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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

g RwWw N




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).
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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.
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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/..



91

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.
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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

26



LZ

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: ‘
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- 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
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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.

59



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.

83



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.

88

>0 oo
[N R o]

Hoﬁ.

Harrowfield
Gavin

Rowe
Sheehan

.. Sgro



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.

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

94



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

And so it was resolved in the affirmative.
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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)



Preface

CONTENTS

Chairman's Introduction

CHAPTER 1:

Introduction and Summary

1.1 Background to the Report

1.2 Recent Developments in Financial Management and

Accountability in the Victorian Government

The Scope of this Report

Summary of Report

1.5 Summary of Recommendations...

CHAPTER 2:

Responsibilities of Government Managers

2.1 Responsibilities of Government Managers .

2.2 Sanctions and Rewards for Government Managers

CHAPTER 3: Annual Reporting by Government Managers

Introduction

3.2 Background

w

3.4

N N N N QO L W
N LW NN = U N W

1
2

The Present Situation in Victoria
3!3.
3!30

Requirement to Prepare an Annual Report to Parliament
Whose Report?

Timeliness.

Content

Summary of the Present Situation .

Desired Content of Annual Reports

Statutory Authority Financial Reporting
Departmental Financial Reporting ...
Narrative and Performance Reporting for all
Government Organisations

3.4.4.3 General Background Information
3.4.4.4 Performance Information ...
3.4.4.5 Information on the Future

3.4.4.6 Other Information

(iv)

(vii)

Ul NN =

14
20



CONTENTS CONT'D.

3.5 TFormat and Terminology in Annual Reporting
3.6 The Role of Ministers in Annual Reporting
3.7 Parliament's Consideration of Annual Reports

3.8 Desired Timeliness of Annual Reports

CHAPTER 4: Audit of Government - External Auditing

4.1 Introduction
4.2  4.2.1 Scope of the Audit Function...
4.2.2 The Committee's View ...
'4.2.3 The Present Situation in Victoria ...
4.2.4 Efficiency and Effectiveness Auditing
4.3  Form of Audit Report on Financial Statements
4.3.1 Statutory Authorities ...
4.4 Departmental Financial Statements ...
4.5 4.5.1 Organisations to be Audited by the Auditor-General
4.5.2 Private Sector Involvement ..
4.5.3 Access to Financial Statements and Records
of Government Organisations
4.5.4 Audit of Public Hospitals and Local Government
4.6  The Need for a New Review Organisation...

L.7 Internal Audit

Appendix 1: List of Submissions

Appendix 2: List of Organisations and Persons giving Lvidence ...

Appendix 3: Extracts from the Proceedings

42
43
L4
Ll

47
48
49
50
51
57
57
57
58
59

61
61
63
68

71
73
75



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)
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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.
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- 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.
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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.
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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.

13.
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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.

15.



.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.

16.



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.

17.



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

180



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.

21.



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).
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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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3.4.2.5

3.4.2.6

Treasurer before the standards were promulgated. It would
maintain a continuing watch on the adequacy of these

standards and report its views to Parliament.

It would not be appropriate for the Auditor-General to pre-
scribe financial reporting standards, as this might com-
promise his independence in terms of reporting whether or not
the required standards have been adhered to. However, he
éhould be consulted on the proposed standards and invited to

comment to the Treasurer before they are promulgated.

Once these reporting standards are promulgated all statutory
authorities should be required by legislation to observe them
unless there are particular reasons to justify an exemption
by the Treasurer, such as the organisation being in com-
petition with a private firm not subject to such detailed
disclosure requirements and where disclosure might effect its
competitive position. The Treasurer should inform Parliament
of any exemption he grants and the reasons for the exemption.
The Treasurer should also formally advise Parliament of the

standards he prescribes.

There is also a need for standard legislative requirements
governing the keeping of accounts and the preparation of
financial statements incorporating the requirement to observe
these standards, to supercede the variety of differing pro-
visions in individual Acts. The Committee considers these

should be as follows:

(a) ‘The organisation shall cause to be kept proper accounts

and records of its transactions and affairs;

(b) 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 prescribed by the Treasurer;
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3.4.2.7

3.4.2.8

(¢) 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 authorities

prescribed by the Treasurer; and

(d) The financial year shall end on 30 June.

These standard provisions were supported in submissions
and evidence by the Department of Management and Budget and

the Auditor-General.

A number of statutory authorities maintain a different
balance date to the normal one of 30 June. As recommended in
paragraph 3.4.2.6 this should be a standardised reporting
date for statutory authorities unless there are reasons

for the Treasurer to exempt them from this. The Treasurer
should report any such exemption to Parliament along with
reasons for the exemption. Under its terms of reference this
Committee would review such exemptions and report to

Parliament if necessary.

Recommendations

(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.

(b) 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.

(c) The various requirements in the separate Acts establish-
ing statutory authorities governing the keeping of
accounts and preparation of financial statements should

be replaced by the following standard provision:
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(d)

(e)

(1) 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 finan-
cial 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 prescribed by the Treasurer;

(iid) The statements shall be signed by two Comm-
issioners/Directors/Board members and the prin-
cipal finance or accéunting of ficer, who shall
state that in their view the statements give a
fair view based upon prescribed financial
reporting standards for statutory authorities

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

The Treasurer should be authorised to exempt any author-
ity 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 established 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 Departmental Financial Reporting

3.4.3.1 As mentioned in paragraph 3.4.1 the Committee has considered

departmental financial reporting separately from financial

reporting by statutory authorities because of the need for
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3.4.3.2

departments to report in accordance with the Parliamentary
appropriation format. While the issue of financial reporting
standards for statutory authorities has recently received a
great deal of attention from Governments, Parliamentary
Committees, the accounting profession and academics, almost
no attention has been paid to financial reporting by depart-
ments. In principle, departmental financial statements
should provide the same type of information suggested above
for statutory authorities, where applicable, although there
would be difficulties in adopting any form of accrual
accounting because of the cash basis of Parliamentary appro-

priations.

As mentioned, there is no legal requirement for departments
to prepare financial statements for inclusion in their annual
report. However, for 1981/82 for the first time, by direc-
tion of the Treasurer, departments have prepared comprehen-—
sive financial statements covering all their transactions
regardless of whether they are financed through consolidated
fund, Works and Services account or other trust funds. Notes
to the statements provide information on reasons for
variations of expenditure from original estimates and explan-
ations of any unusual items. These departmental financial
statements have been published together in a separate doc-
ument. Each statement is signed by the principal accounting
officer and by the permanent head certifying that in their
opinion the financial statements are an accurate summation of
the receipts and payments for each department for the year,
although for 1981/82 the Auditor—General made certain
qualifications because of inadequacy of notes accompanying

the financial statements.

While these statements are informative they have certain
limitations. Because of the cash basis there is no inform-
ation provided on asset holdings, nor on full costs of
operations. The Committee considers this type of information
should be disclosed, as should expenditure on a programme
basis and the level of future financial commitments. Under

its terms of reference the Committee proposes to further

37.



monitor these financial statements and may make suggestions
for improvements to the Treasurer. It would exercise a
continuing overview of the standards prescribed. The
Committee also considers that these financial statements
should also be included in each department's annual report as
well as in a separate consolidated document covering all
departments. The Committee is firmly of the view that there
should be a legislative basis for these financial state-
ments rather than their being prepared by direction of the

Treasurer.

3.4.3.3 Recommendation

The legislation should require permanent heads of all depart-
ments 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 Narrative and Performance Reporting for all Government Organisations.

3.4.4.1 The annual report must include information relevant to the
discharge of responsibilities of the permanent heads or
Board or Commissioners of statutory authorities, discussed
in Chapter 2. This information should be specific rather
than general and supportéd by quantitative data wherever
possible. It can be expected that the move to programme
budgeting in Government departments will facilitate reporting
of information on the costs and outputs of var;ous

programmes.

Apart from such accountability information the annual report
must contain general background information about the work

of the organisation to enable readers to fully understand the
reported accountability information. Information about the
future plans and programmes ofthe organisation is also

necessary.
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3.4.4.2

3.4.4.3

Legislation governing annual reporting should include a
requirement that certain standard background and performance
information prescribed by the Treasurer be disclosed. The
Committee has studied the information requirements prescribecd
by the Australian Institute of Management for the section of
its annual report award scheme dealing with Government organ-
isations and has found them a valuable input into its dis-
cussion. The Committee considers that the following infor-
mation should be disclosed, although it does not put this
forward as a definitive or exhaustive list. It is based on
the Committee's view of what information a Member of Parlia-
ment would wish to obtain without having to search elsewhere

or to contact the organisation.

General Background Information

(a) Details of the legislation establishing the organisation

and defining its objectives and functions.

(b) Description of the nature of activities or functions
carried out by the organisation with a summary of its
aims and objectives including any relevant comment
on the relationship of its responsibility with other
Government organisations operating in the same policy

area.

(c) Description of the operating or administrative structure
of the organisation including the names of Board or
Commission members where appropriate and key personnel
together with the areas of responsibility and/or an
organisation chart. For statutory authorities the
qualifications and experience of each Board or
Commission member should be given. Details of the
total and type of staffing resources and skills employed

by the organisation.
(d) A statement of relationships with the Government, e.g.

Government powers of direction over the organisation

and the content of any existing directions or require-
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ments, the extent of the authority enjoyed by the
permanent head or the Board members or Commissioners.
(This would be a responsibility statement listing issues
affecting the organisation's operations which can be
determined by permanent heads or Boards or Commissioners
and those which are determined by Ministers or Govern-—

ment, including staffing and financial decisions).

3.4.4.4 Performance Information

(e)

(f)

(g)

(h)

()

A detailed statement of objectives of the organisation
and of various programmes indicating who set the object-

ives; a list of relevant effectiveness measures.

In the case of statutory authorities, details of any

directives made by the Minister during the year.

Details of effectiveness and efficiency review

mechanisms.

A list of key efficiency measures relevant to the

organisation's activity.

Explanation of trends revealed in the effectiveness and

efficiency measures.

Any external reviews carried out of the organisation,
their conclusions and the organisation's response,
including the effects of administrative review mechan-

isms (Ombudsman, Appeals Tribunals etc.).
Review of operations during the year including:

- Key statistics indicating changes in the organisa-
tion's workload, staffing, expenditure etc.

— Information on other environmental factors which
have effected the work and performance of the organ-
isation during the year.

— Information on any changes in objectives, policies,

systems, procedures, organisational structure, etc.
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which have taken place during the year, the reasons
for them and the impact of such changes.

-~ Details of any major projects undertaken during the
year.

- Details of any major legislative changes affecting
the organisation (in terms of its objectives, struc-

ture, funding or other aspects).

(1) Discussions of the impact of the organisation on the
physical environment and on the social environment, and

their relationship to Government policies.

(m) Description of recruitment, staff training and other

staff development programmes.

(n) Comment on employee and trade union relations
including measures of time lost through accidents and

industrial disputes.

(o) Description of marketing or promotional activities

where appropriate.

(p) Description of the basis of and methods used for
setting prices charged for goods and services, where
appropriate, and details of any review of charges

during the year.

3.4.4.5 Information on the Future

(q) Future prospects for the organisation: Likely demands
for new services, -other factors which may require
re-assessment of the organisation's objectives or
alter the workload placed on the organisation.
Possible future changes in the environment in which
the organisation operates and the impact this could

have on policies and operations.
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3.4.4.6

3.4.4.7

(r) Planned future programmes, projects or actions
together with comment on any demand this may create

for additional resources.

(s) Details of research and development activity being

undertaken, where relevant.

Other Information

(t) Indication of other sources of information on the
activities of the organisation. List of publications
issued by the organisation during the period. An
indication of addresses and telephone numbers to

contact should further information be required.

(u) A summary five year statistical table setting out key

financial, performance and other statistics.

Because of Parliament's vital interest in these reports, the
Committee, under its terms of reference, would monitor
the formulation of these standards, report to Parliament

on their adequacy and exercise a continuing overview of the

'standards.

Recommendation

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 Format and Terminology in Annual Reporting

3.5.1

There is a need to ensure comparability of information contained in

annual reports, including the financial statements. For this reason

the Committee is concerned that in prescribing reporting standards

for financial statements and narrative or performance reports that

there should, as far as possible, be a standardised format and term-

inology.
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3.5.2 Recommendation

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 The Role of Ministers in Annual Reporting

3.6.1

3.6.2

As previously stated, the Committee considers that for all depart-
ments or ministries there should be an annual report from the
permanent head to Parliament through the Minister. This is a report
on the exercise of the management responsibilities given to the
permanent head by legislation plus other background information and
inforﬁation on the future, necessary to develop a proper understanding
of the activities of the department during the year. It would be
desirable for the Minister to add also for transmission to Parliament
information on his or her role in the operation of the department
during the year. This would include objectives he or she or the
Government set for the department during the year, policies laid

down during the year or other policy decisions made by him or her.

Boards or Commissioners of statutory authorities, because of the
greater responsibility they have for the operations of the decisions
in programmes, would report on a wider range of matters including the
effectiveness of the organisation. However, for statutory authorities
also it is desirable that the Minister attach to the annual report
information on policy decisions made by him or the Government,

including any directives given to the authority.

Recommendation

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 organ-
isation during the year, including such matters as objectives or
policies laid down by the Minister or the Government or directives

given to the organisation.
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3.7 Parliament's Consideration of Annual Reports

3.7.1 While requiring all Government organisations to report to Parliament
annually through the Minister and prescribing standards for the
content of both the financial statements and the rest of the annual
report is necessary to improve the accountability of these organ-
isations to Parliament, it may not be sufficient. There is need for
a mechanism for Parliament to adequately consider these reports. The

Parliamentary Committees Act 1968 as amended by the Parliamentary

Committees (Joint Investigatory Committees) Act 1982 allows a joint

investigatory committee to consider and report to Parliament on

any annual report or document relevant to the functions of that
Committee tabled in Parliament. It is also possible for the
Committees to call Ministers as well as permanent heads and Board
members or Commissioners of statutory authorities. Thus there is
adequate provision for joint investigatory committees to peruse and
further examine matters raised in annual reports of departments or
statutory authorities, including financial issues, if these are
included as part of the annual report. However, if Committees are to
carry out this role it is essential that they receive the resources

necessary to perform this role.

3.8 Desired Timeliness of Annual Reports

3.8.1 The Committee considers there should be a standard provision
replacing the present multitude of different provisions concerning
the time within which each annual report should reach the Minister
and the time within which the Minister should table the report in
Parliament (or present it to the Speaker or President as discussed

below).

The Committee makes the point that if the organisation has adequate
internal reporting mechanisms, including mechanisms to monitor

performance, the preparation of the annual report should not need to
be a lengthy exercise. In other words, timely external reporting is

based on good internal reporting.
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3.8.2

However, bearing in mind the reasonable time necessary to obtain
audited financial statements, the Committee considers annual reports
including audited financial statements, should reach the Minister

no later than three months after the end of the reporting year, i.e.
by 30 September. The Minister should then be required to table

the report, adding his own report, within one month. This compares
more than favourably with the Companies Code requirements of audited
financial statements being available to shareholders within six

months of the end of the financial year.

If Parliament is not sitting there should be provision that the
receipt by either the Speaker of the Legislative Assembly or the
President of the Legislative Council be sufficient for the report to
be made available to the public. All annual reports should be
printed and be available to the public as soon as they are tabled

or lodged with the Speaker or President.

Should an annual report not be tabled in Parliament or handed to

the Speaker or President within the required time, the relevant
Minister, at the due date, should table a statement in Parliament

(or with the Speaker or President if Parliament is not sitting),
indicating the reason for the lateness and indicating when the report
is expected to be available. There should also be provision for

a full list of the organisations to be published, in due course.

The Committee intends to review, under its terms of reference, cases

of late annual reports.

Recommendations

(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.
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(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.

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

be published by Parliament.
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4.

1

CHAPTER 4
AUDIT OF GOVERNMENT
EXTERNAL AUDITING

Introduction

The importance of audit in achieving accountability in Government was
discussed in Chapter 2. In short, responsibility (and thus account-
ability) carries with it a duty to report. Such reports should be
subject to audit or attestation by an external independent person to
ensure that the information is objective and reliable. Thus the
primary objective of external audit is to express an opinion on the
reliability or truth and fairness of information reported by an
organisation. The revised Act must therefore provide for role and
powers of an audit organisation. This approach is preferred to
having a separate Auditor-General Act as for example in Canada, since
having accountability, reporting and auditing requirements in the
same Act reinforces the fact that they are merely part of the one

system.

A lack of understanding of the role of external audit was shown by a
number of permanent heads and Commissioners and Board members of
statutory authorities, both in evidence and in written submissions.
For example, a number doubted that any external person could
adequately review their performance because of the specialised and
technical nature of their activities, and that therefore there could
not be any useful external efficiency audit. This viewpoint is
unacceptable to the Committee since it implies that there cannot be
any proper system under which they might be called to account. A
number also considered that external audit interfered with the exer-
cise of their responsibility. This view totally misunderstands the
attestation role of audit. In no way does it reduce their decision
making powers and thus their accountability. It is because of their
responsibility that an audit of reported accountability information

is necessary.
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4.1.

Many witnesses, in discussing the role of the Auditor-Ceneral, also
failed to appreciate the need to preserve his independence by not
having him responsible for prescribing management systems he must
evaluate. This was also reflected in the failure of many submissions
to understand the distinction between management improvement or
consultancy activities (carried out for example by the Management
Consultancy and Effectiveness Review Divisions of the Public Service
Board), which are action orientated reviews with substantial
participation by staff of the organisation concerned; and external
audits which are independent attestations or evaluations not
prescribing detailed remedies (as this may affect the auditor's
independence if he must subsequently evaluate systems which he
prescribed). Whereas the primary objective of external audit is to
express an opinion on fhe reliability or truth and fairness of infor-
mation reported by the organisation, the primary objective of manage-
ment reviews is to make specific recommendations for improving
performance. While an external audit report should provide con-
structive comments, it is not part of the management process for

implementing changes.

4,2 Scope of the Audit Function

At issue here is the extent to which the Auditor-General should be
involved in efficiency and effectiveness auditing as well as

traditional financial and compliance auditing.
The distinction between different types of audits may be made clearer
by the following United States General Accounting Office classifi-

cation of audits:

(a) Financial and ‘compliance: This form of audit determines

whether financial operations are conducted with propriety,
(legality and honesty), whether financial reports are
presented fairly and whether the agency subject to audit has

complied with the applicable laws and regulations;
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(b) Economy and efficiency: This determines whether an agency

is managing or utilising its resources (personnel, property,
space and so forth), in an economical and efficient manner,
and seeks to reveal the causes of any inefficiencies or

uneconomical practices, including inadequacies in management
information systems, administrative procedures, or organ-

isational structures; and

(c) Programme results (or effectiveness review): This determines

whether the desired results or benefits are being achieved,
whether the objectives established by the legislature or

other authorising body are being met, and whether the agency
has considered alternatives which might yield desired

results at a lower cost.

The Committee's View

The Committee considers that any audit or attestation function ought
to cover the full range of matters for which permanent heads or
Boards or Commissioners are responsible for and are required to
report on. This reflects its view of the necessary inter-relationship
between responsibilities, reporting and auditing. Thus auditing
extends beyond regularity and compliance issues into efficiency

and effectiveness issues. As will be discussed, the Committee con-
siders that the dominance of financial regularity and compliance
issues in Government auditing is no longer appropriate. It sees
emphasis on value for money questions covering both efficiency and
effectiveness of Government organisations as of greater concern.
Recognising the multi-disciplinary skills required to carry out
such audit or.evaluation and the accounting based nature of the
Auditor-General's office staff, it considers that a new Office of
Evaluation and Review should be established to develop this new
audit or evaluafion function. The Auditor-General's office should
continue its present financial and compliance audits and eventually
be absorbed by the new Office of Evaluation and Review. This is

discussed later.
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4.2.3

The Present Situation in Victoria

The present Audit Act does not define the scope of audits to be
carried out by the Auditor-General. It does define the content of
the audit report on the Treasurer's statements (Section 47) and
indicates in other sections certain of the matters which he should
examine. Under Section 47 he must "explain the statement in full"
showing where it agrees or differs from the Treasurer's records,
report where prescribed forms have not been used where defaults
have been made in sending accounts or accounting for monies or

stores, in payments passed without adequate vouchers, on unsatisfied

" disallowances or shortages or on proceedings taken against any person

under the Act.

Section 33 requires him to take such steps as he deems necessary to
satisfy himself that all stores have been properly accounted for and
that the regulations in respect of the control and stocktaking of
stores have been duly observed. Section 35(1) also requires him to
aséertain that public monies have been applied or charged to any
service or purpose only for which they were legally available and
that expenditure has been duly authorised or duly vouched and cert-
ified. Under Section 48 he may recommend methods for the better

collection or payment of monies and the better control of stores.

The general thrust of these provisions is that the Auditor-General is
to carry out a financial and compliance audit only (although Section
48 could be interpreted as authorising a form of efficiency audit-
ing), and until recently this has been the way in which he has
operated. However, in his financial and compliance audit the Auditor-
General has in some cases commented on cases of weakness in manage-

ment or internal controls.

Further, the Auditor-General has recently commenced studies of a
number of Government activities using the 'comprehensive audit"
approach. Comprehensive auditing combines elements of traditional
financial compliance and regularity audit with in-depth reviews

of management control systems designed to promote economy, efficiency
and effectiveness of Qperations. This auditing approach is discussed

later.

50.



4.2.4

The various separate Acts setting up statutory authorities which

provide for the Auditor-General to audit their financial statements

refer only to an audit of the financial statements, i.e. a financial

and compliance audit, although some of the Acts confer on him as

auditor of that organisation the same powers that he has in the

audit of the public accounts.

Efficiency and Effectiveness Auditing

4.2.4.1

4,2.4,2

Efficiency and effectiveness auditing has been widely dis-
cussed in the public sector. So far, explicit efficiency
audit powers have been given to the Commonwealth Auditor-
General and the South Australian Auditor-General. The
Queensland Auditor-General has an implicit efficiency audit
role %hrough the requirement that he report on cases where
the duties of accountable officers, which include respons-—
ibility for efficiency, have not been properly carried

out. An efficiency audit function has been given to the

N.S.W. Public Service Board.

In Australia no independent organisation outside the
executive, such as the Auditor-General's Office, has been
given an explicit effectiveness review or auditing role.
Effectiveness reviews are carried out in a number of Common-
wealth departments, the Department of the Prime Minister and
Cabinet, the N.S.W. Premiers Department and the Victorian
Public Service Board. These reviews are internal,
presumably because in examining the appropriateness of
various Government activities or programmes to Government
objectives they may be reviewing decisions made by

Ministers.

There are a number of possible approaches to efficiency

auditing. These include:

- a selective report commenting on the adequacy of manage-
ment systems and procedures in part or all of an organ-
isation. (This is the general approach of the Commonwealth

Auditor-General and the N.S.W. Public Service Board);
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4.2.4.3

— a report expressing an opinion on the validity and
accuracy of efficiency measures contained in a performance

report from an organisation;

-~ a report expressing an opinion on the overall level of

efficiency of the organisation; and

— a report expressing an opinion on the adequacy of the
organisation's own mechanisms for reviewing its
efficiency, or reporting by exception on cases where

the mechanisms are inadequate.

The same classification could be made of approaches to

effectiveness auditing.

These approaches are not mutually exclusive. The first
approach involves large scale selective or ad hoc efficiency
reviews. It would often include the fourth approach. The
second also involves the fourth, in that reviewing and
testing internal and other arrangements for efficiency
review may be part of the task of forming an opinion on
reported efficiency measures (i.e. it is a review of
efficiency monitoring mechanisms akin to an auditor's review
of internal control before expressing an opinion on finan-
cial statements prepared by the organisation). The third
may be an extension or the outcome of either of the first
two approaches. Both the second and third approaches give
some difficulties because of methodological problems in
measuring efficiency. The third in particular appears to

go well beyond the bounds of professional standards based on
objective measures on which an auditor might be able to

rely.

The Committee considers that Parliament, and thus the
public, should receive independent advice on the efficiency
and effectiveness of Government organisations. Chapter 3

of this report recommended that departments, statutory
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4.3.4.4

authorities and Ministers should account to Parliament
through an annual report for matters for which they are
responsible including efficiency and effectiveness of
operations. It sees some independent review of such matters
in these annual reports as an essential mechanism of proper
accountability to Parliament. The precise nature of such

an independent review must now be considered.

The Auditor-General supported the proposal that he review
and report on the validity, accuracy and adequacy (as a

measure), of reported efficiency and effectiveness measures.

He considered that he should be given powers similar to
those of the Canadian Auditor-General. The Canadian approach
to efficiency and effectiveness auditing is known as com-
prehensive auditing. It involves an assessment of the
adequacy »f management control systems to ensure due regard
to economy and efficiency, and an assessment of the adequacy
of procedures employed to measure and report on the effect-
iveness of the organisation's programmes. Thus it is based
on evaluating systems or monitoring mechanisms rather than
on evaluating results or outputs in relation to inputs. Thus
the Canadian Auditor-General is required to report on cases
where the procedures employed by an organisation to measure
and report on the effectiveness of its programmes are not
adequate. This does not involve any questioning of Govern-
ment policies or Ministerial decisions. Standards against
which to evaluate systems to achieve efficiency and monitor
effectiveness have been developed in Canada. A comprehensive
audit is done selectively rather than annually for each
organisation. The Auditor-General thus reports on an
"exception" basis i.e. reporting on cases where the systems
and procedﬁres are inadequate, rather than annually express-

ing an opinion as to whether they are adequate.
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4.2.4.5

4.2.4.6

The Chairman of the Public Service Board's view was that it
is for Parliament to decide what information on performance
it wishes in annual reports to Government organisations.

His view was that whatever is reported must also be audited
or attested in some way. Assuming that Government organ-
isations are required to report efficiency and effective-
ness measures, the Auditor-General would attest these claims
of efficiency and effectiveness. Effectiveness being a
measure of the extent to which organisational or Government
objectives are being achieved, an effectiveness audit would
not necessarily involve questioning the policy behind the
objectives. He considered the Auditor-General should not
undertake in-depth studies of organisational efficiency or
effectiveness, this function being adequately covered by the
Public Service Board and Department of the Premier and

Cabinet.

The Committee accepts this basic model that whatever infor-
mation is required to be included in annual reports by
departments, statutory authorities or Ministers, whether
covering efficiency or effectiveness matters, should in
some way be audited or attested so as to ensure its objec-
tivity and reliability. At the same time the Committee
accepts that it will take departments and statutory author-
ities some time to develop adequate measures of efficiency
and effectiveness which could be audited or attested.
However, the move to programme-budgeting in State Government
departments will greatly facilitate this. It is apparent
that a significant number of departments and statutory
authorities are developing or have developed such measures.
As a long term objective therefore, the Committee considers
that the validity, accuracy and adequacy (as a measure), of
reported efficiency and effectiveness measures should be
reported on, but in the meantime the approach may need

to be restricted to the adequacy of steps being taken by
the organisation to develop such measures. This would

involve a comment rather than an attestation at this stage.
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4.2.4.7

4.2.4.8

The Committee agrees that the Auditor-General should report

on:

— cases where money has been expended without due regard to

economy and efficiency;

— cases of inadequacy in the departments' or statutory
authorities' own mechanisms for maintaining and monitoring

efficiency and effectiveness. .

This approach recognises that such reviews or audits are

on a cyclical basis. Rather than review each organisation
every year and comment in a positive sense on whether,

for example, mechanisms for maintaining and monitoring
efficiency and effectiveness are adequate, it involves
reporting on an exception basis on cases on inadequacy.
However, the Committee considers this should be in addition
to the auditing of reported efficiency and effectiveness

measures.

There should also be provision for major ad hoc or in-depth
studies of the efficiency or effectiveness of any Govern-
ment organisation or programme to be undertaken, where

it is desirable for Parliament and the public to receive

an independent review of some activity. This role cannot be
adequately performed by the Public Service Board, since it
is not completely independent of the procedures and systems
included in the evaluation; nor, as part of the Executive,
can its report be readily made public. For the review
organisation to maintain its independence the selection of
such areas for study should remain with it. However, there
should be provision for Parliament or the Government to
request such reviews to be carried out. If the Government
or Parliament also had the power to direct the review organ-
isation carrying out such studies, this could mean in
practice that Government or Parliament determined the areas
to be examined. The Committee envisages this review power
being sparingly used, in view of the high cost and limited
coverage of any review activity based largely on such an
approach, as evidenced by the Commonwealth Auditor-General's

approach to efficiency auditing. It does not see this
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4.2.4.9

role as detracting in any way from the Public Service

Board's role in reviewing and promoting the efficiency angd

effectiveness of Government organisations, as part of the

Executive.

Recommendations

(a)

(b)

(c)

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.

The nature of this efficiency and effectiveness audit

function should be as follows:

(1)

(ii)

(iii)

(iv)

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);

Reports on cases where money has been expended

without due regard to economy and efficiency;

Reports on cases of inadequacy in the organ-
isation's own mechanisms for monitoring

efficiency and effectiveness; and

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 beview), major studies of the efficiency
or effectiveness of any Government organisation

or programme.

The Government should allocate the necessary

additional financial and staffing resources for this

to take place.
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4.3 Form of Audit Report on Financial Statements

Consideration needs to be given to the appropriate form of the audit report
on the new financial statements to be prepared by étatutory authorities and

departments to be spelled out in the legislation.

4,3.1 Statutory Authorities

Chapter 3 of this report outlined the considerable variations in the
requirements relating to financial statements of individual statutory
authorities, and thus the form of the Auditor-General's report. It
recommended a standard financial reporting requirement for statutory

authorities.

4,3.2 Recommendations

(a) , The audit report on financial statements of statutory

authorities should report on:
(1) Whether proper accounts and records have been kept;

(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 financial

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.

4.4 Departmental Financial Statements

4.,4.1 The form of the Auditor-General's report on the new departmental
financial statements is an opinion as to whether they are an accurate

summation of the receipts and payments for each department for the
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year. The Committee has recommended in Chapter 3 that there should
be a legislative requirement for such statements to be prepared in
accordance with standards prescribed by the Treasurer. Thus the form
of the audit report should also be amended to report on whether the
financial statements are in accordance with these standards. The
standard form of audit would therefore state whether proper accounts

and records have been kept.

4,4,2 Recommendations

The audit report on departmental financial statements should

report on:

(a) Whether the statements are in accordance with the depart-

mental records.

(b) Whether proper accounts and records have been kept.

(c) Whether the statements have been prepared in accordance
with standards prescribed by the Treasurer for departmental
financial statements so as to present fairly the financial

position and financial results.

(d) Whether the statements have been prepared on a basis con-

sistent with the previous year.

(e) Cases where financial management control systems are not

in operation in the department.
These recommendations are supported by the Auditor-General.

4.5 Organisations to be Audited by the Auditor-General

4.5.1 The present Audit Act provides for the Auditor General to audit:

— All transactions of the public account, meaning financial state-

.ments prepared by the Treasurer on the Consolidated Fund and Trust
Fund.
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4,5.2

~ The books of accounts of every receiver of revenue, collector
of impost, sub-collector and paymaster (meaning Government depart-

ments), and of every public authority.

While the latter provisions might be expected to cover all public
authorities, strangely, the present Act defines public authority as
an organisation the accounts of which the Auditor-General audits
either by law or at the request of the Treasurer. Thus in practice
the Auditor-General derives his power to audit the financial
statements of statutory authorities from the individual Acts estab-

lishing such authorities. He audits all public authorities except:

(a) The State Bank.

(b) Public hospitals.

(c) School councils.

(d) Varioué subsidiary companies established mainly by statutory

authorities (which generally have their own auditor

appointed under the Companies Act), and

(e) Local Government units.

With a private accounting firm he is the Jjoint auditor of the Gas and
Fuel Corporation. The Water Industry Restructuring Bill provides for
him to be the external auditor of the new water boards. (Previously

he audited waterworks trusts and private accounting firms as licensed

municipal auditors audited sewerage authorities.)

Private Sector Involvement

A number of suggestions were made by private accounting firms that
they should be able to undertake the external audit of statutory
authorities. The Committee considers it an important principle,
from Parliament's point of view, that the Auditor-General should

be responsible for auditing all Victorian Government bodies, whether
departments or statutory authorities, and that this should be

specifically provided for in the revised Act.
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This should include the State Bank, Gas and Fuel Corporation and
public hospitals. Having one single external audit organisation
enables consistency of auditing standards and methodologies to be
adopted and enables the organisation to provide an overview and to
evaluate within a comparative framework. It also means that
Parliament can deal with one auditing organisation from which it
receives an audit review of all Government organisations in the one
report. Moreover, the Auditor-General is truly independent of the
organisations being audited because of his statutory appointment. He
does not need to negotiate with the organisation over fees or any
other aspect of the audit before appointment, all of which can com-

promise his independence.

(In view of the relatively small amount of resources involved in
their operations the Committee does not consider the Auditor-General
should audit school councils. This would be a misallocation of

scarce audit resources.)

Having the Auditor-General responsible for the audit of all Govern-
ment organisations is not to suggest that private accounting firms do
not have the necessary competence or expertise to carry out such
external audits. Indeed, the Committee sees considerable value

in using more private sector resources in Government auditing. Apart
from assisting in overcoming the staff shortage in the Auditor-
General's Office, it should bring additional perspectives and
expertise. The Committee therefore favours giving responsibility to
the Auditor-General for all Government auditing, with him contracting
out or delegating portions of his external audit work to private
accounting firms, depending on his staffing levels and work loads;

or employing private accounting firms to work with his own officers
on a "mixed team" approach. The Auditor-General has authority to

do this under the existing Audit Act and this provision should be
retained. However, responsibility for this audit work and for
reporting to Parliament would rest with the Auditor-General. Such an
agency approach was favoured by the two professional accounting
bodies in a joint submission to the Committee. This approach is
being followed for the new Water Boards. The Auditor-General has
already advertised for interested private accounting firms to

register their interest with him.
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4.5.4

Access to Financial Statements and Records of Non-Government

Organisations.

The Auditor-General raised with the Committee the issue of his having
access to the financial statements and records of non-government
organisations receiving substantial amounts of Government funds by
way of grants, subsidies or loans. ©Some of these organisations are
listed in Appendix A-I of his 1980/81 annual report, and include a
large number of charitable and community organisations. At present,
he has no legal right of access to ascertain whether the funds given
by the Government have been used for the purpose for which they were
given. It is of course, possible for such grants to be given on
condition that the Auditor-General have access but this has not been
done. The Committee agrees that the Act should give the Auditor-
General the right of access to the accounts and records of any organ-
isation in receipt of Government money and that this right should be
made clear to all organisations at the time they receive the funds.
This would not involve the Auditor-General auditing their financial
statements but merely giving him a right of access to ascertain, if he
considers it necessary, that such funds have been properly used for
the purposes for which they were given. It would not involve him
reviewing the efficiency and effectiveness of the expenditure of the

funds by the recipient organisation.

The Committee also considers that it is essential for individual
departments administering such grant progfammes to establish proper
review mechanisms, and for the Auditor-General to examine the

adequacy of such mechanisms.

Audit of Public Hospitals and Local Government

The Committee did not examine in depth the question of public hos-
pital audits or local government audits. Hospital audits are carried
out by private accounting firms who are employed by the board of
each hospital. However, there is provision for the Auditor-General
to carry out an audit of any public hospital at his discretion,

but this has happened only occasionally in special circumstances.

There is no mechanism to overview the quality and consistency of
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such audits except for the normal professional requirement that
Australian accounting and auditing standards be observed. Several
private accounting firms commented that they undertake hospital
audits to a certain extent on an honorary basis, in that they incur

a loss because of low audit fees. Although the Committee accepts
that public hospital auditors take their professional and legal
responsibilities as auditors seriously, it considers such a situation

could reduce the general quality of hospital audits.

In view of the substantial amount of Government monies allocated to
public hospitals the Committee considers the Auditor-General should
audit public hospitals, using private accounting firms as his agents
in the same way as is proposed for the new water and sewerage

authorities.

It will take some time before the Auditor-General will be in a
position to undertake such a role. In the meantime, the right of
access to the financial records of organisations receiving Govern-

ment money would apply to public and private hospitals.

Local government audits are undertaken by licensed municipal
auditors, who are licensed by the Municipal Auditors Board after
passing speéified examinations. Their appointment and fee are deter-
mined by the Minister for Local Government. The Committee has con-
siderable reservations about the need for such specialised treatment
for local government audits and about the adequacy of the present

audits.

The Committee's view is that in view of the substantial resources
used by the local government sector, there is a strung case for the
Auditor-General to be responsible for local government audits, as
occurs in Queensland and New Zealand, but again, using private
accounting firms as his agents if he wishes. In this way Parliament
might be better assured of the adequacy and consistency of local
government auditing. The Committee recognises that this may be a
controversial issue. The Committee considers that it should be
given a reference to "inquire into and report on the adequacy of
present arrangements for local government accounting, reporting and

auditing and to recommend any necessary changes'.

62.



4.5.5

Recommendations

(a) The Auditor-General should be the auditor of all State
Government orpanisations and should take over responsibility
for the audit of all such organisations he does not
currently audit, including the State Bank, public hospitals
and any subsidiary companies established by Government

organisations.

(b) The Auditor—General should be given the additional resources

necessary to undertake this work.

(c) 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 respons-

ibility for the standard of this audit work.

(a) The Auditor-General should be given by legislation the
right of access to the financial statements 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.

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

auditing and to recommend any necessary changes'.

4,6 The Need for a New Review Organisation

4.6.1

In recommending a new or expanded external audit function covering
efficiency and effectiveness of Government organisations, the
Committee sees emphasising efficiency and effectiveness, or ""value
for money' reviews, as more important than the existing emphasis

on financial and compliance auditing.
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4.6.3

The present Auditor-General's Office conducts audits which are
largely financial and compliance based, although an element of
management systems evaluation has always been present; and, as noted,
the Auditor-General has commenced a series of comprehensive audit
studies which involves an assessment of the adequacy of management
control systems to ensure due regard to economy and efficiency of the
adequacy of procedures to measure and report on the effectiveness

of the organisation's programmes.

This does not go as far as the Committee's recommended approach to
efficiency and effectiveness auditing, which also envisages auditing
of published efficiency and effectiveness measures and of (a limited
number of), major ad hoc efficiency and effectiveness studies on

a selective basis.

The skills required to carry out such audits are multi-disciplinary.
A background in accounting, economics, management or operations
research would all be relevant to such studies. This has been
illustrated by the recruitment of such specialists into the
Efficiency Audits Division of the Commonwealth Auditor-General's
Office. The Committee favours an integrated approach to such audits,
rather than having financial compliance audits being undertaken
separately from efficiency and effectiveness audits, as has been the
case in the Commonwealth Auditor-General's Office. Such audits
would therefore be carried out by a multi-disciplinary team. Tie
separate approach does not enable an overview of the performance of
the organisation to be obtained, nor does it take advantage of the
aspects of auditing common to both financial compliance and

efficiency auditing viz. the review of internal control mechanisms.

The Committee considers that the Auditor-General's Office should be
restructured into a new Office of Evaluation and Review, headed by a
Director-General, to undertake this expanded audit function. This

new or restructured organisation will require additional resources

_ to carry out this function, and will need to recruit new staff of

varying backgrounds. The Committee favours this restructuring being
overseen by 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 Department of Management

and Budget and representatives of the accounting profession.
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4.6.6

The Director-General of the Office of Evaluation and Review would
exercise all the powers conferred on the Auditor-General. The
Committee considers that the existing constitutional position of
the Auditor-General az an office holder under the Crown, independent
of but reporting to the Parliament, should remain With the new
position of Director-General of Evaluation and Review. He should
not be subject to direction by Parliament or the Government and
be subject to removal only by a vote of both Houses of Parliament.
Along with retaining the existing powers to call for accounts,
documents, explanations etc. as he thinks necessary, (Section 39),
and to require persons to appear before him, and appointing him
by legislation as the Auditor of all Victorian Government organ-
isations and treating his salary as a special appropriation not
subject to annual vote by Parliament, this will be sufficient to

ensure his independence and authority.

The Audit Act provides for the Auditor-General to retain office
until the age of 65. The Committee considers that the Director-
General should be appointed for a term of seven years, with pro-
visions for reappointment. This would be sufficient time for each
Director-General to have an impact in the position, yet provide for
some turnover in the position as the evaluation and review needs
change. To provide flexibility and to not exclude worthwhile
appointees the Committee does not favour prescribing in legislation

required qualifications for the position.

The Committee considers it important that there should be regular
movement of staff between the Office of Evaluation and Review and the
rest of the public sector. This will ensure that the Office's staff
retain an understanding of managerial issues and problems, and at
the same time develop a role for the Office as a training ground for
improved financial management in the public sector. Consistent with
its view expressed in paragraph 4.5.2 the Committee would also
strongly favour the development of staff interchanges with private

accounting firms.
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4.6.7

4.6.8

A further submission suggested that the Auditor-General should be
able to determine his own financial allocation. vThe Committee con-
siders such a proposal to be unrealistic. It does however support
the idea of the new Office of Evaluation and Review receiving a

one line or block appropriation in the Budget with freedom for the
Auditor-General to determine his own allocation of these funds. It
also considers he should present his budget and staffing requests to
the Committee as well as to the Government each year, so that
Parliament is fully aware of his perceived resource needs and the

Government's response to them.

The Committee considers that some provision should be made for a
regular independent review of the efficiency and effectiveness of the
Office of Evaluation and Review and for an independent external
auditor to carry out an annual financial and compliance audit. The
present Audit Act makes no provision for any external audit of the
Auditor—General's Office, although it would be possible for this
Committee under its terms of reference to undertake a review of

the Office's efficiency and effectiveness. Section 48 of the Common-
wealth Audit Act provides for an independent auditor to carry out
both a financial and compliance and an efficiency audit of the
Commonwealth Auditor-General's Office. Under the efficiency audit
function the quality and adequacy of the audit work is reported

on. Because of the need for all government organisations to be held
accountable and be periodically reviewed by an independent outside
source the Committee favours a similar provision for the Office of
Evaluation and Review, with the independent auditor being appointed
by the Treasurer and reporting directly to Parliament. The
independent auditor would audit the efficiency and effectiveness of
the Office of Evaluation and Review in the same way as that Office
audits the efficiency and effectiveness of other Government organ-

isations.

Recommendations

(a) The Auditor—-General's Office should be restructured into a
new Office of Evaluation and Review to undertake the
expanded audit function recommended by the Committee. It
should receive the additional resources it requires for this

task and recruit staff from various backgrounds.
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(b) 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.

(c) 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 Government 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.

(q) 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.

(e) 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 allocated.
The Director-General should present his annual budget
requests to the Committee as well as to the Government so
that Parliament is aware of his perceived needs and the

Government's response to them.

(f) 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.
(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
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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 effect-
iveness audits of other Government organisations. The

independent auditors should report directly to Parliament.

4.7 Internal Audit

4.7.1

The importance of internal audit in any discussion of the Audit Act

is:

- It _is an important tool of top management to ensure that the organ-
isation is operating in line with top management responsibilities
and objectives. Thus it plays an important role in an account-

ability mechanism.

- The quality and scope of internal auditing influences the size of

the external audit task, as discussed below.

It is clear to the Committee that, in general, Government managers
have given insufficient priority to developing an adequate internal
audit function and have failed to appreciate its importance as an
aid to management. Since 1977 the unsatisfactory situation concern-
ing internal audit in both departments and statutory authorities

has been referred to by the Auditor-General in his main report.

At present only 11 departments and 13 out of 25 major statutory
authorities have an internal audit function, and many are inadequate.

For example, in many cases:

—~ It is limited to financial and compliance issues. Thus it does not

aid management in monitoring efficiency and effectiveness.
— The internal auditor has line responsibilities as well as the

internal audit role and is thus not independent of the operation he

is evaluating.
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4.7.3

4.7.4

— The internal auditor does not report directly to or have adequate
access to top management, and thus top management does not receive
a completely independent evaluation of the organisation's perform-

ance.

—~ The internal auditor is lowly graded. Thus people of inadequate
training may occupy the position, and possess inadequate authority

to obtain the information needed in such a function.

In his 1981/82 main report the Auditor-General noted that an internal
audit function had not yet been established in the following
Ministries or departments: Agriculture, Arts, Labour and Industry,
Police and Emergency Services, and Water Resources. He noted that no
action had been taken to overcome weaknesses in the internal audit
function in Community Welfare Services, Housing and the Country

Roads Board. Steps to establish an internal audit function had
commenced in the Education Department, the Health Commission and the

Forests Commission.

The development of an adequate internal audit function has important
implications for external audit. With a highly developed internal
audit function the work of the external auditor in detailed checking
and review is lessened. Under a '"system based" approach he will
spend more time evaluating the quality of the internal audit function
as part of the management control systems to determine the extent

to which he can rely on it and thus on reported financial and perfor-

mance information.

The development of adequate internal audit is primarily a respons-
ibility of the management of each organisation. For this reason the
Committee has recommended in Chapter 2 that this be specified in the
new Act as a managerial responsibility. The Committee considers that
in an adequate internal audit function, its scope must be as broad as
management's responsibilities and thus go beyond financial and com-
pliance issues, that the internal auditof must report to top manage-

ment and be otherwise fully independent of line operations.
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4.7.5 However, there is a need for a co-ordinated development plan for
internal audit in the Victorian public sector, to develop guidelines,
Jjob descriptions, procedures, and training materials and to plan to
meet the requirements of those organisations which are too small to
have their own internal audit function. This is appropriately a role
for the Department of Management and Budget, with assistance from the
Public Service Board. The Auditor-General should be consulted and
assist in an advisory role, but not to the extent that his independ-
‘ence in assessing the quality of internal audit is compromised. The
Committee has noted the establishment of an Internal Audit Division
within the Department of Management and Budget to carry out this

task, which it considers should be treated as a matter of urgency.

4,7.6 Recommendations

(a) That the new legislation specify the development and maintenance of

an adequate internal audit function as a management 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 organ-
isations;
(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 manage-

ment; and

(v) Ensuring adequate staff training and development programmes

are instituted.

Committee Room
20 April, 1983.
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LIST OF ORGANISATIONS AND PERSONS

MAKING SUBMISSIONS IN RELATION TO THE

AUDIT ACT REVIEW INQUIRY

AGRICULTURE, Department of.

ARTHUR YOUNG & COMPANY.

ARTS, Ministry for.

AUDITOR-GENERAL

AUSTRALIAN SOCIETY OF ACCOUNTANTS.

BUILDING INDUSTRY LONG SERVICE LEAVE BOARD.
COMMUNITY WELFARE SERVICES, Department of.
CONSERVATION, Ministry of.

CONSUMER AFFAIRS, Ministry of.

COOPERS & LYBRAND, Chartered Accountants.
COUNTRY FIRE AUTHORITY

COUNTRY ROADS BOARD.

CROWN LANDS & SURVEY, Department of.
ECONOMIC DEVELOPMENT, Ministry for
EDUCATION DEPARTMENT.

EMPLOYMENT AND TRAINING, Ministry of.
FORESTS COMMISSION OF VICTORIA.

GAS & FUEL CORPORATION OF VICTORIA.

HERCOK, A.V.V.

HEALTH COMMISSION OF VICTORIA.

HOUSING, Ministry of.

IMMIGRATION AND ETHNIC AFFAIRS, Ministry of.
INSTITUTE OF CHARTERED ACCOUNTANTS IN AUSTRALIA.
INSURANCE COMMISSIONERS OFFICE.

LABOUR AND INDUSTRY, Department of.

LATROBE VALLEY WATER & SEWERAGE BOARD.
LOCAL AUTHORITIES SUPERANNUATION BOARD.
LOCAL GOVERNMENT DEPARTMENT.

MELBOURNE & METROPOLITAN BOARD OF WORKS.
MELBOURNE & METROPOLITAN TRAMWAYS BOARD.
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MELBOURNE FIRE BRIGADES BOARD
METROPOLITAN FIRE BRIGADES SUPERANNUATION BOARD
MINERALS AND ENERGY, Department of.
MOTOR ACCIDENTS BOARD.

PLANNING, Department of.

PORT OF MELBOURNE AUTHORITY.

PORTLAND HARBOR TRUST COMMISSIONERS.
PROPERTY AND SERVICES, Department of.
PUBLIC WORKS DEPARTMENT.

ROAD SAFETY & TRAFFIC AUTHORITY.

RURAL FINANCE COMMISSION.

STATE BANK.

STATE ELECTRICITY COMMISSION OF VICTORIA.
STATE RIVERS AND WATER SUPPLY COMMISSION,
STATE SUPERANNUATION BOARD OF VICTORIA.
TOTALIZATOR AGENCY BOARD

URWICK INTERNATIONAL PTY. LTD.

VICTORIAN EGG MARKETING BOARD.

VICTORIAN RAILWAYS.

YOUTH, SPORT & RECREATION, Department of.
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LIST OF ORGANISATIONS AND PERSONS
GIVING EVIDENCE

ARTHUR YOUNG & CO., Chartered Accountants.

AGRICULTURE, Department of. ' Dr. D.F. Smith, Director-General.
Mr. W.D. Young, Assistant Director-

General.

AUDITOR-GENERAL, Office of the. Mr. B.J. Waldron, Auditor-General.
Mr. A.M. Meggs, Assistant Auditor-
General.
Mr. F. Belli, Chief Director of
Audit.

CONSUMER AFFAIRS, Ministry of. Mr. J.0. Miller, Director.
COOPERS & LYBRAND, Chartered Accountants. Mr. F. South, Partner.

EDUCATION DEPARTMENT Mr. N.G. Curry, Director-General.
Dr. L.W. Shears, Director-General.
Mr. B.J. Joy, Assistant Director-

General (Finance).

Mr. N. Brown, Director of Finance.

GAS & FUEL CORPORATION Mr. A.H. Gayleard, Administration
Manager.

Mr. R.R. Edwards, Chief Accountant.

HEALTH COMMISSION | Dr. G. Trevaks,FChairman.
Mr. A. Clifford, Director of Finance
Dr. R.B. Scotton, Director of
‘Planning & Research.
Mr. P.J. Daly, Director of Personnel

Services.

HOUSING, Ministry of. Dr. R. Gilbert, Acting Director and
Chief General Manager.
Mr. J.D. Cullen, General Manager,

Finance and Administration.
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INSTITUTE OF CHARTERED ACCOUNTANTS
IN AUSTRALIA, Government Accounting

and Discussion Group.

MELBOURNE & METROPOLITAN
BOARD OF WORKS

MINERALS & ENERGY, Department of.
PLANNING, Department of.

PRICE, WATERHOUSE, Chartered Accountants.

PUBLIC SERVICE BOARD

PUBLIC WORKS DEPARTMENT

STATE ELECTRICITY COMMISSION

TREASURY

Mr.

Mr.

Mr.
Mr.
Mr.

Dr.
Mr.

Mr.
Mr.
Mr.
Dr.
Mr.
Mr.

Mr.

Mr.
Mr.

Mr.

Mr.

Mr.

Mr.

Mr.
Mr.

74.

E. McL. Holmes, Senior Lecturer,
University of Melbourne.

G. HMacMillan, Secretary (also
Management Consultant with

Touche Ross Services).

A.H. Croxford, Chairman.

M.J. Wright, Treasurer.

N.B. Smith, Assistant Engineer-
in-Chief (Development, Invest-—

igations and Research).

E.W. Russell, Secretary.

D. Yencken, Secretary.

A. Fotheringham.
A. Grummet.

M. Maguiness.

R.B. Cullen, Chairman.
A. Phillips, Secretary.
J. King, Principal Consultant.

N. Walker, Senior Consultant.

D.J. Little, Director—GeneraI.

P. Lynn, Director of Admin-
istration.

P. Trott, Senior Internal

Auditor.

J.C. Trethowan, Chairman and
General Manager.

R.E. Hurley, Assistant General-
Manager (Administration).

A. Windmill, Internal Auditor.

I.G. Baker, Director of Finance.
H.J. Hopkins, First Assistant

Director of Finance.
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EXTRACTS FROM 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:

THURSDAY, 21 APRIL, 1983.

Paragraph 1.5.3

"(a) The scope of external audit in the Victorian public sector should be

(c)

expanded to cover efficiency and effectiveness issues as well as traditional

financial and compliance audit.

The nature of this efficiency and effectiveness audit function should be as

follows:

(1) 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 effectiveness; and

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

effectiveness of any Government organisation or programme.

The Government should allocate the necessary additional financial and staff-

ing resources for this to take place."

Amendment proposed — That after sub-paragraph (c) there be inserted the

following sub-paragraph:

"That the above recommendation concerning new audit functions should be
restricted to Government Departments and certain classes of statutory
authorities. That the audit organisation should not be given broad powers

to review the efficiency and effectiveness of statutory authorities which
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have boards representing the interests of those they service and where
finance on which the authorities operate comes subsfantially from those
persons. Examples of such organisations are the Grain Elevators Board,
Water Trusts and Sewerage Authorities. That in such cases interests of
those served by the authorities is safe-guarded by their own écrutiny and
that of the Boards representing them. Any inquiry into efficiehcy and
effectiveness in the public interest should only be initiated by the
relevant Minister and not by an external organisation as proposed by these
recommendations."

(Hon. B.P. Dunn)

QUESTION - That sub-paragraph (d) proposed to be inserted be so inserted -
put.

The Committee divided.

AYES, 2 NOES, 5

The Hon. B.P. Dunn The Hon. J.V.C. Guest
Mr. P.J. McNamara Mr. J.D. Harrowfield

The Hon. D.K. Hayward

Mr. B.J. Rowe

The Hon. G.A. Sgro.
And so it passed in the negative.

QUESTION - That paragraph 1.5.3 stand part of the report - put.

The Committee divided.

AYES, 5 NOES, 2
The Hon. J.V.C. Guest . The Hon. B.P. Dunn
Mr. J.D. Harrowfield Mr. P.J. McNamara

The Hon. D.K. Hayward
Mr. B.J. Rowe
The Hon. G.A. Sgro.

And so it was resolved in the affirmative.
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Paragraph 4.2.4.9

"(a) The scope of external audit in the Victorian public sector should be

(c)

expanded to cover efficiency and effectiveness issues as well as traditional

financial and compliance audit.

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 the efficiency and effectiveness; and

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

effectiveness of any Government organisation or programme.

The Government should allocate the necessary additional financial and

staffing resources for this to take place."

Amendment proposed — That after sub-paragraph (c) there be inserted the following

sub-paragraph:

"(d) That the above recommendation concerning new audit functions should be

restricted to Government Departments and certain classes of statutory
authorities. That the audit organisation should not be given broad powers
to review the efficiency and effectiveness of statutory authorities which
have boards representing the interests of those they service and where
finance on which the authorities operate comes substantially from those
persons. Examples of such’organisations are the Grain Elevators Board,
Water Trusts and Sewerage Authorities. That in such cases interests of
those served by the authorities is safe-guarded by their own scrutiny and
that of thé Boards representing them. Any inquiry into efficiency and
effectiveness in the public interest should only be inititated by the
relevant Minister and not by an external organisation as proposed by these

recommendations." (Hon. B.P. Dunn)
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QUESTION — That sub-paragraph (d) proposed to be inserted be so inserted — put.

The Committee divided.

AYES, 2 NOES, 5
The Hon. B.P. Dunn The Hon. J.V.C. Guest
Mr. P.J. McNamara Mr. J.D. Harrowfield

The Hon. D.K. Hayward

Mr. B.J. Rowe

The Hon. G.A Sgro. .
And so it passed in the negative.

QUESTION - That paragraph 4.2.4.9 stand part of the report - put.

The Committee divided.

AYES, 5 NOES, 2
The Hon. J.V.C. Guest The Hon. B.P. Dunn
Mr. J.D. Harrowfield Mr. P.J. McNamara

The Hon. D.K. Hayward
Mr. B.J. Rowe
The Hon. G.A. Sgro.
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PREVFACE

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
propoéal, matter or thing connected with public sector !
or private sector finances or with the economic develop-
ment 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 PROPOSALS CONTAINED IN THE
LOCAL AUTHORITIES SUPERANNUATION (AMENDMENT) BILL (NO. 2)

The following resolution was passed by the Legislative Council
>n 13 September 1983 and a similar resolution by the Legislative
Aissembly on 14 September 1983:

"That the proposals contained in the Local Authorities Super-
annuation (Amendment) Bill (No. 2) be referred to the Economic
and Budget Review Committee for inquiry, consideration and
report not later than 3 October 1983."
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CHAPTER 1: INTRODUCTION

1.1

The Committee ié currently undertaking an investigation into
all Victorian public sector superannuation schemes. Thirty
seven (37) separate and different superannuation schemes have
been identified so far. Each of these schemes has a different
origin and operates under separate management, which often
takes direction from either an independent Boabd or from
Government Authorities.

A number of schemes are set up under their own complex legis-
lation which differs in form and content from any other
superannuation legislation. This means that it is difficult
to determine the impact of even a minor change to one scheme

let alone the implications for a range of other schemes.

The current Amendment Bill for the Local Authorities Superann-
uation scheme is a prime example of this problem. The Bill
is difficult to interpret due to the complex language used

and because the topic itself is of a very specialised nature.

The information supplied to Parliament on this Bill by itself,
was not sufficient for an informed decision to be made on
whether the amendments should be passed. Hence, the Committee
felt it necessary to consider specialist advice and sub-
missions, and to hold discussions with key individuals before
it could make a detailed assessment of the likely implications
of this Bill.

The Committee believes the legislative problem is part of

the broader problem of the existence of such a multitude of
different schemes. Overall, there has existed no satisfactory
central mechanism for determining policy and monitoring
Cchanges to public sector superannuation schemes in Victoria.
This situation resulted in ruumerous problems, a significant
one being a pattern of "leap frogging" of benefit changes
between different schemes in the so-called "interest of
compatibility of benefit structures".
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The following discussion considers the proposed amendments to

the Local Authorities Superannuation Act and, where possible,

1.3

seeks to indicate their impact. An outline of the current
Local Authorities Superannuation scheme is provided in
Appendix I.

In commenting on the present Bill, the Committee emphasises
that it does so without prejudice to any principles and
proposals it may recommend in its future reports to the
Parliament on superannuation.

fn summary, the Committee believes the passing of the Bill
will not affect its consideration of the broader Terms of
Reference on superannuation (see Appendix III)at this point
in time.



CHAPTER 2: LOCAL AUTHORITIES SUPERANNUATION SCHEME

2.1

Outline of Local Authorities Superannuation Scheme

The Local Authorities Superannuation Scheme was established in
1947 and has been amended a number of times. Membership is
compulsory for all permanent employees of local authorities.
As at June 1982 there were 24,500 contributors to the Local
Authorities Superannuation Fund. The scheme provides both a
lump sum and pension benefit. Members are able to commite
part of their penSion to increase their lump sum entitlement.
There are separate contributions by employers and employees
for the pension and lump sum benefits. The lump sum benefit
is fully funded and the pension benefit is only partially
funded. A partially funded scheme in this case is one where
the employees' contributions towards pension entitlements are
paid on a regular basis into a separate fund. The employers
pay a percentage of salary estimated to meet their share

of pension costs over each three year period. The reasons for
this method of funding the scheme are historical. Amongst
other things, this method of funding has led to the establish-
ment of several separate funds within the one scheme which
makes the administration and accounting of the scheme particu-

larly complex and cumbersome.

Amendments to the Local Authorities Superannuation Act 1958

The following section outlines the proposed amendments and
their likely impact on this and other schemes. Most of the
amendments concern both the lump sum and pension aspects

of the scheme.

LOCAL AUTHORITIES SUPERANNUATION (AMENDMENT)
BILL (No. 2)
Major Amendments and Their Impact

Clause 1 1.(1) This Act may be cited as the Local Author-
ities Superannuation (Amendment) Act 1983.




(2) In this Act the Local Authorities Super-
annuation Act 1958 is referred to as the
Principal Act.

(3) The several provisions of this Act shall
come into operation or be deemed to
have come into operation as follows:

(a) Section 5 shall be deemed to have
come into operation on 2 August 1982;

(b) Section 7 shall be deemed to have
come into operation on 1 March 1983;

(c) Section 8 shall be deemed to have
come into operation on 1 June 1982;

(d) Section 11 shall be deemed to have
come into operation on 1 March 1980;
and

(e) The remaining provisions shall
come into operation on a day or days
to be fixed by proclamation of
the Governor in Council published
in the Government Gazette.

Clause 1 contains the customary provisions for the short
title and the commencement of the various clauses of the
Bill. The reasons why several of the provision have been

made retrospective are given below:

Clause 3(a) Section 5 commences from 2 August 1982 and con-
cerns the pension amounts payable to spouses of retired
members. This item was ovérlooked in the legislation effec-
tive from 2 August 1982 and is therefore backdated to that
date.

Clause 3(b) Section 7 refers to interest to be added to
pension resignation benefits payable. This is backdated
for practical convenience to the beginning of the Board's
current financial year which is 1 March 1983.

Clause 3(c) Section 8 refers to retrenchment benefits and is
backdated to 1 June 1982 to take into account specifically

employees retrenched from the Port of Portland Authority.
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Clause 3(d) Section 11 refers to interest to be added to
refunds of contributions to be made to employees incorrectly
brought into the Scheme. This is backdated to 1 March 1980
to cover Kindergarten Assistants incorrectly brought into the

Scheme.

Clause 3(e) refers to all remaining provisions and the date

or dates on which they will become effective.

Clause 2. In section 1 of the Principal Act after‘the
expression '"Division 6A - Maternity Leave, ss.
11JGA-11JGAB." there shall be inserted the
expression "Division 6B - Re-employment of
Retrenched Persons, s. 11JGB."

This clause inserts a new Division 6B into the Principal Act
dealing with the re-employment of retrenched persons. Clause
11 details this amendment.

Clause 3. In Section 3(1) of the Principal Act after the
interpretation of "Prescribed" there shall be
inserted the following interpretation:

"Retrenchment" means the compulsory termination
of the services of a permanent employee for the
reason that in the opinion of the Board his
service or position is not necessary or for

the reason that the work for which he was
engaged is finished or for the reason that the
quantity of work has diminished and has
rendered necessary a reduction in staff'",

This amendment simply defines '"retrenchment". Previously there
was no retrenchment benefit provided‘in the scheme. Clause 8
details this provision. The definition of '"retrenchment"
adopted is consistent with that in Section 34 of the State
Employees Retirement Benefits Act 1979.

Clause 4, In section 11IG (2) of the Principal Act
for the expression "other than on attainment
of 65 years'" there shall be substituted the
expression "prior to the 60th birthday'.



This clause deals with deferred pension benefits. These exist
where a person retires before the accepted retirement age. The
member's pension benefit is retained in the fund and is pay-
able at an age specified by the fund. Clause 9 deals with
deferred lump sum benefits.

At present a person in the Local Authorities Superannuation
scheme who is over the age of 30 and under 60 who leaves Local
Government employment is faced with the option of deferring
his/her pension entitlements to age 65. Previously, the Local
Authorities Superannuation Act 1958 provided for the payment

of deferred retirement pension benefits at age 60. Legislation

was introduced in the Local Authorities Superannuation (Amend-

ment) Act 1982 to make deferred benefits payable for lump sums

and pensions at age 65. In a submission to the Committee the
Local Authorities Superannuation Board agreed that the Board
originally wished to have the deferred pension and lump sum
benefits payable at age 60. However, examination of the
S.E.R.B. Act on which the amendment was based revealed that
the S.E.R.B. deferred benefit was payable from age 65. It
should be noted that the State Superannuation Scheme makes
deferred pension benefits payable at age 60.

The current amendment seeks to permit the Board to pay
deferred pension benefits at age 60. In a submission to
the Committee the Department for Local Government explained
that:

"The amendment was requested by the Local Authorities Super-
annuation Board and the Municipal Officers' Association

of Victoria. In addition, some 39 contributors to the scheme
petitioned the Minister for Local Government indicating their
concern about the loss of benefits as a result of amendments
made to the Act in 1982."



If the amendment is passed it will make the age at which
deferred pension benefits are payable the same as for the
early retirement pension benefit. An early retirement pension
benefit is a pension that is payable to a person who retires
after a specified age, generally 60, which is before the com-
pulsory retirement age. In the Local Authorities Superannua-
tion scheme a person who retires between 60 and 65 can
immediately take all his/her pension entitlements at a reduced
rate. The amount of the pension payable is discounted in the
same manner as applicable to the State Superannuation scheme.
The Committee wishes to draw attention to the relatively
generous basis which the State Superannuation scheme has
adopted in this respect. For example, the Commonwealth
Superannuatfon scheme grants a pension at age 60 which is

90% of the pension payable at age 65. The corresponding
percentage for the State Superannuation scheme is 95%.

Overall the alteration to age 60 involves an increase in the
cost of providing deferred pension benefits, but this is less
than the increase in cost which occurs when a member remains
in Local Government employment and opts for early retirement
at age 60. The Local Authorities Superannuation Board has
informed the Committee that it currently has only 24 persons
out of a membership of 25,000 who have applied for deferred

benefits.

The Committee has ﬁoted in its deliberations that there has
been no consideration of including a means test or employment
restriction on the payment of deferred pension benefits
before‘age 65. Nor has any consideration been given to

the appropriateness of paying increased benefits to those
persons who have already left Local Government employment and
taken the option of a deferred benefit. The Committee has
noted the Local Authorities Superannuation Board's figure
that the change will only effect 24 persons in the immediate

future.



Clause 5. At the end of section 11IJ(1)(a) of the
Principal Act there shall be inserted the
following words:

""and where any reductions have been made under
section 11IHAB, 11IHAC or 11IR or indexation
has not been effected in accordance with a
request under section 11IV(4), two-thirds of
any additional amounts that would have been
payable had the reduction or request not been
made; "

This refers to the level of spouse pension payable where
either a reduction of pension or commutation of pension to
lump sum had been undertaken by the spouse's deceased husband/

wife.

The current amendment is required to correct a situation which
has resulted from amendments made last year to the Local -
Authorities Superannuation Act 1958 which inserted 11IHAB

and 11IHAC into the Act. These previous amendments allowed

a pensioner to convert part of his/her pension to a lump sum
amount in order to retain the Commonwealth pension fringe
benefits. For example, if a pensioner is entitled to a
Local Authorities' pension of $100 per week and converts
part of that pension to a lump sum he/she would still receive
a Local Authorities' pension of say $7OVper week.,

The previous amendments had the effect that the spouse of
the pensioner would have only been entitled to two-thirds of
the reduced rate of pension (two-thirds of $70 per week).
This change was never the intention of the Local Authorities

Superannuation Board.

The current amendment therefore is required to ensure that
where a pensioner dies after conversion has occurred, the
spouse should receive two-thirds of the notional pension
entitlement and not two-thirds of the reduced pension payable
at the date of death. This addition merely clarifies the
original intention and confirms the calculation processes
which have been adopted in the handful of cases which have

arisen to date.
8.



A similar amendment is being requested by S.E.R.B. and the

Hospitals Superannuation scheme.

Clause 6. After section 11F(2)(a)(iii) of the Principal
Act the word "and" is repealed and after
section 11F(2)(a)(iv) the following sub-
paragraphs shall be inserted:

"(v) the Cash Management Account established
under the Public Accounts Act 1958;

(vi) the State Development Account established
under the Public Account Act 1958; and

(vii)the Local Government Investment Service
Fund established under the Municipal
Association Act 1907."

The Local Authorities Superannuatioh Board holds a legal
opinion which suggests that it can make investments in the
above Accounts and Funds and it has already done so.. Con-

sequently, this amendment merely seeks to clarify present
practices.

The Committee noted that at 30 June 1982, the Local Author-
ities Superannuation Board has invested a substantial propor-
tion (80%) of its funds in loans to Local Governments and
other public securities. The Committee will be investigating
the investment policies of the Local Authorities Superannua-

tion Board as part of its broader Terms of Reference.

Clause 7. For section 11IL of the Principal Act there
shall be substituted the following section:

- "11IL (1) A pension contributor who ceases to
be a permanent employee without
becoming entitled to benefits under
this Division otherwise than under
section shall be entitled to be paid-

(a) an amount by way of benefits
equal to the contributions
made by him under this Division;
and

(b) interest at the prescribed rate
per annum calculated on the



amount of those contributions
during each year or that part
of a year ending on 28 February
1983.

(2) For the purposes of sub-section (1)
the prescribed rate per annum shall
in relation to a financial year be-

(a) wuntil the rate for the year
ending on 28 February 1984 is
determined such rate per annum
as 1is determined by the Board;

(b) as from the determination of
the rate per annum for a finan-
cial year under sub-section (3)
that rate; and

(c) until a rate per annum for a
financial year has been deter-
mined by the Board the rate per
annum that was determined for
the last preceding financial
year.

(3) The Board shall as soon as prac-
ticable after the end of the year
ending on 28 February 1984 and after
the end of each succeeding financial
year determine the prescribed rate
per annum on actuarial advice having
regard to the results achieved
by the investments of the Fund
during the last preceding financial
year less such percentage of the
earnings on the investments that the
Board on actuarial advice determines
should be retained in the Fund to
meet the contingent liabilities of
the Fund in respect of death and
disability benefits.

(4) Immediately on the determination
of the prescribed rate for a year
contributors shall for the purpose of
this section be credited with
interest as at the end of the last
preceding financial year at the
prescribed rate on the amount of
their contributions and accrued
interest if any."
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This clause increases resignation benefits by adding interest
to the employee's pension contributions, less a charge
assessed by an Actuary for the employer's share of death and
disability cover. Currently, the Local Authorities Superannu-
ation scheme upon resignation pays a refund of pension contri-
butions with no interest added and a refund of lump sum
contributions with interest added. The Local Authorities
Superannuation scheme divides the resignation benefit into

two types of accounits - pension contributions and lump sum

contributions.

In a submission to the Committee the Local Authorities Super-
annuation Board stated that the amendment was proposed at the
Board's requesf to bring the Local Authorities Superannuation
scheme into line with S.E.R.B. and the Hospitals Superannu-

ation scheme.

The provisions in the Bill specify how interest is to be
calculated and paid to persons who resign in the interim
period before the yearly interest rate is determined by the
Board's actuary.

The original clause in the Bill was amended in the Legislative
Assembly after advice received from Parliamentary Counsel
indicated that the clause did not completely address the
matter of how interest payments were to be prescribed and paid
to persons resigning prior to the end of the Board's financial
year on 28 Feburary.

This amendment is to be operative from 1 March 1983, the

beginning of the Board's financial year.

Clause 8. Section 11JLA of the Principal Act is amended
as follows:

(a) Before the word '"Notwithstanding" there
shall be inserted the expression "(1)";
and

(b) After sub-section (1) there shall be
inserted the following sub-sections:
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"(2) Where the services of a permanent
employee are terminated because of
retrenchment such employee is
entitled to a benefit calculation in
accordance with section 3(1)(aa) of
the Superannuation Benefits Act 1977,

(3) For the purposes of determining
whether a permanent employee has been
retrenched the Board shall have
access to such records of the employ-
ing authority as the Board considers
necessary to satisfy itself as to
whether retrenchment has occurred".

This clause will enable the Board to pay retrenchment bene-
fits. Clause 3 defines retrenchment and therefore indicates

the circumstances under which this benefit will be available.

At present the Local Authorities Superannuation Scheme does
not make any distinction for pay out purposes between a
contributor who resigns from his employment and one whose

employment is terminated on account of retrenchment.

In a submission to the Committee the Local Authorities Super-
annuation Board has indicated that the amendment was intro-
duced at the request of the Port of Portland Authority, the
Municipal Officers' Association and the Municipal Employees!'
Union. Furthermore, the submission from the Department for
Local Government has argued that a further delay will substan-
tially disadvantage those persons retrenched by the Port of
Portland 18 months ago.

This amendment is backdated to 1 June 1982 to take intb
account retrenchments which occurred from the Port of Portland
Authority. The current amendments to S.E.R.B. allow for the
introduction of an equivalent retrenchment benefit to that

offered by the Local Authorities Superannuation scheme.

The amendment may involve either costs or benefits to the
scheme compared to the cost of continued employment by Local
Government. This will depend on the actual ages and period

of membership of those persons retrenched.
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The Committee has noted that this method of dealing with
retrenchment, as part of superannuation provisions, absolves
the individual employing authority from the liability of
making compensation for retrenchment. This effectively
distributes the cost across all Local Authorities which

are contributing to the Local Authorities Superannuation
scheme.

Clause 9. In section 11JLB of the Principal Act for the
expression "upon attaining the age of 65"
there shall be substituted the expression
"having attained the age of 60".

This clause provides for payment of deferred lump sum bene-
fits at age 60-instead of age 65. In the Local Authoritieé
Superannuation scheme a person can defer his/her lump sum
entitlements till the age of 65 if he/she is over the age

of 30 and under the age of 60. This amendment is required

to match the corresponding provision for deferred pension
benefits (refer Clause 4 for detailed discussion). The
amendment makes the deferred benefits payable for those

who resign consistent with the Local Authorities early retire-
ment benefit (and the early retirement benefit under the

State Superannuation scheme).

- Clause 10. In section 11JN(1) of the Principal Act there
shall be substituted for the word "disability"
the words '"disability, retrenchment".

This is a consequential amendment arising from the intro-

duction of retrenchment benefits.

Clause 11. After Division 6A of Part I. of the Principal

Act there shall be inserted the following
Division:

"DIVISION 6B - RE-EMPLOYMENT OF RETRENCHED
PERSONS.

11JGB (1) Where a permanent employee has
been retrenched but within two
years of such retrenchment again
becomes an employee of an
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Authority he may repay all or
part of any moneys received by
him pursuant to Divisions 3,5,
or 7.

(2) Subject to sub-section (3) a
permanent employee who under
sub-section (1) repays moneys
received by him pursuant to
Divisions 3, 5 or 7 shall upon
such repayment be credited with
such number of years of service
as an actuary determines is the
appropriate number of years of
service represented by the
amount repaid.

(3) Where benefits received by a
permanent employee pursuant to
Divisions 3, 5 or 7 were not
calculated solely by reference
to years of service,and where
such employee repays any moneys
pursuant to sub-section (1),
his future entitlement to
benefits pursuant to this Act
shall be adjusted by the Board
on the basis recommended by
an actuary."
This amendment inserts a new Division 6B into the Principal
Act which deals with breaks in service. The amendment will
allow a retrenched employee to pay to the Board all or partof
any benefits received upon retrenchment if he/she is re-
employed by an Authority within two years and be credited with
appropriate years of service for the calculation of scheme

benefits.

The Local Government submission stated that the amendment
was requested by the Municipal Officers' Association and the
Water Restructuring Task Force because of the possibility of
several of the smaller water and sewerage authorities (which
are authorities within the meaning of the Local Authorities
Supérannuation Act) being restructured.

Similar provisions are made in the S.E.R.B. schemes.
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The Committee notes that under this provision a former
employee may not be able to buy back the full equivalent of

his/her past service.

Clause 12. After section 30 of the Principal Act there
shall be inserted the following section:

"30A Where the Board determines that any
person not being a permanent employee has
been contributing to any fund established
pursuant to this Act, the Board shall-

(a) cancel any contract then in existence
or deemed to be in existence for
benefits between the Board and
such person; and

(b) refund an amount equal to-

(i) the contributions made by such
person together with an amount
being interest at a rate speci-
fied by the Board on actuarial
advice, to such person; and

(ii) the contribution made to any
fund established pursuant to
this Act by any Authority in
respect of such person, to such
Authority".

This amendment allows the Board to refund any contribution
paid with interest where an employee has been incorrectly

brought into the scheme.

The amendment is designed to overcome a specific problem
which arose when a group of Kindergarten Assistants contri-
buted to the scheme although they were not actually employees
of the Local Authority. The amendment was requested by the
City of Broadmeadows and the Municipal Association of
Victoria. The amendment is backdated to 1 March 1980.

Clause 13. After section 11JA(2) of the Principal Act
there shall be inserted the following sub-
sections:

"(3) Where the actuarial investigation referred
to in sub-section (1) reveals a surplus
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in the Employees' Fund the Board may
transfer from the Employees' Fund to

the Authorities' Fund such amounts as are
recommended by an actuary.

(4) Where the actuarial investigation referred
to in sub-section (1) reveals a deficit
in the Employees' Fund the Board may
transfer from the Authorities' Fund
to the Employees' Fund such amounts as
are recommended by an actuary'.
This amendment enables the Board to transfer a surplus in the
Employees' Fund to the Authorities' Fund and also provides
for the transfer of funds out of the Authorities' Fund into

‘the Employees' Fund should a deficit occur in the latter.

The Department of Local Government stated briefly that at
present pensions are paid out of two funds. These are the
Authorities' Fund (raised by a levy imposed on the employing
authority) and the Employees' Fund (raised by a 2%% contribu-
tion from the employee's salary). A current actuarial investi-
gatioh has revealed a surplus in the Employees' Fund and

the Local Authorities Superannuation Board is seeking the
amendment to allow an easy transfer of surplus funds to

the Authorities' Fund.

The present provision of Section 11JD of the Principal Act has
the same ultimate effect as the proposed amendment, however
the former is administratively cumbersome, since if an adjust-
ment is required it is necessary to adjust each individual

pensioner file (currently 5,000).

The amendment was proposed at the request of the Local Author-

ities Superannuation Board's Actuary.
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CHAPTER 3: CONCLUSION

3.2

The amendments to clauses 4, 5, 7 and 8 make improvements

to scheme conditions which carry some cost to the employer.
Taken in isolation these provisions have much to be said for
them and the Committee raises no objection. However, the
Committee notes that any new provisions which provide
additional benefits or incur additional costs to the employer
may make overall reform harder to achieve if that is ulti-
mately what the Committee recommends. The remaining amend-
ments are of simple machinery type which also bring the
Local Authorities Superannuation scheme, the State Employees
Retirement Benefits Fund and the Hospital Superannuation
scheme closer together.

In total the Committee can find no fundamental technical

reason for opposing the amendments. The Committee considers
that in all the circumstances the changes will not prejudice
any proposals the Committee may make in addressing its Terms

of Reference in relation to public sector superannuation.
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1.

1.2

APPENDIX I

SCHEME OUTLINE

LOCAL AUTHORITIES SUPERANNUATION FUND
As at May 1983
Based on Information provided by the

Government Actuary's Office & the L.A.S.B.

OVERVIEW

1.1 Fund Administrator: Local Authorities Superannuation
Board,
15 Queens Road, N

MELBOURNE 3004

Tel: 267 1444
Scheme Style

Benefits are provided as a combination of lump sums and
pensions and are partially integrated with social service
benefits at low wage levels. Employees and employer
authorities may elect to have contracts for higher than
the minimum lump sum benefit level.

For 30 years service a fully indexed pension of 25% of
adjusted final salary and a lump sum of at least three
times adjusted final salary is provided.

ELIGIBILITY

2.1

Membership of the scheme is compulsory for all permanent
employees of local authorities except for the City of
Melbourne. Other employees must join after one year's
continuous service.

Female employees may join a special category '"Class 3"
without medical examination.

CONTRIBUTIONS

3.1

Employee Employer

Lump Sum Retirement and death benefits 3.5% 3.5%
Disability benefits - 1.25%
Pension benefits 2.5% 2.59%
Addition required for minimum lump

sum provision - 0.95%

In addition, extra benefits may be provided through
increased contributions on agreement with employees. The
minimum total extra contributions are 3% of salary.

Lower pension benefit contributions are provided for
employees receiving less than 1.5 times the minimum wage.
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4. BENEFITS

4.1

Retirement Benefits
Class 1 and 2 members:

Normal retirement age is 65 (male and female). Members
can opt for early retirement after age 60. Late retire-
ment after age 65 is also permitted, but no contri-
butions are payable after age 65.

Retirement benefits consist of both lump sum and pension:

(a) The lump sum at age 65 is the endowment assurance
amount, with accrued bonuses, bought by payments of
7% of wages and salary applied on an annual premium
basis. Salary increases are in effect catered for
by way of incremental annual premium policies.

There is a minimum lump sum benefit of 10% of
salary for each complete year of membership up to

a maximum of 30 years - this guarantee is unfunded.
On early retirement the actuarial reserve is payable
subject to the minimum lump sum provisions.

(b) The pension benefit is 25% of salary for 30 years
‘ service with pro-rata benefits for shorter service.
Pensions are CPI indexed.

Partial commutation to a lump sum is permitted
where entitlements to social security fringe bene-
fits can be proved. The initial commutation is for
a period of between 2 and 5 years at rates deter-
mined by the Fund Actuary.

Class 3 Members:

For each member a separate account is maintained
which contains the employee's contributions and
employer's contributions in respect of retirement
and death lump sum benefits less administration
expenses plus interest earnings.

On age and early retirement the member gets a

lump sum equal to the credit in the account (subject
to the minimum lump sum provision) and the pension
beriefit described above.

Death Benefits
Class 1 and 2:
On death basic lump sum and pension benefits are payable.
The lump sum consists of the endowment assurance benefit

including bonuses subject to the minimum lump sum benefit
provision. A pension is payable to the spouse.
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4.3

4.4.

4.6

Class 3:

The lump sum part of the death benefit consists of the
credit in the account subject to minimum lump sum benefit
provisions, except that benefits payable for Class 1 and
2 for prospective years of membership are excluded.

Disability Benefit
Class 1 and 25

On disability (continuous or recurring due to injury, ill
health or infirmity) a lump sum equal to the endowment
assurance benefit including bonuses subject to the mini-
mum lump sum benefit provisions, is payable in instal-
ments at the Board's discretion. A pension of 25% of
salary is also payable for service, including prospec-
tive service to age 65, of at least 30 years. Pro-rata
benefits are paid for shorter service.

Class 3:

Lump Sum Disability Benefit:

Endowment assurance benefits at a reduced scale.
Pennsion Disability Benefit:

A lump sum of 8.75% of the total salary received since
1.3.61 or from the commencement date in the scheme if
employed after 1.3.61.

Spouse Pensions

Spouse benefits are a pension of two-thirds the pension
paid to a deceased pensioner spouse, or two-thirds of

the pension which would have been payable if the deceased
contributor had reached retirement age (65) on his date
of death. On a contributor's death the legal represen-
tative (usually the spouse for a married contributor) may
expect to receive the lump sum payable. Male spouses
must show dependancy to receive a pension.

Children's Pensions

Children's pensions of $650 p.a. are provided for.
Orphans' pensions are at the double rate.

Resignation Benefits

Class 1 and 2:

On resignation the contributor receives the actuarial
reserve held for his endowment assurance lump sum bene-

fits (interest included), plus his past contributions
for pension benefits.
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Class 3:

On resignation a lump sum equal to the credit in the
account including interest up to the withdrawal date,
plus past contributions for pension benefits.

On transfer to another local authority benefits may be
transferred. Temporary breaks in service are permitted.

A deferred retirement benefit is available instead
of the cash resignation benefit, on resignation after
age 30.

INVESTMENT

5.1

Investments are made direct by L.A.S.B. in loans to
local authorities, statutory authorities and in real
estate mortgages and ownership of property.

RESTRICTIONS

6.1

Short Service:

Short service members have the lump sum benefit reduced
by the lesser amount purchased by annual contributions
payable over a shorter period of service.

Pension benefits are reduced pro-rata for less than
30 years service.

Substandard Health:

All applicants must undergo a medical examination which
assigns them one of classification 1, 2A, 2B, 2C or 2D
depending on medical condition. With the exception

of Class 1, members suffer successively greater reduc-
tions in the death benefit as impairment worsens. On
disability retirement impaired persons receive reduced
lump sum and pension benefits to offset the cost of
the extra risk, the most impaired class (2D) receiving
only lump sum benefits.
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APPENDIX II

LIST OF SUBMISSIONS

The Committee requested and considered submissions from

the following organisations:

LOCAL AUTHORITIES SUPERANNUATION BOARD

(Mr. D. McLean, Superannuation Manager)

The Committee also held discussions with Mr. McLean.

LOCAL GOVERNMENT DEPARTMENT
(Mr. G.C. Pentland, Permanent Head)

MEETINGS
The Superannuation Sub-Committee met on six occasions to

discuss the proposed amendments to the Local Authorities Superé
annuation Act 1958 and this report.
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APPENDIX III

INQUIRY INTO VICTORIAN PUBLIC SECTOR

SUPERANNUATION SCHEMES

TERMS OF REFERENCE

The adequacy of present provisions for the management of all Victorian
public sector superanruation schemes, including:-

(a) structure and management of schemes;

(b) representation of contributors;

(c) actuarial assessment and valuation;

(d) reporting to Govermment and contributors, and coritributors' access
to information; and

(e) auditing requirements.

in terms of the efficient operations of these funds and the protection of

the interests of contributors and the Govermnment.

Whether uniform provisions for the maniaggement of schemes are feasible and
desirable, and if so what these might be.

Whether the existing administration of schemes is efficient and administra-
tive costs are reasonable.

Whether the current organisational structure of superarnuation schemes in
the Victorian public sector is the most suitable having regard to:-

(a) differences in the financial independence of various agencies and
authorities involved;

(b) possible benefits from reduction of duplication and economies of
scale; and

(c) any disadvantages from competition between schemes.

and whether a reduction in the rumber of sepafate schemes is feasible and
desirable.

Whether the terms and conditions goverming eligibility for membership of
various schemes are reasonable in comparison with other schemes in Australia
and whether these terms and conditions are equitable between different
employees.

The appropriateness of the current benefits, having regard to:-

(a) the reeds of contributors, superannuants and beneficiaries;

(b) comparable benefits for public sector employees in other States and
in the Commorwealth Govermment and those prevailing in the private
sector, also having regard to any differences in salary packages and
to the role of the superannuation in the recruitment and retention of
Victorian Govermment employees; and

(c) vesting.

and including the reasonableness of provisions governing breaks in service,

resignation, early retirement, ill health retirement, retrenchment or
redundancy.
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AROREDONN e

3

2.

The adequacy of portability and preservation arrangements between schemes,
and betweer:1 them and other Australian superannuation schemes.

The suitability of the present basis of Govermment funding of the various
schemes including the funding of administrative costs, and the future finan-
cial implications for Govermment of existing basis of funding.

Whether the existing investment powers and patterm of investments of these
schemes is optimal from the point of view of contributors and of the Govern-
ment; and whether existing arrangements provide the most efficient mechanism
for maximising the investment income of the schemes. \

Future options for public sector superannuation, including new relationships
between public sector and private sector superannuation schemes.

The adequacy of the existing legislative and regulatory framework for the

operation of schemes and the appropriate legislative framework for any
recommended changes in the structure and operation of schemes.
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36.

14.

APPENDIX IV

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 estab-
lish Joint Investigatory Committees:

(a) The Honourable 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 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 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.
EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS

OF THE LEGISLATIVE COUNCIL
Tuesday, 14 June 1983

ECONOMIC AND BUDGET REVIEW COMMITTEE - The Honourable Evan
Walker moved, by leave, That the Honourable A.J. Hunt be
discharged from attendance upon the Economic and Budget
Review Committee and that the Honourable G.P. Connard be
added to such Committee.

Question-put and resolved in the affirmative.
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PREFACTE

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 ingquire into and report to the Parliament on any
proposal, matter or thing connected with public sector
or private sector finances or with the economic develop-
ment 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 PROPOSALS CONTAINED IN THE
HOSPITALS SUPERANNUATION (AMENDMENT BILL (NO. 2)
AND THE
STATE EMPLOYEES RETIREMENT BENEFITS (AMENDMENT) BILL

On 20 September 1983, the Legislative Assembly and the Legis-
lative Council passed resolutions referring the proposals contained
in the Hospitals Superannuation (Amendment) Bill (No. 2) and the
State Employees Retirement Benefits (Amendment) Bill to the Economic

and Budget Review Committee for inquiry, consideration and report.

Note: The Committee is dealing with these Bills in two separate re-

ports. This report covers the State Employees Retirement Benefits

(Amendment) Bill. iii
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CHAPTER 1: INTRODUCTION AND SUMMARY

1.3

The Committee is currently undertaking an investigation into
all Victorian public sector superannuation schemes. Thirty
seven (37) separate and different superannuation schemes have
been identified so far. Each of these schemes has a different
origin and operates under separate management, which often
takes direction from either an independent Board or from

Government Authorities.

On completion of its Inquiry the Committee may wish to re-
commend a number of changes to some or all of the schemes.
Apart from the particular changes incorporated in the present
Bill the Committee therefore needs to consider the possible
overall implications of this Bill for all public sector

superannuation schemes.

The following discussion considers the proposed amendments to
the State Employees Retirement Benefits (Amendment) Bill and,
where possible, seeks to indicate their impact on other

schemes. An outline of the contributions and benefits of the

current scheme is provided in Appendix 1.

In commenting on the present Bill, the Committee emphasises
that it does so without prejudice to any principles and
proposals it may recommend in its future reports to the

Parliament on superannuation.

In summary, the Committee believes the passing of this Bill
will not affect its consideration of the broader Terms of

Reference on superannuation (see Appendix III).



CHAPTER 2: STATE EMPLOYEES RETIREMENT BENEFITS (AMENDMENT) BILL

2.1

Outline of State Emplovees Retirement Benefits Scheme

This scheme was established in 1979. It applies to over 11,000
employees of Departments, Boards, Commissions etc. who are not
officers within the meaning of the Superannuation Act 1958.
Membership is compulsory after completion of 12 months service
with the exception of certain employees who are covered by
separate provisions in the Act. The scheme provides both lump
sum and pension benefits. Members are able to commute part of
their pension to increase their lump sum entitlement. The
scheme is partially funded. The Employees' contributions are
accunmulated in an investment fund and their share of benefit
payments are met from the fund as required. The employing
organisations pay a percentage of salary estimated to meet
their share of benefit and administration costs over each three

year period.

Amendments to the State Employees Retirement Benefits Act 1979.

The following section outlines the proposed amendments and
their likely impact on this and other schemes. Most of the
amendments concern both the lump sum and pension aspects of

the scheme.

STATE EMPLOYEES RETIREMENT BENEFITS (AMENDMENT) BILL

Clause 1. (1) This Act may be cited as the State Employees

Retirement Benefits (Amendment) Act 1983.

(2) In this Act the State Employees Retirement Bene-
fits Act 1979 is called the Principal Act.

(3) Subject to sub-section (4), the several provisions
of this Act shall come into operation on a day or
the respective days to be fixed by proclamation or
successive proclamations of the Governor in Council
published in the Government Gazette.

(4) Section 2 shall be deemed to have come into oper-
ation on 1 March 1983.



Clause 1 contains the customary provisions for the short title
and the commencement of the various clauses of the Bill.

Clause 1 (3) refers to the date or dates on which several of
the provisions shall become effective. Clause 1 (4) refers to
the "joining date" from which temporary teachers become members
of the State Employees Retirement Benefits (S.E.R.B.) fund.
This is backdated to 1 March 1983.

Clause 2 2. Section 2 of the Principal Act is amended as
follows:
(a) In sub-paragraph (ii) of paragraph (b) of the

interpretation of "Adjusted final salary"
after the words "Average Weekly Earnings
(Melbourne) Index" (where twice occurring)
there shall be inserted the words "or such
other similar index as the Treasurer on the
recommendation of the Government Actuary from
time to time detérmines that is";

(b) In the interpretation of "Permanent employee"
in paragraph (a) after the expression 'inter-
pretation of "employee"' there shall be in-
serted the expression "or an employee who is
an employee by virtue of the Order in Council
dated the fifteenth day of February 1983 made
under this Act".

In the S.E.R.B. scheme benefits are based on a measure called
Adjusted Final Salary. The formulae to determine the Adjusted
Final Salary involves the "Average Weekly Earnings (Melbourne)
Index". This Index is no longer published by the Australian
Bureau of Statistics and it is therefore necessary tqQ.prescribe

a new index for use in the calculation of the level of benefits.

Clause 2 Paragraph (a) will allow the Treasurer on the recom-
mendation of the Government Actuary to determine from time to
time that a similar index published by the Commonwealth Statis-

tician be used in the calculation of Adjusted Final Salary.

Clause 2 Paragraph (b) reduces the amount of past service re-
cognised for benefit purposes of temporary teachers in the
S.E.R.B. fund who are employed under the Education Services




Act 1982. Temporary teachers were brought into the scheme by
an Order in Council introduced on 15 February 1983. This Order
in Council nominated the "joining date" to be 1 March 1983 and
made temporary teachers eligible for admission to the scheme

on completion of two years of service.

In Paragraph (b), the interpretation of "permanent employee" isg
amended to allow persons employed under the Education Services

Act 1982 to become "permanent employees" once they have complet-

ed two years of service at which time they become eligible to
join the S.E.R.B. scheme.

Under the current provisions of the State Employees Retirement

Benefit Act, of the two years required as a qualifying period

for temporary teachers, one year is recognised for benefit pur-
poses on retirement. For example, if a temporary teacher with
20 years' past service joined S.E.R.B. under the current provis-
ions, the two initial years of service would be considered the
required qualifying period for joining the scheme. For benefit
purposes however, nineteen of the past twenty years service
would be recognised as past service on retirement. The proposed
amendment reduces the recognition of past service in the example

case to eighteen years.

To cite another example, currently a temporary teacher who com-
menced employment on 1 March 1983 would on retirement be entit-
led to benefits from 1 March 1984 (e.g. recognition of one year
of qualifying service). The proposed amendment would make re-

tirement benefits payable from 1 March 1985.

In all cases in the Principal Act, except one, the current def-
inition of "permanent employee" specifies a qualifying period of
one year of service. The proposed amendment will make the treat-
ment of temporary teachers consistent with that of temporary
public servants. Temporary public servants require two years of
service to qualify for admission into the S.E.R.B. scheme and
this two year qualifying period is not recognised as past service

for benefit purposes.

Clause 3.
3. (1) In section 20(1l) of the Principal Act, for the

words "part-time or intermittent service of not less than

4



half the service of an ordinary employee" there
shall be substituted the following paragraphs:

'(a) part-time service of at least fifteen hours
in each week; or

(b) intermittent service of an average of at
least fifteen hours in each week.'.

(2) In section 20 (5) of the Principal Act for the
words "half the service of an ordinary employee" there
shall be substituted the expression "15 hours in each
week".

The present provisions of the Act require part time and inter-

mittent employees to be employed for not less than half the

the service of an ordinary employee. An "ordinary employee"

means a permanent employee who is employed on a full time basis
throughout a year. The S.E.R.B. submission to the Committee
stated that it is difficult to interpret the term "ordinary
employee". The Clause therefore seeks to alter the part-time
eligibility criteria to being a person who is employed at a
rate of at least fifteen hours per week. The amendment will
allow a consistent starting point for determining which employ-
ment groups should be eligible for the scheme. Currently, due
to the differences in full time hours worked by "ordinary
employees", there are variations across employment groups as

to who is eligible to join S.E.R.B. on a part-time basis. For
example, some "ordinary employees" work thirty eight hours full
time and therefore,under the current provisiohs of the Act, at
this work place employees would only be subject to the provis-

ions of the Act if they worked nineteen hours or more per week.

The Committee has noted that no estimates are available of the
expected increase in cost from this amendment. This is due to

a lack of data on the numbers of persons eligible to join the
S.E.R.B. scheme under the current amendment. Although the man-
agers of the S.E.R.B. fund have stated in discussions that they

do not expect the numbers to be substantial the Committee believes
that it is not satisfactory for the Fund or the Government that
exact data is unavailable. This limits the ability of the Com-
mittee and the Fund to comment on the cost of the proposed amend-
ment and further allows no consideration of the extra adminis-

trative burden that the change may cause.

5



The Committee is concerned that individuals affected by the
amendment will not be given any opportunity to elect not to
join the S.E.R.B. scheme. These will be current "employees"
who have (perhaps for some years) been working at least 15
hours per week but less than half~time. The general principle
adopted under the S.E.R.B. scheme is that when individuals are
brought in by an Order in Council they can elect not to join

within three months of becoming eligible.

The Committee has further noted that the amendment does not
provide a joining date. This means that individuals who be-
come eligible to join S.E.R.B. under the current amendment
will not obtain benefits or recognition of past service as a
permanent employee for the period from 1 July 1980 to the
date from which they commence to contribute towards the Fund.
The same individuals would be entitled to recognition of past
service for any period before 1 July 1980. This is provided
for under Section 40 (2) of the Act which states:

"(2) Entitlements under this Part shall be determined
on the basis that a person is deemed to have been
a continuous contributor for a period or an addit-
ional period equal to the number of completed years
not exceeding 30-

(a) for pension entitlements, any period prior
to 1 July 1980 or prior to four months after
the joining date (as the case requires)
during which he was a permanent employee in
continuous employment; and

(b) for lump sum entitlements, one-half of any
such period -

and the number of such completed years shall be
calculated by deducting the number of completed
years of continuous service under sub-section (1)
from his total years of service.";

The lack of recognition for past service from 1 July 1980 is
inconsistent with previous situations when new members were
brought into the Fund.



The Committee believes an amendment to the Principal Act is

required to overcome the anomalies referred to. However, on

the broader principle of full recognition of back service the

Committee reserves its opinion.

The Committee is also concerned about those persons who may be

unaware that they have become eligible to join S.E.R.B. as a

result of the current amendments. As indicated the S.E.R.B.

scheme is compulsory and therefore these persons could be faced

with substantial arrears of contributions at some time in the

future.

This problem relates to the lack of exact data on the

numbers eligible to join S.E.R.B. The "payment of arrears of

contributions" is dealt with in detail in Clause 4.

Overall,

the Committee notes the amendment raises the issue of

whether schemes should be voluntary or compulsory. This issue

will be dealt at length within the broader Terms of Reference.

Clause 4.

4. (1) In section 24 of the Principal Act, after
sub-section (4) there shall be inserted the follow1ng
sub-sections:

'(4A) Where any arrears in the contributions of a
member come to the notice of the Board and it appears
to the Board that the arrears are due solely to the
failure of the member's employer to comply with sub-
section (1), the Board shall send a notice to the member
requiring that he make an election under sub-section (4B)

(4B) Upon receipt by a member of a notice sent
under sub-section (4A), he shall within 30 days notify
the Board that he elects to pay the whole or a part
or none of the arrears. : v

(4C) A member who fails to comply with sub-section
(4B) shall be regarded as having elected to pay none
of the arrears.

(4D) Upon the making of an election under sub-
section (4B) the period of service in respect of which
arrears are paid shall be taken into account as contrib-
utory service for the purpose of calculating benefits.

(4E) Where a member elects under sub-section (4B)
to pay the whole or a part of the arrears the Board
may permit the arrears to be paid by him in such in-
stalments and at such intervals as the Board approves
taking into account the member's circumstances.'



(2) 1In section 25 of the Principal Act, after
sub-section (1) there shall be inserted the follow-
ing sub-section:

'(1a) The obligation of an employer to make payments
to the Board under this section shall not be affected
by the non-payment of contributions by a member to whom
the Board has sent a notice under section 24 (4A).°'.

(3) In the Principal Act -

(a) in section 25A, sub-section (2) shall be
repealed; and

(b) after section 40(4) there shall be in-
serted the following sub-section:

"(4A) Notwithstanding sub-section (4)
any period in respect of which a member
does not pay his contributions by reason
of the operation of section 24 (42a), (4B)
or (4C) shall be taken into account in
calculating benefit entitlements under
this Act as if it were service as a per-
manent employee before he became a con-
tributor.".

This Clause introduces provisions for members who have arrears
of contributions on account of the failure of the employer to
deduct contributions. The S.E.R.B. scheme is compulsory for
those individuals covered by the provisions of the Act. How-
ever, individuals who are brought into the scheme by an Order
in Council or came in when the Act was put into effect can
elect not to join within three months of becoming eligible.
The Board has discretion to extend this period. Where an em-
ployer neglects to deduct a member's contributions at the
appropriate time experience has shown that the member has often
met with hardship when he or she has had to make up the arrears.
The purpose of these amendments is to relieve the member of

such hardship.

The amendment will make provision for a member who has arrears
of contributions arising from the failure of his or her employel
to deduct the contributions at the due time, to elect to pay



the whole or a part or none of the arrears. The benefits will
be reduced for any period in respect of which contributions
are not paid. The further amendment, Clause 4 (2) makes it
clear that the employer is still obliged to pay the employer's
contributions, regardless of whether a member does or does not
elect to make contributions for the period in question. 1If
the employer was relieved of this obligation, he may be en-

couraged to conveniently overlook deducting contributions.

From discussions with the Hospitals Empldyees Federation (No. 2)
Branch, the Committee has concluded that there are likely to be
substantial numbers of staff who are currently unaware that
they are eligible to join the S.E:R.B. Scheme. The S.E.R.B.
Board has stated that they cannot be certain that they have
picked up all persons eligible to join S.E.R.B. The Committee
believes the Treasurer should ensure that there are responsible
persons in each Department and Statutory Authority who have the
duty of notifying individuals of their eligibility at the time

of their recruitment.

Clause 5. 5. (1) 1In section 34 of the Principal Act -

(a) after the word "membér" there shall be inserted
the expression "who has not attained the age of
60 years";

(b) after the words "is finished" there shall be
inserted the expression " (except in the case
of the expiration of a contracted period of
service or the completion of a contracted
task)"; and : S

(c) before the expression 'shall be deemed to be
"retrenchment" there shall be inserted the
words 'or the voluntary termination of ser-
vice by a member who has not attained the
age of 60 years which in the opinion of the
Board is effected in anticipation of such a
compulsory termination as aforementioned.'

(2) After section 34 of the Principal Act there
shall be inserted the following sections:

'34A. A member who is retrenched may elect to
receive -



(a) a lump sum equal to three and one-half times
the total amount of contributions paid or pay-
able by him to the Fund;

(b) benefits payable under section 37; or

(c) deferred retirement benefits payable under
section 38.

34B. Where a member who is retrenched elects to
receive a lump sum under paragraph (a) of section
34A and does not subsequently make a repayment under
sub-section (5) of section 21A, the Board may re-
quire the employer to pay into the Fund a sum de-
termined actuarially representing the employer's
liability in respect of the benefit so paid to

the member.'

(3) In the case of a member who was retrenched
before the commencement of this section, the pay-
ment to that member by the Board of any benefits
other than or in addition to those to which the
member was entitled at the time shall be deemed
to have been lawful.

(4) In section 21A (5) of the Principal Act, be-
fore the expression"Section 37" there shall be
inserted the expression "section 34A or".

This Clause allows members who are retrenched to elect to
receive a lump sum equal to 3% times their contributions to
the Fund, as an alternative to the other benefits provided
under the Scheme. This benefit is the same as that currently
provided under the State Superannuation Scheme and the Local

Authorities Superannuation Scheme.

The Superannuation Benefits Act 1977 was amended in 1982 to

provide benefits to employees who are retrenched. The State
Employees Retirement Benefits Board, which is not subject to
the Superannuation Benefits Act, has been paying retrenchment
benefits equal to three and half times contributions to former
contributors by means of ex-gratia payments. The amendment
will enable the Board to pay retrenchment benefits similar to

those prescribed in the Superannuation Benefits Act.
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Depending on the actual ages and the period of membership of
persons to be retrenched this amendment may involve either

cost or savings to the scheme compared to continued employ-
ment by the Authdrity and/or Department. The provisions in
Section 34B recognise that an unforeseen liability for which
no specific actuarial provision has been made may arise out

of a retrenchment.

The provisions in Clause 5 (2) give the S.E.R.B. Board the
discretion in determining who pays for the employer's contrib-
ution towards a retrenchment benefit. 1In this sense it is at-
tempted to prevent a situation where an employer might re-
trench a number of workers and then seek to pass on the cost
of the retrenchment benefits to all contributing employers of
the S.E.R.B. scheme. The amendment therefore enables the
Board to decide that an employer who is retrenching workers

on a large scale will have to pay the full employer cost of
these retrenchments. It therefore recognizes a situation
where an employer may be "wound-up" (e.g., Holmesglen Con-
structions) which previously resulted in large numbers of
members being retrenched without an obligation on the part

of the employer to meet the retrenchment costs.

The Committee notes that this will therefore assist in pre-
venting individual employers from using the retrenchment
provisions provided by the superannuation scheme as a method
for reducing the cost of staff reductions to themselves. How-
ever, the Committee also notes that in most cases the cost of
retrenchment will be spread across all the employers contribut-
ing to the S.E.R.B. scheme, and in this sense will be absolving
the individual employing authority of the liability for pro-

viding compensation for retrenchment.

Clause 5 (4) results from the amendment to provide retrench-
ment benefits. Some former contributors who received re-
trenchment benefits may become re-employed in the public

sector. Should they again become contributors to the Fund,

11



they would be eligible to have prior service recognised for
the purpose of calculating benefits if they repay the re-

trenchment benefits received.

Clause 6. 6. Section 26 of the Principal Act is amended as
follows :

(a) In sub-section (1), for the interpretation
of "Minimum wage" there shall be substituted
the following interpretation:

'"Minimum wage" means the sum of $144.80 to-
gether with such further amount as is from
time to time declared under sub-section (2)
by Order of the Governor in Council published
in the Government Gazette to be the amount by
which the minimum wage payable to an adult
person in Victoria has increased since 30
June 1981'; and

(b) In sub-section (2) -

(i) for the expression "30 June" (where
twice occurring) there shall be sub-
stituted the expression "1 December";

(ii) the words "having regard to any awards
of the Australian Conciliation and
Arbitration Commission" shall be re-
pealed; and

(iii) for the expression "1 January 1979"
there shall be substituted the express-
ion "30 June 1981."

In Clause 6 Paragraph (a), the interpretation of "Minimum Wage"
is amended. Currently, the rate at which members contribute
to the Fund is based on "minimum wage" awards of the Australian
Conciliation and Arbitration Commission for adult male persons
in Melbourne. The Australian Conciliation and Arbitration
Commission determined the minimum wage as a State Award, on a
regular basis (about every six months) up to 7 May 1981, when
the minimum wage set for Victoria was $144.80. No such Awards

have been made in Victoria since that date.

The amendment will allow more frequent updating of contribut-

ion rates by enabling the Governor-in-Council to declare a

12



"minimum wage" figure from time to time. It is envisaged that

suitable Bureau of Statistics publications will be used for

this purpose.

Clause 6 Paragraph (b) amends the date from which an alterat-
ion to the minimum wage will be effective. The rate at which
members contribute to the Fund is related to the minimum wage,
and this rate is adjusted each year based on the member's
salary as at 1 March. It is, therefore, better to update the
minimum wage at 1 December (just three months prior to the

date when it becomes effective).

Clause 7.

7. In section 41A(l) of the Principal Act, after the
expression "section 39" there shall be inserted
the expression ",40 or 41",

The Act currently provides that a person who has 30 years of
contributory service and retires on reaching the

age of 65 can commute part of the fortnightly pension entitle-
ments into a lump sum. This conversion takes place under con-
ditions approved by the Treasurer and it effectively allows
pensioners to become eligible for Commonwealth social security

pensions.

This Clause extends the opportunity of converting part of a
pension entitlement to a lump sum to those members who retire
after age 60, irrespective of their length of service. The
S.E.R.B. Board has stated that this amendment remedies an over-
sight which occurred when the Act was previously amended to
provide members who retire at age 65, after having contributed
to the Fund for at least 30 years with the option of converting
part of their pension to a lump sum. The Board has also stated
that the Actuary will do the calculations for the conVersion

to ensure there is no increase in the cost to the Fund.

Clause 8.
8. In Section 54 of the Principal Act -
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(a) in paragraph (b) of sub-section (1), for the
words "an interim pension" there shall be
substituted the words "interim disability
payments";

(b) 1in sub-section (2), for the words "a further
interim pension" there shall be substituted
the words "further interim disability pay-
ments"; and

(c) for sub-section (3) there shall be substituted
the following sub-section:

" (3) An interim disability payment granted
under sub-section (1) (b) or sub-section (2)
shall be payable fortnightly at a rate equal
to one half of the salary of the member im-
mediately prior to the determination.".

The Board has the power to grant an interim disability pension
for a maximum period of 12 months to a contributor seeking re-
tirement on the grounds of ill health. An interim disability
pension is paid to a member who is suffering from an illness
when the Board is unsure of what the member's long term state
of health is likely to be. This pension is equal to one-half
of the contributor's salary. If during the 12 months period
the contributor dies, his or her spouse would receive two-thirds
of the interim disability pension. This benefit is substant-
ially higher than the pension benefit payable in all other
cases to the spouse of a deceased contributor or pensioner,
which equals two-thirds of one-quarter of the contributor's

salary (assuming 30 years membership).

The amendment to the Act will make the benefits payable to the
spouse of a deceased contributor or pensioner consistent in
all cases - that is two-thirds of one quarter of the contrib-

utor's salary (assuming 30 years membership).

Clause 9.

9. (1) In section 2 of the Principal Act, after the
interpretation of !"Member" there shall be inserted the
following interpretation:

' "Pensioner" means a person receiving or presently
entitled to receive a pension under this Act.'

14



(2) In section 45 (6) of the Principal Act -

(a) in paragraph (a), after the word
"receiving" there shall be inserted
the words "or entitled to receive"; and

(b) in paragraph (b), for the words, "five
yvears" there shall be substituted the
words "three years".

Sections (1) and (2) (a) address problems which have been ex-
perienced in the administration of the Act in relation to the
definition of a "pensioner" and a person "receiving" benefits.

The amendments clarify both definitions.

Section (2) (b) refers to the fact that Section 45 of the
Principal Act is discriminatory in that it provides that
where a pensioner marries after his or her retirement, the
spouse will become entitled to benefits on the death of the

pensioner only if the marriage took place 5 years or more

prior to the pensioner's death. This provision is modelled

on the State Superannuation Scheme. In the case where a pen-
sioner is living with a "dependent person" the prescribed
period for the relationship is 3 years. Section (2) (b) makes

both situations consistent at three years.

Superannuation provisions which enable rights to be created
after retirement whether by marriage or otherwise raise im-
portant issues which the Committee will address in relation
to its broader Terms of Reference on public sector super-

annuation.

The proposed amendment is supported by the Committee at this
stage only because it is anomalous and wrong that mar-

ried persons should be currently discriminated against com-
pared with persons in de facto relationships who are unable

to marry.

The Committee has noted that the definition of dependent

person as set out in Section 46 (1) of the Principal Act means

15



a de

facto spouse is only recognised for benefit purposes if

there is a legal bar to marriage. The Committee believes this
definition does not conform with equal opportunity principles,

Clause 10.

10. After section 43 of the Principal Act there
shall be inserted the following section:

"43A. (1) In sections 44, 45 and 47 "prescribed
rate" means the sum arrived at by multiplying $650 by
A where A is the consumer price index number for the
B
quarter ended 30 June or 31 December (whichever is the
later) prior to the death of the pensioner or member
and B is the consumer price index number for the quarter
ended 30 June 1982.

(2) In this section "consumer price index"
means the all groups consumer price index for Melbourne
published by the Commonwealth Statistician.’'.

The Principal Act currently prescribes that benefits may be

paid
Each

to the children of deceased contributors or pensioners.

child initially only receives the $650 per annum and this

amount is updated at six monthly intervals in accordance with

movements in the C.P.I. The amendment means that a child will

now receive the $650 plus any C.P.I. increases since 30 June

1982
cost

Clause 11.

thereby up-dating the base rate of pension. The additional
to the Fund from the increase was not provided.

11. (1) In section 44(l1) of the Principal Act for the
expression "rate of $650" there shall be substituted the
words "prescribed rate". .

(2) In section 45 of the Principal Act, for sub-
section (1) (a) there shall be substituted the following
sub-section:

"(a) to the spouse of the deceased pensioner if the
spouse married the deceased pensioner before
the retirement of the deceased pensioner, dur-
ing the 1life of the spouse a pension equal to -

(i) two-thirds of the pension payable to the

deceased pensioner at the time of his
death; or

16



(3)
expression
words

(4)

in the case of a deceased pensioner who
has under section 41A or section 42 con-
verted part of his pension entitlement to
an equivalent entitlement by way of a
lump sum payment, two-thirds of the pen-
sion that would have been payable to the
deceased at the time of his death if he
had not so converted part of his pension;
(whichever is the greater) together with
a sum equal to the balance of any lump
sum held in an account in the deceased
pensioner's name in the Fund.".

(ii)

In section 45(1) of the Principal Act for the
"rate of $650" there shall be substituted the

"prescribed rate".

For section 47 of the Principal Act there shall

be substituted the following section:

"47 . (1)
by a child
who-

(a)
(b)

and at the

Where a member or pensioner dies and is survived
of himself or of a former spouse being a child

is under the age of eighteen years; or

is not less than eighteen years of age and not
more than 25 years of age and who in the opinion
of the Board is a full-time student -

time of the death of the member or pensioner

no person is entitled to benefits under section 44 (1) (a)

or section
the member
son as the
ion to the
section 44

44 (1) (b) or section 45(1) (a) on the death of
or pensioner there shall be paid to such per-
Board directs on behalf of the child an addit-
pension payable in respect of the child under
or section 45 of a pension at the prescribed

rate per annum.".

Sections (1),

(3) and (4) of Clause 11 are consequential to

Clause 10 and will provide for regular'increases in the base

rate for children's and orphan's pensions according to

ments in the Consumer Price Index. Currently, the Act
for periodical updating of all pensions, once they are
but makes no provision, in the case of these pensions,
updating of the base rate of the pension itself. This
rate has remainedat $650 per annum per child since the

ment of the Act.

L7

move-
provides
granted,
for the
base

commence-



The Committee has noted that the State Superannuation Board
and the Hospitals Superannuation Board do not provide for

C.P.I. adjustments to children's pensions.

The provision of children's pensions raises issues concerning
the role of superannuation in providing dependants' assistance
which the Committee will deal with in the broader Terms of

Reference on public sector superannuation.

Clause 11 (4) re-words Section 47 of the Principal Act in order
to prevent an orphan child from being eligible for a pension
under Section 44 or 45 of the Act in addition to the benefits

conveyed by Section 47.

Clause 11 (2) refers to the level of spouse pension payable
where either a reduction of pension had occurred or a commut-
ation of pension to a lump sum had been undertaken by the

spouse's deceased husband/wife.

Currently, a pensioner can convert part of his/her pension to
a lump sum amount in order to retain the Commonwealth pension
fringe benefits. For example, if a pensioner is entitled to a
S.E.R.B. pension of $100 per week and converts part of that
pension to a lump sum he/she would still receive a S.E.R.B.

pension of say $70 per week.

The Act currently has the effect that the spouse of the pen-
sioner would have only been entitled to two-thirds of the re-
duced rate of pension (two-thirds of $70 per week).

The amendment enables the spouse of a deceased pensioner who
has converted part of his pension entitlement to a lump sum,
to receive two-thirds of the pension that would have been pay-
able to the deceased had the conversion not taken place.

This clarifies the original intention and matches a similar

amendment to the Local Authorities Superannuation Act.

The Committee notes that the new section is marked Section

18



47 (1) notwithstanding the fact that there is no Section 47(2)

in the Principal Act.

Clause 12.
12. After section 70 of the Principal Act, there shall
be inserted the following section:

" 70A. Pensions or other benefits under this Act
shall not be in any way assigned charged or passed by
operation of law to any person other than the pensioner
or beneficiary, and any money payable out of the Fund
on the death of a member or pensioner or other bene-
ficiary shall not be assets for the payment of his debts
or liabilities.".

As the Act currently stands it is possible'for a contributor
to the Fund to assign the benefits that will be payable on his
or her retirement or death to a third party such as a financial
institution, perhaps as security for a loan. This means that
if the contributor dies, the financial institution has a claim

on the benefits instead of those persons who may be dependent

upon the contributor. The amendment provides that persons can-

not assign any of the benefits that they may receive under the
Act to another party.

The Committee notes that this also means that the contributor
cannot assign any benefits that he/she may receive under the

Act to the Victorian State Government. The Superannuation Act

1958 contains the same clause. This amendment is also a standard

provision which appears in most superannuation schemes.

The Committee recognises that the above provision is customary
in superannuation schemes designed to provide for "needs".
Apart from any argument in favour of or against these paternal-
istic provisions the amendment ensures that the employer's
intention for superannuation is maintained - which is that
superannuation entitlements are preserved for the retirement
needs of the individual and for the needs of dependants. The
Committee however is concerned that the amendment will reduce

an individual's flexibility in determining his/her lifetime
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arrangements. Whether this could be achieved by way of an
exemption at the discretion of the Trustees and employer is

a question on which the Committee will seek evidence as part
of its wider Inquiry. At present it remains an open question
as does the whole issue of "paternalism" in the provision of

superannuation.

Clause 13.

13. (1) 1In.sectiaon 69 (2) of the Principal Act, for
the expression "$20" there shall be substituted the
words "one-fifth of a penalty unit".

(2) In section 72 (e) of the Principal Act, for
the expression "$100" there shall be substituted the
words "one penalty unit".

The Act currently prescribes monetary penalties in the event

of employees making false disclosures to the Board in regard

to regulations and for refusal to supply information to
the Board. The amendment replaces the monetary penalties with
those penalty units that may be prescribed by the Governor-

in-Council from time to time.

Clause 14.

14. Notwithstanding anything contained in this Act a
person who was entitled to a pension under section

44 (1) (c) or section 45 (1) (b) or section 47 of the
Principal Act as in force immediately before the com-
mencement of this Act shall so long as he is entitled
to a pension under one of those sections be entitled
to a pension at the rate that he would have been en-
titled to receive if this Act had not been passed.

The new provisions in Clauses 10 and 11 relating to children's
pensions, specify that the base rate of pension will be $650
per annum, multiplied by any increase in the Consumer Price
Index since 30 June, 1982. The new base rate of pension will
thus be paid only to future pensioners, together with six
monthly C.P.I. increases (already provided for in the Act).
This Clause 14 has the effect of allowing the Board to continue

paying existing pensions to children at a base rate of $650
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2.3

per annum (or $1,300 per annum in the case of 'double' orphans),
without having to re-calculate the base rate and, accordingly,

make adjustments to payments made since 30 June 1982.

The S.E.R.B. Board has argued that the Clause has been inserted

for the purpose of easing administration.

Proposed Additional Amendment to the State Employees Retirement

Benefits (Amendment) Bill - School of Mines and Industries

Ballarat Ltd.

The Committee understand the Treasurer is considering a further
amendment to the Act which would allow the admission to the
S.E.R.B. scheme of employees of The School of Mines and
Industries Ballarat Ltd. Currently, these employees are not
eligible for admission as the institution has been established
under The Companies Act. Non-teaching employees of all other
TAFE colleges have been admitted to the S.E.R.B. scheme and

in the circumstances the Committee recommends the Act be

amended accordingly.
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CHAPTER 3:

CONCLUSION

3.1 The amendments in Clauses 5 and 11 make minor improvements
to scheme conditions which carry some cost to the employer.
The amendment in Clause 3 should have an additional amendment
so that employees will receive any benefits in respect of
service that they may have had as a "permanent employee"
between 1 July 1980 and the date that contributory service

commenced.

Overall, taken in isolation these provisions have much to be
said for them and the Committee raises no objection. How-

ever, as the Committee noted in the case of the Local Author-
ities Superannuation Act amendments, any new provisions which

provide additional benefits or incur additional costs to the

employer may make overall reform harder to achieve if that is
ultimately what the Committee recommends. The remaining
amendments do raise questions of principle but do not involve

substantial costs.

3.2 1In total the Committee can find no fundamental technical reason
for opposing the amendments. The Committee considers that in
all the circumstances the changes will not prejudice any pro-
posals the Committee may make in addressing its Terms of

Reference in relation to public sector superannuation.
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APPENDIX I

SCHEME OUTLINE

STATE EMPLOYEES RETIREMENT BENEFITS SCHEME (AS AT MARCH 1983)

INFORMATION PROVIDED BY THE GOVERNMENT ACTUARY'S OFFICE

Scheme Overview

1.1 Administrator : State Employees Retirement Benefits Board,

35 Spring Street,
MELBOURNE. 3000

Tel : 651 3599

1.2 Scheme Style : Benefit Promise Lump Sum and Pension

Combined

Eligibility

2.1 Compulsory for Road Construction Authority employees who

2.2

are not in the State Superannuation Board Scheme and "exempt"
employees of Victorian Government Departments after 12

months service if under age 57. Membership is optional

if aged between 57 and 65.

Other groups of employees are brought in by "Order-in-
Council". It then becomes compulsory for all those em-
ployed thereafter.

Contributions

3.1

3.2

3.3

Employee Contributions:

A percentage of salary ranging between 3%% for employees
receiving minimum wage or less, up to 6% for those receiving
at least 1% times the minimum wage.

Employer Contributions:

Determined by the Actuary, and designed to eventually meet
all employer share of outgoings, including administration.
Currently this is 7.62% of salary.

Scheme is not funded but operates on pay-as-you-go basis,
- similar to State Fund, except that the employer contrib-
tion is assessed as shown in 3.2 above instead of being
collected for individual cases. Currently the Fund is in
deficit, as the level of contributions for employers has
not been sufficient to meet the lee-way caused by payment
of retrospective benefits etc.
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Benefits

Benefits (except on retrenchment) are reduced by the amount
of any gratuity paid to member.

4.1

Retirement

On normal retirement at age 65, after 30 years contributory
service, a lump sum of 3 times Adjusted Final Salary plus
an annual pension of 25% of Adjusted Final Salary, fully
indexed.

On early retirement between ages 60-64, the normal retire-
ment pension is reduced by 1% for each complete year by
which 65 exceeds the retirement age.

On late retirement:

(a) between ages 65 and 66 :

the benefit he would have received at 65 plus
interest on lump sum part.

(b) after age 66 :

Benefit same as in (a) except pension is at a
higher rate for age determined actuarially.

On reaching age 70, pensioner may apply for conversion of

part of his pension to a lump sum at a rate determined

actuarially. ’

Death

Benefits as under are payable:

On death of a married contributor before age 65 :
The lump sum the contributor would have received at age
65 plus a spouse pension of 2/3 of the prospective pen-
sion at age 65, after reducing the benefits on account
of prospective service, by the percentage applicable to
the member's medical classification, if below A.

On death of a married contributor after age 65 :

Benefits as above calculated as if he had retired on
date of death.

On death of a married pensioner :
A spouse benefit of 2/3 of pension that the pensioner

was receiving on his death and if he was a disability
pensioner, the balance of any lump sum.
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4.3

4.4

or

4.5

On death of single contributor
Lump sum is payable, to his estate.

On the death of a contributor or pensioner
Benefits are payable to children who are under the age
of 18 years or full-time students who are not more than

25 years of age.

Disability

- a temporary pension of 50% of salary may be payable for
6 months with possible extension of another 6 months.

or a normal disability benefit of a lump sum and pension
after allowance for prospective service to age 65, and
reducing the benefits on account of prospective service
by the percentage applicable to the member's medical
classification if this is less than A. The lump sum
may be held, paid in full or in instalments with inter-
est until age 65, at the Board's discretion.

- disability pension may not be commuted.

- benefits may be altered or cease on changes of extent
of disability.

Spouse Pension

Full spouse pension is payable (subject to a Court direction
to pay part to a de-facto spouse) if marriage occurred prior
to a contributor's retirement or if it occurred prior to a
disability pensioner reaching age 60,

at least 5 years before a pensioner's death in which case
the spouse's pension may be reduced if more than 5 years
younger than the deceased.

Spouse pension is subject to an income test after one year
of payment and may not be converted to a lump sum.

Children
payable on death of a contributor or pensioner
$650 per year per child if spouse is alive,
$1300 per year per child if double orphaned.
These pensions are indexed.

Resignation or Withdrawal

Refund of contributions with interest less cost of member's
share of death and disability cover, or
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if contributor's age is between 30 and 60 an option of
deferred benefit payable at age 65 or death is available,

Retrenchment

Any gratuity payable is not deducted from resignation
benefit. :

Investments

Investments may be made on Trustee securities, loans guar-
anteed by Victorian Government, mortgages and properties
in Victoria etc..

Restrictions

6.1

Short Service

If the contributory service is less than 30 years, the
retirement benefits payable are reduced proportionately,

Substandard health

All members are medically examined and classified at
entry.

In the event of death before retirement or disability
before age 60, the benefits for future service (to age 65)
will be reduced according to the classifications B,C, D
and E.

However on death due to traumatic bodily injury, this
benefit reduction may not apply.

The Board may reduce the classification to a lower level

if contributor fails to disclose details of his medical
history.
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APPENDIX II

LIST OF SUBMISSIONS

The Committee requested and considered submissions from the

following organisations:

State Employees Retirement Benefits Board

- (Mr. S.G. Belcher, Assistant Manager)

Second Reading Speech

Notes on Clauses

MEETINGS

The Superannuation Sub-Committee met on three occasions to
discuss the proposed amendments to the State Employees Retirement
Benefits (Amendment) Bill.

The Committee also held discussiéns with the Hospital Employees'

Federation of Australia No. 2 Branch and the State Employees Retire-
ment Benefits Board.
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APPENDIX TIII

INQUIRY INTO VICTORIAN PUBLIC SECTOR

SUPERANNUATION SCHEMES

TERMS OF REFERENCE

The adequacy of present provisions for the management of all Victorian
public sector superannuation schemes, including:-

(a) structure and management of schemes;

(b) representation of contributors;

(c) actuarial assessment and valuation;

(d) reporting to Govermment and contributors, and contributors' access
to information; and

(e) auditing requirements.

in terms of the efficient operations of these funds and the protection of
the interests of contributors and the Govermment.

Whether uniform provisions for the management of schemes are feasible and
desirable, and if so what these might be.

Whether the existing administration of schemes is efficient and administra-
tive costs are reasonable.

Whether the current organisational structure of superannuation schemes in
the Victorian public sector is the most suitable having regard to:-

(a) differences in the financial independence of various agencies and
authorities involved;

(b) possible benefits from reduction of duplication and ecoriomies of
scale; and

(c) any disadvantages from competition between schemes.

and whether a reduction in the rumber of separate schemes is feasible and
desirable.

Whether the terms and conditions governing eligibility for membership of
various schemes are reasonable in comparison with other schemes in Australia
and whether these terms and conditions are equitable between different
employees.

The appropriateness of the current benefits, having regard to:-

(a) the needs of contributors, superarruants and beneficiaries;

(o) comparable benefits for public sector employees in other States and
in the Commorwealth Govermment and those prevailing in the private
sector, also having regard to any differences in salary packages and
to the role of the superarmuation in the recruitment and retention of
Victorian Govermment employees; and

(¢c) vesting.

and including the reasonableness of provisions governing breaks in service
resignation, early retirement, ill health retirement, retrenchment or
redundancy .
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H.

The adequacy of portability and preservation arrarigements between schemes,
and betweeni them and other Australian superannuation schemes.

The suitability of the present basis of Government funding of the various
schemes including the funding of administrative costs, and the future finan-
cial implications for Govermment of existing basis of funding.

Wwhether the existing investment powers and pattermn of investments of these
schemes is optimal from the point of view of contributors and of the Govern-
ment; and whether existing arrangements provide the most efficient mechanism
for maximising the investment income of the schemes.

Future options for public sector superarruation, including new relationships
betweent public sector and private sector superarrnuation schemes.

The adequacy of the existing legislative and regulatory framework for the

operation of schemes and the appropriate legislative framework for any
recommended changes in the structure and operation of schemes.
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34.

36.

14.

APPENDIX IV

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 estab-

lish Joint Investigatory Committees:

(a) The Honourable 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 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 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.
EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS

OF THE LEGISLATIVE COUNCIL
Tuesday, 14 June 1983

ECONOMIC AND BUDGET REVIEW COMMITTEE - The Honourable Evan
Walker moved, by leave, That the Honourable A.J. Hunt be
discharged from attendance upon the Economic and Budget
Review Committee and that the Honourable G.P. Connard be
added to such Committee.

Question-put and resolved in the affirmative.
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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 pro-
posal, 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 PROPOSALS CONTAINED IN THE
HOSPITALS SUPERANNUATION (AMENDMENT) BILL -(NO. 2)
AND THE
STATE EMPLOYEES RETIREMENT BENEFITS (AMENDMENT) BILL

On 20 September 1983, the Legislative Assembly and the Legis-
lative Council passed resolutions referring the proposals contained
in the Hospitals Superannuation (Amendment) Bill (No. 2) and the
State Employees Retirement Benefits (Amendment) Bill to the Economic

and Budget Review Committee for inquiry, consideration and report.

Note: The Committee is dealing with these Bills in two separate re-
ports. This report covers the Hospitals Superannuation (Amendment)
Bill (No. 2).
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CHAPTER 1: INTRODUCTION AND SUMMARY

1.1 The Committee is currently undertaking an investigation into
all Victorian public sector superannuation schemes. Thirty
seven (37) separate and different superannuation schemes have
been identified so far. Each of these schemes has a different
origin and operates under separate management, which often
takes direction from eiher an independent Board or from

Government Authorities.

On completion of its Inquiry the Committee may wish to recom-
mennd a number of changes to some or all of the schemes. Apart
from the particular changes incorporated in the Hospitals
Superannuation (Amendment) Bill (No. 2) the Committee there-
fore needs to consider the possible overall implications

of this Bill for all public sector superannuation schemes.

1.2 The following discussion considers the proposed amendments
to the Hospitals Superannuation (Amendment) Bill (No. 2)
and, where possible, seeks to indicate their impact on other
schemes. An outline of the contributions and benefits of

the current scheme is provided in Appendix 1.

In commenting on the present Bill, the Committee emphasises
that it does so without prejudice to any principles and pro-
posals it may recommend in its future reports to the Parlia-

ment on superannuatior.

1.3 In summary, the Committee believes the passing of this Bill,
apart from clauses 9(2) and 9(3), will not affect its consid-
eration of the broader Terms of Reference on superannuation
(see Appendix III). For reasons which are explained on
pages 16 to 18, the Committee unanimously recommends that
clauses 9(2) and 9(3) should not stand as part of the Bill.



CHAPTER 2: HOSPITALS SUPERANNUATION (AMENDMENT) BILL (NO. 2)

2.1 Outline of Hospitals Superannuation Scheme

The Hospitals Superannuation Scheme was established in 1965

and has been amended a number of times. Membership is volun-
tary for employees of both public and private hospitals. As
at June 1982 there were 9,100 contributors to the scheme. It
provides both a lump sum and pension benefit. Members are

able to commute part of their pension to increase their lump
sum entitlement. There are separate contributions by employ-

ers and employees for the pension and lump sum benefits.

The lump sum benefit is fully funded and the pension benefit
is only partially funded. The employees' contributions towards
pension entitlements are paid on a regular basis into a sep-
arate fund. The employers pay a percentage of salary estimated
to meet their share of pension costs over each three year
period. The reasons for this method of funding the scheme are
historical. Amongst other things, this method of funding has
led to the establishment of separate funds within the one
scheme which makes the administration and accounting of the
scheme cumbersome. One of the more curious results is that
different actuaries report separately to the Hospitals Super-

annuation Board on the two aspects of the Scheme.

2.2 Amendments to the Hospitals Superannuation Act 1965

The following section outlines the proposed amendments and
their likely impact on this and other schemes. Most of the
amendments concern both the lump sum and pension aspects

of the scheme.

HOSPITALS SUPERANNUATION (AMENDMENT) BILL (NO. 2)

Amendments and Their Impact

Clause 1.

1. (1) This Act may be cited as the Hospitals Super-
annuation (Amendment) Act 1983.



(2) 1In this Act the Hospitals Superannuation Act
1965 is called the Principal Act.

(3) Subject to sub-section (4) the several pro-
visions of this Act shall come into operation on a day
or the respective days to be fixed by proclamation or
successive proclamations of the Governor in Council
published in the Government Gazette.

(4) Section 6(4) shall be deemed to have come in-
to operation on 22 December 1981.

Clause 1 contains the customary provisions for title and
commencement. Clause 6(4) has been made retrospective to
22 December 1981 to correct an error in amendments taking
effect from that date.

Clause 2.

2. In section 3 of the Principal Act in the inter-
pretation of "retrenchment",after the words "ten years'
employment" there shall be inserted the words "with that
institution or any other institution".

The amendment is to provide retrenchment benefits to employees
who have ten years service with participating institutions in
the Hospitals Superannuation Scheme, as opposed to the current
requirement of at least ten years service with the participat-

ing institution from which the employee is retrenched.

Under the current provisions in the Act a person could have
been employed by different participating ihstitutions (Hos-
pitals) and at the same time been a contributor to the Hos-
pitalst scheme for 20 or 30 years and still not be entitled to
retrenchment benefit. A retrenchment benefit would only be
payable if a person's services are terminated by an institut-
ion where he or she has been employed continuously for more

than ten years.

The Committee has noted that the State Superannuation Scheme,
the State Employees Retirement Benefits Scheme, and the
Local Authorities Superannuation Scheme do not require any

length of service to be completed before a contributor is



eligible for a retrenchment benefit.

The Committee has also noted the actual retrenchment benefit
made in the Hospitals' scheme differs slightly from that in
the State Superannuation Scheme, the State Employees Retire-
ment Benefit Scheme and the Local Authorities Superannuation
Scheme. In the latter three schemes the retrenchment benefit
is 3% times the member's contributions to the Fund. In the
Hospitals' scheme the retrenchment benefit is a lump sum of
10% of Adjusted Final Fund salary for each completed year of
membership, plus the return of the member's contributions
towards the pension benefit (2%% of salary), with interest
from 1/7/81.

Depending on the actual ages and the period of membership of
persons to be retrenched, the Hospitals' retrenchment benefit
will either be more or less generous than that offered by the
State Superannuation Board. The Hospitals' retrenchment bene-
fit is more generous than the State Superannuation Board's

as the number of years of service increases.

The Committee has noted that there is no provision for an
individual who receives a retrenchment benefit under the
Hospitals' scheme to pay back this benefit, if he or she is
re-employed by an institution participating in the Hospitals
Superannuation Scheme, and chooses to rejoin the scheme. In
the Local Authorities Superannuation Scheme, for example, an
individual who has received a Local Authorities' retrenchment
benefit may repay this benefit if re-employed by a Local
Authority.

The Hospitals Superannuation Board have stated that retrench-
ments are rare and therefore they expect the cost of the
amendment to be minimal. In the last two financial years

only five retrenchment benefits have been paid.

The Committee notes that the cost of retrenchment of Hospitals



scheme members will be spread across all the employers
contributing to the Hospitals' scheme, and in this sense
will be absolving the individual employing authority of the

liability for providing compensation for retrenchment.

The Committee also notes the provision or extension of retrench-
ment provisions for only those employees who are members of
the voluntary Hospitals scheme has important industrial relations

implications.

Clause 3.

3. In section 6(1) of the Principal Act, for the
words "Governor in Council" there shall be substituted
the word "Minister".

Administrative difficulties are currently being encountered
by the Board in the employment and payment of staff of the
Board.

The Act currently specifies that the Governor-in-Council shall
fix the salaries payable to all staff of the Board. This
effectively means that when staff are appointed to the Board
and are eligible to be paid an increment or there is a Public
Service pay rise, the Governor-in-Council has to approve of
these matters. It is proposed that the Treasurer, as the

responsible Minister, will be responsible for these approvals.

The Board has requested the amendment with a view to stream-
lining administrative procedures and enuring that the appoint-

ment of new staff is not delaying unduly.

Clause 4.
4. Section 28 of the Principal Act is amended as follows:

(a) After sub-section (1) there shall be inserted
the following sub-section:

"(1A) Notwithstanding anything in paragraph
(a) of sub-section (1), if a contributor resigns
and resumes employment with a participating
institution within a period of 4 weeks he shall
be deemed to have continued as a contributor
and no benefits shall be payable upon such
resignation.";



(b) In sub-section (2) -

(1) after the expression "sub-section (1) there
shall be inserted the expression "or in
sub-section (1A)";

(ii) after paragraph (a) there shall be inserted
the following paragraph:

"(ab) notifies the Board of his intention to
continue as a contributor;";

(iii) in paragraph (b), for the words "two months"
there shall be substituted the words "six
months"; and

(iv) for paragraph (c), there shall be substit-
uted the following paragraph:

"(c) during the time he is not employed by
a participating institution pays to
the Board -

(i) contributions at the same rate as
would be applicable from time to
time if he had continued to be em-
ployed by a participating institut-
ion at the Fund salary that he was
in receipt of immediately before he
ceased to be employed by the par-
ticipating institution;

(ii) supplementary contributions at the
rate applicable from time to time
in relation to the Fund salary
that he was in receipt of immed-
iately before he ceased to be em-
ployed by the participating instit-
ution; and

(iii) payments and levies at the rate at
which the participating institution
by which he was last employed would
have been required to make if it had
been a Class A institution in res-
pect of persons who are in receipt
of a Fund salary equal to the Fund
salary that he was in receipt of
immediately before he ceased to be
employed by the participating in-
stitution";

(c) In sub-section (3) -
(i) after the expression "sub-section (1)"
there shall be inserted the expression

"or in sub-section (1lA)";
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(ii) in paragraph (b), for the expression "two

months" there shall be substituted the ex-
pression "six months"; and

(iii) for paragraph (c) there shall be substituted

the following paragraph:

"(c) between the time when he ceased to be employed and
the time when he dies or becomes disabled pays to
the Board -

(1)

(ii)

(1ii)

contributions at the same rate as would be
applicable from time to time if he had con-
tinued to be employed by a participating
institution at the Fund salary that he was

in receipt of immediately before he ceased

to be employed by a participating institution;

supplementary contributions at the rate applic-
able from time to time in relation to the

Fund salary that he was in receipt of immed-
iately before he ceased to be employed by

a participating institution; and

payments and levies at the rate at which the
participating institution by which he was last
employed would have been required to make if

it had been a Class A institution in respect

of persons who are in receipt of a Fund salary
equal to the Fund salary that he was in receipt
of immediately before he ceased to be employed
by the participating institution":; and

(d) After sub-section (3), there shall be inserted the
following sub-sections:

"(4) Where a contributor who. is deemed by sub-

section (2) to have continued to be a contributor

is not again employed by a participating institution

due to circumstances other than his death or dis-
ability he shall be deemed to have ceased to be a
contributor as at the date he ceased to be employed
by a participating institution and in addition to
any other benefit payable to him he shall be paid
a refund of all money paid by him under paragraph
(c) of sub-section(2).

(5) Where a contributor who is deemed by sub-
section(2) to have continued to be a contributor
is again employed by a participating institution
the Board shall determine the additional benefit,
if any, to be provided as a consequence of the
compliance by the contributor with paragraph (c)
of sub-section(2).".



Paragraph (a) is intended to clarify the provisions of this
section and to ensure that, when a contributor transfers
from one participating institution to another, his or her
membership of the Hospital Fund will continue.

The Board has received Crown Solicitor advice that the current
wording of section 28 could provide contributors with the

opportunity to voluntarily withdraw from the Fund without re-
signing from their employment. The amendment will remove any

possibility of voluntary withdrawal.

Paragraph (b) sub-paragraphs (i) and (ii) are consequential
to (a).

Paragraph (b) sub-paragraph (iii) extends the period which a
contributor may continue to be a contributor, while being
employed by an institution which is not participating in the
Hospitals Superannuation Scheme, without the specific approval
of the Board.

The present wording of the Act was designed to ensure that a
member who was not employed by a participating institution
was required to pay his or her own and the employer's share
of contributions. Subsequent amendments to the Act since 1970
have introduced a pension scheme and an Additional Payments
Fund which mean higher payments by employers participating in
the scheme. The proposed amendment in sub-paragraphs (iv)
will take into account these previous scheme changes and will
allow for higher payments and for variations in contributions
which may occur from time to time. The amendment therefore
will ensure the principle remains that a member who is not
employed by a participating institution, is required to pay

his or her own and the employer's share of contributions.
Paragraph (c) sub-paragraph (i) are consequential to (a).

Paragraph (c) sub-paragraph (ii) are consequential to (b).



Paragraph (c) sub-paragraph (iii) is consistent with that

inserted in (b)

(iv) .

Paragraph (d) adds two new sub-sections (4) and (5) to section

28 of the Principal Act to cater for the contributor who ceases

to be employed

by a participating institutions and who elects

to continue both his/her own and his/her employer's contribut-

ions. Sub-section (4) provides for a termination benefit if

a person is not re-employed by a participating institution

before leaving

the Hospitals' scheme. Sub-section (5) provides

for recognition of any contributions made to the Hospitals'

scheme when a person ceased to be employed by a participating

institution, if he/she is re-employed by a participating

institution.

Clause 5.

5. Section 30 of the Principal Act is amended as
follows:
(a) After sub-section (4), there shall be inserted

(c)

the following sub-section:

"(4A) In the case of a contributor who is
absent on leave without pay other than on
account of ill-health, an election under sub-
section (4) may be made only if the period of
the leave is greater than four weeks.";

In sub-section (9), the expression ", and the
disability benefits shall be calculated as
though the contributor died on the date of his
retirement" shall be repealed;

After sub-section (9), there shall be inserted
the following sub-section:

"(9A) Where a contributor makes an election
under paragraph (a) of sub-section (4) the period
for which the leave was granted shall not be
taken into account when determining the period
of the contributor's service for the purposes of
calculating benefits under this Act."; and

For sub-section (11), there shall be substituted
the following sub-section:

"(11l) Where a contributor makes an election
under paragraph (c) of sub-section (4) he shall
have the same entitlements to benefits under
this Act as he would have had if he had paid
contributions at the rate which would have been



payable by him if he had not taken the leave
and had continued to work at the salary payable
to him on the date on which the leave commences
and for the purposes of calculating those bene-
fits the period for which the leave was granted
shall be taken into account in determining the
total period of the contributor's service.".

Section 30 of thePrincipal Act relates to persons who are on leave
without pay and is primarily directed at persons who are on
maternity or study leave. As the Act currently stands all
persons who are on leave without pay, whether this be one day
or one year, have a number of alternatives in relation to
paying contributions. The addition ofsub-section (43) is to pro-
vide that persons who are on leave without pay, other than
sick leave, will pay full contributions, unless they are

absent for a period in excess of four weeks.

The amendment will ensure that leave without pay will be
limited to longer periods such as for maternity and study

leave.

Under the current wording of section 30 (9) a person who is

to receive a disability benefit has the benefit calcuvlated asif
he/she had died. This is despite the fact that he/she may have
been assigned a medical classification for the purpose of de-
termining disability benefits. The amendment is to provide
that the disability benefit will be appropriate to the person's
assigned medical classification. The Board has noted the

present wording of the Act would result in higher costs.

The amendment to section 30 (l11l) is to correct a drafting
error made in the 1981 amending Act. It will allow a con-
tributor on leave without pay who pays his/her own and the
employers contributions, at a rate of three and half times

past salary, to have this period recognised as service for
benefit purposes. Such leave is not recognised under the
current legislation. Service will not be recognised for persons
who are not paying any contributions. The Principal Act was

not clear on this issue.
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The Board has indicated the change would result in greater
consistency with the State Employees Retirement Benefits
(Amendment) Act 1981.

The Committee has noted that the amendment to section 30
is not retrospective.

Clause 6.

6. (1) In section 31(1l) of the Principal Act -

(a) before the words "a participating institut-
ion" there shall be inserted the words
"other than on account of ill-health"; and

(b) the expression " (whether or not the contrib-
utor is absent on leave without pay or with
reduced pay)" shall be repealed.

(2) 1In section 32(1) of the Principal Act -

(a) before the words "a participating institut-
ion" there shall be inserted the words
other than on account of ill-health"; and

(b) the expression " (whether or not the contrib-
utor is absent on leave without pay or with
reduced pay)" shall be repealed.

(3) In section 32A(l) of the Principal Act -

(a) before the words "a participating institut-
ion" there shall be inserted the words
"other than on account of ill-health"; and

(b) the expression " (whether or not the contrib-
utor is absent on leave without pay or with
reduced pay)" shall be repealed.

(4) In section 6 (4) of the Hospitals Superannuation
(General Amendment) Act 1981 for the expression "35ZFR"
there shall be substituted the expression "3E5ZB".

(5) In section 35ZEB(4) of the Principal Act after
the words "leave without pay" there shall be inserted
the words "other than on account of ill-health".

The amended wording is designed to correct two errors made in

the Hospitals Superannuation (General Amendment) Act 1981.

The particular provisions that caused problems were those to
do with ill-health leave of absence.

11



Under clause (6) sub-clauses (1), (2), (3) and (4) are re-
quired to ensure that the employer's contribution is paid
during a period of leave of absence due to ill health. Also
they are required to remove contradictory statements, for

example, sub-section (1) of section3l states inter alia that:-

"except in the case of a contributor who is absent on leave

without pay a participating institution Class A shall pay to

the Board in respect of each of its employees who is a con-

tributor (whether or not the contributor is absent on leave

without pay or with reduced pay)----- "

Clause 6 (4) is designed to correct an error made in the

Hospitals Superannuation (General Amendment) Act 1981 which

refers to section 357ZFB (4). This sub-section does not exist.
The reference should have been to section 35ZB(4). This has

been made retrospective to 22 December 1982.

Clause 7.

7. In section 34 of the Principal Act the expression
"as calculated in accordance with the provisions of this
Act in force immediately before the commencement of the
Hospitals Superannuation (Amendment) Act 1980 and" shall
be repealed.

Section 34 of the Principal Act provides a terminal benefit

subsidy for some employees.

A terminal benefit subsidy is paid by the Hospitals and Char-
ities Commission to the Board when a contributor or a former
contributor becomes entitled to a retirement, retrenchment or
death benefit. There are two categories of employers, Class A,
(government institutions), and Class B, (private hospitals),

contributing to the Fund.

The amendment is designed to ensure that the Government sub-
sidy in respect of Class "A" institutions does not exceed 20%
of the total benefit. The provisions of Regulation 8(1) (d)

which refers to terminal benefit subsidies in respect of Class

12



"B" institutions indicates these will not exceed 20% of the
total benefit. The terminal benefit subsidy for Class "B"

institutions is paid by a levy on all private hospitals.

Section 5 of the Hospitals Superannuation (Amendment) Act 1980

introduced the words:

"as calculated in accordance with the provisions of
this Act in force immediately prior to the commencement

of the Hospitals Superannuation (Amendment) Act1980 and ..."

This amendment would result in some instances, in a terminal
benefit subsidy, in the case of Class 'A' institutions, to be
in excess of 20% of the total benefit. Consequently, the current

amendment is required to restore consistency between Class 'A'
and 'B' institutions.

Clause 8.

8. (1) In section 35A(l) of the Principal Act in the
interpretation of "Minimum wage" -

(a) for the expression "$82.80" there shall be
substituted the expression "$144.80";

(b) for the word "Melbourne" there shall be sub-
stituted the word "vVictoria"; and

(c) for the expression "lst day of January, 1976"
there shall be substituted the expression
"30th day of June, 1981"

(2) In section 35A(2) of the Principal Act -

(a) the words "having regard to any awards of
the Australian Conciliation and Arbitrat-
ion Commission" shall be repealed; and

(b) for the expression "lst day of January
1976" there shall be substituted the
expression "30th day of June 1981"

(3) In section 35F of the Principal Act, after the
words "Average Weekly Earnings (Melbourne) Index" (where
twice occurring) there shall be inserted the words "or
such other similar index as the Treasurer on the recommen-
dation of the Government actuary from time to time deter-
mines that is".

13



(4) In section 35I of the Principal Act, after
the words "Average Weekly Earnings (Melbourne) Index"
(where twice occurring) there shall be inserted the
words "or such other similar index as the Treasurer on
the recommendation of the Government Actuary from time
to time determines that is.".

In the Hospitals' scheme benefits are based on a measure
called Adjusted Final Fund salary. The formulae to determine
Adjusted Final Fund Salary involves the "Average Weekly Earn-
ings (Melbourne) Index." This Index is no longer published
by the Australian Bureau of Statistics and it is therefore
necessary tc prescribke a new index for use in the calculation

of peasions.

Clause 8 paragraphs (3) and (4) enable the Treasurer on the
recommendation of the Government Actuary to determine from
time to time that a similar index published by the Common-

wealth Statistician be used in the calculation of pensions.

Clause 9.

9. (1) Section 35FA of the Principal Act is amended as
follows:

(a) In sub-section (3) for the expression "sub-
section (1)" there shall be substituted the
words "this section";

(b) In sub-section (1), after the word "receiving"”
there shall be inserted the words "or entitled
to receive";

(c) 1in sub-section (5), after the word "receiving"
there shall be inserted the words "or entitled
to receive";

(d) For sub-section (9) there shall be substituted
the following section:

"A pension contributor who is receiving a pen-
sion pursuant to this Part and who has been grant-
ed an application pursuant to sub-section (5)
shall not be granted a further application pur-
suant to sub-section (5) until the period of time
in respect of which the last preceding applicat-
ion of the pension contributor was granted has
elapsed"; and

14



(e) After sub-section (9) there shall be inserted
the following sub-section:

"(10) the provisions of this section shall
apply to and in relation to the spouse of a
deceased pension contributor and to the pension
entitlement of that spouse in the same manner
and to the same extent and subject to the same
conditions as they apply to a pension contrib-
utor in relation to his pension entitlement.".

(2) In section 35A of the Principal Act, the words
"or whose husband is alive but not wholly or substantially
dependent on the pension contributor" shall be repealed.

(3) Section 350 of the Principal Act shall be repealed.

The amendments to ¢lause 9(1) refine the language of the
Principal Act.

Clause 9(1) (a) seeks to ensure that spouse entitlements should
not be affected by commutation of pensions to lump sums under-
taken by the spouse's deceased husband/wife.

A pensioner can convert part of his/her pension to a lump sum
amount in order to retain the Commonwealth pension fringe
benefits. For example, if a pensioner is entitled to a
Hospital's pension of $100 pér week and converts part of that
pension to a lump sum he/she would still receive a Hospital's
pension of say $70 per week. The Principal Act currently has
the effect that the spouse of the pensionér would have only
been entitled to two-thirds of the reduced rate of pension
(two-thirds of $70 per week).

The amendment under clauses 9(1) (b) and 9(1) (c) are to enable

a retiring member to commute his or her pension immediately
upon rétirement, before payments have commenced. Under the
current provisions commutation is only available to persons
already receiving pension payments. This may penalise a

person as they might not be eligible to receive full or partial
Commonwealth Social Security benefits, if they are already

receiving a Hospitals' pension.

15



Clause 9(1) (d) will allow pensioners to make more than one
application to commute their pension. The Principal Act
currently allows only one application for a maximum of five
years. A person who retires before the age of 65 may under
the current provisions suffer financially by not being able

to commute for a period longer than five years.

Clause 9(1) (e) is to enable spouses to commute their pensions

under the same conditions as other pensioners.

The amendment in (2) is consequential on that in (3) and thus

subject to the following comments.

The amendment in clause 9(3) is designed to remove a depend-
ency or means test for a widower's benefit. The amendment
would allow widowers to have the same level of benefit as
widows. The present provision of section 350 means that a
widower's benefit is subject to proof of dependence on the

deceased.

The Economic and Budget Review Committee is currently consid-
ering the whole question of discrimination in superannuation
provisions. Submissions by the Equal Opportunity Board to
the Committee, and the Premier's reference to the Committee on
the legislative proposals to bring superannuation under the

Equal Opportunity Act, and other papers, have made the

Committee aware of the need to examine discrimination broadly

and thoroughly.

In the general sense, the Committee supports the view

that whatever benefits are provided by superannuation should
conform with equal opportunity principles. With this in
mind, the Committee has examined the general principles under
which pension schemes were established earilier this century.
These principles were generally framed to meet the needs of
contributors and their dependants. Consequently, these
general conditions gave rise to pensions for widows on the
basis that:

16



(1) most long term contributors were male;

(2) most contributors were married; and

(3) most wives of contributors were engaged in home

duties rather than employment.

In such circumstances the needs of the wife of a male con-
tributor who died before, or after, retiring age were fairly
obvious and a widow's pension was a natural provision. Such

a benefit was however relatively costly and most if not all

of the cost was borne by employers. Employers normally sought

to moderate that cost:

(1) by making a widow's pension cease on remarriage;

and

(2) by either ignoring widowers altogether or
alternatively requiring that a widower must be

dependent (as the Hospitals Scheme currently does).

With the changes in social arrangements which have occured over
the past 20 years, the premise for a widow's pension now
corresponds far less to reality than it did in the past. It

is now more common for families to have two incomes and, in
some cases, for females to provide the only income for the
family. Marital status is no longer a reliable indicator of

"need".
Notwithstanding this, a superannuation scheme that provides a

widow's pension but not a widower's or does so with a depend-

ency test, is contrary to equal opportunity principles.

17



In these circumstances, to conform with equal opportunity
principles the choice is between calling for the abolition of
spouse benefits, applying non-discriminatory dependency or
means tests, and assuming dependency for all spouses. The
State Employees Retirement Benefits Superannuation scheme, for
example, is non-discriminatory in that it applies a means test

to all spouse benefits.

At the same time the cost of superannuation is one of the major
issues faced by the Committee and this raises a series of
questions about the provision of a spouse's pension, for ex-

ample:

(1) Is it reasonable for a widower of 50 who is earning
a salary to be eligible for a spouse's pension from

his deceased wife's superannuation scheme?

(2) Is it reasonable for a widow of 50 who is earning a
salary and who may herself be a member of a super-
annuation scheme to be eligible for a widow's

pension as if she was not in employment?

(3) Is it reasonable for a widower of 70 who has a good
pension in his own right to receive a further pen-

sion from his wife's superannuation scheme?

These are questions which the Committee will be addressing as

part of its Inquiry.

In the circumstances and pending further examination of these
questions by the Committee in pursuing its wider Terms of _
Reference, we consider that clauses 9(2) and 9(3) should not
be proceeded with for the present.

The Committee also notes that questions of interpretation of
section 350 were to be referred to the Crown Solicitor's

Office earlier this year but no answers have been received
to date.

18



Clause 10.

10. In section 35J(1) of the Principal Act,
for the expression "$442" there shall be inserted
the expression "$650".

The amendment is to bring the benefit for the child of a
deceased contributor into line with that already payable
to the child of a deceased pensioner. The benefit for the
latter has been $650 per annum since the passing of the

Hospitals Superannuation (General Amendment) Act 1981.

The benefit for the child of a deceased contributor is

currently $442 per annum.

The Board has stated the amendment is the result of an omission
in the 1981 Amending Act to the Hospitals Fund. There was
no estimate of the expected increase in cost that this

amendment would entail.

Clause 11.

11. For section 35M of the Principal Act there shall
be substituted the following section:

"(1) A pension contributor who ceases to be a
contributor without becoming entitled to benefits under
this Part otherwise than under this section shall be
entitled to be paid -

(a) an amount by way of benefits equal to the cont-
ributions made by him under this Part: and

(b) interest at the prescribed rate per annum
calculated on the amount of those contributions
during each year or that part of a year after
the year ending on 30 June 1983.

(2) For the purposes of sub-section (1) the prescribed
rate per annum shall in relation to a financial year
be -

(a) until the rate for each year is determined such
rate per annum as is determined by the Board;
and

(b) as from the determination of the rate per

annum for a financial year under sub-section
(3) that rate per annum.
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This
adds

(3) The Board shall as soon as practicable after
the end of the year ending on 30th June 1984 and after
the end of each succeeding financial year determine the
prescribed rate per annum on actuarial advice having
regard to the results achieved by the investments of the
Fund during the last preceding financial year less such
percentage of the earnings on the investments that the
Board on actuarial advice determines should be retained
in the Fund to meet the contingent liabilities of the
Fund in respect of death and disability benefits.

(4) Immediately on the determination of the pres-
cribed rate for a year pension contributors shall for
the purpose of this section be credited with interest
as at the end of the last preceding financial year at
the prescribed rate per annum on the amount of thelr
contributions and accrued interest if any.

clause which is applicable in the case of resignation

interest to the employee's pension contributions less

a charge for death and disability benefits. It replaces a

section intended for the same purpose and inserted by the

Hospitals Superannuation (General Amendment) Act 1981 but

which has been found to be unworkable. The provision is

consistent with that already in the State Employees

Retirement Benefit Fund. The Local Authorities Superannuation

Fund has recently introduced a similar benefit on resignation.

The Committee notes the amendment is not made retrospective.

Clause 12.

12. In section 35U of the Principal Act, after sub-
section (3) there shall be inserted the following sub-
sections:

"(4) Where the Board -

(a) is in receipt of a request in writing from a
pensioner that his pension not be increased
in accordance with the provisions of sub-
section (3); and

(b) the Board is of the opinion that it would not
be in that pensioner's best interests to increas¢
his pension in accordance with the provisions
of sub-section (3) -

it shall not increase such pension pursuant to sub-
section (3) unless and until such request is revoked.
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(5) A pensioner who has been granted a request made
under sub-section (4) may revoke such request at any
time.".

These are new sub-sections to section 35U of the Principal
Act. The amendments will provide the Board with discretion-
ary powers to alter pensions when these are increased by

C.P.I. adjustments.

Many persons in receipt of a pension under the Principal

Act are also in receipt of benefits under the Commonwealth
Society Security Act. However, the increase in benefits that
occurs when Hospitals' pensionsare adjusted in accordance with
movements in the Consumer Price Index may mean that pensioners
become ineligible for Commonwealth Social Security fringe

benefits.

The admendment is to allow pensioners to elect not to have

their Hospitals'nension increased.

This provision accords with the Local Authorities Superannuat-

ion Scheme.

The Board has stated the amendment will lead to a reduction

in costs to the Fund.

Clause 13.

13. In section 47(2) of the Principal Act -

(a) after the word "interest" there shall be
inserted the words "at the prescribed rate";
and

(b) the words "at the rate of six per centum" shall

be repealed.
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When employers are late in forwarding contributions to the
Fund they are charged a penalty at the rate of 6 per cent per
annum. In view of the current high interest rates it 1is
necessary to increase the interest chargeable on outstanding
payments to a level which will give employers an incentive

to pay contributions promptly. The amendment makes this
possible.

Current proposals are to use the maximum long term public

loan rate set by the Australian Loan Council. The Board has

stated that the amendment will lead to a reduction in costs.
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CHAPTER 3:

CONCLUSION

3.1 The amendments in clauses 2 and 10 make minor improvements to
scheme conditions which carry some cost to the employers.
Apart from clauses 9(2) and 9(3) the remaining amendments are
of simple machinery type which will improve the operation of

the Hospitals Scheme.

3.2 The Committee's earlier comments on clause 9(2) and 9(3) in-
dicate its belief that this amendment raises points of prin-
ciple which should be thoroughly explored by the Committee
before clause 9(2) and 9(3) is passed by the Parliament.

3.3 Otherwise the Committee has no fundamental technical reason
for opposing the amendments, Clauses 1, 2, 3, 4, 5, 6, 7, 8,
9(1), 10, 11, 12 and 13, and considers that the changes will
not prejudice any proposals the Committee may make in address-
ing its Terms of Reference in relation to Public Sector

Superannuation.

Committee Room, 9th November, 1983.
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APPENDIX I

SCHEME OUTLINE
HOSPITALS SUPERANNUATION FUND SCHEME (AS AT MARCH 1983)

INFORMATION PROVIDED BY THE GOVERNMENT ACTUARY'S
OFFICE

Scheme Overview

1.1 Administrator : Hospital Superannuation Board,
691 Burke Road,
CAMBERWELL
G.P.0O. 3124, MELBOURNE.

1.2 Scheme Style:
Benefits are provided in both lump sum and pension form.

Lump sum part - On retirement on or after age 60,
3 times adjusted final Fund salary.

Pension part - On retirement at age 65, a fully
indexed partially commutable pen-
sion of 25% of adjusted final Fund
salary.

Eligibility

All full time employees (except trainee nurses) of par-
ticipating institutions (mainly hospitals, elderly people's
and children's homes) who are under age 65 may apply to
join.

Contributions

3.1 Members contributions:
Lump sum part - 3%% of salary

Pension part -~ 2

N
oe

Supplementary contributions are allowed.
3.2 Employer contributions:
Lump sum part - 3%% of salary
- plus a levy of %% of salary

- plus for class "B" instituion
employees: 1% of salary.

Pension part 3.91% of salary for current three

year period.
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Pension part - 1/120 of adjusted final Fund
salary for each complete year
of membership to age 65 (maximum
30 years).

Spouse pension equal to 2/3 of members prospective or notional
pension is payable on death in service or in receipt of pensiop
respectively.

Children's pension:

Lump sum part - $156 p.a.

Pension part - $442 p.a. on death of a contributor
or $650 p.a. on death of a pensioner,

Orphan's pension:
Lump sum part - $312 p.a.

Pension part ~ $884 p.a. on death of a contributor
or $1300 p.a. on death of pensioner.

On resignation:

Lump sum part - return of member's contributions
with 6% compound interest.

Pension part - return of member's contributions
plus interest from 1/7/81.

An alternative deferred lump sum benefit equal to member's
account balance (being member and employer contributions less
management charges and charges for death and disability cover,
plus interest), accumulated with interest payable at age 60
for males 55 for females is available.

An alternative deferred pension benefit may be payable at 60 or
65 depending on circumstances.

On retrenchment:

Lump sum part - 10% of adjusted final Fund salary
for each complete year of member-
ship.

Pension part - return of member's contributions

plus interest from 1/7/81.
Marriage Benefit: (female members only)

If a married female \

member resigns - a lump sum benefit equal to members
account balance at the time of
marriage plus the member's resignat
ion benefit subsequent to her
marriage.
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3.3 Lump sum part is funded.
Pension part is based on the pay-as-you-go-basis.

4. Benefits
4.1 On age retirement at 65:

Lump sum part - 10% of adjusted final Fund salary
for each complete year of member-
ship (maximum 30 years).

Pension part - 1/120 of adjusted final Fund salary
for each complete year of membership
(maximum 30 years).

For early retirement at age 60 or after, the pension part is
reduced by 5% at age 60 reducing linearly to zero at age 65.

Provision for females to retire early after age 55 is made
for lump sum part.

Commutation of up to 30% of pension is allowed from age 70.
Commutation of retirement pension before age 68 is also
allowed provided certain conditions are met.

Supplementary contributions are returned with interest. The
rate credited for the year 1982 was 9%. This is payable when
leaving the fund for any reason.

4.2 On death in service:

Lump sum part - 10% of adjusted final Fund salary
for each complete year of member-
ship to age 65 (maximum 30 years).

Pension part - Spouse pension equal to 2/3 of
member's pension assuming member
died at age 65 for years of mem-
bership calculation (maximum 30
years) .

On death while in receipt of pension:

Lump sum part - Nil.

Pension part - Spouse pension equals 2/3 of what
husband's indexed pension would
have been without any commutation.

4.3 On disability retirement:
Lump sum part - 10% of adjusted final Fund salary

for each complete year of member-
ship to age 65 (maximum 30 years).
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5. Investments

Investments may be made on Trustee securities, loans
guaranteed by Victorian Government, mortgages and
properties in Victoria etc., and through the life officesg.

6. Restrictions: Short service/Poor health

Members with less than 30 years service have their lump
sum and pension benefit reduced on a pro-rata basis.

Also for -

Lump sum part

Pension part

28

poor health members are classified
into categories 2,3,4,0 for death
benefits and categories B,C,D,0
for disability benefits. Their
death and disability benefits are
reduced according to a scale based
on the combination of categories.

poor health members are classified
either as limited or service con-
tributors. Their death and dis-
ability benefits are reduced.



APPENDIX II

LIST OF SUBMISSIONS

The Committee requested and considered submissions from the follow-

ing organisations:

HOSPITALS SUPERANNUATION BOARD

DEPARTMENT OF MANAGEMENT & BUDGET

PARLIAMENT OF VICTORIA

Second Reading Speech

Notes on clauses.

MEETINGS

The Superannuation Sub-Committee met on three occasions to discuss
the proposed amendments to the Hospital Superannuation (Amendment)

Bill (No. 2).

The Committee also held discussions with staff and members of the

Hospitals Superannuation Board.
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APPENDIX III

INQUIRY INTO VICTORIAN PUBLIC SECTOR

SUPERANNUATION SCHEMES

TERMS OF REFERENCE

The adequacy of present provisions for the management of all Victorian
public sector superarmuation schemes, including:-

(a) structure and management of schemes;

(o) representation of contributors;

(c) actuarial assesament and valuation;

(d) reporting to Govermment and contributors, and contributors' access
to information; and

(e) auditing requirements.

in terms of the efficient operations of these funds and the protection of
the interests of contributors and the Governmerit.

Whether uniform provisions for the management of schemes are feasible and
desirable, and if so what these might be.

Whether the existing administration of schemes is efficient arnd administra-
tive costs are reasonable.

Whether the current organisational structure of superarnuation schemes in
the Victorian public sector is the most suitable having regard to:-

(a) differences in the financial indepernidence of various agercies and
authorities involved;

(b) possible benefits from reduction of duplication and economies of
scale; and

(c) any disadvantages from competitiori between schemes.

and whether a reduction in the rumber of separate schemes is reasible and
desirable.

Whether the terms and conditions govermning eligibility for membership of
various schemes are reasonable in comparison with other schemes in Australia
and whether these terms and conditions are equitable between different
employees.

The appropriateness of the current benefits, having regard to:-

(a) the rneeds of contributors, superannuants and beneficiaries;

(b) comparable benefits for public sector employees in other States and
in the Commorwealth Govermment and those prevailing in the private
sector, also having regard to any differences in salary packages and
to the role of the superannuation in the recruitment and retention of
Victorian Govermment employees; and

(c) vesting.

and including the reasonableness of provisions governing breaks in service,
resignatiori, early retirement, ill health retirement, retrenchment or
redundancy.
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The adequacy of portability and preservation arrangemernits between schemes,
and between them and other Australian superannuatiori schemes.

The suitability of the present basis of Goverrment funding of the various
schemes including the funding of administrative costs, and the future finan-
cial implications for Govermment of existing basis of funding.

Whether the existing investment powers and pattermn of investments of these
schemes is optimal from the point of view of contributors and of the Govern-
ment; and whether existing arrangements provide the most efficient mechariism
for maximising the investment income of the schemes.

Future options for public sector superannuation, including new relationships
betweeri public sector and private sector superarmmuation schemes.

The adequacy of the existing legislative and regulatory framework for the

operation of schemes and the appropriate legislative framework for any
recommended changes in the structure and operation of schemes.
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36.

14.

APPENDIX IV

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 Honourable P.D. Block, B.P. Duin, G.A. Sgro, D.K. Hayward
and A.J. Hunt be members of the Econiomic 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 Hornwourable A.J. Hunt moved,
by leave, That the Honourable P.D. Block be discharged from attendarce
upori the Economic and Budget Review Committee and that the Horiourable
J.V.C. Guest be added to such Commitrtee.

Question-put and resolved in the affirmative.
EXTRACTED FROM THE VOTES AND PROCEEDINGS

OF THE LEGISIATIVE ASSEMBLY
Thursday, 1 July 1982

COMITTEE 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 (Ivarhoe) be appointed
members of the Economic and Budget Review Committee.

—(Mr. Fordham)-put and agreed to.
EXTRACTED FROM THE MINUTES OF THE PROCEEDINGS

OF THE LEGISILATIVE COUNCIL
Tuesday, 14 June 1983

ECONOMIC AND BUDGET REVIEW COMMITTEE - The Honiourable Evarn Walker moved,
by leave, That the Honourable A.J. Hunt be discharged from attendance
upon the Economic and Budget Review Committee and that the Honourable
G.P. Cormard be added to such Committee.

Question-put and resolved in the affirmative.
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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 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

To inquire into matters raised in the letter by the Auditor-General of 7
July 1983 and any other matter arising therefrom and to report to the

full Committee.

(iii)
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()

(ii)

(iii)

(iv)

(v)

(vi)

an unofficial agreement was entered into by officers of the

Education Department without documented approval by the
Minister;

the diversion of monies from the Consolidated Fund under the
informal rental agreement meant that individual officers of the
Department were determining the priorities of expenditure without

the approval of the Minister;

there were no officers of the Educatiocn Department prepared to
accept responsibility for the situation that arose at the Preston
Regional Office and the Committee received contradictory
evidence of who was aware of, involved in, and acted on, the

agreement;

no proper mechanism existed within the Education Department to
ensure that correct procedures were implemented and followed in

this case;

a number of senior Education Department officers were unaware of
the requirements of the Audit Act 1958 and related Treasury

requlations; and

that payments were made to organisations outside the Education

Department for which there may have been a conflict of interest.

The Committee's Inquiry proved to be far more difficult than originally

envisaged given the lack of documentation and the contradictory evidence

given at the hearings. The Committee's major response to the serious

deficiencies found was, in respect to the Education Department, to

recommend :

(i)

that adequate mechanisms, procedures, control and monitoring
systems should be implemented within the Department to manage
the regional offices;

(x)



CHAIRMAN'S INTRODUCTION

This report is concerned with a detailed investigation of an informal rental
agreement between tenants of an Education Department property at Dawson

Street, Brunswick and officers of the Department.

In brief, the rental arrangements meant that the tenants would remain in
occupation of the property, provided they would pay for renovations and other
concerns as directed by the Department (or certain Departmental officers)
rather than following the correct path of making rental payments to the
Consolidated Fund after the appropriate approval process. An amount of
$102,329 was diverted in this way.

The Committee investigated the matter at the request of the Auditor-General
who wrote to myself, as Chairman of the Committee on the issue in July 1983,
The Committee undertook the investigation as a result of the powers vested in
the Committee from the Parliamentary Committees Act 1968 Section 4F.(2),
that is;

" (2) The Economic and Budget Review Committee may, in addition
to the powers and duties conferred or imposed on it by sub-section (1),
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."

This section, which gives the Committee power to initiate its own
investigations as it deems to be necessary, is an important aspect of its

traditional role of pursuing public accountability.

The above arrangements were a serious breach of the provisions of the Audit
Act 1958, the then existent Public Accounts and Stores Regulations 1958 and
the Education Act 1958. In this sense, the Committee felt the arrangements

represented a complete negation of the principle of Parliamentary control

over Government expenditure.

The Committee, from its invéstigations, found that :

(xi)



(ii) that senior officers of the Education Department need to be made

aware of their responsibilities and their accountability for actions
on behalf of the Department; and

(iii) that an investigation should be undertaken into the registry system.

The Committee, in respect to the individual officers involved, found that :

(i)  that Mr Barwick as Assistant Director-General of Building had not
fulfilled his responsibilities in not formalising the arrangement and
in being, at least aware, of the unofficial agreement; and

(ii) Mr Roscholler as Regional Director of the Preston Regional Office
failed to fulfil his responsibilities.

As Chairman, I would like to thank members of the sub-Committee, and in
particular to the Chairman, Mr P. McNamara M.P., who conducted this

difficult and sensitive inquiry with a great deal of integrity and thoroughness.
The Committee wishes to express its thanks to the individuals who appeared

before the Committee. 1 also wish to acknowledge the contributions made to

this Inquiry by staff of the Committee.

B.J. ROWE, M.P.,

(xii)



1.1.

1.2

CHAPTER I: INTRODUCTION

Follow-up of Auditor-General's Report

Under the powers vested in the Economic and Budget Review Committee in
the Parliamentary Committees Act 1968, the Committee each year
investigates a number of matters raised in the Auditor-General's Reports. As
a general rule, Departments and other bodies covered in these Reports are
questioned on particular issues and asked to submit explanations of what
action has been taken to rectify the situation. Where replies are not

satisfactory a more detailed investigation is carried out by the Committee.

The present inquiry and report arose from a matter initially raised in the
1979/80 Auditor-General's Report in relation to the Preston Regional Office of
the Education Department. As the matter involved a serious breach of Audit
legislation and the principles of accountability in the government sector the
Committee considered it necessary to investigate and report on the case in

some depth.

Background to the Case

On 20 February 1978, the Honourable L.H.S. Thomson M.P., then Minister of
Education, authorised the purchase of the 15 acre property in Dawson Street
Brunswick (known as Miller Rope Works) for the sum of $3.85 million. The
property was urgently required to transfer the Brunswick Technical School
from its present cramped conditions. The property was also to be used for a

wide range of other purposes:

(a) the re-location of the Preston Regional Office;

(b) to accommodate a State artist studio;

(c) in conjunction with the State artist to accommodate a visual and
impressive art complex to permit the re-establishment of a film
unit, TV unit, music and art production groups;

(d) to accommodate the reverse garbage truck;

(e) to make provision for a branch of education stores;



(f) to provide space for a work education centre for the northern
suburbs; and

(g to accommodate a senior special development (retarded) school.

When the Education Department took possession of the property on 15 June
1978 the contract stated vacant possession. In fact, a number of private firms
and other organisations were still on the premises. One of these was
Dreamspun Blankets, a subsidiary of James Miller Holdings Limited (known as

Miller Rope Works). This Company was in receivership and was later taken
over by Warrnambool Woollen Mills.

Correspondence during the period of negotiation between the Company and the
Minister of Education confirmed that Dreamspun could remain on the premises
until the Company was able to decentralise to Geelong subject to certain

conditions.

It is the "rental" arrangements that were made and the agreements that were

reached with which this report is concerned.

Very little documentation of the arrangements existed within the Department

but from what correspondence was available the Committee understands :

(a) that Mr. N.J. Barwick, the then Assistant Director-General
(Building) of the Education Department was the principal
negotiator for the Department in the purchase and "rental" or

"leasing" arrangements;

(b) that at least two agreements were reached between

representatives of the Department and Dreamspun (Warrnambool
Woollen Mills);

(c) that the first agreement was referred to in a letter dated 15 May
1978 by the then Minister of Education to the Receivers and
Managers of the James Miller group of Companies (Miller Rope
Works) which permitted certain manufacturing operations of the

Company to remain on the site rent free until the end of 1978;



(d)

(e)

(f)

that a second "unofficial" agreement by officers of the Education
Department was entered into towards the end of 1978 which
permitted the Company to continue operations beyond 31

December 1978 on a "rental" basis of $1 per square foot per annum;

that the second agreement provided for the agreed rental, which
under legislation was due to the Consolidated Fund, to be paid 'in
kind' by the Company, meaning that the Company was to carry out
on site maintenance and development works or pay for other items

for the Department in lieu of rent; and

that this second agreement remained in force until Dreamspun

vacated the premises in June 1980.



2.1

CHAPTER 2: PREVIOUS REPORTS AND THE CURRENT INQUIRY

Auditor-General's Report 1979/80

The irregularities concerning the arrangements between the Education
Department and Dreamspun were referred to in the Auditor-General's Report
1979/80.

"Part of the Department's premises in Dawson Street, Brunswick which
are used as the Preston Regional Office was leased to a private firm
from June 1978 to May 1980.

No formal lease agreement was entered into and the Department
apparently agreed that the firm would pay various expenses of the
Preston Regional Office in lieu of paying rent. During 1979/80 the firm
paid in excess of $66 140 for expenses, including various renovations of
the premises. After vac.ating the premises $42 110 was received by the

Department in June 1980 as final settlement of rental payable.

The Department has by entering into such an arrangement avoided the
requirements of the Audit Act and the Public Account and Stores
Regulations in relation to the proper accounting for moneys collected

and the payment of certain expenses.

The departmental file relating to this lease was not available when

requested by audit."(1)

The matter was further investigated in early 1981 by the Auditor-General's
office and was reported in an Audit Report dated 12 March 1981. This report
was referred to the Treasurer and Treasury officers further investigated the
matter but a formal reply was not made by the Education Department until
October 1982. The 1981 report by the Auditor-General again points out that
instead of making rental payments to the Department which would be payable
into the Consolidated Fund, the Company would pay directly on behalf of the
Department certain costs of renovating the building. An amount totalling
$102,329 was diverted in this way.



2.2

2.3

The Auditor-General also pointed to other unsatisfactory features in the
arrangement including the lack of proper documentation of the arrangement
and apparent underpayment of rent by the tenant. The arrangement with
Warrnambool Woollen Mills therefore constituted a serious breach of the
provisions of the Audit Act 1958 and the then existing Public Account and
Stores Regulations 1958.

Inquiry by the Public Accounts and Expenditure Review Committee (1981)

The previous Public Accounts and Expenditure Review Committee commenced
an investigation into this matter as part of its follow up of the 1979/80
Auditor General's Report to Parliament. This Committee was in the process
of arranging public hearings with the relevant departments and other witnesses
for late February 1982 when State Elections in that year led to a change in

Government and a reconstitution of the Committee.

Inquiry by Economic and Budget Review Committee (1983)

In July 1983 the Auditor-General wrote to the Chairman of the Economic and
Budget Review Committee requesting that this Committee continue the
investigation commenced by the previous Public Accounts and Expenditure
Review Committee because in his view the matter represented a complete
negation of the principle of Parliamentary control over government

expenditure.

Following the request by the Auditor-General the Economic and Budget
Review Committee on 17 August 1983 appointed a Sub-committee of four
members to deal with the investigation. The Sub-committee was to consist of
the following members - Mr. P.J. McNamara, M.P., (Chairman), Mr. P.M.
Gavin, M.P., the Honourable G.P. Connard, M.L.C., and Mr. A.J. Sheehan,
M.P.

The Terms of Reference for this Sub-committee are:

"to inquire into matters raised in the letter by the Auditor-General of 7
July 1983 and any other matter arising therefrom and to report to the

full Committee."
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2.4

2.5

Records Obtained

All available records concerning the rental arrangements for the Preston
Regional Office were obtained from the Education Department, the Preston
Regional Office, The Public Works Department, the Department of
Management and Budget and Warrnambool Woollen Mills.

In the Education Department and at the Preston Regional Office proper files
were only kept for the initial purchase of the property. Except for occasional
letters, later negotiations and agreements were not well documented nor was a
proper file kept at either head office or the regional office. This was
substantiated by evidence received at public hearings. Adequate written
documentation was also lacking in the other departments and in the offices of

Warrnambool Woollen Mills.

In the Public Works Department records related to early minor works and
supplies costing less than $1,000 at the Preston Regional' office site were
destroyed subject to disposal schedules in operation at the time. (These
schedules were amended in late 1979.) Documentation of the involvement of
the Public Works Department in carrying out site repairs, maintenance and
development works or in tendering processes is therefore lacking but from
what evidence is available it appears that the Public Works Department had
little involvement in site works carried out under the agreement with
Warrnambool Woollen Mills after 1979.

Hearings

Hearings were held with the following persons :

29 September 1983 (In Camera Hearing)

1. Mr. R. G. RITCHIE, Executive _Director, Personnel and Resources,
Education Department.

Mr. A. MIEZIS, Director of Facilities, Education Department.

2. Mr. N. J. BARWICK, Director General, Youth Sport and Recreation,
(formerly Assistant-Director General (Building), Education Department).



4 October 1983

1. Mr. J. ROSCHOLLER, Assistant Director of Operations, Northern
Metropolitan Region (formerly Regional Director of the Preston

Regional Office).

2. Mr. R. WILLIAMS (formerly) Sales Manager, Warrnambool Woollen Mills,

formerly Manager, Dreamspun Blankets, Brunswick.

10 October 1983

1. Mr. J. CARRUTHERS retired, formerly at the Miller Rope Works site for

the Education Department.

2. Mr. H. WRIGHT Senior Administrative Officer, Tullamarine Region,

formerly Preston Regional Office, Education Department.

14 March 1984

1. Mr. N.J. BARWICK, Executive Consultant, Public Service Board.

2. Mr. J. ROSCHOLLER, retired.



3.1

CHAPTER 3: KEY ISSUES CONCERNING THE RENTAL ARRANGEMENTS
- LEGISLATION,PRINCIPLES AND EVIDENCE

Payment of monies into the Consolidated Fund:

The Audit Act 1958 states that all fees and moneys received by officers in the
public sector, on behalf of the Government unless prescribed otherwise, are
payable to the Consolidated Fund. Section 11 (Eleven) of the Audit Act 1958

reads:

"11. (1) All fees and sums of money which by any Act are payable
to any person whomsoever holding any office or place in the public
service shall when no other mode of appropriating or applying them
is prescribed by law form part of the Consolidated Revenue; but
when any mode of appropriating or applying any part of any such
fee or sum of money is so prescribed and no mode of appropriating
or applying the residue is so prescribed such residue shall be paid

into the Consolidated Revenue.

(2) Every receiver of revenue or collector of imposts or sub-
collector to whom any public moneys are legally payable who
wilfully or negligently omits to receive or collect such moneys
shall be liable to a penalty of not more than twice the amount of

the money so omitted to be received or collected."

The previous audit investigation by the Auditor-General's Office and the
current inquiry into the rental arrangements between the Education
Department and Warrnambool Woollen Mills clearly established that
appropriate financial systems and accounts were not set up within the
Education Department for receiving and accounting for all monies due to the
Consolidated Fund from the rental arrangement. Furthermore, the second
"informal" agreement made between the Education Department and
Warrnambool Woollen Mills provided for payment of monies for rent due to the
Consolidated Fund to be'redirected to pay for activities and/or works
requested by the Department. This second agreement therefore constitutes a

breach of the Audit Act 1958.
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It is important to note here that appropriate accountability and the payment

of all revenues due to the Consolidated Fund are a cornerstone in the financial
management of the government sector. This is re-inforced by Sections 89 and
90 of the Constitution Act 1975:

"89. All taxes imposts rates and duties and all territorial casual and
other revenues of the Crown in right of the State of Victoria (including
royalties) which the Parliament has power to appropriate shall form one
Consolidated Revenue to be appropriated for the public service of

Victoria in the manner and subject to the charges hereinafter mentioned.

90. The Consolidated Revenue shall be permanently charged with all the
costs charges and expenses incidental to the collection management and
receipt thereof such costs charges and expenses being subject
nevertheless to be reviewed and audited in such manner as shall be

directed by any Act of the Parliament."

Considered in the above light the second "informal" agreement therefore

appears to be a breach of the Constitution Act 1975.

Tendering procedures

The Treasury Requlations 1981 which replaced the Public Account and Stores

Regulations 1958 set out the appropriate tendering procedures to be applied if
expenditure exceeds $200. Section 84 states:

"84. (1) Where any stores, services or works not on contract for a

specified period are required the following procedures shall be adopted:

(a) (i) if the estimated amount to be expended exceeds $200

at least three quotations shall be obtained (if

practicable);

(i) where oral quotations have been obtained, the officer
receiving them shall record the quotations and certify

as to the details;



(b)

(c)

(d)

(e)

where the estimated cost exceeds $500 each quotation

obtained under this requlation shall be in writing unless the

Treasurer approves otherwise;

where the amount to be expended does not exceed $200 a

person appointed in writing by the Permanent Head in the
form P contained in the Schedule to the regulations may

authorize the expenditure;

notwithstanding the provisions of Regulation 79 of these
regulations if the amount to be expended does not exceed
$2000 the Permanent Head or his deputy or a person approved

in writing by the Treasurer may authorize the expenditure;

(i) if the amount to be expended exceeds $2000 a

requisition in the form Z contained in the Schedule to

the requlations shall first be considered by the Minister

administering the Department and, if approved by him,
submitted to the Board;

(i) if the Board considers that the stores, works or services
to which the requisition relates are necessary and

suitable it shall give a direction as to the purchase;

(iii) if in the opinion of the Chairman of the Board, the
stores, works or services to which the requisition
relates are required before the next scheduled meeting
of the Board he may give a direction as to the purchase;
provided that any such direction shall be submitted as

soon as possible to the Board for confirmation."

The second agreement, by providing for Warrnambool Woollen Mills to carry

out certain works and meet expenditure in lieu of rent, resulted in a breach of

the above provisions. Table 1 lists all payments made by the Company in lieu

of rent and indicates whether Ministerial or other approvals were obtained. Of

the total amount expenditure by the Cofnpany in lieu of rent, 59.6% or

$60,954.31 received no appropriate approval.
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TABLE 1
PAYMENTS MADE BY WARRNAMBOOL WOOLLEN MILLS IN LIFEU OF
RENT DUE TO THE CONSOLIDATED FUND

PAYMENTS MADE TO AMOUNT APPROVAL ?

May 1979 A.& R. Smith 600-00 No Approval.

May 1979 A.M. International 18,732-00 No Ministerial Approval

June 1979 A.& R. Smith 1,840-28 No Approval

June 1979 Greg. Manger 482-85 No Approval

June 1979 A. Borthwick & Sons 20,000-00 Approval Received (a)

July 1979 J. Harrison 60-00 No Approval Required

July 1979 W. Smith 336-80 No Approval

Aug. 1979 A. Borthwick & Sons 13,375-00 Approval Received (a)
8,000-00 Approval Received (a)

Sept.1979 M. Jansz 1,920-00 No Approval

Sept.1979 Superstyle Tublar Manufg. 4,040-00 No Ministerial Approval

Oct. 1979 Gestetner Pty.L td. 2,400-00 No Ministerial Approval

Oct. 1979 Haminex Trading 891-00 No Approval

Nov. 1979 Coffex -Coffey Pty.Ltd. 750-00 No Approval

Dec. 1979 Hilwill Cleaning Service 6,000-00 No Ministerial Approval

Dec. 1979 P.T.Lynch 7,000-00 No Ministerial Approval

Dec. 1979 Vic. Youth Theatre Assoc. 400-00 No Approval

Feb. 1980 R.& B. Schultz Pty.L td. 9,725-00 No Ministerial Approval

Feb, 1980 Hanimex Pty.Ltd. 104-50 No Approval Required

Mar, 1980 A.& R. Smith 256-50 No Approval

Mar. 1980 A. Borthwick and Sons 2,480-00 No Ministerial Approval

Apr. 1980 Heidelberg Y.M.C.A. 2,074-00 No Ministerial Approval

Apr.1980 G. Manger (Electricians) 592-58 No Approval

May 1980 G. Manger (Electricians) 269-00 No Approval

TOTAL

$102,329-51

(a) Mr Barwick approved this work to be undertaken.



3.3

Table 1 shows that appropriate approvals where required were obtained in only
two instances. If an expenditure is less than $2,000, approval can be obtained
from the Permanent Head or by the appropriate delegation. In cases where

expenditure is greater than $2,000, Ministerial approval is required.

An earlier investigation by the Auditor-General also established that for 13 of
the 23 items listed in Table 1 no quotations were obtained. In addition for 9
payments no invoices were available for audit inspection at the Preston
Regional Office and in other instances only photo copies of invoices were on

record.

Agreements and Arrangements Concerning the Use of Property by the

Education Department:

At the time of the rental agreement, the Education Act 1958, Section 20

stated on the area of responsibility for entering into an agreement or
arrangement between the Education Department and another person or body as
follows:

" 20A. (1) The Minister may enter into an agreement or arrangement,
on such terms as the Minister thinks fit, with any person (including any

other responsible Minister of the Crown) or body -

(a) for or in relation to the use of any real or personal property for

the purposes of this Act; or

(b) for or in relation to the use, for the benefit of the

community, or any part of the community, of -

(i)  any lands vested in the Minister;

(ii) any lands of the Crown reserved for any educational
purpose (whether or not vested in trustees or jointly in
the Minister of Lands and trustees); or

(iii) any equipment or materials used for the purposes of any

State school.

(2) Without limiting the generality of sub-section (1), an

agreement or arrangement under this section may provide
12



for-

(a) the development, construction, improvement, renovation or
repair of any property to which the agreement or

arrangement relates; and

(b) the provision of services or performance of work in connexion

with the use of any such property.

(3) For the purpose of carrying out an agreement or
arrangement under sub-section (1), the Minister may perform
all such acts and exercise all such powers, functions and
authorities as, in the opinion of the Minister, are necessary or
expedient to carry out the terms of the agreement or

arrangement.

(4) A responsible Minister of the Crown or public statutory
body is hereby authorized and empowered notwithstanding
anything to the contrary in any other Act to enter intc an
agreement or arrangement under this section with the
Minister and to do or suffer anything necessary or expedient

for carrying the agreement or arrangement into effect.

(5) An agreement or arrangement made under this section
shall be of full force and effect notwithstanding anything to

the contrary in any Act or law relating to Crown lands."

From correspondence with the Minister of Education, the Committee has
determined that over the period 1977 to 1980 there were specific delegations
authorized in regard to a range of matters concerned with the building and
accommodation matters and these are set out in Appendix 3. The Committee
is concerned that none of these delegations would permit either the Assistant
Director General (Building) or the Regional Director to enter into a leasehold
arrangement to the value of $287.03 per day. In fact, the approved
delegations do not permit any person representing or acting on behalf of the
Minister of Education to enter into such an arrangement. In this sense, this

means the second "unofficial" agreement is a breach of the Education Act
1958.
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3.4

Conclusion

The relevant provisions of the various Acts and Requlations discussed in the
previous sections jointly prescribe the manner in which all moﬁies and
accounts/invoices received must be recorded, accounted for and presented for
inspection and auditing. The Auditor-General's and the Committee's
investigation established that monies due and accounts/invoices received were
not properly recorded or accounted for, that proper tendering procedures were
not followed in many instances and that, in general, records of transactions

were seriously lacking.

FROM THIS THE COMMITTEE MUST CONCLUDE THAT APPROPRIATE
PROCEDURES FOR RECEIVING REVENUE, FOR CALLING TENDERS, AND
FOR KEEPING ACCOUNTS AND RECORDS WERE NOT IMPLEMENTED IN
RELATION TO THE SECOND AGREEMENT. THE COMMITTEE IS
THEREFORE MOST CONCERNED THAT APPARENTLY NO PROPER
MECHANISM EXISTED WITHIN THE EDUCATION DEPARTMENT TO
ENSURE THAT CORRECT PROCEDURES WERE IMPLEMENTED AND
FOLLOWED AT REGIONAL OFFICE LEVEL. THE COMMITTEE IS FURTHER
CONCERNED THAT THERE WAS AN UNOFFICIAL AGREEMENT ENTERED
INTO BY OFFICERS OF THE EDUCATION DEPARTMENT WITHOUT
DOCUMENTED APPROVAL BY THE MINISTER.

14



4.1

4.2

CHAPTER 4: THE COMMITTEE'S INVESTIGATION

Introduction

The Committee's initial investigations clearly established that an unofficial
rental agreement did exist between the Education Department and the
Dreamspun later Warrnambool Woollen Mills. The Committee sought to

establish four major issues :
(A) Who was responsible for the second agreement?

(B) Which individual(s) entered into the second 'rental' agreement on
behalf of the Education Department?

(C) Who set the rent level for the second agreement?

(D) Which individuals accepted payment of monies under the second

agreement?

The Inquiry involved the consideration of documented evidence and hearings.
The process of investigation proved to be far more difficult than the

Committee originally envisaged given the lack of documentation and the

contradictory evidence given at the hearings.

The detailed evidence, both in the form of documents and hearings, is supplied
in Appendix I and II. Appendix I uses documents placed in chronological order
to explain the main developments of the two "rental" agreements. Appendix II
takes relevant evidence given at hearings on the key issues. These two
Appendices therefore illustrate the Committee's major evidence and the
difficulty in establishing a clear case of responsibility. Below is the

Committee's major findings based on the evidence set out in Appendix I and II.

Role and Responsibilities of Departmental Officers:

The Committee believed it was worthwhile to identify the major persons
involved, their positions and relevant broad responsibilities involved at the

time. To establish this, the Committee requested the Minister of Education to
15



supply detailed information on responsibilities and delegations of certain key
officers. The information supplied on job responsibilities was confusing and

highly uninformative, this was especially the case for the Regional Director of

Education.

THE COMMITTEE BELIEVES, IF IT HAS NOT ALREADY DONE SO, THAT
THE EDUCATION DEPARTMENT SHOULD IMMEDIATELY CLARIFY THE
RESPECTIVE RESPONSIBILITIES OF THE REGIONAL DIRECTOR OF
EDUCATION AND THE ADMINISTRATIVE OFFICER(S) IN REGIONAL
OFFICE(S).

The detailed responsibilities of the officers at the time of the incidents is in

Appendix No. 4.

PERSON TITLE BROAD RESPONSIBILITIES
Mr. N.J. Barwick Assistant Director . To assist in formulation of policies
General (Building) regarding capital works;

. General oversight of all aspects of the

Department's building operations.

Mr.J.N.Roscholler Regional Director of . To approve requisitions for works and
Education (RDE), services which are identified in
Preston Regional priority by the appropriate authority
Office or as authorised by the appropriate

authority within regional budget
allocations for maintenance and minor
renovation works and to P.W.D. to the
value of $10,000.

Mr. H. Wright Administration Officer . Same as above except for
to RDE works and services to P.W.D.
to the value of $4,000,

The Committee would accept that on the basis of evidence that the direct and
overall responsibility for building operations within the Education Department
lay with the Assistant Director General (Building). This was stated by Mr

Barwick as follows:
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4.3

"... if you traced the line of responsibility for building activities in the
department or overall building function through to the office of the

Director-General the building function was my responsibility ..."(2)

Responsibility for the Second Informal Rental Agreement

The Committee attempted with eight separate hearings to establish a clear
case of responsibility for the the second informal rental agreement. The
result of these hearings was a clear demarcation between the evidence of Mr.
Barwick who denied all knowledge at the time of the second agreement and
Mr. Roscholler's, Mr. Carruther's and Mr. Wright's evidence which inferred
quite strongly that not only was Mr. Barwick aware of these agreements but

also authorized their occurrence.

The Committee's position, given the previous statements on Mr. Barwick's
overall responsibilities, is clearly set out by the Chairman in evidence to Mr.

Barwick ...

" ... This was a major purchase of several millions of dollars and, I
assume when the department handles that amount of money, it would
have wanted to obtain access to the property and develop it to the stage
that was required as quickly as possible. That was an area under your
responsibility. The Government had paid several millions of dollars and
you would have wanted to get value for that money. Dreamspun and
Warrnambool Woollen Mills then stayed on the site for a longer period
than anyone expected them to. As the director in charge of this initial
purchase, I would assume you would have followed up the matter to
ensure that the department obtained access to the property and probably
you would have asked why it had not obtained access. If you did not do
that, it would certainly have been the responsibility of officers of the
department to seek remuneration for the lack of access because it was

clearly in contravention of the original expectation of the purchase."(3)
Given this position, it is worthwhile to note Mr. Barwick's answer to this

" .. Generally I stayed in touch with Mr Roscholler concerning how
matters were proceeding, but not with the detail of activity that the

Committee is seeking. I cannot advise the Committee about any
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arrangement or informal agreement with the companies after the dates

on which the department has said they could stay on site rent free."(4)

However, in evidence on two separate occasions, Mr. Roscholler stood by his
statement that Mr. Barwick both was aware and determined the basis of the

second arrangement (note Appendix Il pages 46, 47, 52 and 53).

" THE CHAIRMAN: Was he (Mr Barwick) the person who advised you
of that policy?"

MR ROSCHOLLER: "Yes, the policy being instead of a low rental
being paid to Consolidated Revenue, the Warrnambool Woollen Mills
could call for tenders for jobs that needed doing on site. We had a run-
down site in terms of factory and office space and it was a case of
seeking the assistance of the Warrnambool! Woollen Mills, Mr. Mal
Williams, in terms of upgrading or maintaining equipment. He would call

quotes and effect payment."(5)

Further contradictory statements on this issue were made to the Committee.
Some of these concerned a number of specific payments to the Y.W.C.A. and
others. The details of these are on pages 53, 54, 67, 68 and 69.

IN CONSIDERING THIS EVIDENCE, THE COMMITTEE STILL FINDS IT
EXTREMELY DIFFICULT TO BELIEVE THAT MR. BARWICK WAS NOT
AWARE OF PAYMENTS MADE BY A PRIVATE COMPANY, IN EXCESS OF
$100,000, IN LIEU OF RENT. THE COMMITTEE IN ACCEPTING THIS
SITUATION FURTHER BELIEVES THAT UNDER THESE CIRCUMSTANCES
THERE IS A STRONG POSSIBILITY THAT MR BARWICK WAS INVOLVED IN
THE DEVELOPMENT OF THE POLICY OF THE PAYMENT OF WORKS AND
SERVICES IN LIEU OF RENT.

THE COMMITTEE, ON THE BASIS OF THIS SITUATION, BELIEVES THAT MR.
ROSCHOLLER WAS NEGLIGENT IN TERMS OF HIS DUTIES AND
RESPONSIBILITIES IN  UNDERTAKING THE TASK, AND NOT
DOCUMENTING THE SITUATION FOR HIS OWN OFFICE'S AND THE
EDUCATION DEPARTMENT'S PROTECTION.
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4‘5

Who Actually Entered into the Agreement?

The Committee found on the evidence that there was only one clear statement
of the unofficial rental agreement (refer Appendix I page 30). From evidence
the Committee has determined Mr. Wright wrote this draft agreement on the
instructions of Mr. Roscholler. The draft agreement appears to have not been
officially authorised and was made after Warrnambool Woollen Mills actively
sort qlarification of their position. At the time of this letter, a number of

payments had already been paid.

The Committee was unable to establish whether Mr. Barwick was aware of this
letter dated 22 August 1979. The Committee believes the letter was an
attempt by the Regional Office and the private company to establish some

basis for the unorthodox agreement.

Who Determined the Rent Level?

The Committee in dealing with this issue was initially faced with clear
contradictory evidence from both Mr. Barwick and Mr. Roscholler. This
evidence was tested under oath and both officers made the same statements.

Thus the Committee heard :

"MR. ROSCHOLLER: As I stated before, Mr Barwick agreed with the

idea of the dollar-a-square-foot agreement, even though a mistake was

made and the measurement was under-estimated." (6)

and further on ...
"THE CHAIRMAN: Mr. Roscholler appears to be firmly of the opinion
that you agreed with the proposal of a dollar-a-square-foot. How do you
think Mr. Roscholler would have got that idea?

MR. BARWICK: I am sorry, I cannot enlighten you on that.

THE CHAIRMAN: You are saying straight out that Mr Roscholler has

misled this Committee?
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4.6

MR. BARWICK: No. I am simply saying I cannot enlighten you on how
Mr Roscholler formed the opinion that I was conversant with the
proposal to charge a dollar per square foot as rental. I repeat as I think
as plainly as I can: The intention of the head office was that in

purchasing Millers we would not charge a rental."(7)

THE COMMITTEE BELIEVES THAT IT IS IMPOSSIBLE ON THE EVIDENCE TO
ESTABLISH WHO DETERMINED THE LEVEL OF RENT, HOWEVER, THE

COMMITTEE WOULD AGAIN REFER TO EARLIER STATEMENTS ON PAGE
18.

Specific Payments

The Committee is extremely concerned at a number of specific payments
made to outside organisations by Warrnambool Woollen Mills in lieu of rent.
These payments were not justified on any grounds as they were made to
organisations for projects completely outside the Education Department.
Further the Committee found in the evidence that some of the officers
involved had direct interests in these organisations. The Committee however,
does not feel these activities involved any deliberate deception on behalf of
the officers. These payments were made to the Victorian Youth Theatre
Association ($400) and Heidelberg Y.M.C.A. ($2,074). Evidence to the
Committee revealed that a formal request to the Education Department for
funds for the Y.W.C.A. project had been rejected.

In the cases of these two payments, the Committee was faced with completely
contradictory evidence. The only documented evidence were two letters
requesting the payment of these monies and these clearly involve Mr.,
Roscholler. The Committee was not able to determine whether Mr. Barwick
was aware of these payments although in evidence to the Committee, Mr.

Roscholler stated:

"...THE CHAIRMAN: That still raises a point. It does not explain the
payments to the YMCA and the youth group and others.

MR ROSCHOLLER: I have explained that. I have no doubt in my mind

that I discussed these with Mr Barwick. As I said before, so far as the
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4.7

display that was put on at the rope works is concerned, Mr Barwick was

an integral part of that and very interested in it.

We asked. "How do we cope with the refreshments for the

children?" So, naturally, we discussed this with him.

So far as the YMCA is concerned, he and I were both involved
in this with the Minister at the time, Mr Thompson, in trying to raise,
$50,000 to put into the early building. In both those cases I spoke to Mr
Barwick. I asked, "How can we help? Seeing that the department could

. not help, I wanted to know how could we provide funding.'(8)

However, Mr. Barwick's response in separate hearings to Mr. Roscholler's

assertions on this issue was ...

"THE CHAIRMAN: Was Mr. Roscholler correct in asserting that you

were aware of the arrangements?

MR BARWICK: I would have to say, "No." "(9)

THE COMMITTEE IS CONCERNED THAT UNAPPROVED PAYMENTS WERE
MADE TO ORGANISATIONS FOR PROJECTS OUTSIDE THE EDUCATION
DEPARTMENT. THE COMMITTEE BELIEVES MR ROSCHOLLER WAS
CERTAINLY AWARE OF THESE PAYMENTS. GIVEN THE LACK OF
DOCUMENTED EVIDENCE THE COMMITTEE IS UNABLE TO DETERMINE IF
MR BARWICK APPROVED THESE PAYMENTS.

Procedures for Arranging Works and Payment of Accounts in Lieu of Rent:

From evidence presented to the Committee it is evident that no formal or
regular procedures were followed, in the dealings with Warrnambool Woollen
Mills, for tenders or other expenditure and that no attempt was made to
account in an appropriate manner for the transactions between the respective

parties.

It appears that appropriate tendering procedures were carried out in only a
few instances, such as the Canteen renovations carried out by Borthwick &

Sons. In other instances, it appears that tenders were not called and
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contractors or services were arranged by the Regional Office. Accounts would
then be forwarded to either Mr Roscholler, Mr Wright or directly to the
company. Where the account was received by the Regional Office, Mr Wright
on instructions by Mr Roscholler would instruct Mr Williams to organise the
payment. On other occasions the company would receive and pay the account
direct or be instructed by Mr Wright to make out a cheque for a specified sum

to a particular person or company and forward the cheque to the Regional
Office.

In the case of the specific payments made to the Heidelberg Y.W.C.A., Mr
Wright submitted a request in writing to Warrnambool Woollen Mills and
indicated the cheque, for the Heidelberg Y.W.C.A., should be handed to Mr
Roscholler. How the Y.W.C.A. actually received the cheque could not be
established as no receipt or record of the transaction other than the letter

appears on file.

THE COMMITTEE IS EXTREMELY CONCERNED AT THE UNUSUAL
PROCEDURES ADOPTED FOR THE HANDLING OF PAYMENTS UNDER THE
SECOND AGREEMENT WITH THE WARRNAMBOOL WOOLLEN MILLS.
THERE APPEARS TO HAVE BEEN NO APPROPRIATE PROCEDURE
INSTITUTED FOR THE TENDERING OF WORKS NOR FOR
DOCUMENTATION OF PAYMENT.

Given the circumstances the Committee was most concerned to hear Mr

Roscholler, in evidence, state that -

"I had not had any experience with those sorts of things up until that
point but I assumed that as the Premier, the Minister of Education, Mr
Thompson at the time and Mr Barwick were working closely on the
development of the site that whatever came back to us would have been

satisfactory. I do not know the Treasury regulations." (10)

When asked by the Committee whether Mr Roscholler considered the on-site
transactions normal departmental practices he indicated that he would have to
guess "at what happens in other areas of the system" (11) and that he

"continued on from what was already in operation when we arrived on site".
(12)
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4.9

The Committee understands from Mr Ritchie that often, when the Department
acquired property for the purpose of providing school accommaodation it tended
to happen that while the premises were awaiting renovation or occupation the
Minister of the day might make interim arrangements. Mr Ritchie did advise
that the tendering procedures adopted under the agreement were not normal

departmental procedure.

THE COMMITTEE, IN GENERAL, IS MOST CONCERNED THAT THERE
APPEARS TO HAVE BEEN NO INTERNAL MONITORING MECHANISM
WITHIN THE EDUCATION DEPARTMENT TO ENSURE NORMAL
DEPARTMENTAL PROCEDURES WERE FOLLOWED.

Files and Procedures

Throughout the Inquiry, the Committee has been hampered by a lack of
documented evidence. In hearings, the Committee heard a number of

conflicting statements as to why no files were kept.

The Committee believes responsibility, in an overall sense, for ensuring proper

procedures for maintenance of records lay within Mr Barwick's office.

The Committee was concerned at the evidence Mr. Wright presented on the
issue which indicates there was a deliberate attempt to ensure that limited
information was maintained.(13) In an overall sense, the Committee feels the
Education Department should be required to ensure all proper files are raised

when required and are maintained.

THE COMMITTEE, AS A RESULT OF ITS INQUIRIES BELIEVES THE
APPROPRIATE GOVERNMENT AGENCY, SHOULD UNDERTAKE AN
INVESTIGATION OF THE EDUCATION DEPARTMENT'S REGISTRY SYSTEM
TO ENSURE THAT IT IS PROPERLY STRUCTURED AND MAINTAINED.

Conclusion

From its investigation, the Committee believes there was no intention to
deliberately misallocate Education Department funds. The decision to allow
Warrnambool Woollen Mills to undertake work in lieu of rent which although

not legal did, except in two cases, directly benefit the Education Department.
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The Committee feels part of the problem stems from the fact that the Preston
Regional Office was not allocated sufficient finances in 1978-79 to cope with
their relocation. In general, the Committee believes there was a fundamental
error made in late 1978 by senior officers of the Education Department, in
particular Mr. Barwick, when it was found Warrnambool Woollen Mills would
be required to extend their occupancy of the Preston Regional Office site
beyond the original date agreed by the Minister. At this time, senior officers

of the Education Department should have taken one of three actions that is :

1. extend the original agreement with the Minister's approval; or

2. negotiate a new rental agreement; or

3. make Warrnambool Woollen Mills vacate the premises.

The Committee has found that none of the above actions were taken.

THE COMMITTEE BELIEVES MR. BARWICK, AS THE RESPONSIBLE
OFFICER, SHOULD HAVE INVESTIGATED THE SITUATION WITH RESPECT
TO THE OCCUPANCY BY WARRNAMBOOL WOOLLEN MILLS OF THE

PRESTON REGIONAL OFFICE, AT THE END OF 1978 AND DETERMINED
THE APPROPRIATE ACTION.
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5.1

CHAPTER 5: SUMMARY AND RECOMMENDATIONS

Summary

The Committee's investigation into the rental arrangements at the Preston
Regional Office of the Education Department as discussed in this report
without doubt establishes serious irregularities in the financial and
administrative management of this site between 1978 and 1980. It also
confirms the breaches of the Audit Act 1958, the Public Account and Stores

Regulation 1958 and the Constitution Act 1975 referred to by the Auditor-

General in his reports. The Committee also believes in the case of the second

agreement there was a breach of the Education Act 1958.

Considering the evidence given by witnesses at the Hearings, the Committee is
critical of the attitude of the senior officers of the Education Department who
were involved in this matter. There existed a lack of understanding and
acceptance of the responsibility and accountability of senior management,
particularly in the case of Mr Barwick. There also appeared to exist a lack of
knowledge of the provisions of the Audit Act 1958, the Constitution Act 1975
and the Public Accounts and Stores Regulations 1958 which applied to this

situation. The Committee is also most concerned with the apparent lack of
any formal structure and mechanism in the Education Department for
delegation of responsibility, authority and accountability in relation to the
Regional Office. This applies in particular to the position and role of the
Regional Director which appeared to have never been formally defined. Mr
Roscholler appears to have operated without being given formal or adequate
and correct directions as to his responsibilities in relation to the agreements
and with respect to the administration of the Regional Office in general. He
subsequently failed to ensure that proper procedures were followed and that

his staff received correct instructions.

Although the Committee recognises that Mr. Roscholler may have operated
under difficult conditions, by being the most senior ‘level public servant in
charge on site it would have been nonetheless his responsibility to inform
himself and his staff adequately as to the correct procedtjres, and to follow
them wherever possible. Particularly, as the Committee understands from

evidence by Mr Wright that he pointed out some of the irreqularities resulting
25



5.2

from the agreement to Mr Roscholler. This situation placed Mr. Wright in a
position where he was forced to take actions he knew to be incorrect and this,
as the Committee understands from discussions with Mr. Wright, resulted in
considerable stress on him which continues while he is still employed at the

same offices. It also has, Mr. Wright believes, affected his career

opportunities within the Department.

The Committee was impressed by the manner in which Mr Wright presented
evidence at the hearing. The Committee is extremely concerned that there
should be any suggestion that inappropriate pressure had been placed on Mr
Wright, as he has acted in a commendable manner under very difficult
circumstances. The Committee would accept the need to review Mr Wright's
position to ensure his career has not been adversely affected by his

involvement with the events under review.

Since the Education Department involved a private company in arrangements
which the company knew to be incorrect the Committee is most concerned
how such actions must reflect on the activities of the Education Department

and on the public sector in general.

Recommendations

WITH RESPECT TO THE EDUCATION DEPARTMENT IN GENERAL, THE
COMMITTEE RECOMMENDS -

THAT THE EDUCATION DEPARTMENT TAKE APPROPRIATE ACTION TO
ENSURE THAT ADEQUATE MECHANISMS, PROCEDURES, CONTROL AND
MONITORING SYSTEMS ARE IMPLEMENTED WITHIN THE DEPARTMENT
FOR THE MANAGEMENT OF REGIONAL AND DISTRICT OFFICES.

THAT THE EDUCATION DEPARTMENT PROVIDE MORE SPECIFIC JOB
SPECIFICATIONS FOR ADMINISTRATIVE OFFICERS OF THE DEPARTMENT
AT ALL LEVELS AND THESE OFFICERS, PARTICULARLY AT SENIOR
LEVELS, BE PROPERLY INSTRUCTED AS TO THEIR RESPONSIBILITIES
AND ACCOUNTABILITY FOR ACTIONS ON BEHALF OF THE DEPARTMENT
AND THE GOVERNMENT. '
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THAT APPROPRIATE POLICIES FOR THE OCCUPANCY ARRANGEMENTS
OF EDUCATION DEPARTMENT PROPERTIES BE DEVELOPED.

THAT AN APPROPRIATE AGENCY UNDERTAKE AN INVESTIGATION OF
THE EDUCATION DEPARTMENT REGISTRY SYSTEM TO ENSURE ALL
RECORDS ARE MAINTAINED AND FILES ARE RAISED AS REQUIRED.

WITH RESPECT TO THE INDIVIDUAL OFFICERS INVOLVED, THE
COMMITTEE CONCLUDES-

1. THAT MR BARWICK DID NOT FULFILL HIS RESPONSIBILITIES AS
ASSISTANT-DIRECTOR GENERAL OF BUILDING IN ENSURING
APPROPRIATE ACTION WAS UNDERTAKEN, IN LATE 1978, TO
PLACE WARRNAMBOOL WOOLLEN MILLS OCCUPANCY OF THE
PRESTON REGIONAL OFFICE ON A FORMAL BAGSIS.

2, THAT GIVEN THE VERBAL EVIDENCE THE COMMITTEE BELIEVES MR
BARWICK WAS AT LEAST AWARE OF THE UNOFFICIAL RENTAL
ARRANGEMENT AND, IN THIS SENSE, DID NOT ADEQUATELY
FULFILL HIS RESPONSIBILITIES AS ASSISTANT-DIRECTOR GENERAL
OF BUILDING.

3. THAT MR ROSCHOLLER, AS REGIONAL DIRECTOR, ALSO FAILED
TO FULFILL HIS RESPONSIBILITIES IN NOT ASSURING APPROPRIATE
AUDIT AND EDUCATION DEPARTMENT PROCEDURES WERE
ADOPTED; AND RECOMMENDS,

1. MR WRIGHT'S POSITION SHOULD BE REVIEWED BY THE
PUBLIC SERVICE BOARD TO DETERMINE WHETHER HE HAS

BEEN MISTREATED AND TO ENSURE HIS CAREER HAS NOT
BEEN ADVERSELY AFFECTED.

- Committee Room, 28 March, 1984.
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APPENDIX |

DOCUMENTATION OF MAIN DEVELOPMENTS IN CHRONOLOGICAL ORDER

The documents and excerpts of letters included in this Appendix came from
files obtained from the Education Department and Warrnambool Woollen Mills.
Only letters and quotations relevant to this inquiry are exemplary of a
particular type of correspondence or transaction are included. Emphasis
(underlining) has been added by the Committee where appropriate.

On 30 September 1977 Mr. Barwick wrote to the Minister of Education
recommending the purchase of the Millers Rope Works site -

"A review of accommodation requirements has been made to determine
whether it would be advisable to deal with the Receiver for Millers Rope
Works on the whole 15 acre property. You will recall that we are in doubt
about the wisdom of purchasing the 47 acre property known as Millers
Holdings as a replacement for Brunswick Technical School. I believe there are
sufficient valid users for the whole property to be purchased and, with your
approval, I will arrange for negotiations to begin formally with Messengers
Baker and Suttie, the authorised agents for the Receiver (Poulton)".

The letter proceeds to discuss the various bodies that were intended to be
facilitated on the site and further discussed prices, the value of the site and
Mr Barwick's intention to involve the office of the Valuer General in the
purchase. The letter then states

"in negotiations with Millers I propose to offer them the opportunity to
have Dreamspun Blankets, one of their viable companies, stay on site at
a low rental, until they are in a position to decentralise to Warragul or
Geelong. This could be seen as an_alternative to State government
decentralisation aid, and as a way of maintaining employment which
would otherwise be lost. Some components of the storage would able to
be sub-let while arrangements are being made to develop the space and
this would further offset the capital outlay".

On 1 March 1978 Mr. Brian Baker of the estate agents acting for the Receivers
and Managers wrote to the Director General of the Education Department.
This letter is marked to the attention of Mr. Barwick and sets out the purchase
price, deposit and the completion of the purchase. Under point 4. " Vacant
Possession." it reads as follows:-

"It is agreed that vacant possession of the whole property (with the
exception of those areas occupied by Dreamspun) will be given on
settlement. It is agreed that the areas occupied by Dreamspun will be
allowed to remain in their occupation without formal lease but rent-free
until 31st December, 1978. The Purchaser will be responsible for the
payment of rates and taxes (if any) on an apportioned basis."

The last paragraph in the same letter reads -

"I confirm that we have agreed that there will be no publicity
whatsoever surrounding this agreement and that any future statements
to the media will be co-ordinated with Mr. Poulton, the
Receiver/Manager."
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On 15 May 1978 the then Minister of Education, Mr.Thompson, wrote to
Mgssengers Poulton and Crawford, Receivers and Managers of the James
Miller Group of Companies to confirm the purchase arrangements.

"Whi_le the contract for the purchase of the above-mentioned properties
Prowdes for vacant possession to be given to me at settlement, I confirm that
it has been agreed that certain manufacturing operations of the Miller

Companies may remain on the properties on a rent free basis as long as until
the end of 1978."

Later in the letter, the Minister further advises the Receivers and Managers -

"The best possible arrangement between us will be achieved if we do not
attempt to neqotiate and execute formal leases and, instead, my officers will
co-operate with you, and each party will keep the other informed of its plans
and progress in achieving the target".

The letter ends -

"If any substantial problems occur, I shall be pleased if you will contact Mr.
Barwick directly."

On 22 Auqgust 1978 an "unofficial" agreement was drawn up. This agreement remained
unsigned on the file of the Education Department. The same agreement typed on a
different typewriter appears again on the records of the Warrnambool Woollen Mills
office. The agreement in these records appears to have been signed by Mr. Harry
Wright**, This was confirmed at the public hearing by Mr. Williams but was later
denied by Mr Harry Wright.

"*(UNOFFICIAL AGREEMENT)
22nd August 1978

Mr. M. Williams,
Manager,

Dreamspun Woollen Mills,
29 Dawson Street,
BRUNSWICK.

Dear Sir,

re: Occupancy Agreement for "The Rope Works" Site

As agreed you are currently occupying 104.837 square feet at the rate of
$1.00 per square foot per annum.

The above figure divided by the number of days in a year, makes a daily
occupancy rate of $287.03.

The monthly charge calculated on this formula is -

January 31 days $8897.93
February 28 days $8036.84
March 31 days $8897.93
April 30 days $8810.90
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May 31 days $8897.93

June 30 days $8610.90
July 31 days $8897.93
August 31 days $8897.93
September 30 days $8610.90
October 31 days $8897.93
November 30 days $8610.90
December 31 days $8897.93

As at the end of July a balance of $14946.00 is due.

This fig'ure represents a carryv over of $5948.07 from last financial year
plus the month of July $8897.93.

The occupancy agreement will remain the same as last financial year and
the agreed amount will be used as requested by myself in necessary
maintenance and upgrading of the "Rope Works" site or for any other
purpose that may benefit the Region.

I would appreciate it if you could expedite the attached final payment
for A.D. Borthwick and Son's for the upgrading of the Canteen area and
express my thanks for your continued co-operation.

Yours faithfully,
**(unsigned)"

* This heading appeared on the Education Department records only.

On 16 October 1978, Mr. Williams, Manager of Dreamspun, wrote to the Education
Department in a letter marked for the attention of Mr. J. Carruthers. In this letter,
Mr. Williams advised that the Company would not be able to vacate the premises by
the end of 1978 and requests to stay on at the premises. His last paragraph reads -

"Should the management committee see their way clear to allow us to stay in
occupancy until June 1979, we would, of course, be prepared to co-operate
with you in any way possible and would appreciate the chance to sit with you
and discuss the terms of occupancy should you give our proposal your
favourable consideration."

On 23 October 1978, Mr. Williams again wrote to Mr. J. Carruthers on the subject of
Dreamspun's tenancy at 29 Dawson Street Brunswick -

"The following represents an attempt by the writer to summarise our
discussions, both formal and informal held over the past few weeks with regard
to Dreamspun's continued occupancy at certain areas of 29 Dawson Street,
Brunswick.

It is my understanding that we have the approval of the Education Department
to occupy the following areas until June 1978 subject to the conditions listed
below .00.0."

The letter then proceeds to set out provisions in the areas of Office, Production,

Stores, Telephones/Telex, Power, Notice, Service Charges, Charge to the Northern
Regional Office of the Education Department.
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"We have agreed to forward a sum of money to the above at a rate

proportionate to the area we occupy and equivalent to $1 per square foot per
annum, ($56,000).

I understand that no formal agreement will be signed and that business will be
done on the basis of a gentleman's agreement and that you will advise me as to
the method of payment in the very near future. We have already commenced

production in the mill and hope to move into our new office within the next
two weeks."

Qn 30 April 1979, Mr. Harry Wright drafted the following letter to be mailed out to
tenderers -

"Contractors notified to submit tenders for the renovation of Canteen

J. Mazzetti 27 Londen Avenue, Balwyn.

L.W. Heuzinkvelb 442 Glenfern Rd, Upwey.

R.E. Schultz Memorial Drive, Plenty.

R. & E. Singer 28 Clyde Street, Glen Iris.

G. McCarthy 13 Ware Street, East Ringwood.
DATES:

A. Inspection by Contractors. May 7. 8. 9th

B. Quotes Received Until May 21st 1979 2 P.M,
Addressed to M. WILLIAMS,
MANAGER,
WARRNAMBOOL WOOLLEN MILLS,
29 DAWSON ST,
BRUNSWICK.

C. Notification of Acceptance May 22nd 1979.
D. Completion 4 weeks.
C. Payments . Minimum Progress Payments. $5,000.
R.L."
On 1 May 1979, Mr. L.J. Gowan, Chief Finance Officer of the Public Works

Department wrote to Mr. D. Knipe, Deputy Co-ordinator of Works. Exerpts of
this letter are printed below - .

"You recently requested me to obtain details of funding arrangements of

the Education Department's project at the former Miller's Rope Works,
Brunswick."

I have discussed this matter with Mr. M Hayman-Danker, Senior Project
Architect, who is this Department's representative on the Site
Committee. Whilst Mr. Hayman-Danker's knowledge of the funding
arrangements is somewhat limited, not being assisted I think by an
Education Department willingness to speak openly on the subject, the
following points seem pertinent:-

"l. Mr. N. Barwick, Director-General, Education Department indicated
at a meeting on 31 January, 1979, with Mr A Morton Assistant
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2'

3.

40

5.

Director of Buildings (Works) and Mr Hayman-Danker that "external
consultancy funds were available". :

It does appear that funds are being made available for various works to
be undertaken on the Raope Works site eg. the refurbishing of a canteen.

The mechanism through which funds are being provided is not entirely

clear. It is thought, however, that the Department has leasing income
in excess of $ 100,000 per annum in respect of leased buildings on the
site. It is understood that the lessees are Dreamspun Blankets and the
Warrnambool Woollen Mill. It is believed that as part of purchase
arrangements these leases were to be continued despite the change of
ownership.

It seems, but T am unable to confirm, that the Education Department

may have entered into an arrangement with the Warrnambool Woollen
Mill whereby the lease amount was reduced on the basis of the Mill

paying for refurbishing of the canteen. In effect the contract for
canteen refurbishing is in the name of the Warrnambool Woollen Mill.

The Site Committee comprises Mr J N Roscholler, Regional Director of
Education, Mr G Lees, Principal, Brunswick Technical School, Mr G
Ranard, Councillor, Brunswick City Council, Mr T. Morans, Senior
Planning Officer, Planning Services Division, Education Department, Mr
D Hughes, Special Services Division, Education Department, Mr B
Thomas, Site Co-ordinator (a former School Principal) and Mr M
Hayman-Danker. There is no finance expertise on the Committee. Mr
Hayman-Danker has raised questions as to the matter of the funding but

these have not been answered.

In respect of the State Artist I also understand that it is desired to
relocate this officer on another area of the site despite the fact that $
40,000 has been spent with his initial accommodation at the Rope
Works.

It is not possible to compile a full account of what is really happening
financially at the former Rope Works without questioning the Education
Department on this matter.

This letter bears a hand written foot note -

"ADGF(b) / Any action
Please keep source confidential"

On 8 May 1979, Mr. Williams wrote a memo to Mr. D.A. Jenkins and Mr. L. Adams -

"PAYMENT TO BE MADE AGAINST "RENT" TO EDUCATION DEPARTMENT

I have received the attached list of contractors authorised by the Education
Department to tender for work to be done on the site at Dawson Street, Brunswick.

Russell Lambert has made the authorisation and it is understood that when the
tenders are accepted and eventually accounts received, we will make the payments
and such amounts will be credited against our account for "Rent".

Obviously I will need to work very closely with yourselves and Russell Lambert and
would appreciate any advise you would care to offer on the matter."
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On 11 May 1.979, MI:. I.G. Baker, Director of Finance at the Treasury, wrote to Mr,
B.J. Joy, Assistant Director General of Finance of the Education Department -

"I refer to Treasury letters of 9 October and 15 December 1978 requesting details
of the program of development for the next three years at the former Millers Rope
Works property purchased by the Department.

While no reply has been received approval has been requested to employ cleanérs
and a groundsman at the property.

It is understood that the property covers an area of some 15 acres, with a
multiplicity of buildings including some occupied by a manufacturing company. In
these circumstances, particularly because of the size and complexity of the
property, it is necessary to have details of the likely recurrent costs flowing from
the development of this site before any proposal for additional funds to service the
property is submitted to the Treasurer. Such an assessment would, of course, need
to take into account details of any revenue which has been received, or will be
received, from any companies which have used the site since its purchase by the
Department.

On receipt of the above information the matter will be submitted to the Treasurer
for his consideration."

On 31 May 1979, Mr. Harry Wright wrote to Mr. Williams -

"T acknowledge receipt of cheque number 011474 made out to A-M International to
the value of $18732.00.

This cheque represents part payment of the agreement between this office and
yours for the occupation of Dreamspun on the Miller's Rope Works site."

On 11 July 1979, Mr Harry Wrigt{t wrote to Mr M. Williams -

"Could you please make out a cheque to Mrs W, Smith for the value of $336.80, and
debit the amount against the agreed amount for occupancy rates for the 1978/79
financial year.

Could you also please give a statement of amounts paid and of the balance due."
According to the records kept at Warrnambool Woollen Mills, the following record of

payment of accounts in lieu of rental at 29 Dawson Street Brunswick was made for the
period May to August 1979 -

"May 1979 A. & R. Smith 600.00
A.M. International 18,732.00
June 1979 A. & R. Smith 1,840.28
(No Invoice)
Greg Manger 482.85
A. Borthwick & Sons 20,000.00
July 1979 W. Smith 336.80
J. Harrison - 60.00
August 1979  A. Borthwick & Sons 8,000.00
: 50,051.93"

On 19 September 1979, Mr. Harry Wright wrote to Mr. Williams -

"re: Occupancy Agreement
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Could you please arrange payment to Mr. J. Jansz for the amount of $1920.00 for
work to the front entrance garden.

This figure is to be debited against our earlier agreement."

On 14 December 1979, Mr J.N. Roscholler Regional Director of Education wrote to Mr
M.R. Williams -

"Thank you for your letter of the 6th December, 1979....

This is to confirm that we require a clear vacating of the area you now occupy by
April 30th, 1980."

On 12 February 1980 Mr. Harry Wright wrote to Mr. M. Williams -

"re: Occupancy Agreement

Please arrange payment of the two attached accounts to+

Mr. R. Schultz : $ 9725.00
Hanimex Pty. Ltd $ 104.50 and debit against the
balance owing.

As these accounts are over-due I would appreciate it, if you could arrange payment
this week."

On 10 April 1980 Mr. M. Williams wrote to Mr. Harry Wright -

"As mentioned during our recent discussions, we have vacated some of the premlses :
previously occupied by us at 29 Dawson Street, Brunswick.

Effective from Thursday 3rd April, the areas marked N 24, 25 and 26, which
approximates to 33,590 sq ft. (see attached drawing), will be available for use by
the Education Department.

Would you please make the necessary adjustments to our occupancy agreement to
compensate for the reduced area occupied."

On 11 April 1980, Mr. Harry Wright, S.A.O. Northern Metropolitan Region wrote to
Mr. M.R. Wllllams, Manager of Dreamspun -

"re: Tenancy at Brunswick

Could you please pay the Heidelberg Y.M.C.A. an amount of $2074.00 and debit
this against our agreement.

Could this cheque be handed to the Regional Director Mr. J. Roscholler."

On 30 May 1980, Mr. L.A. Adams, Controller of Warrnambool Woollen Mills, wrote to
the Education Department -

"We enclose our cheque for $42,110.69 to finalize occupancy charge for
premises at 29 Dawson Street, Brunswick as per attached summary." -

May, 1979 A.&R. Smith . 600-00
moon A.M. International 18,732-00
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June 1979 A.&R. Smith 1,840-28

won Greg. Manger 482-85
"oon A. Borthwick & Sons 20,000-00
July 1979 T. Harrison 60-00
" " W. Smith 336-80
Aug. 1979 A. Borthwick & Sons 13,375-00
1" " " n 1] 8,000'00
Sept.1979 M. Jansy 1,920-00
woon Superstyle Tublar Manufg. 4,040-00
Oct. " Gestetner Pty. Ltd. 2,400-00
noo" Haminex Trading 891-00
Nov. 1979 Coffex - Coffey Pty. Ltd. 750-00
Dec. " Hilwill Cleaning Service 6,000-00
woon P.T.Lynch 7,000-00
" " Vic. Youth Theatre Assocn. 400-00
Feb. 1980 R.&B. Schultz Pty.Ltd. 9,725-00
" " Hanimex Pty. Ltd. 104-30
March 1980 A.&R. Smith 256-50
" " A. Borthwick and Sons 2,480-00
April " Heidelberg Y.M.C.A. 592-58
" " Greg Manger 2,074-00
May 1980 Greg Manger 269-00

$102,329-31

Rental due to 30/6/79 56,000-00
Rental due to 16/5/80 88,440-00
Balance owing $42,110-69 $144,440-00

On 2 June 1980 in a letter marked confidential, Mr. John Roscholler Regional
Director of Education wrote to Mr. B.J. Joy, Assistant Director General of
Education (Finance, Education Department) -

"Attached is the cheque from the Woollen Mill finalising the arrangements
made with this firm."

The letter bears "received" stamps marked "A.D.G.-Mr. JOY, ADG (B)", a stamp
marking that the cheque was banked on 3 June 1980 and a foot note explaining -

"Warrnambool Woollen Mill (Dreamspun Blankets) have been occupying some space
at Northern Metropolitan Region (Millers Rope Works) -this cheque is for rent up to
the end of May when they moved out."

From the initials it cannot be clearly identified who wrote that foot note.

On 20 February 1981, Mr. Roscholler replied to Mr. Morton as follows -

"re: Inquiry into "Lease Arrangements at Preston Regional Office

Your letter of the 6th February, 1981 received.

My responses to the issues raised are brief, but to the point. I suggest that you
discuss the "issues" with Mr Barry Joy, Assistant Director-General of Education
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(Finance) and Mr. Neville Barwick. I believe they are in the best position to make
authoritative, detailed comments about the issues in focus.

And so my answers to the four questions are as follows -
Q.1. Why was no formal lease entered into by the Department?

Answer: This was a decision of the Office of the Director-General of Education.
Mr. Barwick, the former Assistant Director-General of Education (Building) in a
letter (dated 30th September, 1977 copy attached) to the former Minister of
Education, Mr. L.H.S. Thompson spoke of his view with regard to allowing
Dreamspun Woollen Mills to remain on the "Millers Rope Works" site at a low
rental until they were ready to move (decentralise) to Warrnambool or Geelong.
Mr.  Barwick also mentioned the possibility of sub-letting storage whilst
arrangements were being made to develop the space on this site, thus off-setting
further capital outlay.

I believe the nature of the tenure offered the Dreamspun organisation resulted
from the uncertainty on its part as to when it would be able to move off the site as
quickly as possible without seriously disrupting its manufacturing and distribution
processes. The Education Department did not urgently require the space it
occupied. The firm finally vacated the site on the 16th May, 1980.

Q.2. Will the Department account for the money received from the firm?

Answers: No monies have been received by the Northern Metropolitan Regional
Office from any firm given temporary occupancy of the "Miller's Rope Works site'.

The Office of the Director-General of Education and auditors from the Auditor-
General's office already have details of the payments made by Dreamspun Woollen
Mills for work done on "Miller's Rope Works" site for the Education Department.

I understand that the arrangement made with the Dreamspun organisation was a
gentleman's agreement, which was authorised and operated, in this way, on the
authority of Mr. Barwick simply regarded it as a way the Dreamspun organisation
could put money into Education Department property in recognition of the
assistance the department had afforded it in allowing it to remain on site pending
its future movement.

Q.3. Will the Department forward the file to the Committee for examination?

Q.4. To what extent has the Department avoided the requirements of the Audit
Act, and the Public Account and Stores Regulations?

Answers to Qs. 3 and 4+ The office of the Director-General of Education alone has
the authority to answer these questions.

This letter was marked confidential and had the following attachments.

1. "The unofficial occupancy agreement made with the Dreamspun organisation
on 22nd August, 1979," to which was added: :

"Dreamspun agreed that the unofficial occupancy agreement remain the same for
the 1979-80 financial year with the agreed amount being used to carry out
necessary maintenance and upgrading on "The Rope Works" site or for any other
purpose that may benefit the region."
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2. "Accounts paid by Warrnambool Woollen Mill (the Dreamspun organisation)".
These were listed in detail and bore the following comment: '

"A cheque for $42,110-69 was forwarded to the Office of the Director-General of

E ducation on the 2nd June, 1980. This was the outstanding funding available under

the terms of the unofficial agreement. A receipt for this amount was received

from the Education Department on the 5th June, 1980 for this amount."

On 17 June 1981 Mr. D.A. Thomas, Assistant Director General, Finance Budget wrote
to Mr. Joy, Assistant Director General of Finance, Education Department -

"I refer to previous correspondence concerning the former Miller's Ropeworks
property and to the media release issued by the Minister of Educational Services,
the Honourable Mr. Lacy, on 6 May 1981.

The request for details of the likely recurrent costs and revenue received, or
to be received, from companies which have used the site since its purchase by
the Department is still outstanding..."

On 7 September 1981 Mr. Joy replied to Mr. Thomas -

"In your letter of June 17, 1981 you asked for information about the former Miller's
Ropeworks property which is now the site of our Northern Metropolitan Regional
Office.

As far as I am aware, there is presently no income being obtained from the
property but I have asked our Regional Director to confirm that and also to let me
have any other information he may have about the revenue and costs associated
with the present and likely future use of the property.

The only previous income from the site was that received from Warrnambool
Woollen Mills, a division of Dunlop Australia Ltd., which paid $42.110.69 on
vacating the premises at the end of May 1980. Prior to that period of rental the
company had paid for the maintenance of all of the buildings as agreed at the time
of the property being purchased by the Education Department."

On 18 February 1982, Mr. Stewart Morton wrote a memo to the Assistant Executive
Director of Facilities regarding the inquiry by the Public Accounts and Expenditure
Review Committee. The following paragraphs are exerpts of this letter -

"Since the site was purchased, it has never been clearly stated as to who is directly
responsible for the management of the property. The Region, because it occupies
part of the site is obviously involved, and had some dealings with the tenant in
negotiations in relation to projects that could be undertaken in lieu of the payment
of rental. The Region has not, however, seen as its responsibility the total
management of the site, and a number of individuals have variously been involved
from time to time. Two of the key participants are no longer with the
Department. I refer to past Assistant Director-General, Mr. N.J. Barwick, and Mr.
John Carruthers, an ex High School Principal.

Because of lack of clarity as to responsibility for this project, the records are
incomplete, and defy any logical rationalization."

The Auditor General's questions revolved around the propriety of the Department
receiving income from the rental of premises and, instead of paying the proceeds
into Consolidated Revenue, appropriating such proceeds in its own way. In



retrospect, what has taken place appears quite irregular. However, given the
history of the situation in relation to the solvency of the Company, the temporary
nature of the original agreement and the condition of the buildings, it is
understandable that the decision taken at various times might not have appeared so
irregular when they were taken."
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APPENDIX II

EVIDENCE OBTAINED AT PUBLIC HEARINGS

Since the evidence obtained from witnesses at the public hearings covers over 100
pages of transcripts only relevant key statements by witnesses on the key issues of the
inquiry are quoted in this section. Emphasis was added (underlining) by the
Committee. Page and paragraph numbers in brackets refer to page and paragraph
numbers in the full transcript of evidence. The dates of the hearings are those stated
on page 7 except in the case of Mr. Barwick which was taken on the 14 March 1984 and
Mr. Roscholler whose evidence is quoted from 4 October 1983 unless otherwise stated.

1.

Answers to Questions related to the persons involved in the initial agreement

with Dreamspun/Warrnambool Woollen Mills.

MR. CARRUTHERS (Page 7 - Para 9):"I do not know of any rental agreements
with Dreamspun. AllIknow is they were there when I arrived, and I know they

were anxious to stay there. I was given instructions by John Roscholler to
indicate they would probably have to move. Then, from memory, I think they
were given an extension to finish off the year's run. [ cannot remember
whether it was going to be May or June. I could not categorically state that is
the case. I do not know of any actual agreements which were ever made."

(Page 12 - paras 12, 13 and 14) - "The entry for 26 October 1978 in my diary
reads:

Phoned Neville Barwick and asked for interview re promises to tenants.
Saw Neville at 2.30. Results:
(a) No answer re ownership of boilers,
(b) Dreamspun and Westwool to undertake
work to value or rent,
(c) Discontinue Wormald's services."

(Mr. Carruthers was in the habit of keeping a detailed dairy. He presented this
diary at the public hearing and referred to it frequently).

MR. ROSCHOLLER (Page 3 - Para 7). "Before we moved over there, Mr.

John Carruthers was the link man between Mr. Barwick, Assistant Director-

General (Building), the building operations division of the Department and the
on-site Dreamspun or Warrnambool Woollen Mills representative.

(Page 3 - Paras 8, 9 and 10). "Mr. Carruthers stayed there for a few
(months). He was not well and he left and Mr. Russell Lambert took his
place. The title they afforded there was co-ordinator of the operation;
the changeover from mills to the Education Department.

Mr Lambert was there for some time. I am not sure how many months;
he was a secondary school principal as well. Eventually he left, after a

few months - in 1979, I think. We did not get a co-ordinator from then
on.

Therefore, that is when the senior administration officer of our
department, Mr Harry Wright, was the person who became virtually the
link person between our office as distinct from the Department and I
think it was Mr Williams of Dreamspun who was the on-site manager."
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(The Chairman : We have Mr. Carruthers, Mr.