 organisations had their annual
reports tabled within three months of the end of the reporting year,
17 within three months to six months, 21 within six to nine months
and 32 more than nine months after the end of the reporting year.

Examples of lateness included the Victorian Institute of Marine

26.



3.3.4

Sciences whose 1978 annual report was tabled in September, 1980, the
previous State College of Victoria whose 1979 annual report was
tabled in March, 1981, the State Superannuation Board whose 1981/82
report had not been tabled by 31 March, 1983, the Victorian Dairy
Industry Authority whose 1980/81 report was tabled in March, 1983,
and Deakin University whose 1979 annual report was tabled in April,
1981. Lateness in the tabling of reports is not always the fault of

the reporting organisation. Delay can be caused by the Minister's

~delay in tabling or by Parliament not sitting for a period of time.

Content

There is great variety in the statutory requirements and in existing
practices. Statutory authorities are genefally required to present
both an annual report and financial statements. The statements which
must be prepared are prescribed, i.e. an income and expenditure
account, statement of assefs and liabilities etc., rather than the

details of information which must be disclosed.

There is also a great variety of requirements as to the "truth and
fairness", "truth and correctness'", '"correctness'", etc. required of
these financial statements. 1In a few cases there is a requirement
that financial statements be in a form prescribed by the Auditor-

General or by the Minister.

By direction of the Treasurer a comprehensive financial statement is
now prepared by each department, but the standards laid down are
general and are restricted to information on cash receipts and pay-
ments. Moreover, they are published as a separate document not as

part of the departmental annual report.

Common types of requirements for the narrative section of the annual
report include '"report on the activities of the Board", '"report on
the operation of the Act", '"report on all proceedings under the Act
and all matters coming within the scope of the Board", etc. 1In

only a few cases has the requirement been expressed more specific-
ally. For example, the Ministér of Education must report on the con-
dition of schools and accommodation, recruiting and training of

teachers, standards of education, courses of study, enrolments,
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3.3.5

special activities, transport and other services provided for pupils,
etc. Apart from these requirements there are no detailed requirements
for the form and content of annual reports, including financial state-
ments. Thus, as expected, the annual reports show great variety in
form and content. Generally, they are descriptive statements about

the organisation's past activities. They contain little discussion

of organisational or programme objectives, effectiveness of programmes
or efficiency measures and very little reference to future developments

and issues.

Summary of the Present Situation

Thus at the present time:

(a) A number of organisations, mainly departments and ministries,
are not required to report to Parliament annually and do

not do so.

(b) There is a great variety in the existing legislative pro-
visions requiring statutory authorities to prepare financial

statements.

(c) For departments or ministries, in some cases the legislation
requires the organisation to present an annual report to
Parliament which does not make it clear whether it should

be a report by the permanent head or Minister.

(a) There is great variety in the requirements as to the time-

liness of presentation of annual reports and financial state-
ments, and a substantial number do not reach Parliament

until over nine months after the financial year has ended.

(e) There are no standards governing the form and content of
either the annual financial statements or the annual report
itself, except in the case of departmental financial state-
ments where the requirements are prescribed by the

Treasurer.



Recommendation

The Committee recommends that the management of all Government organis-
ations (permanent heads in the case of departments, and Commissioners

or Board Members in the case of statutory authorities), should be required
by legislation to present an annual report, including financial statements,
to Parliament on the exercise of their responsibilities and other necessary
background information on the organisation, its operations during the

year and its future plans.

Desired Content of Annual Reports

3.4.2

It is useful to discuss financial reporting separately from the narrative
part of the annual report. In discussing financial reporting a distinction
must be drawn between statutory authorities and departments because of

the different basis of financial reporting required from departments

to meet Parliamentary appropriation requirements. The Committee is aware
of the difficulties in distinguishing between statutory authorities (a
loose term), and departments, given the variety of structures in the
Victorian public sector. Some organisations are subject to Parliamentary
appropriation or control over their expenditure yet operate free from
public service staffing controls. Others have relative financial autonomy
yet are subject to public service staffing controls. In any case, some

may be subject to detailed Ministerial control and some not. The
Committee's concept of'a statutory authority is a government organis-
ation which is not subject to detailed Parliamentary appropriation of

its expenditure and which enjoys relative financial autonomy, regardless
of staffing controls, ie. the Committee's emphasis is on financial account-

ability to Parliament.

Statutory Authority Financial Reporting
3.4.2.1 The Committee has considered the information it considers statut-

ory authority financial statements should disclose and the

general deficiencies of existing financial statements.
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Although the situation varies significantly between

authorities, some of the more common deficiencies

are:

(a) The use of only cash flow accounting by some
authorities, meaning that no information on
costs of activity nor a statement of assets
and liabilities is provided.

(b) No breakdown of costs or revenues on a functional,

programme or activity basis.

(c) Varying treatment of such accounting issues
as recognition of liability or long service

leave, superannuation costs, depreciation etc.

(a) The disclosure in the balance sheet of many
separate '"funds" with no indication as to what
they represent, their purpose or what restrictions
they represent on the use of assets, ie. whether

they are committed or available liquid funds.

(e) No statement of sources and application of
funds indicating changes in the financial
structure of the organisation (eg. policies
on financing of capital assets, debt redemption
etc. These can have an impact on pricing policy
and are not necessarily disclosed by the income

statement and balance sheet.).

(f) A confusing 'capital" section of the balance
sheet under which the nature or source of past
long term financing of the organisation is

not clearly disclosed.
3.4.2.2 The Committee considers that statutory authority

financial statements should disclose the following

“information:
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(a)

(d)

(e)

Costs of operations, both in total and on a programme

or activity basis and the extent to which costs by
revenues where applicable (as an indication of profits
and overall pricing policy). This would require a proper
definition of costs and revenues and the use of full

accrual accounting.

How any cash funds advanced from the Government budget
have been utilised. This requires cash flow financial
statements and also classification of outlays by pro-

gramme or activity.

The level of resources currently invested in the organ-
isation. This requires the use of accrual accounting
and the presentation of a statement of assets and

liabilities.

The financial position of the organisation. Apart from
thé importance of determining solvency by examining the
relationship of assets to liabilities it is important to
determine the extent to which the organisation holds
uncommitted liquid funds as opposed to funds which are
invested in needed fixed and current assets. This

would also require the nature of any 'reserves" to

be clearly explained.

How funds generated by profits by operations have been
used, e.g., returned to the Government, used to finance
additional fixed assets or repay debt. This requires a
properly prepared statement of source and application of

funds.

Generally, the financial policies being followed by the
organisation, such as pricing policy (requiring some
segregation of profit results on different types of pro-
grammes or services), and policy on the financing of
capital assets (also requiring a statement of source and

application of funds).

31.



3.4.2.3

(g) Requirements imposed by Government through financial
targets, payments by way of dividends, interest on
Government advances or capital repayments and other
financial obligations on, or financial concessions given

to, the particular authority.
(h) Financial results compared with budget or targets.

(i) The accounting principles used in preparing the state-
ments (e.g. cash, modified accrual, full accrual
accounting), and whether private sector accounting

standards have been observed and if not, why not.

These information requirements were widely accepted in sub-
mission and evidence to the Committee and the previous
Committee. The only major objections were to requirement (h)
- comparing financial results with budget or targets. Not-
withstanding the fact that authorities quite reasonably amend
budget figures'during the year to take account of changed
circumstances, which might effect the validity of any com-
parison, the Committee considers there is value in comparing
actual results with original budget figures as an indication
of the ability of the organisétion to reasonably forecast its

costs and revenues (if applicable).

Very little.of the information suggested above is required
to be disclosed by Australian accounting standards or the

Companies Act. Thus the Committee does not agree with claims

made by some private sector accountants that all that is
needed to improve these financial statements is that they
should observe Australian accounting standards and relevant

Companies Act requirements. Private sector accounting

standards have been developed on the assumption that the
major requirement of users of the financial statements is
information on profits and financial position. Thus the

standards (and Companies Act requirements), are silent on

many of the above requirements. The Committee accepts that
private sector accounting standards can be relevant to

Government organisations but considers that thev are not
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3.4.2.4

sufficient. It supports as a long term approach the proposal
by the two professional accounting bodies to establish a
public sector accounting standards board to carry out in-
depth research and recommend standard reporting practices

for all Australian Government agencies.

However, there is a need to prescribe some standards at

least as interim measures. The Committee considers that

the Treasurer should prescribe detailed financial reporting
standards for all statutory authorities. This would cover
such questions as the deemed applicability of various
individual Australian accounting standards. Thus the Act
itself would not lay down the form and content of the finan-
cial statements but would give autiiority to prescribe this to
the Treasurer (along the lines given under the Commonwealth
Audit Act to the Minister for Finance). In discussions with
the Committee there was some disagreement with this proposal
from those who considered that the Treasury did not have
adequate expertise to do this and was too occupied with
economic and budgeting matters to déal adequately with finan-
cial reporting questions. Among the proposals made to the
Committee was one to establish a statutorily independent
position of Controller General, possibly heading a separate
Department of Finance which would take over Treasury account-
ing functions in the same way as the Commonwealth Department
of Finance was split off from the Commonwealth Treasury

in 1976. The Committee considers that with the significant
emphasis on upgrading financial management in the new Depart-
ment of Management and Budget which has absorbed the
Treasury, such a step is not necessary. It notes the estab-
lishment of a Comptroller-General position in the Department,

albeit without statutory independence.

While the Committee considers the reporting standards should
be prescribed by the Treasurer, Parliament has a vital
interest in these standards, as the financial statements are
reports to Parliament. The Committee would closely monitor
the Task Force's work in formulating prescribed financial

reporting standards and would make its views known to the
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