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CHAIRMAN'S FOREWORD

It is with great pleasure | present this Report of the
5th Bi ennial Conference of Public Accounts Committee' s hosted by
the New South Wal es Committee.

The Conference provided a forum for the presentation
consi deration and di scussion of issues of concern in public sector

adm ni stration. It was gratifying to witnesses the support
given to the Conference by the attendance of some sixty-six
del egat es,

observers and guest s includi ng persons from gover nnent and

uni versities.

The theme for the Conference was "Governnent - a Bi g Business"

| believe the major issues canvassed at the Conference were of
mutual interest and concern to all present and wll be of
inportance in the future direction and managenent of Public
Accounts Committees as the watchdog role in the public sector

There has been positive feed-back fromthe Conference. The
success of the Conference has encouraged the New South Wl es
Public Accounts Conmmittee to plan a sem nar on the concept of
accrual accounting for government.

It was a privilege to share our magnificent city with Interstate
del egates, observers and guests and | would like to thank the
Presiding Oficers of the Parlianment, the Parlianmentary Staff, The
Tourism Conmmi ssion of New South Wales, State Bank, Sydney Opera
House, Maritine Services Boar § and U T.A for their assistance in

hel pi ng to make the Conference the success it was.
| also extend ny thanks to ny fellow Commttee Menbers, John
Horder and the staff of the New South Wales Committee for their

efforts in arrangi ng the Conference.
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Finally ny sincere appreciation to the Premer of New South \él es,
The Hon. B.J. Unsworth, for taking time out of his busy schedul e

to officially open the Conference.
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Bi enni al Conference of Public Accounts Conmttees
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1. RESUME OF COMMITTEE ACTIVITIES

COMMONWEALTH PUBLIC ACCOUNTS COMMITTEE

The Fifteenth Joint Parliamentary Commttee of Public Accounts has
been very active since its inception in Decenber 1984, having
tabled over fifty Reports. Many of these have been substanti al
and influential Reports, causing a great deal of interest, both in
t he bureaucracy and in the business comunity.

The Commttee has a standing reference to investigate and report

on proposed acquisition of ADP facilities by Comonweal th
departnments or authorities. I'n addition, its inquiries into
nmedi cal fraud and overservicing, proj ect managenent in the

Department of Defence and that Departnent's Equipnent Support
Prograns the inplementation of the Ofsets Program and the
Administration of the Commonwealth's Property Prograns have been
maj or undert aki ngs.

Standing Reference on Major ADP Acquisition Proposals

The Conmittee's standing reference to review acquisition proposals
for major ADP facilities by Conmonweal th departments and agenci es
comes from a notion of both Houses of the Australian Parlianent.
The notion, passed in June 1984, referred proposed purchases of

ADP facilities by the Commonweal th to the Conmittee for
i nvestigation and report.

The setting up of the standing reference reflected the
Covernnent's concern that major ADP acquisition proposals were
often of such conplexity and rai sed such inportant related issues
that they could not be dealt wth adequately wthin the
limtations of the Budget tinetable.

The Committee's role, is to ensure that each proposal referred to
it nakes good econom c sense and will stand up to public scrutiny,
that is in accord with corporate and ADP strategic objectives and
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represents the nost effective means of achieving these, that
industrial relations and enployment issues have been fully
considered and that the proposal will provide nmaxi mum benefit for
t he devel opment of Australia' s conputer industry.

The Comm ttee endeavours to review and report on all proposals

t hat cone before it within three nonths. Ceneral ly,
this

obj ective has been met although the denands involved in achieving
it are quite taxing on the Committee.

To date the Conmittee has revi ewed and reported on four
acqui sition proposals. These include:

a proposal by the Departnent of Veterans' Affairs for facilities
worth $10 mllion

a proposal by the Australian Audit Ofice for facilities worth $20
mllion;

a proposal by the Departrent of Defence for facilities worth nore
than $300 mllion; and

a proposal by the Departrment of Community Services for facilities
worth nore than $20 mllion

The Conmittee is currently reviewing a proposal by the Australian
Taxation COfice for a conputer re-equi pnent and redevel opnent
program Thi s proposed programinvol ves the expenditure of some

$693 mllion over the next ten years. Further acquisition
proposal s are schedul ed for review for the renmai nder of this year
Cenerally, many of the recommendations nmade by the Commttee in
its ADP reports have been accepted by the Government. However, it
shoul d be enphasised that the Conmttee's role is to review and
report to Parlianent on each proposal. The deci sions invol ved

with any proposals are the responsibility of Cabinet.
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Unli ke nost of the work undertaken by the Conmittee the Committee's ADP
task neans the Conm ttee exam nes proposals before

their inplementation. Traditionally, the Committee's work

involves the review of existing governnent progranms from an ex-post
st andpoi nt . The standi ng reference therefore has
ef fectively placed the Committee as part of the executive

deci si on- maki ng process.

The Committee has questioned this situation and is undertaking its own
review to assess the work it has done under the standing reference.
Notwi thstanding this review, the Commttee continues to attach great

inportance to its role in the eval uati on of ADP acqui siti ons.

Medical Fraud and Overservicing

The Commttee wound up its lengthy inquiry into Medical fraud and
overservicing when it published its 236th Report which focused on

Commonweal th Medi care benefits for pathol ogy services.

The report detailed difficulties wth and deficiencies in the
Commonweal th' s adm ni stration of t he Appr oved Pat hol ogy
Practitioner Schene, the Medicare Benefits Schedule and other
associated responsibilities related to the Health Insurance Act. It
also provided general infornmation on the changing nature of the
Australian pathology industry. The report exam ned the pathol ogy
aspect of the Health |Insurance Commission's recently acquired
responsibility for reviewing Mdicare clains and recommended the
imredi ate review of all pathology practitioners and their

| aboratories for accreditation. In addition, t here was sone

di scussion of the inplications of 'entrepreneurial medicine and the

infiltration of "entrepreneurs' into the industry.

The Committee continues to hold the view that not only have the
recomrendations in this inquiry's reports acted as a catalyst for
‘wider review and greater community awareness of medical fraud and
overservicing, but also they have led to nuch needed changes in the

Comonweal th' s admi ni strati on.
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Review of Defence Project Management

The inquiry into Defence Project Minagerent, which took al most two
years to conplete, arose from the Committee's earlier Report on
the HVAS Tobruk and the Septenber 1983 Report of the Auditor-

Ceneral .

In an exanmination of' ten major Defence projects, the Auditor-
Ceneral found that Defence project managenent practices were
unsatisfactorily contributing to:

significant additional costs to the Comonweal t h;

the need for scarce resources to be engaged in rectifying

proj ect problens; and

a dimnution of the Defence capability through untinely
delivery of equipment and facilities and through
equi pnent  and facilities not meet i ng

t echni cal per f or mance obj ecti ves.

The inquiry enconpassed the full range of activities associated
with the acquisition of Defence equipment, fromthe conception of
a need to the introduction to a specific brand item of equipnent
into service. The Committee drew a great deal of its evidence

froma detail ed investigation of sixteen recent najor Defence
projects. The sanple included sone of Australia's |argest Defence

equi pnent acqui si tions, including the FA-18 tactical fighter
proj ect, Ji ndal ee OQver t he Hori zone Radar, the M nehunter
Cat amar an, Rapi er Air Defence Wapon System the Australian
Frigate project and HVAS Success.

O these 16 projects 11 failed or threatened to fail to be

conpl eted on tine, to budget or according to technical
requi renents. Many factors contributed to these unsatisfactory
results, nost of which could be attributed to inefficient and

i nef fective Defencc project managenent.
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Sydney 27-29 May, 1987

The Committee believed there was consi derabl e scope for inproving
the efficiency of Defence project management by:

nodi fyi ng Departnental procurenment approval procedures to speed-up
deci si on- naki ng, and inprove the quality of information

avai | abl e to deci si on- nakers.

i ncrease the | evel of project nanagement skills within Defence by:

giving greater enphasis to project managenent experience in
sel ecting key project personnel, and

expandi ng proj ect nanagerent training at all |evel

increasing the retention of project managenent skills by
devel opi ng career paths in project managenent and rel ated areas;

consol i dati ng Defence proj ect managenent procedures and practices;

provi di ng stronger contractual incentives for suppliers to neet
requirenents on tine and to cost; and

reducing the potential for post-contract delays by sinplifying
procedur es gover ni ng desi gn approval s, contract changes,
and contract disputes.

To provide the necessary external oversight the Comittee
recomrended detailed annual reporting to Parlianent on the najor

Def ence equi prent progr ans.
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Review of the Commonwealth's Property Functions

In July 1986 the Committee comrenced a major review of the
adm ni stration of the Commonweal th's property functions. At the
sanme time the Government announced an interdepartnental review of
this function to be chaired by the Public Service Board.

The Commonweal th currently owns and | eases about 23 000
Properties, valued at $6 billion. In view of the scale of these
operations inefficiencies can have significant inplications for

the Commonweal th's expenditure on its property requirenents.

The Committee concluded that the central problem with property
adm ni stration was the conpl ex and cunbersone procedures whi ch had
evolved as a result of the involvenent of too nany disparate
organi sations with overlapping areas of responsibility. Thi s
served to perpetuate and exacerbate the delays in the delivery of

property services. Further problens arose, both fromthe

difficulties inherent in the budget process and froma |ack of
pl anning on the part of client departments.

The Committee recomrended that overall strategic control by a
central co-ordinating body in the form of a Central Property
Agency was necessary for the efficient functioning of property
adm ni stration. However, allied to this central body was the
stream i ning of procedures and the precise determ nation of areas
of responsibility.

The Conmmittee further recommended the devol ution of many functions
to clients including financial and operational responsibility for
property prograns, particularly in view of the financial and
program accountability requirenents each Department rmust now
adhere to.

Implementation of the Offsets Program

The Committee recently tabled report on the, inplenentation of the
of f sets program
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Under the offsets program najor overseas suppliers who sell goods to
the Commonweal th attract an offsets obligation to direct to Australian
industry activities of t echnol ogi cal si gni fi cance, i ncl udi ng
manuf acturing, export marketing and industrial research

and devel opnent . In this way the Commonweal th can use its
purchasing | everage to benefit Australian industry.

The of fsets program s prine objective is to:

bring to Australian industry advanced technol ogies, skills and
capabilities to neet the goals of:

(a) establishing internationally conpetitive activities within Australia;
and

(b) supporting industry defence capability objectives.

This inquiry followed significant changes made by the Government to the
program in early 1986. The basic objectives of the inquiry were to
exanine progress on recent amendnents to the program and to reconmrend
whet her further action or attention was necessary.

A mgjor finding of the Commttee was that participation by Australian
firms, particularly snaller firns, needed to be increased and the
Committee urged the adninistering departments to increase the
visibility of the program Qher findings dealt with the valuation of
technology when clained as a neans of discharging an offsets
obligation, the inadequate record-keeping of the offsets authorities
and a nunber of admnistrative natters.

As you can see from this brief outline of a few of the Commttee's
recent major inquiries, the Conmonweal th Public Accounts Committee is a
comm ttee whose interests are wi despread and whose reports are often a
catalyst for change in public sector admnistration and accountability
procedures.
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TASMANIAN PARLIAMENTARY STANDING COMMITTEE OF PUBLIC ACCOUNTS

The Public Accounts Committee of Tasnania is a Statutory Joint
Commttee of the House of Assenbly and Legisl ative Council.

The Committee is conprised of three nenbers fromeach House.

The Committee's legislative authority comes from the Public
Accounts Conmttee Act (No. 54 of 1970) which sets out the
proceedi ngs functions and other rules of neeting by which the
Comm ttee nust abi de.

The primary duty of the Conmittee is to exanmine the accounts
showi ng the appropriation of sums granted by Parlianment to neet
the public expenditure.

The Committee nay al so exam ne any accounts when thought suitable
or when referred to by either House.

I ndi vi dual menbers may bring natters of concern to the Conmittee's
notice for consideration.

The Committee has a close relationship with the Audit Department,
in particular, the Auditor-GCeneral.

The Committee has been spending considerable tinme on a nunber of
important issues that have come to its attention from both the
Audi t or - General and i ndividual menbers.

The major investigation of which only part is conpleted was into
the financial operations of the Transport Departrment and
operations of the shipping division with the 'Abel Tasman' the
focal point.

In 1973 the Committee reported to Parlianment about the abuse of
sick | eave provisions by officers at R sdon Prison, Hobart. The
matter was again addressed by the Conmittee this year as the
situation had not inproved.
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Sydney 27-29 May, 1987

However, due to a change in policy by the Law Departnent, the
situation has been controlled to sone extent. The Committee

will be reviewing the natter fromtinme to time.

Currently the GCommittee is investigating the unauthorised
expenditure by several departments (Section 29 of Audit Act) which
has lead to an inportant question being raised on consistent

accounting practices.

Most recently the Legislative Council referred a matter to the
Committee on contracts let by the National Parks and WIidlife

Service to develop a caravan park at CGradl e Muntain in North-Wst

Tasnani a.
This matter is still inits infancy but has brought to Iight sone
i nportant issues on contractual procedures of government

departnents.

Future deliberations will include the topic of closed hearings as
opposed to open hearings. At the nonent all evidence is taken
in private except where the committee considers there is good and
sufficient reason to meet in public. This has caused much
di scussion within the comittee. In particular, the benefits,

i f any, of having neetings open to a public audi ence.
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SOUTH AUSTRALIAN PUBLIC ACCOUNTS COMMITTEE

The South Australian Public Accounts Commttee likes to arrange its
wor kl oad to include: -

- Reports on Efficiency or value for noney, which have fairly
imredi ate effects in producing inprovenents in the public
sector.

- Reports on accountability which, while they do not have
imredi ate effects on efficiency, produce better public
information and lay a foundation for inproving efficiency in
the mediumterm

Reports on very significant matters of broad scope which lay a
f oundat i on for better public sector efficiency and effectiveness
in the long term and which may also affect inprovenents to the fornat
of the public accounts.

- Reporting on follow up of previous inquiries, either in
Treasurer's nmnute Reports or in the Commttee's Annual Report
which is also used to report on the Conmittee's nonitoring of
matter of mnor inportance and snaller scope than warrant a
full inquiry.

Al these areas of activity have been enconpassed in the Commttee's
work since our |ast Conference.

Since our last Conference, ny Conmittee has produced fourteen reports.

Ei ght have been on Asset Repl acenent. This has been a maj or
exercise which I will address on Friday.

One report was on Light Mtor Vehicle Changeover Policy. This was an
interesting exercise which | will briefly describe shortly.
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Five reports were admnistrative.

One was the Report on the Last Conference.

TWo were Treasurer's Mnutes Report covering seven earlier
reports. These Treasurer's Mnutes Reports are one device the
Commi ttee uses to report on progress in inplenentation of the
Comm ttee' s reconmendati ons. The seven previous reports covered

by these Treasurer's Mnute Reports were: -

- Budgeti ng and Control of Expenditure -
Nati onal Parks and Wldlife

Fi nanci al Managenent - WI pena Pound

Corronandel Valley Primary School Oval

Comput er Based Patient Infornation Systens in Hospitals

School Dental Services

Cost and (perations of the Country Fire Services.

Two were Annual Reports (for the Calendar Years 1985 and 1986).
The Committee uses Annual Reports to follow up progress in
i npl enentation of the Committee's recommendations and also to

report on the Conmittee's nonitoring activities.

The nonitoring activities covered in these two Annual Reports
i ncl uded:

The level of Efficiency Auditing Conducted by the Audit Ofice.

- Computi ng Systens which the Department of Marine Harbours
t ook

many years to fully install and then substantially upgraded
on

the strength of a very poor proposal.
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- Devel opnent of a maj or conputing systemcalled ' The Justice

I nformati on System

- Admi ni stration of a Public Service Board G rcul ar which
required Departrents to submt Review Reports on Use of
Consul tant s.

- The Budget Managenent of the South Australian Col | ege of
Advanced Educati on.

- Payment of water rates by a Government Department for |and
used by the South Australian National Football League.

- Reorgani sation of the Education Department.

- Financial Reporting by Governnent Departnents.

The Committee has net with the Permanent Heads of Core Agenci es.
Apart from its Annual Meeting with the Auditor-Ceneral, the
Commttee also meets with the Under Treasurer and the Chairnan of
the Covernnment Managenent Board. The Committee Menbers
sonetimes have an unconfortable feeling when assessing the

ef fecti veness of

Core Agencies in the Executive Armof Government. Too often they
find that support for the Wstmnster System of Mnisterial
Accountability appears to be used as an excuse for dimni shed
responsibility in Central Agenci es. This is a concern which the

Commttee has expressed a nunber of times, particularly in the
opening section of its Annual Reports, where the views of the
Committee are reported .

The Committee's Report on Light Mtor Vehicle Changeover Policy
exam ned delays which occurred in acting on a Report which
indicated that savings in the order of a nillion dollars a year
coul d have been nade by two changes in admnistrative policy, The
Commttee found that over a nmillion dollars had been |ost due to
unnecessary delays and the prime responsibility lay with the State

Supply Board and its Executive Oficer.
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The South Australian Committee has been quite busy in the two years
since our last Conference and nmuch of the effort has been spent on the
Asset Repl acenment Inquiry which | will address on Friday.

(ne outcone of the Asset Inquiry was reinforcement and extension of the
attitude the Committee had been devel opi ng on accrual accounti ng. In
each of its last two Annual Reports the Commttee increased the
strength of its support for accrual accounting. the Committee is now
convinced and has advised Parlianment that Government Departnents and
Agencies should publish a Balance Sheet and should report financial
operations in accrual terns, with asset depreciation calculated on the

basis of current repl acenent cost.

Another outcome was the surprising nunber of efficiency issues of
i mredi ate application which energed in an inquiry which was intended to
be effective in the long term | wll discuss sone of these nmatters on

Fri day.

For the present, the Committee is dealing with three matters: -

- A Prelinminary Inquiry into the Educati on Department's

reorgani sati on whi ch commenced in 1983;

- A Re-examnation of Post |nplenmentation Review of Conputer Systens
which could extend to other aspects of Conputer Managenent,
especially where' bids for funding conputer acquisition are based on
prom ses which are inherently not achievabl e.

- A Conparative Study of Internal Audit i n Gover nment
Departments and Statutory Authorities.

For the future, it seens likely that a recently passed Public Finance
and Audit Act wll increase the nunber of bodies audited by the
Auditor-Ceneral and consequently increase the nunber of bodies under
the purview of the Committee.
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WESTERN AUSTRALIAN PUBLIC ACCOUNTS AND EXPENDITURE
REVIEW
COMMITTEE

The Western Australian Public Accounts and Expenditure Review
Commttee has faced a period of considerable change since August

1985 with -

* revi sed standi ng orders increasing the functions of the

commttee and giving it continuity;

* appoi ntment of a second full-time officer to the commttee;

* enactment of the Financial Administration and Audit Act;

* | egi sl ative appointment of the conmittee as overseer to the
St at e Gover nnent | nsurance Conmi ssi on and corporation

regardi ng unfair advantage and preference over conpetitors;

and

* acceptance of the role as the Parlianment's "Waste Watchdog".

STANDING ORDERS

As experienced by all previous Public Accounts Conmittees in
Western Australia, on the prorogation of Parlianent on 27 Novenber
1985 the conmittee ceased to be constituted. The opening
session of the thirty-second Parlianment appointed the seventeenth

commttee and | ater adopted the revised standi ng orders.

These revised standing orders renaned the committee, the Public
Accounts and Expenditure Review Committee, and facilitate the

conti nuous operation of the commttee after the prorogation of
Parl i ament. This action has substantially increased the

operational effectiveness of the commttee,
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QG her significant inprovements under the revised standing orders
i ncl ude -

(i) the w dening of the powers/functions of the conmittee into
exam nation of the public accounts presented by the
Audi tor Ceneral

examnation of the financial affairs and accounts of Governnent
agenci es

nquiry into and reporting on any question raised by the committee,
referred by a Mnister of the Oown, referred by the Auditor
Ceneral or referred by a resolution of the Assenbly.

reporting on the formand mai nt enance of accounts on public noneys

examnation of expenditure made W thout appropriation or
Parlianmentary sanction

consideration of the objectives of public expenditure and their
achi evenent by the nost econom cal met hod.

(ii) the presentation and publishing of conmittee reports and
replies with any recomendations requiring a formal response to
Parliament by the relevant Mnister.

Staffing

The staff assisting the commttee was increased to two full-tine
research officers with the appointnent of Ms K Hewi t son as
Assi stant Research Officer in Septenber 1986. The secretari al
function to the committee is currently being perforned by the
Principal Research Oficer due to staff vacancies in the
Legi sl ative Assenbly.
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Financial Administration and Audit Act
The enactnent of the Financial Admnistration and Audit Act on 1

July 1986 replaced the Audit Act 1904 in controlling the financial
recording and reporting of government departnments and statutory

authorities. The reporting requirements pronbte a conmon
standard of annual reporting in a tinmely nanner and over the
transitional period wll address the appropriate form of

accounting, either cash or accrual basis, for the preparation of
financial statenents of departments and statutory authorities.

The preparation of an annual report by the accountable officer or
accountable authority includes the production of a range of
performance indicators designed to reveal the level of efficiency
and effectiveness wth whi ch managenent has achi eved predet er m ned

targets and objectives.

The conmmittee's task is assisted by this Act which places the
financial accountability on the permanent head of the departnent
and places increased responsibilities upon this officer and his
staff. The Act al so inposes | 0ss provisions. O ficers can be
held liable for |osses suffered due to their negligence in the
per f or mance of duty.

Legislative Appointment as Overseer

The establishment of the State Covernnent |nsurance GCommi ssion
under its own legislation entitles the Conmission to conpete with
the private sector insurers by contributing anounts equivalent to

its liability to State and Commonweal t h char ges, to the
Consol i dat ed Revenue Fund.

In order to evaluate this arrangement, the Committee was appoi nt ed
to oversee the affairs of the Conmission "to the extent necessary
to determne and report whether the Conmission and the corporation
receive any inproper or unfair advantage or preference over their

conpetitors in the insurance industry". The terns of reference
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for this function are required to be agreed to by both Houses of
Par | i ament and are currently bei ng finalised r eady
for presentation to Parlianent.

"Wast e WAt chdog"

The committee in June 1986 accepted the Premer's request to act
as a "Waste Watchdog" on public sector spending. I nt erest ed
nmenbers of the public have been invited to provide witten
subni ssi ons gi ving exanpl es of waste and extravagance in the
spendi ng of State Government noneys or to nmake suggestions on how
the State Governnent might save noney in any of its departments or
agenci es.

Despite a relatively poor response initially, the recent schedul e
of newspaper advertisements has generated public interest and a
steady stream of public submssions is being received wth
allegations directed at many aspects of governnment business.
The subnissions can be broadly categorised by their allegations
of :

- m sconduct and m smanagenent in Gover nrent

- co-ordination and duplication

- government assets and property m snanagenent - gover nnent
work practices

- staffing.

This "Waste Wat chdog" rol e has generated substantial work |oad for
the commttee which is an ongoi ng comm t nment.

Reports and Current Enquiries

The comittee produced Report No 25 into the provision of
Anbul ance Services in Wstern Australia and the recommendations
afe currently being addressed by the Mnister for Health.
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Annual reviews of the Auditor GCeneral's Annual Reports to
Parliament and the preparation of the Commttee's Annual Report
1985 (Report No. 26) have summari sed the maj or projects before the
commttee.

Year End Spending Inves tigation

Research has been conducted into the fourth quarter spending of
each financial year for all departments and gover nnent

agenci es over the last five years. The patterns of

expenditure are to be exanined to deternmine whether there is any
unjustified year end expenditure. Control procedures such as
the authorisation of the expenditure, use of Parlianentary
appropriations and the purchasing procedures are also being
eval uat ed.

Wrkers' Conpensation |nvestigation

Statistics are currently being conpiled to review the State
Covernnent Workers' Conpensation costs; the relationship of these
costs to wage and salary costs; and the nost common clains and the
evidence of any trends in clains with a view to conparing such
details with the private sector and recommending a strategy for
the prevention of the nost comron and/or nost costly claims.

iii) Community Based Funding |Investigation

Thi s i nvestigation is addr essi ng t he f undi ng and
accountability of community based organi sations which receive or
have received Governnent assistance/finance over the past five
years by way of grants, subsidies, exenptions and rebates and
whether these organisations are subject to any regulatory
procedures or are required to neet any reporting requirenents.

- 25



Bi enni al Conference of Public Accounts Conmttees

Sydney 27-29 May, 1987

Research material for these three ongoing projects is currently
before the commttee. Evaluation of the material for the
preparation of recomrendations and reports to the Parliament on
the various investigations is anticipated during the current

Parliamentary term
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NORTHERN TERRITORY PUBLIC ACCOUNTS COMMITTEE

The Public Accounts Conmittee of the Northern Territory has not
tabl ed any Reports over the last three years.

Inquiries currently being undertaken are:

The examination of patterns of expenditure of Government
Departnents and Authorities that rely on annual budget
appropriations to determine whether there is any evidence of
accel erated year-end spending and the circunstances that have |ed

to such accel erat ed expenditure.

2. The actual and contingent liabilities of the Northern
Territory Governnent, in particular:

a) The Yul ara Devel oprent ;

The Alice Springs and Darw n casinos; and

c) The proposed devel opnent on Myilly Point, on and adjacent to
the site of the old Darwin Hospital.

When considering this reference the Public Accounts Commttee
shal | not consider the appropriateness or otherw se of Governnent
deci sions or policies.

Al nmatters concerning the recent decision of the Northern
Territory GCovernnent relating to the aero-nedical contract
i ncl udi ng:

a) the adequacy of the tender docunents;

whether all relevant matters were considered in assessing the
t ender ;
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c) whether proper procedures were followed in assessing the
t enders;

d) whether the Tender Board forned for the purpose was properly
consti t ut ed;

e) This matter shall not be considered by the Cormittee unti
such time as all litigation relating to the matter has been
conpl et ed.
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VICTORIAN PUBLIC BODIES REVIEW COMMITTEE

Qurrently, the PBRC has a reference to
i nvestigate
17 agricultural -based statutory authorities. These range from

advi sory organisations with no marketing powers, to snall price
negoti ating bodies (for industries including processing tomatoes
and broiler chickens), to full marketing authorities such as the
Victorian Egg Marketing Board and the Victorian Dairy |ndustry
Authority. Several bodies involved in live aninal and meat health
regul ati on have also been referred to the Commttee. A listing of
all these bodies is included in Table 1. The table provides a
breakdown of bodies according to the nature of their functions and
indi cates the status of reporting to the Victorian Parlianent.

In the last two years, the Conmittee has conpl eted eight reviews,

seven whi ch have been tabled in the Victorian Parliament. The
conpl eted revi ews have i ncl uded bodi es wi th wi de-rangi ng
responsibilities. W have reported on advisory, regul atory,

resource allocating, price negotiating and narketing authorities.
Qur Inquiries into the agricultural sector represent the first
concerted revi ew by t he Victorian Parl i ament of
agriculturally-based statutory authorities in Victori a.

O the tabled Reports, the Public Bodies Review Committee has
recomrended that one body should cease to exist, three bodies
should be abolished and that their functions be transferred to
another body and that the other three bodies should remain in
exi st ence.

| should rmention that late last nonth, the Agricultural Acts
(Arendrment) Bill and the Aninal Preparations Bill were passed by
both Houses of the Victorian Parliament. These two pi eces of
legislation were in effect based on the reconmendations of the
Public Bodies Review Commttee in respect to five of the reviewed
bodi es.
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Rat her than provide an account of our findings body by body, |
wish to nmake some generalisations on the operations of the PBRC

over the past two years.
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TABLE 1

NATURE CF BODI ES

1. Advisory: Victorian Weat Advisory Conmttee*
2. Regul atory:

St ock Medi ci nes Boar d*
Victorian Abattoir and Meat Inspection Authority

Victorian Dried Fruits Board

Provi sion of Market CQutlets:

Mel bour ne Whol esal e Fruit and Vegetable Market Tru st
Western Metropolitan Market Trust

4, Price Negoti ating:

Tonmat o Processing I ndustry Negotiating Commttee*
Victorian Broiler Industry Negotiation Conmmttee*
Wne G ape Processing Industry Negotiating Conmttee*

5. Resource Al ocating:

Poul try Farmer Licensing Commttee
Poul try Farmer Licensing Review Conmittee
Tobacco Quota Appeal s Tri bunal
Tobacco Quota Conmittee
6. Marketing Authority:

Tobacco Leaf Marketing Board
Victorian Dairy Industry Authority
Victorian Egg Marketing Board
Gtrus Fruit Marketing Board
(withdrawn in May 1987)

*  Conpl eted reviews
Conpl eted but yet to be tabled

o CQurrently in progress
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First, the act of notifying bodies that they have been referred
for reviewis beneficial in that it often results in organisations
undertaking internal self-appraisals and rationalisations prior to
formal Inquiries by the PBRC It is inportant that fornal

Inquiries are inplemented. Qur experience is that often action is
taken to correct sloppy work and rmanagenent practices between the
time the review is announced and the Committee's comrencenent of
I nquiries.

Second, it nmay be advisable to have greater variety in the nature
of brief given to Parlianentary Committees. This is nmore likely
to cater to the interests of Committee menbers and to maintain
their active involvenent owing to the diversity of backgrounds of
Par | i anent ari ans. This is perhaps a weakness in the current
reference to the PBRC which has been given 17 agricultural bodies
to review

Third, the powers to subpoena information if necessary from
referred bodi es provi des an i npor t ant rei nf or cenent
to infornation-gathering by our research personnel. Section 43
of

the Victorian Parliamentary Conmmttees Act 1968 gives the

Commi ttee considerable power. It states that:
4J. (1) "A Joint Investigatory Committee shall have power
to send for persons, papers and records'.

Failure to conply with requests for information can ultimately
result in a sumons to appear before the Bar of the House. During
the current PBRC Inquiries, the Committee has had to indicate its
powers in this regard to one Conpany. The Conpany concerned was
di splaying reluctance in conplying with a request for information
which its conpetitors had willingly supplied. A letter couched in
di pl omati c | anguage indicating the Coomittee's powers brought a

grudgi ng but i medi at e agreenent to provide the required
i nf ormati on.
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Fourth, the provision of qualified research personnel answerable
to the Coomttee provides a fundamental basis for appraising

bodi es. Research staff selection is very inportant.
Interpersonal skills, networking ability, capacity to work in an

unstructured environnent and the capacity to extrapol ate research
findings into policy options is ss crucial to the Conmittee as

pure research ability. Staff sel ection processes nust pay

cogni zance to these qualities in research personnel. The
nmenbers of the PBRC have insufficient time to commt detailed
field research required for decision-naking. Full -time research

staff facilitate information collection, analysis, report witing
and policy option preparation for final decision-naking by the
Comm ttee.

Under ny Chairmanship, the PBRC has opted to have the staff
prepare alternative policy options with organi sati onal appraisals
prior to final decision-making. Wth one exception, the Committee
has achieved a high Ilevel of consensus on reconmmendations
contained in its Reports.

Fi fth, Public Heari ngs, which are an integral part of
information-gathering, are probably of less inportance to the
eventual outcone than independent research. In dealing with
statutory authorities, which are nore removed from ninisterial
control than are Government Departnents, the Committee has
encountered a variety of responses from senior personnel. The
Publ i ¢ Bodi es Revi ew Commttee has recogni zed the need to be aware
of the notivations of vested interest groups and their
prof essi onal personnel in the appraisal process. It is worthwhile
remenbering that the notivations of the professional staff and the
i ndustri es which enpl oy them nay not always be synonynous.

W have found that there are often hidden agendas being somne
material presented to the Committee. W have encountered
personnel who have been very frank, open and honest in their
evi dence. Conversely, we have encountered persons who have been
secretive and at times selective in their interpretations of their
i ndustri es. Frankness and openness facilitate the appraisal
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process by enabling the Conmmittee to focus quickly on problem
areas and present its reports expeditiously. The snal | er bodi es
are often operated on a part-time basis by professional persons
whose main enploynment is with other organisations or businesses.
The larger bodies are operated by full-time personnel who

obvi ously have a greater personal stake in the final
recomrendati ons included in our Reports.

Wien 'fudged infornmation is presented to the Conmittee, we
instruct our full-tine research personnel to critically analyse
details, decipher fact from fiction and report back to the
Comm ttee. In the case of the present Public Bodies Review
Committee, this is done on a regular basis and our staff often
request direction from the GCommittee regarding approaches to
overcomng these difficulties. Athough del egating a considerable
amount of responsibility for appraising bodies, and preparing
Reports, the Committee provides overall direction to the staff.
Usual Iy, this occurs upon request fromthe research personnel.

Sixth, in dealing with vested industry, groups, the PBRC has often
been approached to hear evidence 'in-canera' VW have adopted
the technique of requesting in witing the reasons why evidence
should be given in this manner and the specific issues to be
addressed under such conditi ons. Interestingly, nost of the
request to appear 'in-canera' have emanated from an industry in
which resources are allocated adnministratively and there is
obviously a fear that public outspokenness by an individual nay
result in subsequent retribution fromthe statutory organisation.
Sorre peopl e have abused the privilege extended to them by giving
evidence 'in-canmera' which could have been stated publicly.
However, the filtering process we have devised and our requirenent
for a clear definition of subject matter to be presented under
these conditions has reduced the extent of in-canera disclosures.
The Committee has agreed that it is inportant to have the facility
for 'in-camera' evidence as significant contributions can be nade
in such a forum
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Seventh, the concept of public accountability is sonething new to
agricultural statutory marketing authorities in Victoria. To date
they have been left largely to their own devices, particularly in
the crucial areas of marketing and resource allocation,
However, it appears that some of these industries have been using
the privileges granted to them by Parliament in a manner which
could hardly be regarded as being in the public interest. So-
called orderly marketing arrangements have been used to the
benefit of small industry mnorities to the considerabl e expense
of

consuners. Public accountability provi des a nechani smfor

redressi ng these excesses. The interests of both the consumer and
producers can be bal anced through public accountability
requi renents. Detail ed annual reporting to Parliament using
prescri bed nmet hods can provi de an effective bal anci ng nechani sm

Ei ght h, the PBRC has discovered some 'creative' accounting
techni ques used by one authority which has had the effect of
reducing its reported gross expenditure by alnost one-third of
total operating costs. The Auditor-Ceneral was notified of
these deficiencies and co-operated with the PBRC by vetting the
nmet hodol ogy enpl oyed by our research staff. As 'efficiency of
operations' is a key term of reference given to the PBRC we
anticipate future inputs and cl ose consultation with the Ofice of
the Auditor-Ceneral. This is an area in which our current
Audi tor-CGeneral has a personal interest. These findings enphasize
the desirability for noving to efficiency auditing as opposed to
conpliance auditing of public bodies. It also indicates the
need for accounting standards to be laid down to ensure that both
the public and the vested interests represented by statutory
authorities are reported to accurately. Qur studi es suggest
that there is a need for professional staff of statutory bodies to
be made clear of the role of their organisation to ensure
accountability criterion are met. O paranount inportance is
the need for clear specification in legislation of the objectives
of statutory bodies. A corollary to this is 'the need for
regul ar review of statutory bodies and their objectives to ensure
their
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rel evance to contenporary society. As changes occur in society
there is always the possibility that the objectives of statutory
authorities may require adjustnent.

Ninth, the PBRC has opted to use editorial Sub-commttees to
apprai se draft reports prior to presentation of final drafts to
the Full Committee for adoption. This spreads the workl oad around
all Parliamentarians and overcones quorumdifficulties. Qur

experience is that to be worthwhile, Sub-conmmittees should be
representative of the Full Conmittee in their views to avoid U

turns in report witing. To overcone this situation, we have
adopted the strategy of having the Full Comittee decide on
direction of report witing prior to establishing Sub-commttees.

This process has worked well to date.

Finally, it is inportant that confidentiality of Conmittee reports
and judgements is maintained in order to facilitate and maintain a
good working rel ationship between Committee research staff and

t he managenent of bodi es under reviews. Mai nt enance of good
relations facilitates the Inquiry process. Failure to maintain

confidentiality when maj or changes are envi saged for organi sations
can severely affect the morale of the organisation under review

and affect relations with research staff.
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VI CTORI AN ECONOM C AND BUDGET REVI EW COW TTEE

REVI EW CF ACTI VI TI ES FROM MAY 1985 TO MAY 1987

In the past two years, the Econom ¢ and Budget Review Commttee of
Victoria has investigated a wde variety of issues including
heal th servi ces. Federal -State financial relations and natters
raised in the reports of the Auditor-GCeneral. In so doing, the
Commttee has acted both in accordance with references received
fromthe Executive and with its own powers to initiate inquiries.
Seven reports have been produced and tabled by the Committee in
t he peri od.

Over the last two years, there has been a significant growh in
the Conmittee's fornmal Public Accounts role. It was said, two
years ago, that there were only two states w thout public accounts
comm ttees: Queensl and and Victoria; but | am happy to say the
public accounts committee is now alive and well. It is alive
because there was a recognition by the Commttee that public
accountability is central to the parlianmentary process and as
such, its developrent is a key responsibility of the Committee. It
is well because the Conmttee has not only established a close
wor ki ng relationship with the Auditor-CGeneral, but has al so
recei ved the co-operation of government agenci es.

| shall now provide an outline of the commttee' s inquiries over
the past two years and conclude with a summary of the Commttee's
current activities.

Report No. 13: Method of Remuneration for Visiting Medical Staff
at Public Hospitals

The najor purpose of this Inquiry was to deternmine the nost
appropriate method of reruneration for visiting medical staff who
work part tinme in Victorian public hospitals, taking into account
the alternative mnmethods and rates of renmuneration which are
avai | abl e.
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The Committee found that this is an especially conplex matter
which requires effective consideration by the Health Depart ment
Victoria and hospital nanagements of a range of natters to ensure
the best allocation of resources to deliver a high standard of
health care to public patients.

The report assesses the various avail abl e nethods of remuneration
including the different types of sessional paynents and fee for
service and concludes there is no discernable difference in the
quality of health care which nay be obtained fromeach of them

The Commttee found that there are particul ar econonic advantages
in the adoption of one, or a conbination of methods of
remuneration in particular hospitals, depending on | ocal
Ci r cunst ances.

Report No. 14: A Labour Market Study for Radiol ogists

This report presents and considers evidence concerning an all eged
shortage of radiologists, particularly of full-time radiol ogists
in public hospitals.

The report presents both short termand [ ong termreconmendati ons.
The former include the recruitnent of radiologists from both
interstate and overseas. The latter include increasing the nunber
of new graduates and incentives for longer term enploynment in
public hospitals.

The report al so canvasses the efficacy of increasing the range of
services provided by radiographers and inproving staffing and
equi pnent of radiol ogy departnents.

The report recommends a review of the Medicare Benefits Schedul e
relative to radiological services to reduce, in effect, the
attraction of incomes in private practice in conparison with those
in public hospitals.
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Report No. 19: Review of Bush Nursing Services in Victoria

Bush Nursing Hospitals are private, non-profit community

hospi tal s. The novenent commenced in 1910 and is unique in
Victori a.

The Review raised nany fundamental issues in health care. o

particul ar significance are the bal ance between public and private
sector provision of health care services, the inpact of Medicare
and private insurance on the demand for and supply of health care
services, appropriate ways to control health care expenditure and
CCsTS, and policy toward extended care services for the aged.

This Review of Bush Nursing Services in Victoria was conducted by
the Committee at the request of the CGovernment supported by the
Victorian Bush Nursing Association. The Review was in response to
concerns about the future viability of sone Bush Nursing agencies
and uncertainty about the role of Bush Nursing within the health
care system

The Committee found that where people have inadequate access to
public hospital facilities, there nay be a case for governnent
funding for Bush Nursing hospitals to provide free inpatient care
for public patients. In situati ons of geographic renoteness it
nmay be appropriate for a Bush Nursing hospital to be converted to
a public hospital. And where public hospitals have excessive

waiting times for adnission, it may be appropriate to |ease beds
from Bush Nursing hospitals for public patients. The Conmittee
also found that Bush Nursing hospitals may require assistance to
provi de outpatient/casualty services and ought to be eligible for
funding for community prograns such as District Nursing services
and day care centres.

In the report, the Conmittee considers that nuch will depend on
t he Commonweal th CGovernnent which effectively controls funding for
nursing homes, hostels and hone and community care services. The
Committee considers that there is a need to maintain adequate
provi si on of extended care acconmodati on and honme and community
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care services in small rural comunities. This will allow elderly

people to continue to reside in their own communities and not be
forced to nove later in their lives to renote institutions.

Report No. 15: Aspects of State-Federal Financial Relations

This report discusses key aspects of State-Federal finances in
Australi a, notably the distribution of taxes between the

Commonweal th  and the States and the operation of grants

mechani sis.
The report states t hat current St at e- Feder al
financial arrangenents entail a marked departure from the

principle of fiscal responsibility, with a corresponding |oss of
accountability in Covernment tax-expenditure decision naking.

The report highlights the inportance of inproved intergovernnental
consul tative mechani snms to hel p overcone areas of dissatisfaction
resulting fromthe Commonweal th's domi nance of the major taxation
fields of incone and sal es tax.

The report concludes that no al locative distortions or
impediments to the effectiveness of nacro-econonic policy would
occur if the states were allowed access to personal incone
taxation and broad-based retail sales taxation.

Anot her approach suggested in the report is to establish binding
tax sharing agreenments between the Commonweal th and st ates.

The report enphasises the significance of the Grants Conmission's
inquiry particularly in relation to the efficiency inplications of
fiscal equalisation and recomrends that Victoria undertake a nore
fundanental review of the principles of fiscal equalisation.
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Report No. 16:  Accountability Requirements Affecting Subsidiary Companies of

Government Organisations with Special Reference to v/Line Industries Pty. Ltd.

This. report considers accountability issues relating particularly
to V/Line Industries Pty. Ltd., a wholly owned subsidiary of the
State Transport Authority. Reports of the Auditor-Ceneral drew
the Committee's attention to the fact that V/Line Industries Pty.
Ltd. was not required to have its accounts audited by the Auditor-
Ceneral . Gven that the Conmttee had previously in a report to
the Parliament in April 983, recommended that the Auditor-Ceneral
shoul d have responsibility for the audit of all State Governnent
organi sations, including subsidiary conpanies, the Commttee
considered an exanination of V/Line Industries Pty. Ltd. to be
timely.

The report recomrends that the objects, functions and powers of
subsi di ary conpani es be clearly and precisely established and t hat
auditing and reporting obligations affecting V/Line Industries
Pty. Ltd. (including the auditing and reporting of its joint
venture activities) be strengthened. It reaffirms the Committee's
earlier recommendations concerning auditing and reporting
requi renents for subsidiary conpanies of government organisations
general ly.

Report No. 17: Matters Concerning the National Gallery of Victoria

This report exanmines a nunber of issues, which were previously
raised in reports to the Parliament by the Auditor-Ceneral,
concerning the National Gallery of Victoria. These issues concern
st ockt aki ng and cat al ogui ng, val uation, and insurance and security
cover for works of art in the care of the Gallery.

The Report expresses concern that these basic nanagenent
activities have in the past received too little attention. The
report notes that until 1986 there had not been a conprehensive
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physi cal stocktake of itens in the collection, No up to date
central record of works was kept and conputer technology for
cat al ogui ng had not been consi der ed. Ef fective security had not

been sufficiently enphasised. The Committee's concerns with

security were aggravated by the theft of the Picasso painting ,
Weepi ng Wnan, during the course of the inquiry.

Al though the report acknow edges that the further devel oprment of
the state collection is inportant, it reconmends that this shoul d
not be to the detriment not only of the efficient and effective
managenment of the existing collection, but also of a major state
asset .

The report notes that steps. had been taken to inprove managenent
during the course of the inquiry.

Report No. 18:  State Insurance Office:  The Accounting

Measurement of Compulsory Third Party Outstanding Claims
Liabilities

In Victoria, there has been disquiet and uncertainty about the
exact magnitude of the losses incurred by the State I|nsurance
Ofice (SIO in operating Conpul sory Third Party (CTP) insurance.
The uncertainty is related to the measurenent of outstandin g

clains liabilities.

There is no general agreenment within the accountinc profession,
nor is there an Australian Accountinc Standard as to which
measur enent technique i s appropriate.

Significant chances in technique used by the SIO to neasure
outstanding clains liabilities have occurred on two occasi ons over
the past six year. The Auditor-General felt obliged to qualify
the accounts of the SIO as a result of these chances.

This report exanmines these najor changes affecting the accounting
measurenent of CTP outstanding clains liabilities in recent years

and the inpact these changes have had on reported financi al
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results. It outlines the views expressed by the Auditor-
General, the SIO and the Conptroller-General of the Departnent of
Managerment and Budget on the measurenent of outstanding clains.
The issues raised by the different neasurement techni ques are al so
di scussed. Finally the report proposes inprovements to SIO
reporting, especially concerning its consistency and |evel of
di scl osure, to hel p ensure that adequate accountability to the
Par | i anment and the public' at large is maintained.

The Committee believes the report should provide a catal yst for

the Accounting profession, which has been tardy on this issue, to
develop an appropriate standard to cover the measurenent of
outstanding clains liabilities.

Current Activities of the Economic and Budget Review Committee

The Conmittee is presently undertaking a nunber of inquiries, in
addition to its Public Accounts Conmmittee role, under terns of
reference initiated by the Committee itself pursuant to Section 4F
(2) of its enabling |egislation. This section provides that the
Committee may report on any matter arising out of the annual
Estimates of Receipts and Payments of the Consolidated Fund or
ot her Budget Papers.

I tems under consideration are:-

Program Budgeting:

Since Program Budgeting was inplemented in Victoria sonme years
ago, the Committee considered it tinely to examne its

effectiveness both in terns of its use for budgetary control and
accountability and also as a managenent tool in the context of

corporate planning. The issue of performance indicators is
al so under scrutiny. The Committee has held discussions with
the Auditor-GCeneral, the Treasurer and Treasury officials in

both Victoria and Canberr a.
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2. Estinmates Conmttees:

A subconmittee has been established for the purpose of

proposi ng an appropriate nodel and procedures for the
introduction of an Estimates Conmittee in Victoria. Central
to the inquiry are the issues of the information needs of
parliamentarians and the format of that information. Oficers
of the Committee have hel d discussions in Canberra with the

A erks and research staff of the Senate Estimates Committee.

Many of the issues under consideration are related to those being

examned in the review of Program Budgeting. Wth the
presentation of the Appropriation Bills in the Programformat, the
role of an Estinates Commttee could be somewhat broader than t hat
where line item appropriations are considered. For the
consideration  of prograns facilitates to a degree both
retrospective and prospective anal yses and judgenents. Inthis

regard, there may be a duplication of roles with respect to the
Public Accounts Conmittee.

3. Public Sector Efficiency:

This inquiry is still at the stage of refining its objectives. The
subcomm ttee conducting the inquiry has been charged wth
reporting on mechani sns for dealing with enpl oyee and public input
for the purposes of inproving the efficiency and effectiveness of
the public sector. Sorre initial discussions have been held with
Public Sector officials and with private industry. In regard
to the latter, the subconmittee has inquired into changes in
private industry where structures to encourage enpl oyee
participation with the enployers in efficiency considerations have
been i npl enent ed.

The Public Accounts subcommittee is continuing its review of
matters raised by the Auditor-CGeneral in his reports for 1984-5
and 1985- 6.
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Matt ers under consideration include:-

a) Council of the Museumof Victoria - matters in relation to
t he managenent of the collection and the regis ter of the
col I ecti on;

b) Li brary Council - matters in relation to the valuation of
the collection;

C) State FilmCentre - matters in relation to inconplete and
i naccur at e di scl osures and confusi on about |egislative
requirenents;

d) Counci | of Trustees of the National Gallery of Victoria -
matters in relation to the adequacy of accounting for
revenue from "bl ockbuster" exhibitions;

Various arts organisations - matters relating to the non-
depreci ation of assets; and

Education Department - matters relating to the Departnent's
response to the Auditor-Ceneral's report relating to grants and
subsi di es.

Also, and of particular inportance to the Public Accounts
subcommi ttee, is its continuing dialogue with the
Audi t or - General regarding the rel ati onship between his
office and the Committee.

A nunber of nmeetings have been held with the Auditor-GCGeneral and
his senior officers to establish guidelines for an effective
wor ki ng rel ati onshi p. Under consideration is the inplementation
of a formal mechanism to refer the Auditor-GCeneral's reports to
the Comittee. G her general matters under discussion have
i ncl uded accrual accounti ng.
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In the future, the Committee expects to continue and
consolidate its Public Accounts function. Undoubtedly, it will

continue to receive references from the Executive and the
Parl i ament. The Conmittee is about to receive an Executive
reference to examne borrowing limts on large statutory

corporati ons.

Less certain wll be the effects on the Conmittee-should the
Covernnent agree to establish an Estimates Conmmittee. For
clearly, as the Econonic and Budget Review Conmittee is presently
constituted, it has within its jurisdiction the power to fulfil an
Estinates role, although it has never exercised this power. If it
were to take on this task, then the coomtnent of its menbership
and resources would be stretched. If, however, a
separate Committee is established, then there will need to be sone

redefining of roles so as to elinmnate duplication.

In conclusion, the Economic and Budget Review Committee of
Victoria has been very productive over the past two years over a
di verse range of issues. The next two years should see a
consolidation of its formal Public Accounts role, whilst at the
sane time, it may acquire another significant role regarding

Esti mat es.
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PUBLIC ACCOUNTS COmmITTEE OF NEW SOUTH WALES

The conposition of the NNS.W Conmittee has been relatively stable
over the last few years. Three of the current nmenbers have been
on the Coomittee for over 3 years, one for 2.5 years and the fifth
for nearly 18 nonths. M John Aguilina who was Chairnman at the
tinme of the last Conference, has since been appointed Mnister for
Nat ural Resour ces.

The experience of the nenbers has, | believe, contributed greatly
to the quality of the Committee's inquiries and enabled a stable
pattern of conducting inquiries to devel op.

Since July 1985, the New South V4l es Public Accounts Commttee has
produced 15 reports.

Rather than run through the reports seriatim | wll confine ny
remarks to what | believe are the nore inportant aspects of the

Committee's work.

Reports on individual Statutory Authorities

Firstly, the Committee has reviewed the operations of a large
nunmber of statutory authorities. Committee reports relating to
i ndividual statutory authorities have included: the Macarthur
Gowh Area, the Statutory Funds of the Department of Environment
and Pl anni ng, the Land Conmi ssion of New South Wl es, the Builders
Li censing Board, the Harness Racing Authority, the State Cancer
Council and the Sydney (pera House Trust. In addition reports
will be tabled next nonth on the New South Wil es Fi | m Corporation,
the Gain Sorghum Marketing Board and the Wne Gapes Mrketing
Boar d.
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In spite of the diversity of activities wundertaken by 'these
authorities, the Conmittee has found a nunber of common themnes running
through its inquiries. In particular, the accountability of
authorities to the relevant Mnister, to Parliament, to their clients
and the community. Further the role and conposition of Boards, the need
for ongoing review of the appropriateness of objectives and functions,

and the need to set clear objectives and nonitor performance. These are
recurring themes in all such inquiries.

| am pleased to report that in this session, the Government has brought
in major legislation, as a result of our inquiry
into the Buil ders Licensing Board, whi ch basi cal |y echoes
the Committee's Report.

Fol | omw up I nquiries

During 1985-86 the Committee comrenced a program of follow ng-up past
inquiries. In NSW we call this the "re-subnit file". These
followup inquiries were instigated to determine the extent of
inplementation of the Committee's reconmendations and where necessary,
to recommend further action. Followup inquiries which have been
conpl eted are:

Fol  ow-up Report on Inquiries into the New South Wl es

Publ i c Hospital System

Fol | ow up Report on Overtine Payments to Corrective Services

Cficers;
Fol | ow- up Report on Annual Reporting of Statutory
Aut horiti es;

Fol l owup Inquiry into Police Qvertine.
A followup inquiry into the Coomttee's 1983 report on the
G ai n Sorghum Marketing Board has al so been conpl eted and

this report will be tabled next nonth.
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In general, the Committee has been disappointed at the progress

nmade towards inplementing its recommendations. In many areas,
we found the response of departments slow or ineffective. The
Committee has, therefore, given notice that it wll continue to

nmonitor problem areas, and where necessary undertake further

formal inquiries.

he area where the Committee was pleased tO note a considerable
i nprovenent since its initial inquiry was

overtime paynents to prison officers. The Commttee

concluded that mninum savings of $18.9 mllion had been nade
since 1982-83 as a direct result of our investigations.

You woul d have all heard of the Premier's "Back to Basics" policy.
he of the major thrusts of this policy has involved a re-
eval uation of the delivery of health services in this State. I
am pleased to report that the Committee's Followup Report into
the NS W Hospital Systemwas used extensively in the fornulation
of the Health 2000 poli cy.

The New South Wales Committee is firmy committed to

follow ng-up inplenentation of its re conmendations, and
where action has not been taken or has been ineffective, we
will continue to raise the relevant issues and highlight the
| ack of action.

Broad I nquiries on individual issues

As well as inquiring into individual organisations, the Committee
has al so undertaken broader based inquiries, into areas such as
the accountability of statutory authorities, perfornmance review
practi ces, i nvest ment practi ces, and  superannuation
liabilities. In 1986, the Committee inquired

i nto Year-End Spendi ng i n departnents and sel ected
authorities. This inquiry raised i nportant issues
concer ni ng the budget process, whi ch are of continuing
interest to the Comm ttee.
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Public accountability issues

Under the Public Finance and Audit Act, proposed armendnents and
regul ations to annual reporting |egislation and the Public Finance
and Audit Act nust be referred to the Conmittee by the Treasurer.

The Commttee considers that it plays an inportant role in
reviewing and reporting on such proposed changes to |egislation.
During the last two years the Conmttee has reviewed proposed
changes to the format of the Public Accounts, proposed regul ations
acconpanying annual reporting legislation for Departnments and
proposed amendnents to annual reporting legislation and to the
Public Finance and Audit Act.

The Committee believes that it is in a unique position to
undertake such reviews. The Committee takes an independent,
bi parti san stance, which exanines proposed legislation on the
basis of whether accountability, efficiency and effectiveness
wi I | be enhanced by the changes.

The response of the Treasurer to the Conmittee's reconmendati ons
has been very positive and the Treasurer is to be comrended for
the way he has been quick to take on board Committee suggestions.

The Future

| see the next two years as being as busy and productive for the
New South Wal es Public Accounts Committee as the |ast

t wo. The Conmttee wll continue its commtnent to

enhanci ng public accountability and pronoting value for noney in
the public sector. For the first tine, the Conmittee is about
to enbark on' an inquiry in the education field. Ve will also
be investigating areas of one of the State's largest statutory
authorities, the Eectricity Commssion and undertaking a
review of the Heritage Counci l
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of New South Wal es. The Committee also gives notice of its
continuing vigilance concerning timely and informative annual

reporting by Departnments and Statutory Authorities.
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IMPROVING THE FINANCIAL DECISION MAKING AND ACCOUNTABILITY OF

GOVERNMVENT

PERCY ALLAN, SECRETARY, NSW TREASURY

Covernnent is big business. As with any corporation, good
financial managenent is crucial for its effective operation.

CGood public sector financial managenent facilitates sound
Covernnent decision-nmaking. It pronotes the use of linmted public
resources in the nost appropriate, efficient and effective way.

(Refer Gaph 1.) By appropri ate, | mean relevant to the
community's need. By efficient, | mean with | east cost and
m ni mum out put . By effective, | mean achi eving the purpose t hat

was i nt ended.

The Australian Financial Review once said that perhaps the ngjor
singl e achi evenent of the NSW CGovernment during the past decade
has been its reforns to inprove the managenent and accountability
of the public sector. These ongoing reforns provide a sound
base for the Covernment's deci si on- maki ng.

Today | would like to outline the Covernnent's efforts in this
ar ea. In particular, in the latter half of ny talk I will
enphasise the role being played by the Expenditure Review Task
Force of which | am Chairman. This is one of the NSW Governnent's
nost recent initiatives ainmed at inproving its financial decision-
maki ng. Besi des nysel f, other nenbers include senior officers
of Treasury, the Prenmier's Departnent and the Public Service
Boar d.

Before | start let ne illustrate just how big the business of
State Covernnent is and the problens this poses for State

fi nanci al managers.
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In terms of accountability for public finance, the State represent

a very large proportion of the national econony. In round
figures, State outlays represent al nost 20% of G oss Domestic
Product . That is only narginally | ess than accounted for by

Commonweal th Governnent Qutlays. (Refer Gaph 2.) Expressed as s
share of total public sector outlays, Comronwealth Government
outlays account for 50% State outlays, 45% and Local Governnent
only 5%

These figures indicate that the | evels of Commonweal th and States'
outlays are roughly the sane. In contrast, while the Commonweal t h
Governnent col | ects sonme 80% of Australian tax revenues the States
rai se just 16% Thi s i nbal ance between the expenditure

responsibilities and revenue raising capacities of the levels of
Governnent is quite unique to Australia. It is a situation
whi ch makes the States very dependent on Commonweal th payments to
suppl ement their revenues. For New South Vales it means t hat
the State is directly responsible for just 47%of its own revenues
and this fact makes good financial managenent even nore

i mperati ve.

On other measures, NSWstill represents a fair slice of Australian
Governnment and the econony. The NSW Cover nment represents sone
35% of the Australian popul ation. To use business jargon, it
has some 5.5 nillion sharehol ders. 34% of the workforce
resides in NSW

The NSW CGovernnent's own activities are represented by Departnents
and statutory authorities account for 17.1% of State Qoss
Donesti c Product and 14% of State enpl oynent.

It's big business in anyone's |anguage catering for Australia's
| argest State and enpl oyi ng over 360, 000 peopl e. There is al so

a very extensive business community which nmust be serviced.
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The associ ated expenditure responsibilities which the States nust

neet are fairly well prescribed. (Refer Graph 3.) They include
provision of services in the areas of education, public health,
police and justice, public transport, youth and community
servi ces.

Toget her, Heal th and Education account, in roughly equal
proportions, for 44%of NSWs 12.6 billion recurrent outlays. A
further 7% is spent on each of Transport Services and Law, O der
and Public Safety. Debt servicing charges anount to a further
14% In other words, four policy areas plus debt charges

account for almost three quarters of total NSW Governnent
operating costs.

These expenditure responsibilities in particular are essential -
there is not really nuch flexibility for the State to manipul ate
expenditures in basic services when framng its Budget. Certain
education standards are expected, |aw and order mnust be enforced,
health services nust be provided. Debt servicing responsibilities
cannot be avoi ded.

I would estimate that "inflexible" expenditures such as these
account for al nost 80% of New South Wl es' recurrent expenditures.
That together with the fact that wage and sal ary expenses account
for roundly 60% of total State outlays certainly calls for good
financial management of the State's linmted resources. The
situation rmakes it essential that the right decisions are taken by

Governnent in allocating its scarce financial resources.

Turning to State capital expenditures the position is nuch the
sare. A dissection of the NSW capital works program again
points out the rigidity of State expenditure responsibilities and

the associated problens for financial nanagenent. (Refer G aph

4.) New South Wales' capital works program was estimated to be
$4.9 billion in 1986-87. O that total over 30% was for Transport
and Roads, 13% for Housing and roundly 25%for provision of power,

wat er and sewerage. Again these are expenditures essential to the
wel | being of the public.
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The magnitude of the business of putting together a State budget
is clearly denonstrated. The inherent problens are al so apparent.

Changes in the Health area added to the Covernment's problens

during the current year. This nade the task of forrnulating a
Budget particul arly onerous. The Health changes included the
novenent to a 38 hour week, increases in the doctors and nurses
awards and nurse recruitment neasures. These al one added over
$200 mllion to the State's annual health bill. In full year

terns, that's an unavoi dable increase of over 20% in the State's
maj or expenditure responsibility.

This is but one of the problens which the Covernnent had to face.
The constraints on public finance that | have outlined highlight
the inportance of ensuring that the right decisions are taken in
managi ng the State's limted financial resources.

I now turn to the reforns which the CGovernnent has inplenented to
facilitate this task. These reforns are both financial and
admnistrative and they are aimed at not only inproving the
nmanagenent, but al so the accountability, of the public sector.

The reforms fall into four categories: public information,

financi al procedures, managenent procedures and revi ew mechani sns.

PUBLI C | NFORVATI ON

Public sector accountability has been enhanced by a nunber of
i nprovenent in the disbursement of information to the public.
Measures taken include: (Refer Gaph 5.)

- The substantial revanping of the Budget Papers and Public

Accounts to facilitate the public understanding of the
State's financ es.
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- The publishing of a nonthly Financial Statenment show ng

the recei pts, paynents and total cash and securities

bal ances of the State Governnment. To assist the public in
interpreting the statemnent, the Treasurer attaches a
witten explanation of variations in receipts or payments
from budget .

- Legi sl ati on has been enacted to apply uniform accounting

and annual reporting standards to departments and

statutory authorities.

FI NANCI AL PROCEDURES

A second group of reformneasures can be classified as

i mprovenents to public sector financial procedures. These
i nclude: (Refer Graph 6.)

- The enactment of a new Public Finance and Audit Act to

enphasi se accountability, strengt hen financial controls and
introduce flexibility. The Act al so enphasi ses internal
audit. As far as | know, NSWis the only Government in

Australia that provides a centralised internal audit service
on a commercial basis for Cover nnent organisations.

- The establishnent of a Capital Works Mnisterial Conmttee to

set priorities in the Capital Wrks Program and ensure
coor di nation of projects.

- The inplementation of ProgramBudgeting to facilitate anal ysis

of departnental expenditures and staffing. This has given the
Covernnent greater control over the priorities of its
expenditure, thereby enabling it to be nore selective in
pronoti on or pruning of Governnent functions, prograns, and
activities.
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-As a further step aimed at inproving the financial procedures
and efficiency of the public sector the Governnent is to apply
"a systemof Financial Performance Targets to its business

authorities. This systemof financial targets will consist of
three el ements:

a financial rate of return target as the "prinary
expression” of financial performance;

as a consequence of the rate of return target, a dividend target;
and

strategi ¢ planning and ot her perfornance targets.

These financial performance targets will play an inportant role in
the continued inproverment in the economc perfornmance of the
State's business authorities. The target rate of return
requirenent will aimat ensuring that NSWauthorities generate a
return equivalent to the opportunity cost of their use of the
community's scarce capital resources.

I mght add here that, while the rate of return reporting being
adopted by the NSW Covernnent differs somewhat to the arrangenents
applied by the Comonwealth and Victorian Covernnents, in ny
hunbl e opi nion our systemis sonewhat superior.

MANAGEMENT PROCEDURES

A third category of Governnent initiatives can be classified as
managenent reforns. These include: (Refer Gaph 7.)
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- The introduction of Managenent |nprovenent Plans to achieve

greater organi sational efficiency and effectiveness by
depart nent s. These pl ans invol ve setting specific

obj ecti ves
and targets for organisations to achi eve over a set tinme
peri od.

- The establishnent of the NSWTreasury Corporation as the

State's central borrowi ng authority. In providing a

coordi nat ed approach this neasure has increased the efficiency
of public authority | oan raising.

- Depart nent al efficiency has been i nproved by
t he
conmput eri sation of accounting systens and ot her functions.

The Premer has foreshadowed further admnistrative and financi al
reforms in the State's Devel opnent Strategy which is likely to be
rel eased in June. These reforms will concentrate on strategic
pl anni ng, per formance agreenents and nanagenent devel oprent.
Performance agreenents are common in the United States and have
recently been adopted by South Australia.

REVI EW MECHANI SV

The fourth category of financial and admnistrative reforns
undertaken by the NSW Governnent are those which can be descri bed
as review mechani sns. (Refer Graph 8.)

Mention of such terns as efficiency audits and expenditure revi ews

calls to mind an episode of that nost hunorous TV show, "Yes

Mnister", which I am sure we all conpulsively watch. | refer to

t he epi sode when M ni ster Hacker directs Sir Hunphrey to undertake

an Organi sation and Method Study of the Departnent. He was
reacting to calls to prune the civil service.
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Once again poor old Hacker had to back off as Sir Hunphrey
explained in his ininitable style that, in fact, an additional 800
public servants woul d be needed to undertake the econony drive. So
much for a cutback in public servants!

| can assure you that the NSW Governnent's public service review
neasures do not have the same inplications as did James Hackers.
In fact, the Government can quite justly be proud of its success
in restraining gromh of the public service. For exanpl e,
during the past four years while growh in the nunber of
Commonweal th public servants averaged 4. 7% per annum and t hat of
the other States averaged 2.4% growh in NSW public sector
enpl oynent was just 0.6% per annum Expressed ss a proportion of
the population, NSW has the Ilowest nunber of public sector
enpl oyees of any State or Territory in Australia. (Refer Graph 9.)

Vel |, what "Revi ew Mechani sns" has the NSW CGover nnent introduced?

- Not the | east of the measures within this category is the 1982
| egi sl ati on which w dened the powers of the Public Accounts

Commttee. You will all be aware how this has resulted in the
closer Parlianmentary scrutiny of the financial operations of
Governnent departments and authorities. The Comm ttee has
already prepared inportant reports on particul ar aspects of
Covernnent such as Public Hospitals' expendi ture and
accountability, Statutory Authorities' investnent practices
and performance review practices in Departments and
authorities. These have resulted in significant savings and
i nproved procedures.

- Another review nmeasure has been the issue of Treasury
guidelines for internal audit of financial and related

operations of all Covernment bodies. These gui delines are
assisting Heads of Departnents and Statutory Authorities to
get a better grip of what is happening in their organisations
and to correct inadequate procedures and practices before they
produce serious m stakes.
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-  Along termprogramof Managenent Strategy Reviews has also

been underway since 1978. This program i nvol ves 1978.
Thi s
program i nvol ves the progressive review of the objectives,
activities, organisational structure, nana genment procedures
and future strategies of i ndi vi dual departnment s
and
authorities. These reviews ensure that public bodies conply
Wth governnent priorities and effectively serve community
needs. In all, 18 Departrents and Authorities have
under gone
a thorough Strategy and Managenent Revi ew by i ndependent
private managenent consultants.

Departments and authorities have also been required to adopt

procedures for program eval uation. The Premier wll soon
release details of a five year plan whereby all governnent
organisations wll review the efficiency and effectiveness of
many, if not all, of their prograns. The Program Evaluation Unit

at the Public Service Board, wth which Treasury is closely
involved, has trained over 150 officers in program eval uation
t echni ques. Its training manuals and literature are now
recognised as anongst the nost advanced in the world for
under t aki ng program eval uati on. The Unit's purpose is to help
Departments and Authorities undertake their own internal audits.

- Since 1980 a special section of the Public Service Board has
undertaken external efficiency audits of the way in which

departnents and authorities admnister their tasks. The scope
of these audits has recently been extended to incorporate
program appropri ateness and effectiveness as wel | as econony
and efficiency. The Unit is used in cases where it is felt
that an i ndependent external evaluation of the efficiency and
effectiveness of a particular programor division of a
Departrment or Authority is warranted. 62 such audits have
been undertaken since their commencenent in 1980.
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| believe these neasures, in inproving public sector financial
managenment and adm nistration al so provide a sound background for
Gover nnent deci si on- maki ng.

This brings me to the subject | nentioned at the very start of
this talk - the Expenditure Review Task Force. As | indicated
earlier, the Task Force, of which | am the Chairman, conprises

senior officers fromeach of the three central agencies -Treasury,
Premier's Departrment and the Public Service Board. The conposition
of the six menber Task Force is shown on the overhead. (Refer
G aph 10.)

Establ i shment of the Task Force was announced by the Treasurer,
Ken Booth, in the 1986-87 Budget Speech. The role of the Task
Force was not so nmuch to be a "RAZOR GANG'. Rather it was to
review the major achievenents and overall trends in Governnent
spending, energing policy issues with financial inplications,
pl ans Departnments and Authorities had for addressing these issues,
and nechani sms by which they night fund such proposals. These
funds mechani sns coul d include appropriate user charges and asset
di sposal, reallocating resources to other areas of the public

sector by the reduction or elimnation of activities, or
sel f-funding prograns by placing themon a conmercial basis.

The scope of the Task Force review was confined to inner Budget
Departments and Authorities on the basis that consideration was to
be given at the end of this review to whether outer budget sector
authorities should al so be exam ned.

Gven tine constraints, the fact that the Christmas/New Year
hol i day period was immnent and also that it had been foreshadowed
that the Task Force's Report would be submtted to the Prem er and

the Treasurer by the end of April, 1987, it was determned that
the first st age of the review would be linited to
10 organi sati ons. These are listed on t he over head.

(Refer Graph 11)
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Each of the 16 organisations which were to feature in the first
stage of the review was requested to conplete a questionnaire
seeking broad information on its: (Refer Gaph 12)

M ssion and bj ectives

Past achi evenents

Fut ure issues

Strategic action pl ans
Prograns/activities in priority order

The Task Force then prepared a tinmetable for a series of half-day
neetings with each of the 16 organi sations over the period January
to March, 1987. This normally required nmeeting with at |east two
or gani sati ons per week.

The Task Force adopted a standard format in its neetings wth
Departnmental representatives. By way of background for Task Force
menbers a report on each organisation was prepared by the
Treasury's Budget Branch. This report was based on information
supplied by departrments in their responses to the questionnaire as
well as an initial assessnent by Treasury of the strengths and
weaknesses of each organi sation. Task Force questioning generally
followed the follow ng pattern (refer Gaph 13):

ACH EVEMENTS - maj or achi evenments over the past five years.
ISSUES -key community and organi sational issues over the next
five years.

PLANS -pl ans for addressing community and organi sati onal i ssues.

CONSTRAINTS - political, organisational, financial and other
constraints on achi eving pl ans.

MONI TORI NG - nechani sns for eval uating the appropri at eness,
ef fectiveness and efficiency of prograns.

FUNDI NG - options for funding new initiatives.
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At the end of each neeting, Task Force menbers would (in canera)
gi ven an individual assessnent of the organisation under scrutiny.
These assessnments formed the basis of the Task Force's final
report to the Premier and the Treasurer.

| indicated earlier that the Task Force had foreshadowed that its
final report would be conpleted by the end of April, 1987.
Normal Iy, | would not admt this, but because of the concern which
I  know that the assenbled audience has with mtters of
accountability, efficiency and effectiveness, | nust state that
the Task Force was not able to achieve its end - April deadline.
Neverthel ess, we are not too far behind schedule and wll have
completed the first stage of our review by June 17.
(Hopefully, there will be no review of the efficiency of the Task
Force.)

In reporting to the Premier and the Treasurer on our findings, we
have taken the view that we could achieve a greater inpact by
preparing separate reports on each organisation rather than a
conposite report on the 16 organi sations invol ved. The first of
these reports was submitted to the Premer and the Treasurer on
May 7 and as of today (May 28), 11 of the 17 reports (including
the overview) have been furnished. The Task Force's Final Report,
an overview, will be submtted on June, 17.

At this stage, | amnot at liberty to disclose to you the results
of our inquiry as the Government has agreed that confidentiality
shoul d be mai ntained for the present. | am able to say however
that the exercise to date has been a very fruitful one from a
nunber of vi ewpoints.

Firstly, as someone who is relatively new to the position of
Secretary of the Treasury during a period when we have had a | arge
turnover of senior Treasury personnel, the review has given nme a
great opportunity of exploring in some detail not just the
finances, but the general operations and directions of sone of the
nost significant Departnents. A so, looking at a Department
over a longer tine frame than purely a financial year, gives one a

better perspective of its problens and chal | enges. Most
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inportantly, the assessnents which the Task Force has nade on the
operations of these departments should assist the CGovernment to
obtain a bird's eye view of the key issues that have to be
addressed in the NSW public sector. This is essential if the
Covernnent is to determine relative priorities anong the various

conpeting dermands given its limted financial resources.

Finally, | should stress to you, as | have already done to the
Premier and Treasurer that there is no way that the Task Force
review of organisations could have the objectivity or depth of a
detailed efficiency audit or nanagement strategy review based on
close inspections of actual departmental operations and out put s.
This was never the intention given the need to reply on witten
responses from Departnments and verbal answers supplied at a brief
hal f-day meeting. However, | am sure that the final reports
prepared by the Task Force wll assist the Covernnent in
determining priorities not only in the budget context for 1987-88

but al so over a longer tine frane.

It is anticipated that the Task Force will enbark on a second

stage of the review process commenci ng in about Cctober, 1987.
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GRAPH 1
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GRAPH 2
QUTLAYS AND TAX REVENLUE BY LEVEL

OF GOVERNMENT 1986- 87 (Est)
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GRAPH 3

RECURRENT OUTLAYS

1986-87 (Est.)

TRANSPORT & COMMUNICATION 6.SX
$818 .21

<ECREATION &
CULTURAL 1.4X $183.4n0

HEALTH 22.ex
$2773.5M

LAW, OROER ¢
PUBLIC SAFETY 8.6X%

$833.7M

DEBT SERVICING
CHARGES 13 8x°

$1748.6M

» Excludes debt servicing charges allocoted
to policy orecs (e g Tronsport).
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VELFARE SERVICES 3 9%

$137.1M

EOUCATION 21.3X%
$2688 S

OTHER 1 .1X

OTHER GENERAL

ADMIN, N.E.I.

$1616M

HOUSING & COMMUNITY

$810. 9

$728. 44
OTHER ECONOMIC SERVICES §S.8X

TOTAL $12630.34

SERVICES

12.8X
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NSW CAPITAL WORKSPROGRAM

1986-87 (Est)

18.1X WATER,ETC.
$494 .SM

3.2X RECREATION
$156.8M

6.1% INDUSTRY
$294.7M

HOUSING '2.8X
$624.8M

HEALTH 3.2X
$158M

EDUCATION S.ex
$246 . 1M

TRANSPORT
$1496.5SM

30.6%

GEN.ADMIN 13.2X
$642 .34

ELECTRICITY 15.8X
$T72M

TOTAL $4.9 BILLION
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GRAPH 5

PUBLIC INFORMATION

Revanped Budget Papers and Public Accounts
Mont hly Fi nanci al St at erent
Annual Reports Legislation
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GRAPH 6

FINANCIAL PROCEDURES

Publi ¢ Finance and Audit Act

Capital Wrrks Mnisterial Committee

Pr ogr am Budget i ng

Fi nanci al Performance Targets for Governnent

Busi ness Authoriti es,

rate of return target

di vi dend t ar get

strategic planning targets
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GRAPH 7

MANAGEMENT PROCEDURES

Managerent | nprovenent Pl ans

Treasury Corporation

Conput eri sati on

Managenent Trai ni ng and Devel opnent

Managenent Performance Agreenents

Corporate and Strategi ¢ Pl anni ng
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GRAPH 8

REVIEW MECHANISMS

Ref ormed Parliamentary Public Accounts Committee
Internal Audit
Managenment Strategy Reviews
Program Eval uati on
Efficiency Audits

Expendi ture Revi ew Task Force
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GRAPH 10

EXPENDITURE REVIEW TASK FORCE

P. ALLAN -SECRETARY, TREASURY (CHAIRMAN)
N. LAMBERT - ASSISTANT SECRETARY, TREASURY

D. JOHNSTON - FIRST ASSISTANT SECRETARY, PREMIER'S
DEPARTMENT

J. MOORE - FIRST ASSISTANT SECRETARY, PREMIER'S DEPARTMENT.
K. SHERIDAN - MEMBER, P.S.B.

B. PORTER - CHIEF EXECUTIVE OFFICER, P.S.B.

TA.SK FORCE SECRETARIAT

BUDGET BRANCH, TREASURY
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TASK FORCE REVIEW - STAGE 1

Department of Agriculture

Department of I ndustrial Dev el opnent and Decentralisation

Department of Youth and Community Services

Department of Corrective Services

Department of Education

Department of Techni cal and Further Education

Attorney General's Departnent

Department of Health. Department of Housing

Ofice of the Mnister for the Arts Energy Authority Departnent of
Envi ronnent and Pl anni ng

Gover nnment Supply Departrent Public Wrks Depart nent

Mnistry of Transport Police Depart ment
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GRAPH 12

TASK FORCE QUESTIONNAIRE
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Strategic Action Plans
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3. GOVERNMENT AS A BIG BUSINESS THE LAST TEN YEARS

DAVI D H LL, MANAG NG DI RECTOR, AUSTRALI AN BROADCASTI NG CORPCRATI ON

Wll, M Chairman, thanks very nuch for those very kind words of
introduction. I ammndful that this is the nost awkward possible
time to be addressing an audience like this at the end of a long
day in a room with no windows with a federal election called

yest er day. So | ammndful to be very brief, and I amtold, in
any event, the bar opens in 40 mnutes, so if we are not finished
by then we have no audi ence. | just propose to speak to sone
notes for about 20 minutes and then | have no doubt - | have been

warned that there will be some questions raised.

| think | amthe only person that has addressed you that is not
currently a practitioner at the nmonment in the field of
parliamentary public accounts, but, as Robert has pointed out,
back in 1976 for a few years ! did work with the New South Wl es
governnment as economc adviser to the State Premier and the head
of the mnisterial advisory unit and we dealt then in - at great
length with public accounts and as the forerunners, the conmittees
that led to the eventual Public Finance and Audit Act in New South
Wl es.

Since then | have been involved directly and indirectly with a
host of different statutory authorities or government enterprises,
both public, in New South Wales, and federally. Wat | wanted to
do today is just give you ny observations about what has happened
to government as a big business over the last 10 years and

speci fically what changes have taken place and, | suppose, to pose
the question, and perhaps answer it or try to answer it: have
things inproved in public enterprise managenent, from ny

observations, in the past 10 years?
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| wanted to skip briefly over four issues. The first was the
whol e question  of performance and efficiency of public
enterprises, and | wanted to touch on that current debate on

privatisation; secondly, the issue of managenment of the |evel and
skills and nanagenent of public enterprises; thirdly, financial
reporting and accounts of public enterprises, and | wanted to
touch on our experience with the famous holl owl oggi ng exercises
of the late 1970's and, finally, ny views about the role or
i mportance of the parliamentary Public Accounts Committees.

First, performance and efficiency in public enterprises. For me
one of the big differences between private enterprise and public
enterprise is that in the case of private enterprise what they are
about is fairly clear-cut. They know why they are there, they
know what they are to do and they have clear indicators of their

per f or mance. I't is i nvari ably profit or
sone

cl osel y-approxi mating financial indicator. By way of contrast, in
the public sector it is often nmore difficult to answer that
fundamental question clearly: what the beck is it there to do
how does it go about doing it and is it doing it well or badly
and it is not always easy to clearly define the role of the public
utility.

In some cases it wll be because its primary function has got
nothing to do wth finance, and to measure it solely on a
financial criteria or profit criteria has got nothing with its
prinmary function. Hospitals, universities, schools would fit into
that category. The other difficulty is in a lot of public
enterprises you mght find they have got a multiplicity of goals
to pursue and, in sone cases, they mght even be inconpatible, and
the State Rail Authority is a good case in point.

O the one hand we had to provide an effective, efficient
performance in financial ternms and on the other hand we are
obliged to provide services that are hopel essly unecononic. But

too often public enterprises, because they do not have a clear
singular function, there results a blur in what they are there to
do or how their performance is to be neasured. And if you | ook at
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annual reports at large public enterprises the annual reports
should tell you and ne and Joe CGtizen, who is the sharehol der,
what that authority or enterprise is there to do and it should
tell hi msonething about how well or how badly he is doing it, and
I think it is fair to say that, historically, too many annual
reports and other reports of public enterprises becane self-
congratul atory, otherw se neani ngl ess readi ng.

| remenber reading in 1983 - and | do not want to single anybody
out today, but | will be. In 1983 | renmenber Vicrail, Victoria's
rail system- inits annual report it had a very bad year, 82, 83,

i n haul i ng passengers. That was one of its primary functions.

But if you read its annual report you could find no information
about the nunber of passengers that it carried out on its railway.

And anot her exanple, about the sane year - | was an interested
student of late in the ABC, and one of the things the ABC does as
a prine role is provide radio and television services to
Australians, and one thing | have learnt since | have been there
is that the ABC has | ost sonmething like half, or practically half,

its television and radio audiences in the capital cities of
Australia in the last 10 or 15 years, and yet there is no
reference to it in the occasional annual reports.

Now, | am not suggesting that the sole function of Vicrail is the
nunber of passengers it carries. | amnot suggesting for a mnute
that the ABC s sole function should be to attract as nany viewers
and |isteners as possible. But | would have thought they are
inportant indicators of how well or how badly a railway is
servicing the community or how well or how badly a public
broadcaster is servicing the Australian community.

Now, | do not think, as | said, they are necessarily the sole
neasures; there may be a variety. But | think it is inportant
that all public sector enterprises have nechani sns for regularly
assessing performance against publicly-established indicators,
even hospitals, even schools, even universities. They nay not be
financial, but | think the public should know what they are there
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to do and should have some regular reporting nechanism to
det erm ne whether they are doing the job better or worse than they
di d previously,

Now, I note there is a lot of recent suggestions that
privatisation mght help, that we wll have far greater
effectiveness or efficiency in the expenditure of the taxpayer's
dollar if we privatised; But | agree with the grow ng body of
research which suggests it is the conpetitive environnent rather
than the ownership of the enterprise that is likely to dictate how
effective or how efficiently it perforns.

But on that question of ownership, whether it should be a private
enterprise or a public enterprise, | - public or private, | think
there has to be good reason for us to be establishing and
mai ntai ning public enterprises. They have either got to be naking
a quid for a government or the nation or they have got to be
providing services that we are not confident that the private
sector would provide in the community, but, as | said, | think
there is the need to justify the establishment and the nai ntenance
of public enterprises as we know t hem

M/ observation has been that the private sector certainly operates
with far greater flexibility, for some fairly obvious reasons,
than we can often in the public sector, and that way, | think, by
and large is able to spend its noney nore efficiently than we can
in the public sector, and for those sort of reasons | think you
have got to have good reason to maintain the public sector as we
do.

I mentioned one of the other issues that | wanted to touch on
t oday was nanagenent in the public sector. | think there has been
vast inprovement in the standard of managenent in public
enterprises, from ny observations, which is largely New South
Wl es and federal, in the past 10 years. W have seen a decline
inthe role of seniority in pronotions and a correspondi ng

increase in nerit. W have seen far greater nmobility in

managenent in the public sector in the past 10 years.
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W have now got a situation where it is far less likely that a
person in a senior position in the public sector will retire in
that j ob. Now, | note in the railways, which-is one of the nost
traditional of all of the areas of the public sector, up until as
little as a decade ago if you were born into the railways you died
in the railways, and nost of the people in managenent there are
there right through until retirenent, and you are seeing now a
whol e new breed of public service nmanagers who are younger, who
are far greater qualified in terms of tertiary qualifications and
far nore mnobile.

I ndeed, there are about four or five of ny ex-colleagues fromthe
State Rail Authority that are now either nunmber 1 or nunber 3 in
other public enterprises like the Maritime Services Board,
Director of Public Wrks, the Gain Handling Authority and the
WUban Transit Authority, and that is certainly an indication and a
clear signal of a departure fromthe tradition that if you worked
inthe railways you retired in the railways.

I think there is also greater recognition now that in the public
sector managenent is s distinct discipline of its ow; not enough,
but it has certainly happened and we do recruit and pronote peopl e
because they are good nanagers, full stop, and not necessarily
because they happen to be good at sone other discipline or
anot her . W have al so seen in the last 10 years in nost States,
but there are some exceptions - we have noved away from the
managenment structure, which was having the ol d conmm ssioner as the
head, the sole head of the authority, and he, or course,
historically was akin to the Antipodean nonarch.

He was sonebody, before federation, we put in to run the railways
or the police or sone other great government institution, and you
are seeing all that disappear and being replaced w th executive
managenment teans who are being set tasks by a board, are
account abl e to boards, who in turn are accountabl e to government.
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I think all of those things are reasons why nanagenment in the
public sector is better, | think, then it was a decade ago, but |
still think we are a | ong way short of where we shoul d be.

Seniority is still too prominent in large sections of the public
sector in sone States. It is no good saying, as they have tried
to do in the railways here in New South Wl es: You' ve got 1000
people at the top who are subject to nerit pronotion. The trouble
is everything else is seniority. The other 38,000-odd are subject
to seniority and you never get access to the talent, and nost of
the keen and eager people are repressed years before they get an
opportunity to show their wares.

The other thing we have got to do nore of is use nanagemnent
criteria for selection of nanager. W have made mi stakes - and
you look at it in the public service, the nunber of tines you get
areally brilliant engineer who can nove nountains or dig tunnels
or build roads for you and you say: Ceez, you're fantastic.
W' Il nmake you the chief civil engineer, and we catapult himinto
a managenent position controlling hundreds of mllions of dollars
a year and thousands of staff and we are surprised 6 nonths |ater
that he is hopeless at it, and | think in the public sector we
ought to nove away fromthe enphasis on experience as .a factor in
appointing people in a discipline and |ook nore at nanagemnent

criteria.

I think there is also a need for a vast inprovement and expansion
of public sector training and management schemes and, finally, |
think we have got to nove further than we have already away from
per manency in appointments to contractual appoi ntnent. The | ast
area | wanted to touch on before a brief nention about the

parliamentary Public Accounts Conmttee was the fi nanci a
reporting and the accounts of public enterprises.

Now, ny interest in this started back in 1976 when | was appoi nted
as the head of the ninisterial advisory unit and econonic adviser
to the Premer of New South Wales, Neville Wan, and it led us on
a path that eventually becane the cel ebrated hol | ow 1 oggi ng
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exer ci se. Now, how this started was - when we were getting into
our first budget - and like all governments we were short of a
quid - we found that consolidated revenue used to make these
grants each year to some of the larger New South Wl es statutory

authority, and we could not find any reason for it; it was steeped
in the dark passages of history.

But we wanted to test the extent to which consolidated revenue
shoul d be handling over this noney - it was not a | arge anount, as

it turned out. This put us on the road. It was only $20, 000, 000, |
think, to the Mtropolitan Water Board and about $20, 000,000 a
year to the E ectricity Conm ssion. So we started having a | ook

at how needy these institutions were, and the thing that struck me
about their profit and loss statenents or their accounts or their
income and expenditure statements was this, that they would be
spendi ng hundreds and hundreds and hundreds of nmillions of dollars

a year, but always nmake a profit or 30 grand.

Now, they were real good bookkeepers, never open to criticism
They never nade a | oss to be subject to - or any significant |oss.
Qccasionally they did, just to let us know life was tough, but
they never nade a big loss and they never nmade a big profit, and I
thought this was amazi ng managenent, that they could, every year,
deliver results of $2000 or $30,000 or whatever in terms of
profitability on an absol utely huge turnover.

So we went through painstakingly - indeed, we traced the accounts
of sone of those authorities for 14 or 15 years - and we found
that how they managed to bal ance this tiny profit each year was by
adj usti ng, expandi ng and contracting, the appropriation to
reserves. So, once they have spent all their noney, they would
then use the amount of appropriation to reserves as the bal anci ng
Item

So we then painstakingly, over this 10 or 15-year period, went

back and traced all the reserves, and sone anazing discoveries.
The first was in a |large nunber of cases the anount of noney that
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an authority mght be putting into those reserves each year -there
was ho consi stency. W found an asset renewal reserve in the
Sydney Water Board that mght have $2,000,000 put into the
reserves one year and $30, 000,000 the next, and the net result was
that it was the piece of elastic that could be expanded or
contracted to bal ance the profit.

The other thing we found was they were going into funds - and
again, tracing the novenments in and out, which was not easy,
because this is before the Public Finance and Audit Act - and |
suspect a lot of States do not have the rigidities we now have,
thankfully, in New South Wl es. W traced as best we could the
novenent of funds in and out of these accounts and we found that

sone noney went into accounts and never came out .

In other words, while they were salting away noney each year it
was not being used for the purpose for which the fund was
established, and ny favourite was a thing called - it was in the
El ectricity Commssion. Now, the fund is still there but there is
not any noney in it, and this thing was called The Snowy
Equal i sation Fund. Wll, this sent us back into the history books
to find out: why s Snowy Equalisation Fund, and this was the
reason for it.

Wth the advent of the big hydroelectric power schenes in the
nmountains 30 years ago - that is used for peak generation. It
is a hell of a lot cheaper than the snall ol d-fashioned, thernmal

coal electricity stations you have got around Sydney, like Wite
Bay and Balnms in and what-have-you. The argunment was that:

Wiile we resort to that cheaper electricity during the peak hour
what happens if there's a major drought? W'Il have to burn nore
coal and that is rmuch nore costly electricity. You're going to
have to put the prices up. That would be very unpopul ar,

particularly in an election year, so why don't we put noney aside
each year, a little bit each year, into The Snowy Equalisation
Schene, so if that ever happens you can draw on The Snowy
Equal i sati on Scherre.

- 85-



Bi enni al Conference of Public Accounts Committees Sydney 27-29
May, 1987

Vll, it sounded all right in theory but, of course, 30 years
later the difference in cost between the hydro and thernal |argely
di sappeared. ne of our blokes cynically calculated that we woul d
need a drought the likes of which Australia has never experienced
to draw on any noney out of the Snhowy Equalisation Schene. But
the big test was we traced that fund for one-and-a-half decades
and, while noney continually went into it, no noney ever cane out,
and we found so nany of these funds in the statutory authorities
wher e, to balance that tiny profit each year, rat her than
disclosing a big profit, there appropriations would be nade into
el aborate accounts such as this, and when you traced it the noney
forever went in and hardly ever canme out.

Another interesting feature was those funds 'would be earning
interest, and they did not even disclose the interest t hat was
earned as revenue in the income in their income and expenditure
books. Vell, what we did is we used the noney. VW - first of
all, the - 1 remenber the Premer saying at the time, "W
appreciate that's the rainy-day jar" - but we had 6 and 7 per cent
unenpl oynment in New South Wales then | remenber himsaying it was
rai ni ng heavily enough al ready.

So to generate enpl oynent-generating capital works those statutory
authorities were called on to use those reserves, sone several
hundred million dollars worth. Now, one of the problens with
those accounts as they were is that you never know, without sone
real ly exhaustive accounting, what the operating result of those
public enterprises was, even that fundamental issue: what is the
level. of profit that it is making? The hollow |ogs were
surplus nmonopoly profits and no conscious decision was bei ng nade
about their use.

Now, in New South Wales, fortunately, | think as a result, first

of all, of the Public Finance and Audit Act in 1983, we now see a
much cl earer distinction between operating costs as distinct from
all these appropriations into the reserves. V¥ now see interest

earned on those reserves being declared as revenue and shown in
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t he accounts. W are seeing proper provisions for |ong-service
leave and holidays and we have now got far nore realistic
estinmates of the operating results of statutory authorities.

Now,. for what it is worth, I amnot an authority around Australia
of the practices but | did have a |look at sone of the auditors-
general report, and | cane across the Queensland Electricity
Comm ssion and it discloses that it makes a | oss each year. But

you woul d have to be real good to know how fair dinkumthat figure
was because in the above-the-line expenditures - here

is all the revenue, then you take away all your expenditures and
it makes a little bit of a loss, but you have a look at the
expenditures and they have this huge category of servicing
capital, and then you go to the accounts notes and you find that

in there - this is above the line, renenber - there are a whole
series of payments, including payment of capital, which is not an

operating expense, and for sonebody |ike ne, wi t hout the
discipline that exists in the New South Wil es Public Finance and
Audit Act, it is not clear what the true operating result of the
Queensl and El ectricity Conmission is.

The last point | wanted to make, M Chairman, is about the role of

Parlianmentary Public Accounts Committees, and it is sinply this.

There have been sone very useful watersheds by way of.legislation
to inprove the accountability of public enterprises in Australia,

and | think that plays a vitally inportant role, but it will never

be enough on its own. In the private sector you have
perpetually the hungry sharehol der eager for a dividend, who in
the end is going to keep the private enterprises largely honest.

If they do not do the right thing by their shareholders and
wi t hhel d dividends then they are likely targets for takeovers.

In the public sector we do not have the automatic nechani smand it
is ny view that you need parlianmentary Public Accounts Commttees
to act as keen as the private shareholder to represent all of the
sharehol ders in the - the publicsharehol ders who, after all, own
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these public enterprises. | suppose, in summary, ny view about
all these natters is that it is still a lone way short of what it

shoul d be and even further away from . perfection.

But | would have to concede, as - certainly fromny experience in
New South Wiales and, to a lesser extent, federally - | think
public sector managenment and public sector accountability is
certainly better than it was a decade ago. Thanks very much.
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4' ASSET REPLACE!ENT

JOHN KLUNDER, MY, CHAIRVAN - PUBLIC ACCCOUNTS COW TTEE
SQUTH AUSTRALI A

The next 10 years are for South Australia a time to plan for the
very much |arger replacement probl em ahead. These years will be
difficult, with replacenent nore than doubling from current
levels, but it should be rmanageabl e.

A conparison of Figures 3 and 4 (pages 110 and 111) shows t hat the
relative replacenent activity of each agency is no indication of
its relative asset value in current replacement terns. Transport,
only 2.2% of total replacenent value, is currently account for

15. 6% of repl acenent spendi ng. Transport is going through a
"hunp' of replacenent activity and this is projected to fall in
future years. Water and sewer assets, on the other hand, will

increase in future years.

The bal ance of relative replacenent activity is projected to alter
over the next 20 years. The Conmmittee showed these changes by a
series of pie charts and acconpanying description in the summary
report.

The Committee found that a reason why there had been no indication
of the growing problem of future asset replacenent was that
information is generally not published in the Public Accounts on
the value of the asset stock and annual expense of depreciation of
assets. The Conmittee reconmended:

- a shift fromcash accounting to accrual accounting for
the Public Accounts and the financia | statements of

statuatory authorities;
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- depreciation of assets to be calculated on the basis of
current repl acenent cost;

- bal ance sheets to be publi shed.

Wien | reconsider all the advice | heard in four countries from
senior executives who were in crises mnmanagement wth asset
repl acenent problens, their common w sh was that they had sone
war ni ng. As they had no warning, when replacenent costs began
to increase, the first reaction was to shift funds away from
routi ne rmaintenance. In the nedium term this deferral of
mai nt enance spendi ng i ncr eased mai nt enance expendi ture
exponential | y.

A major benefit of the South Australian Public Accounts
Committee's inquiry was the warning we were able to give with up
to 10 years lead time for planning and preparation. This is ny
prime reason for commending such an inquiry to all other Public
Accounts Conmittees.

The South Australian Public Accounts Committee has just conpleted
a pioneering study of the cost and timng of replacing assets held
by State Government Departments and Statutory Authorities. Thi s
is by far the nost significant inquiry in the history of the South
Australian Public Accounts Conmittee and it has very significant
inplications for all other Public Accounts Conmittees.

The GCommittee projected the cost of replacing the assets of
Covernnent agencies over the next fifty years and found t hat
enornous increases will occur in the anmount of asset replacenent
falling due towards the end of this century and the increased
level will be sustained well into the twenty first century.
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In late 1984, the Committee | earned of a study being conducted on
the cost and timng of replacenent of water mains and sewers. This
study indicated a large increase in asset replacenent would fall
due about the turn of the century and that this higher |evel of
repl acenent would continue for s considerable period. Thi s
gave rise to the question of what pattern of asset replacenent
woul d fall due in aggregate for all St at e Gover nment agenci es.

The post war baby boom and European mgration dramatically
i ncreased school populations fromthe md 1950's, resulting in a
maj or expansion in the nunber of school buildings through that
decade and t he next. Publ i ¢ housi ng and hospital s al so expanded
around this tine. Al this public infrastructure was inevitably
wearing out or becom ng obsol escent and an asset replacement echo
of the boom period expansion had to occur sonetirme. A ' wor st
case' hypot hesis was forned concerning the possible coincidence of
repl acenent echoes in other agencies and departments, reflecting a
common growth period after the Second Wrld Var.

The Committee was not suggesting that all the replacerment woul d
fall due at once, as in the worst possible case, but it believed
it would be prudent to test against the possibility of this
occurrence, with its associated financing and resource problens
for the Covernnent in future years.

The Committee noted that long range planning issues of the type
bei ng consi dered crossed the range of CGovernment services and were
not bei ng addressed by core agencies Dr Penny Burns, the econom st
who had performed the asset replacement research for the
Engi neering and Water Supply Departnent was appointed to the
research staff of the Conmttee.

On 21 February 1985 the Conmittee resolved to conduct an inquiry
into 'the extent and timng of the replacenent of major assets'
(Mnutes of the Fifth Coomttee, item 408). As the inquiry
pr ogr essed, its objectives were refined and the foll ow ng

obj ectives were established.
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(1) to establish (to a level of accuracy suitable for aggregate
appreciation) the extent of depreciable assets held in the South
Australian public sector and the nature of those assets in terns

of economc life, age and condition

(2) from this information, to estimate the distribution of asset
repl acenent needs through tine and the |evel of annual provisions

that need to be nade;

(3) by determining the current levels of asset replacenent and
current and accunulated provisions to estinate the expected

shortfall between repl acenment needs and provisions, and finally;

(4) to draw out some of the inplications for governnment financing,
accounting nethods and reporting, asset acquisition, service

provi sion and capital efficiency.

The term ' replacenent’ was used by the Conmittee in a broad sense,
to include refurbishnent, upgrading and repl acemrent of major parts

of conpl ex assets (such as houses).

Al though we feared the future nmay be bleak, particular care was
taken not to cause alarm when the inquiry was announced. Enphasis
was placed on the lack of information readily available and the
need for projections to be produced as a guide for planning for

the long term

-03-



Bi enni al Conference of Public Accounts Committees Sydney 27-29
May, 1987

The Committee recognised that an attenpt to include every
repl aceabl e asset woul d cost disproportionately nmore than an

inquiry limted to covering 80 per cent. Accordi ngly,
t he
Commttee set the following criteria for selection of agencies:

(1) To cover at least 80% of the recipients of capital on
Consol i dat ed Account;

(2) To include all Departrments and Authorities for whom a
prelimnary inspection suggested perceivable asset holdings (ie
excluding land) in excess of $0.5 billion in current val ues;

(3) To exclude all Departnents and Authorities where the

prelimnary inspection suggested an asset holding less than $200
mllion.

Applying these criteria, the foll ow ng agenci es were exam ned:

Engi neeri ng and Water Supply Departnent H ghways Depart nent

Educat i on. Depart ment

Department of Technical and Further Education South Australian
Heal t h Commi ssi on

State Transport Authority

El ectricity Trust of South Australia

Sout h Australian Housing Trust

Di scussions with managers and accountants and i nspection of asset
registers typically revealed that:

(1) asset registers contained informati on on many m nor assets but
did not include najor assets such as buil di ngs;
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(2) accounting records were in historic cost terns;

(3) year of acquisition may be recorded but not the years of najor
upgr ades;

(4) replacement or refurbishment could be recorded in the accounts as
mai nt enance or as capital works;

(5 realistic estimates of economic lives of assets or their najor
conponent s were not recorded.

The bl eak picture was not true in all respects for every agency
but it certainly was typical

Very little data was available in a form which was useful for
proj ecting when future asset replacenent would fall due. Only two
agenci es had current replacenment cost values for assets. The
Electricity Trust had half its assets valued at current
repl acenent costs and these values were used to calculate
depreciation and report asset values in its public financial
st at enent s. The Engi neering and Water Supply Departnent had
determined current replacenent values for its assets but this
information was not used in its accounting and financial reporting
system Thus, for Covernnent agencies as a whole, there was
little useable information readily available which one could use
to project either the cost or the timng of asset replacenent

falling due in the longer term Maj or refurbi shent or

repl acenent was typically treated as if it was a new capita
project which waited in a priority listing until funds were
avail able. Capital projects were a mxture of new and repl acenent
assets but the nmix was not recorded. Sorre asset repl acenent was
recorded in the operating accounts as nai nt enance. Thus, it was
generally the case the information was not available on the past
and current cost of replacenment and refurbishment of assets. ((ne
exception was the H ghways Department which estinmated, inits
corporate plans, the devel opnent and repl acement conponent of its
wor ks prograns.)
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As the object of the exercise was to detern ne whether there was a
problemw th lunpy and increasing replacenent in the future years,
only assets deenmed to be 'replaceable’ were exam ned. Sone assets
such as railtrack of the State Transport Authority and dredged
channel s of Marine and Harbors were considered to be continuously
repl aced, with maintenance expenditure each year being
approximately equal to the amount of annual wear and tear.
Maintained in this way, these assets never need replacing as a
block and thus do not create a problem of fluctuating future
repl acenent | evel s.

Some of the State's assets cannot, by their nature, be replaced.
Land and natural resources belong in this category. Only assets
that have been constructed can be reconstructed. However, even
sone of these assets are now irreplaceable. These are the State's
heritage itens. No attenpt was nade to forecast the cost and
timng of maintenance and renewal of heritage itens.

Where an old asset is replaced, it is frequently not replaced with
an identical item but rather its nodern, updated equivalent. The
Commttee took the view that it is not the replacenent of the
actual asset which was of concern as nuch as the replacenent of
the function which the asset had been providing. This allowed for
repl acenent of assets because of obsolescence and changing
functional requirenents.

An asset may perform several functions in succession during its
physical Ilife. For exanple, base load electricity generating
plant is downgraded over its life tine to nid-range |oad, to peak
load and finally to rare, emergency usage. A novenent from one
function to another basically creates a different asset and a
replacenent is needed to cover the initial function. Q her
exanpl es woul d include storage sheds at the Harbor now bei ng used
as occasional shelter and school buil di ngs once used as cl assroons
bei ng used as drop-in centres at school s where the student
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popul ati on had declined significantly. Wether the prime function
in either of the two latter exanples would be replaced would
depend on whether there was still sufficient demand.

(bsol escence or a change in function of an asset may be brought

about by changes in demand or technology or by changes in the
spatial distribution of the popul ation. A novenent of young
fanmilies out of the inner city areas, where there are established
school s, into suburban housi ng devel oprments generates the need for

repl acenent school buildings, at the same tine as it generates
obsol escence or a change in function for the older schoo

bui | di ngs.

The notion of an asset as a single entity which provides useful
service until it is replaced is not adequate for analysis of
conpl ex assets such as hospitals, schools or even public housing.
Bui | di ngs represent about one third of total public sector assets
and to code with the particular replacenent projection problens

represented by periodic conmponent replacement the Committee
considered it necessary to develop a specific life «cycle
repl acenent nodel . Thi s nmodel was devel oped by the Committee to
proj ect replacenment only. It differed fromnormal life cycle

managenent nodels which include, in addition to replacenent or
ref urbi shnent costs, the costs of operations, mai nt enance,
i nsurance and other financial costs (rates, etc).

Li fe cycl e nanagerment nodel s are designed to all ow decision nakers
to choose between different capital options, say between a high
initial cost/low maintenance option and a low initial cost/high
nmai nt enance option. By discounting the future stream of costs
back to the present to obtain a net present value the two options
can be conpared on a simlar basis. In such an exercise the
choice of the appropriate discount rate can be critical to the
deci si on nade.

The life cycle replacement nodel 'developed by the Comittee
included a list of the conponents (superstructure, fittings,

services, etc) of which the asset was conprised together with the

-97-



Bi enni al Conference of Public Accounts Committees Sydney 27-29
May, 1987

percentage of the original cost attributed to each conponent.
Conpl ex assets required the subdivision of conponents according to
the life expectancy of different sub-elenments of the conponent
The nodel cal culates the proportion of the original cost (in rea
terns - ie constant dollars) falling due for replacenment as time

pr ogr esses, in normal five year periods. By incorporating
info' marion on the age structure and current replacenent val ue of
the asset stocks, a projection can be nade of the predicted future
costs of replacement of the asset, if it is to be retained in
service for the whole of the projection period.

Naturally any set of assunptions beconmes less reliable with the
I engt heni ng of the period over which projections are nade. The
last 25 years of the nodel should thus be taken as indicative of
general replacenent levels and less attention should be paid to
inter-period differences.

The nmain reason for carrying the projection through the second 25
years was to establish whether asset replacenment |evels indicated
for the period around the end of the Century carried on or whether
the replacenment level fell to present |evels. In al nost every
case the level renained high for the second 25 years of the
proj ecti on peri od.

Al valuations throughout the Committee's projections were in
terns of current replacenent val ues. There was no attenpt to
predict future levels of inflation and all values are expressed in
1984-85 dol | ar ternms.

Wiile it was understood that technol ogy would continue to evol ve,
no attenpt was nade to guess what effect future technol ogi es woul d
have on the rate of obsol escence of existing assets nor on their
future replacenent val ues. Experience in the recent past has been
that technol ogi cal change can easily give rise to nore expensive
repl acenent assets and has ained. at providing superior service
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rather than cheaper assets. This is because technol ogi cal change,
in the past, has not focused on 'doing the sane job but doing it
cheaper"' .

Current technology was assuned throughout the study, as was
current standards of service provision as evidenced by both the
policy and practice of agencies.

The repl acenent projections covered only replacenment of the stock
in existence as at June 1985. Any increases in stock from t hat
date will generate replacenent requirements in addition to those
inthe Conmittee' s projections.

For all asset categories in each agency, initial economc life
assunptions were established by reference to the agencies' own
wor ki ng assunptions, where they existed. The inplications of such
l'ife assunptions were then checked agai nst:

(a) existing asset lives, and

(b) projected repl acenent in the agencies' own forward
pl anni ng.

A common mi sunder st andi ng was to view buildings as |asting
"forever'. Certainly they do have an extrenely long life,

especially the outer shell of the building, ie the roof, the outer
wal s and the foundation on which it rests. But the cost of
replacing the outer shell of buildings is not, in fact, the nost
significant elenent in replacenent costs.

It is not generally known, but is nevertheless true, that even if
we were to assune that the walls, the foundations and the basic
roofing structure of a building 'last forever', replacenent of the
remai ning elenments would account for a sum equal to the origina

real construction cost, every 40 to 60 years. Comrerci al office
blocks are on the short end of the scale and public housing
towards the |onger end. The time is rather longer if there is
no substantial upgrading. But to deny the upgrading is to deny
a

-99-



Bi enni al Conference of Public Accounts Committees Sydney 27-29
May, 1987

principal reason for replacenent in both commercial office blocks
and public housing - obsol escence due to changing standards and
changi ng functi ons.

The "repl aceabl e" elements (eg w ndows, roofing fabric, finishes,
carpentry, utilities, floor coverings, fences, etc) individually
have |ife expectancies of between 15 to 75 years. It is only when
full account is taken of these shorter |iving conponents, together
with any upgrading, sone of which involves replacenent of the
outer shell of the building, that the replacement picture becomnes
cl ear.

Where external data was available, eg fromthe CSIRQ D vision of
Buil ding Research or from the National Public Wrks Conference
Quidelines, this data was used as a check on consi stency of

i nformati on obtai ned from ot her sources. Siml ar assets in
di fferent agenci es were al so checked one agai nst the other for
consi st ency.

Wiile every attenpt was nade to validate the life estimates and
asset valuations, in many cases this data was sinply the 'best
guess' of the experts in the field. For the life estimates it
cannot be otherwise. Life estinmates are estimates of future asset
behavi our and conditi ons. A parallel nmay be drawn here between
the estimates of economc life and actusrial studies that project
hunman |ife expectancies. The actuarial studies use data gained in
past tines and try to nodify it to allow for the effects of say,
the anti-snoki ng canpaign or nore wonen in high stress occupations
to establish average |ife expectancies for today's nen and woren.
In a sinlar way information on past asset lives is used to make
al | onance for known changes in type, function and condition of use
of the asset.

In both 'cases the projections are in the nature of averages and
there could be considerable variation about the nean. Over the
five year projection periods sone of this variation would
natural |y di sappear and the use of three period noving averages in
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each of the agency reports and for the total values presented in this
report also assist the reader to see the replacenent trends underlying
period to period variation.

Sorre difficulty was experienced in checking the consistency of econonic
life assunptions and the associated replacenment projections against
records of current replacenent activity.

Unfortunately, replacenment costs are frequently not identified as

such in nost systens of accounting. Wi le [arge scal e
reconstruction wusually rates a specific nention in the accounts,
al though usually w thout any separation of associated growth elenents,
ordi nary conponent replacenment is generally lost under the heading of

' mai nt enance’

It may be this lack of clear identification of replacement which gives
rise to the often heard statement 'Qur houses (or buildings, or any

other asset) will last forever if they are properly naintained
Wien this is seen to be equivalent to the statenent 'Qur houses will
last forever as long as they are continually replaced (albeit, in a

pi eceneal fashion)' we begin to see the source of the general confusion
between the need to replace conponents and the concept of houses, or

buil dings, that last 'forever'. In sone areas this is called the
'1000 year axe syndrone' referring to the axe that has had 138 new
handl es and 173 new heads but is still the 'sane axe'.

Mai nt enance may be sub-classified into 'routine' or 'preventative'
mai nt enance (painting, oiling the | ocks, servicing the equipment,

etc) and 'corrective' or 'programred naintenance (replacing the
boilers, renewing the electrical wiring, relaying the floor

coveri ngs, etc). The actual nonencl ature may vary between
agenci es. Whi | e routine mai ntenance expenditure is nore or |ess
const ant, at least in the short run, the second category of
mai nt enance tends to rather 'lunpy' in nature - in that nothing

may be required to be done for a long period of time and then high
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costs are incurred. Thi s mai ntenance al so has a higher capita
content than routine naintenance which tends to be |abour
i ntensi ve

It is this large, [ unpy, capital -rel ated, mai nt enance (ie
'conponent replacenent') together with the more infrequent but
[ arger reconstruction and upgrading work (where the upgrading is
undert aken because of obsol escence or to bring an outdated asset
up to current standards) that is referred to in this paper as
asset repl acenent. For the nost part, the replacenent of public
housi ng does not mean bringing in the bulldozers, levelling the
ground and starting again. If this were so it would be nuch
easier to identify. Rat her, it means individual conponent
repl acenent and upgradi ng of existing assets.

Assets such as public housing, schools and colleges and public
hospi tal s share this characteristic of pieceneal partia
repl acenent. Qther assets, such as highways, may be replaced as a
whole with the road surface being ripped up and redone. Whet her
an asset is conpletely replaced or whether it is 'rehabilitated,
"reconstructed or ‘'refurbished, all words which generally
indicate partial or 'conponent replacenent', depends on the nature
of the asset itself and on relative costs.

For each of the individual agency asset replacenent studies the
Committee examined both the capital and recurrent accounts to
establish an estimate of the current level of activity against
whi ch future projected | evels could be conpar ed. In some cases,
eg public housing, some hospitals and some school buildings it was
possible to use the nodels generated to 'project backwards' and
thus establish the level of replacerment that the nodel woul d have
considered appropriate for the last five years given the then
current age and | evel of assets. This projection could then be
checked agai nst actual replacenment to establish the credibility of
the projection nodel.
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The projections illustrate the consequences of present actions (or
i naction). They are not prescriptive of what should be spent on
replacenent in future years, nor are they predictions of what will
be spent in future years. They are not predictions at all. They
are sinply 'exploratory calcul ations' They project the |eve
of replacenent that would fall due in various tine periods if the

assunptions and asset valuations in the nodel are correct.

Exploratory calculations do not prove anything but they can at
| east help to informour judgenent. It is a way of spelling out
t he consequences of the assunptions nade. Those assunptions are
that:

1. current naintenance policies and practices remain
unchanged;

2. current policies and practices regardi ng repl acenent
remai n unchanged;

3. current policies and practices regarding upgrading to
current standards remai n unchanged; and

4, current technol ogy and asset replacenent know edge apply.

The economc life expectancies result froman application of these
four assunptions. Any change in any one of themwould give rise
to changes in the related asset |ife expeetancies. Since the four
assunptions all refer to policies and practices and |evel of
know edge in the comunity, all four are subject to change and
noreover can be changed deliberately if the projected consequences
are undesirabl e.

A literature study showed this problem of infrastructure
repl acenent had not been studied and reported in Australia and
that there had been very serous problens of infrastructure decay
in other countries. During the course of this inquiry, the
Committee took particular note of problenms which had occurred in
the United States and the United Kingdomand in May and June of
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1985 | studied infrastructure decay and infrastructure managenent
in the United States of America, the United Kingdom and Hol | and,
while on a private nmenber's study tour.

Particul ar exanpl es of crises due to decaying infrastructure are:

Deferral of maintenance of New York's water supply system in
the md 1970s caused an increased rate of deterioration
and now there is an estinmated 10% |loss of water in the supply
system (Aut hor's unpubl i shed notes on i nterviews with
of ficers of the New York Conptroller-General's Ofice.)

Water supply system leaks caused a flood in New York's garment
district in August 1983. The Gty has been sued for $2,000
mllion (ibid).

In the northern hem sphere winter of 1986-87 four reservoirs in
the north of London ran dry as burst mains and pipes drained as
much as half of the water put into

supply before it reached the taps. (New Sci enti st
29t h January, Page 27.)

Sections of sewer nains have col |l apsed in Manchester and Li ver pool
(Author's unpublished notes on an interview with officers of the
Corporation of London's Engineer's Departnent.)

In the United Ki ngdom investigation of a fatal gas expl osion
found the cause was a | arge bubbl e of gas which had escaped from a
decayed gas main and seeped into the surrounding soil. Furt her
i nvestigation reveal ed steel gas pipes had decayed to the extent
that gas was travelling through a cylindrical hole in the clay.
(King Report, WK 1976.)
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Several East Rver bridges in New York have had traffic flow
restricted, due to structural decay. e of them the Manhattan
Bridge, can now carry only two subway trains instead of four (op
cit).

An el evated section of the MIler H ghway coll apsed in
m d-town Manhattan, fortunately w thout loss of life (op
cit).

In the United States of Anerica, the percentage of miles

of Interstate H ghways in poor condition nore than

doubl ed in the period 1978-80. The Conptroller-
Cener al

of the United States reported to Congress that:

"Billions of dollars will be needed to preserve these roads, and if timely action is
not taken, deterioration will accelerate and even more money will be needed for

reconstruction."”

(Deteriorating Highways and Lagging Revenues: A Need to Reassess the Federal
Highway Program, Report to the Congress of the United States by the
Comptroller-General, March 5, 1981.)

In 1980, 25%of bridges in the North East of the United
States of Anerica were reported to be structurally
deficient - ("Federal Bridge Inventory, 1980", cited in
"Financing Public Physical Infrastructure" a report of

t he Advi sory Conm ssi on on Intergovernnent al Rel ati ons,
Washi ngton DC, June 1984, Page 40.)

W commenced the inquiry with the intention of conpleting it
within a vyear. In fact, it took over two years: from
February 1985 to April 1987. There were two najor reasons for
t he bl owout of the planned schedul e:

nore effort than planned was required to obtain basic
i nformati on; and
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analysis of the information obtained frequently exposed issues
which the GCommttee believed it should pursue in respect of
particul ar agenci es.

The required information could not be obtained sinply by asking
for it. There was no point in asking, "Wat is the age of each of
your assets and its economc life and its replacenent cost
expressed in 1985 dollar values?" To obtain useful information,
the ideas underpinning the inquiry had to be described to

personnel in Covernment agencies. VW were not just seeking

information. W were dealing in new ideas; a new way of thinking
about asset managenent information. W had to get people to
understand the ideas before they could usefully discuss the
problens they were having in obtaining information for the
Comm ttee. This interaction was necessary to ensure reasonabl e
uniformty of infornation generated across agenci es and reasonabl e

conformty with the Commttee's informati on categories and
accuracy requirenents.

As the Conmittee cane to understand the asset situation and the
asset nanagerment style of each agency, there emerged numerous
i ssues which the Committee explored further. Sone apparent issues
were found to be of little consequence but others were very
i mportant.

The drive for higher standards was found on occasions to be
funding driven or professionally driven rather than needs driven
The follow ng facts were discovered during the inquiry.

- The ratio of total electricity generating capacity to
nmaxi mum power generation capacity of power stations had

been i ncreasi ng over time.

- Sonme roads were being replaced nore fr equently than their
stated econom c |ives.
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- Surpl us cl assroons were not generated at the sane rate

that student nunbers decli ned. Over a 10 year period,
the average fl oor space. per high school student

i ncreased
by 50%

The cost of in-house refurbi shment of railcars was not included in
a Cabi net subnission which the State Transport Authority drafted
to support a proposal to purchase newrail cars.

- Upgr adi ng of public housing after about 45 years cost
25%
of the original purchase cost, in real terns.

Scope for rationalisation had been acknow edged in areas such as
health and education but had not been pursued vigorously A
Report of the Enquiry into Health Services in South Australia
(1983) had found scope for a significant reduction in the nunber
of hospital beds but when the Conmmttee's inquiry began, little
evidence existed to show real effort was being nade to achieve
rationalisation. Since the publication of our Report on Hospitals
Asset Replacenment two major proposals for amalganation and
rationalisation of hospital services have been announced.

The scope for redesigning pipe networks and planning a nore
efficient design for replacement nmains was known by the
Engi neering and Water Supply Departnent but actual work of
redesi gning had not passed beyond discussion at the .Commttee
st aged.

Smlarly, it was found that water authorities in the various
States were nmnonitoring each other for research and design
devel opnent s but, until recently, little research was being
conducted for the purpose of reducing replacement costs or
extending economc lives of water mains and sewers. ( 1
bel i eve that about a year ago the Sydney Metropolitan Water Board
began a research and devel oprment program)
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Responsibility for school buildings is divided betwen the

Educati on  Depart nent and the Departnent of Housing and

Construction in a way which inhibits good nanagenent.

| turn nowto the major findings of the inquiry.

The total asset replacenent that is projected to fall due in the

next 50 years is given above in Figure 1.

This shows that replacenent is due to increase sharply over the

next decade and to continue growing till around 2010. Then it
is expected to fall back a bit. However, the average level in
the second half of the period is still over twice as high as

current replacenent activity.

The 50 year projection has been used to show that replacenent
never again falls to levels as low as we are currently

experi enci ng.

The cause of the sharp increase in replacenent falling due and its
continuation at a high level in the long run is denonstrated by
Figure 2 which shows the anmount of new assets constructed in past

peri ods.
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FIGURE ¢

APPROXIMATE AGE DISTRIBUTION

. OF CURRENT ASSEY STOCK
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Not e: Water mains and sewers constructed ' post-1955" have been
di stributed evenly over the period 1956-85, and this
will
underwei ght the peak construction period fromthe 1960' s
to the md 1970's and overwe ight the | ast decade
Sone
ot her assets have al so been evenly distributed where
insufficient age data existed.
About $2.11 billion in assets, treated in the agency reports, have

not been included in the graph above. They include sewage
treatment and punping stations, danms and reservoirs, train
stations and signalling devices, snall hospitals and education
assets other than buildings. the above figures are therefore
conservative estinates of total assets of various age.
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FIGURE 3
DISTRIBUTION OF MAJOR STATE ASSETS
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FIGURE 4

CURRENT ASSET REPLACEMENT
ESTIMATED FOR 19811985
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O course there were other benefits. An intense study, such as
this, across maj or Covernnent agencies, provides an excellent

opportunity for exam nation of decision-nmaking and accountability.
| ssues of concern to the Conmittee were a maj or el ement of each of
the specific agency reports and the sunmary report.

The Committee identified the need for a najor change of attitude
t owards assets. There is a need for nanagers at the nost senior
as well as mddle ranks to become asset managers. In the past,
t here have been two archetypal groups:

- asset users, such as educati on, wel fare,
pol i ce,
hospital s;
- asset constructors, such as housing and construction

hi ghways, Housi ng Trust, engi neering and water supply,
electricity supply.

The asset constructors tended to find construction solutions to
every problem even if admnistrative solutions such as denmand
managenent may have been nore econom cal and nore appropriate. (If
the only tool you have is a hammer, all problens | ook |ike nails).
Wiile this was generally the case, there were notable exceptions.
The HEectricity Trust and the Engineering and Wter Supply
Departnent have both been involved in demand nanagenent, although
the Conmttee believed there to be scope for nuch wider
application, particularly in the case of the E ectricity Trust.

The Education Departnent is a typical asset user which | have
selected for illustration. There has been a clear need for new
school s in devel opi ng outer suburbs, although the total popul ation
of school students has been decli ning. The Education Depart nent
did not attenpt to provide its services from a constant asset
stock. Rather, as new schools were needed, it added to its stock,
although it did shift transportable buildings from sites where
they were not being used. Wth an overall increase in building
space, cleaning, maintenance and refurbi shment costs have al

-112-



Public Accounts Committee

i ncreased. (ne effect was a defernent of necessary nai nt enance,
which will sinply increase naintenance and refurbi shnent costs out
of proportion with the tenporary 'savings'

As a step towards inproving asset nmanagenent, the Committee
reconmended that attention be given to the long-run cost of
refurbi shment at the tine construction of new assets was being
consi der ed. There is a limt to the asset stock which can be
sustained in the long term This means, if we are to add new
assets, we will have to abandon sonme ol d assets, possibly reducing
or elimnating the Covernment services those assets were
provi di ng. That situation has already been faced with respect
to staffing levels. Asset nanagenent requires s simlar approach.

The role of the Commonwealth Covernment in providing specific
purpose grants for certain capital works has significant
consequences when those assets fall due for replacenent. In
the USA, it has been recogni sed that the Federal Government has to

switch its State grant funds from new asset construction to
ref urbi shment and repl acenent. The longer we delay this switch in

Australia, the worse our future asset replacenent problens wll

becone.

QG her findings of the Conmittee were:

- As a result of this inquiry, the State now has an
opportunity which was not available to the United States
of Anerica when it was in a simlar position sone 10 to
15 years ago. Because the probl em has been

i dentified,
we are nowin a position for action to be taken without
resorting to extreme neasures in 10 to 15 years tine.

- Funds will be available for asset replacenent if
appropriate swtching occurs. Al ocation of funds wll
not only have to occur fromnew works to replacement but
al so between agenci es whi ch have different peaks and
troughs in asset replacenent falling due.
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- I medi ate action on forward planning in respect of asset
managenent in nmost agenci es should focus on ways of
reduci ng the size of foreseeabl e problens.

- There is scope for reducing the size of asset replacenent
problens identified by the Committee. This may be
achi eved by:

(1) reduci ng the asset stock by rationalisation

(2) extending the life of existing assets;

(3) devel opi ng cheaper nethods for replaci ng aged
assets, by way of applied research and devel oprent
activities aimed at reduci ng repl acenent costs; and

(4 revi ewi ng standards.

- The quality of econom c anal ysis supporting capita
proposal s needs to be inproved. The use of independent
outsi de revi ew either by agency managenent or by the
review panels of the Public Wrks Standing Conmttee or
the Sub-Commttee of Physical Resources and Devel oprent
woul d be a valuable aid to inproved deci si on-nmaki ng.

- Public sector managers must expect nore careful scrutiny
of capital works proposals (both for new works and
repl acenent), and therefore nmust be prepared to supply
nore information, data and careful analysis in support of
al | proposal s.

- Proposal s for revised use of old assets should be treated
tos full econom c analysis, as for new assets. Ve
cannot afford to sinply keep adding to the stock of
repl aceabl e assets, without considering the inplications
for their upkeep and repl acenent.
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- | nproved nanagenent infornation is required in many of
the agenci es studied during the course of this inquiry.

- Mai nt enance records shoul d di stingui sh between routine
mai nt enance and the extraordi nary nai ntenance which is

asset repl acenent. This information is needed for

deternining econonic life of assets.

- Accrual accounting should be adopted by all Gover nnent
Departnents and State instrunentalities with significant
assets. Depreciation of assets should be reported on the
basi s of current replacement cost.

Fi nanci al reports should include ba |ance sheets.

- Where capital assets, land or buildings, are sold the
proceeds obtai ned represent a once-off gain. Cover nnent
Departnents nust not be allowed to apply funds from
liquidation of property to support ongoi ng operations.

- Central agencies such as the Departrment of Housing and
Construction, Treasury and the Governnent Managenent
Board, should reconsider their role in relation to asset
managenent. There is clear need for coordination and for
| eader ship in r espect of changi ng attitudes,
under st andi ng the issues, setting directions, determning
priorities and reporting to Parlianent.- The |long range
of the various central agencies should be determned with
respect to asset managenent.

- The Commonweal t h Gover nment shoul d be involved in, and
asked to contribute to, the replacenment of assets which
originated through Comronweal th grants and where it is
deermed necessary that the asset be repl aced.

| suggest that each Public Accounts Committee could find it very
worthwhile to undertake a simlar exercise.
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There has been a tremendous anount of interstate interest shown in
the series of reports on asset replacenent and | believe sone work
may have begun in specific agencies, especially some water supply
agenci es. Therefore, | would suggest a survey by questionnaire to
determne the state of managenent information on assets, perhaps
by aski ng questions such as the follow ng.

- I's the repl acenent val ue of your stock of replaceabl e
assets known? If so, what is its value in June 1987
dol l ars?

- I's the annual rate of depreciation (calculated on the
basi s of repl acement val ue) of your asset stock known?
If so, what is its value in June 1987 dollars?

- Do you have a schedul e of the cost and tining of asset
repl acenent falling due across an extended period, say
30
year s? If so, please supply a copy with costs stated

June 1987 dol | ars.

Even if this infornation is available fromall agencies, there is
an inportant job to be done in collating it. If the information
is not readily avail abl e, then a large amount of effort nay be
required to collect it. The larger the anount of effort required
the poorer the current state of mnanagement information and (very
l'ikely) the poorer the state of asset managenent. Thus, | could
argue that the nore difficult the task is, the nore inportant it
is that it be done.

It is particularly inportant to obtain enough information to
ensure that:

your Covernment has no significant |ong-term asset replacenent

probl em
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- I medi ate action on forward planning in respect of asset
managenent in nmost agenci es should focus on ways of
reduci ng the size of foreseeabl e probl enso

- There is scope for reducing the size of asset replacenent
problens identified by the Committee. This may be
achi eved by:

(1) reduci ng the asset stock by rationalisation

(2) extending the life of existing assets;

(3) devel opi ng cheaper nethods for replaci ng aged
assets, by way of applied research and devel oprent
activities aimed at reduci ng repl acenent costs; and

(4) revi ewi ng standards’

- The quality of econom c anal ysis supporting capita
proposal s needs to be inproved. The use of i ndependent
outsi de revi ew either by agency managenent or by the
review panels of the Public Wrks Standing Conmttee or
the Sub-Commttee of Physical Res ources and Devel opnent
woul d be a valuable aid to inproved deci si on-maki ng.

- Public sector managers must expect nore careful scrutiny
of capital works proposals (both for new works and
repl acenent), and therefore nmust be prepared to supply
nore information, data and careful analysis in support of
al | proposal s.

- Proposal s for revised use of old assets should be treated
to a full econom c analysis, as for new assets. Ve
cannot afford to sinply keep adding to the stock of
repl aceabl e assets, w ithout considering the inplications
for their upkeep and repl acenent.
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- sufficient warning of a pending problemis given to
allowtine for planning and preparation to avoid

the di sasters that have occurred overseas.
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5. EMERGING ISSUES IN PUBLIC SECTOR ADMINISTRATION
MR R G HUWHRY, AUD TOR-GENERAL, VICTCR A

I would like to talk to you about three enmerging i ssues that |
think are nost inportant to public admnistration.

The first has already been touched on this norning, and that is
the rel evance of cash based reporting, but | will be dealing with
it in a slightly different way to that of Ken Robson. A so, |
think the adequacy of public accountability, given the increasing
use of non-statutory bodies as instruments of governnent policy,
is an area that Public Accounts Conmittees would be interested in,
and finally | would like to talk to you about the need to directly
i nfl uence research into standards which deternines the quality of
financial reporting in the public sector and forns a very large
part of the information that is available to you in the
parliament.

First | would like to provide sone statistics, which | think you

will find interesting. Last February the Financial Review

published its annual student econonmic brief, which I always find
very interesting. It stated that the debate over the role, the
size and the refornms of governnent was probably the nost inportant
econom c and political debate of the [ate twentieth century.

It went on to say that only a few people can define the public
sector, that fewer still have any idea’ how its size can be
nmeasured and perhaps only a handful can offer any practical
suggestions as to howit mght be nade nore efficient and

effective. Now, in Australi a, as we know, we have ei ght

governnents and parlianents or assenblies, each with their own
budgets and tax systens, over 200 departnents of state, in excess
of 800 local government bodies, literally thousands of statutory

bodi es and agenci es and, nore recently, and | think very
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significantly, i ncreasi ng nunbers of conpani es,
ei ther wholly-owned or operating in joint venture with the private
sector.

The level and conposition of government outlays is, of course,
essentially a political issue, but no doubt you would recognise
that the admnistration is directly affected by it. | thought

mght run very quickly through a recent report that has been
i ssued by the CECD which has shown that over the last two decades
the general |evel of government expenditure has grown on average
about 21 percentage points and now is approaching 50 per cent on
the gross donestic product of menber nations.

Put another way, it means that there has been on average about a
2.9 per cent per year growh in excess of the econom c output of
nmenber nations. The CECD report pointed to the increasing role
that governnents have assumed during the period; particularly in
the areas of redistribution of incone and the collective welfare
state, controlling econom c perturbations, coping w th ageing

popul ati ons and expandi ng their health programres. It also
poi nted to the increasing influence of public sector outlays on
wor | d econoni es.

In this environment the US has experienced its third successive
year of budget deficits in excess of $200 billion. Over the
sane period Canada has chal ked up deficits around $30 billion and
they are .now required to set aside in excess of one quarter of
their federal outlays sinply to service debt.

Here in Australia, we spend 43.3 per cent of Goss Donestic
Product on our three |levels of government and of those outlays we
spend about 10 per cent servicing debt. I think in all of these
circunstances it is really not surprising that attention is now
focusing on the level of outlays and hard decisions are being
taken by governnents. But the problem you see, is not just
limted to the aggregate |evel of outlays. There is also the
question of the conposition of those figures, and it is not always
apparent just how locked in public sector outlays really are.
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ESTIMATED FEDERAL OUTLAYS

"BY FUNCTION 1986-87
TOTAL: $74 636m.
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At our federal level we only appropriate about a third of our total

outlays and put them through the nornmal parlianentary process of

scrutiny. The other two-thirds are already locked in to standing
appropriations or transfers to the States, and of the one-third that is

actually appropriated annually, about 85 per cent is already committed

to ongoing programmes, so only 15 per cent is available for new
initiatives to be introduced. If we took this figure as an
aggregate of the total outlays it neans that only about 5 per cent of

our total outlays have any real flexibility in them for decision-

maki ng, without najor shifts in policy. The recent My statenent

illustrates this point because while those cuts are significant, as the

nedia has reported - and significant in dollar terns, at about $2
billion, and they certainly will cause difficulties, particularly to

State administrations - the expenditure cut is still only 2.6 per cent
of total federal outlays and, given the effort that was involved by the

f eder al government in achieving those reductions, | think it
illustrates the problem of tackling major restructuring in the public

sector. I liken it to an elephant that is underway and very, very

difficult to turn around.
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Overseas the experiences are the sane, In the US only 25 per cent
is subject to what is the equivalent of an annual appropriation,
and i n Canada about 36 per cent.

Sorre of the expenditure sectors included in the above chart are
not only very large in their own right but they are growing as a
proportion of the total outlays. For exanple, social services
is up 33 per cent over the last 10 years to now 28 per cent of the
total outlays at the federal level, and | think the denographic
structure in Australia, with a generally ageing popul ation, will
ensure that there will be continuing growh in this area unless
maj or changes in policy occur or are forced on governnents.

There is also continuing pressure on educati on and health sectors,

and defence is heavily commtted to future expenditures. The
public debt interest - PD - now locks out $7.5 billion from
alternative use and, of course, any further deficits and increases
ininterest.rates will only increase that proportion

"ESTIMATED STATE OUTLAYS (VIC)
1986/87 - BY FUNCTION

EDUCATION 33.2%

HEALTH 17.8% ffH
.'l -
T / HOUSING 8.1%
WELFARE 8.83%
TRANS & COMN 18.4% ORDER 3 SAFETY 6.4%
: : GENERAL PUB SERV 6.6%
DEBT INTEREST 90.7% OTHER 7.6%

TOTAL $10 667 m.
" (1976/77 $3 593 m)

Insert Graph (State Outlays - Vic)
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At the State level, we also face significant lock-in of outlays,
and Victoria' s break-up, | think, is indicative of the problens
that are facing all States. Education, health and transport are
all under pressure, significant pressure, to expand and are very
difficult to control, both in political and admnistrative ternmns.
So it is in that context that | would like you to consider the
continuing relevance of our present cash-based accounting and
reporting systemin the budget sector.

Let me tell you of some interesting statistics issued by the

Comptrol l er-Ceneral of the United States. He heads the Ceneral
Covernnent Accounting COfice of the US which is the
adm ni strative armof the Congress. The international chartered

accounting firmof Arthur Andersen and Conpany was conm ssi oned by
the Conptroller-General and subsequently produced a report which
was entitled "Sound Financial Reporting in the US CGovernnment, A
Prerequisite to Fiscal Responsibility". That was issued in
February of 1986.

The report included a conparison of the present cash-based system
with results which would be reported if generally accepted
accounting principles (GAAP) were applied. That is, principles
whi ch recogni sed future obligations at the tine that the decisions
were taken and took on board asset val uations. I't provided,

think, a very enlightening, yet worrying, picture - a picture of
governnent's true financial position when those principles were

appl i ed.

The study dealt with the 1984 year when the published cash deficit

figure was $185 billion. or 5.2 per cent of the gross national
product. After applying GAAP to show the true deficit, the figure
blew out to $333 billion or 9.3 per cent of the gross national
product . .

But of greater concern was the issue O figures on public debt.
Based on a cash basis the figure published was $1.3 trillion.
Under GAAP it was conservatively estimated to be $6.1 trillion and
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this conpares with the aggregate market value of all of the
securities listed on the American stock exchanges of about $2

trillion. Thi s rai ses, | think questions about |ong-term

financial viability of US Federal Covernment adninistration and
yet this issue has received very little publicity. There is still
a preoccupation with cash deficits, not on the real deficit, which
recogni ses such itenms as undefined liabilities, of accruing
enpl oyee entitlenents and of commitments to future contracts.

| think it also is underscored by the financial crisis of New York
Gty a few years ago where the probl em was conpounded by paymnents
of previously unrecogni sed accrued liability of enpl oyees suddenly
having to be net.

Now, we do not know our financial position in this country at the
federal or state level and that, | think, has significant
i nplications for decision-nmaking by governnents and for the review
functions that parliaments perform

What we presently focus on, because there is really no other
information, is the cash deficit which, of course, is very
i mportant, but does not measure the novenents in our net wealth
and whether that wealth is increasing or decreasing. | raised
these issues in ny First and Second Reports for 1985/86, arguing
that to effectively nanage its operations any entity, whether it
is in the government sector or the private sector, needs reliable
and tinely information, not only on revenues and expenditures but
also on the full costs of operations, together with the
recognition of assets and acknow edgerment of commitments as they
are incurred.
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CAMM ACCOUNTING LIMITATIONS
NO RECOGNI TI ON G- COW TMENTS
ASSETS
DEPRECH ATI ON

ACCRUAL COSTS/ REVENUE

COSTS NOT KNOAN

LACK OF | NCENTI VE TO PLAN SET PRI ORI Tl ES/ MANAGE MEASURE
RESULTS

MEASUREMENT BY CASH FLOW - EFFI O ENCY

ACCOUNTABI LI TY LI NKED TO CONTRCL NOT' RESULTS

| argue that without accrual based information, it is very
difficult if not inpossible, to carry out many of the crucial
functions of government and the parlianent. For exanple, the
deci si on-maki ng at governnent |evel. In ny view cabinet is not

presently fully or adequately advised for its decision-making,
particularly in putting together the budget, if information is
limted to revenue and expenditure, cash flow consi derations.

That is not a criticismof the bureaucrats of the Treasuries and
Departments of Finance that provide advice. They do the best they
can with the information that is avail able. But | am suggesting
that all of the relevant information is not present. VW do not
have or naintain adequate asset registers with current values of
all of the resources that are available to us and as a consequence
we do not nanage our assets. W do not adequately recognise the
emerging costs of commtment levels and consequently do not
ef fectively manage our obligations. At the federal level | know
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we naintain an obligations register but | believe it is not a

sufficiently accuraterecord of the level of real obligations that

face governments.

| do not see how we can deternine accurate pricing levels or user
charges unless we recognise all of the costs of providing a
service, not just sinply the cash outlays. How does the public
servi ce nanager manage efficiently in an environment in which he
does not have knowl edge of, or control over, all of the resources
utilised other than cash?

Ken Robson touched this norning on program budgeting and | agree
with him that it is probably one of the nost significant
admnistrative refornms that has occurred over the |ast decade
Nevert hel ess, program budgeting information, which is limted to
the cash spent on that program during a year, does not tell you
what the project is costing nor whether the project is necessarily
achieving its policy objectives.

Also at the aggregate level, | want to know whether Victoria is
improving in ternms of net equity or whether they are going the
other way and | want it shown by way of financial reports to the
parliament.

You nmight also be interested in sone of the reactions from
bureaucrats, sone of whom are resistant to change from a cash
based system These comments are not just from Victoria but at
the federal and other state levels as well.

| have heard that it would be very courageous for a government
whi ch would be prepared to identify the extent of obligations and
the true financial position. They feel that a government woul d
not survive five mnutes politically. They have raised the
question of how you neasure community assets such as parks and
statues and ot her things, arguing, of course, that you cannot; and
how do you put a financial value on what is essentially a social
service? One particularly cheeky comrentator said to ne, "How
woul d parlianent be val ued under such an arrangenent?" and, "Wuld
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it show as an asset or a liability in the financial statements".
And, of course, it was also argued that the information m ght be
useful to enhance deci sion-naking, but would parliament really

know how to use the informati on properly and, in any event, it
woul d be a very costly exercise to carry out.

Al of those views, for ny part at least, sinply reinforce the
need for change and | find it difficult to accept how anybody
could not want to know what their actual financial situation is.
To remain ignorant is in ny opinion, dangerous. | think there are
many nore advantages to knowi ng your true financial position than
di sadvantages not the least because it provides us with options
for financial managenent which are sinply not known to us at the

nmonent .

To those of you who may be a little concerned about this whole
initiative, | should say that the adoption of accrual concepts
does not nean sinply applying a corporate nodel to the public
sector. That is not appropriate. The governnent sector is
different and needs special thought and care and we woul d need to
nove fairly slowy to ensure that we did not nake any ngjor
m st akes. Al so,. the nagnitude of the changes that are invol ved
would require significant changes of attitude wthin the
bureaucracy and this would take tinme to achieve. However, | do
not think these enhancenents to our financial information would
i nvol ve heavy costs if inplenented with due regard to materiality

It also does not nean that the present process of cash budgeting
woul d be discontinued, because we would still need to control cash
flow It is still a very necessary part of managenent, but it
is also only a subset of information available when accrual
systens enpl oyi ng accrual concepts are in place.

| should also say that nany Australian governnents are already
putting in place the necessary building blocks for the adoption of

such a system They are creating asset registers, nmaking sure

that they are up to date. They are noving towards identifying
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their liabilities and state debt. | think Victoria, New South
Wl es and South Australia now publish a statement of debt and as
Percy A lan mentioned yesterday the Premier's Conference proposed
that the Bureau of Statistics publish in future an estimte of
State debt for each State. So | would suggest that this is one
i ssue that Public Accounts Committee menbers m ght consider

The second issue | want to discuss with you is the adequacy of
public accountability nechani sns given the increasing use of non-
statutory bodies as instrunents of government policy. In
recent years we have seen an acceleration in the trend of greater
public sector involvement in conpanies, trusts and joint ventures.
The main reason has been to facilitate private sector or
governnment equity participation in major investrment projects,
general ly through the placenent of share capital

Most Australian governnents are now actively involved in corporate

activities. At 30 June | ast year there was in excess of

$65, 000, 000 invested in conpanies where the Victorian governnent
had an ownership greater than 50 per cent, but there were also
substantial |oans which add to that figure. Since then the nunber
of conpanies that have been established in which the governnent
has an interest has increased substantially as part of the
Victorian government econonmic strategy to develop enterprise,
i ndustry and enpl oynent prospects in the State.

There are also nmany educational institutions which are now
investing in conpanies. So it is a burgeoning industry. Wile it
is the prerogative of governnent to extend its activities into the

cor porate sector, | think it is also quite vital that
accountability nechani sms not be overl ooked.

The Victorian Economic and Budget Review Committee did address
this issue of accountability in its sixteenth report which was
tabled in Novenber 1986 and it denmonstrated that the powers and
scope of' activities of these conpanies can often substantially
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exceed those of statutory parent bodies. Effectively, what they can
do is extend their powers and scope of activities which have initially
been established in legislation by the parlianent.

Further, there is generally no formal requirement for ninisterial
approval to be obtained prior to the establishnent of these conpanies,
and to date, in Victoria at least, no policy guidelines setting out the
responsibilities and duties of conpany directors have been issued,
although | know that ny good friend, the Conptroller-Ceneral, is
working on it.; The annual reporting requirements have also not
been formalised in legislation, although conpanies are subject to
normal requirements of the

Conpani es Code and the Annual Reporting Act al so requires
consolidated reports to be prepared by the parent body.

It is not possible, however, to prepare meani ngful consolidated reports
when the parent body is cash-based and the subsidiaries are operating
on accrual accounting, which they are required to do wunder the
Conpani es  Code. But the Conpanies Code only provides for
shar ehol ders. It does not require or contain any provisions for
reporting either to mnisters or to the parlianent.

A cursory investigation by ny Ofice into an area in Victoria has shown
not only a large nunber of conpanies being set up, but in sone
instances are cross-investing with each other and al so creating further
| evel s of subsidiaries. At the noment | do not have access to those
financial records and the Auditor-GCeneral is

In ny Second Report that | tabled this year | reported in detail on the
issue and have nade a nunber of recomrendations; firstly that the
creation of conpanies, trusts and joint ventures should be subject of
mnisterial decision; secondly that they should be authorised under
formal legislation, which requires the objects of the conpanies to be
consistent with the powers and objectives of
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the parent body that is creating them and, to ensure proper
accountability, that a consolidated record of public sector
i nvestments and types of arrangenents be established.

I would also like to see reporting requirements established in
legislation, including reporting to the parlianment, and | would
like to see guidelines issued detailing responsibilities of
directors in respect of accounting and reporting and that the
appoi ntnent of auditors be nandatory. Now, as | nentioned
earlier, the Victorian Conptroller-General is addressing the issue
but | think that Public Accounts Conmmittee nenbers mght consider
verifying that adequate procedures are in place in their own
States, because it is not an issue that is confined to Victoria.

The third issue, which | think is inportant to bring to you
attention is the need for parlianments to becone nore involved in
i nfluencing the direction of accounting standards which determ ne
the quality of reporting and that underpins your various annual
reporting |egislation. Parliament is the major end user of
reports produced by public sector financial bodies and has the
opportunity to determne the manner in which that information is
presented, but your needs have to be known and conmuni cated, not
only to policy-makers and public sector bodies, but also to the
preparers of standards in the accounting profession and to the
increasing interest that is now being shown by the academc
community in working in areas of governmnent, I am pl eased that
Prof essor Bob Wl ker has attended this session because | know
that he takes a particular interest in standards devel oprent.

The information needs of parlianents are generally not understood,
and | think that Public Accounts Comrittees could play a very
important role in what on the surface night appear to be a dry
subj ect but which actually has deep significance for the quality
of information presented to parlianents. Committees could anal yse
what information is needed and perhaps continue this activity as
an ongoi ng exer ci se.
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The Public Sector Accounting Standards Board alluded to earlier is
now conpleting its fairly extensive research into concepts and
principl es which should apply in the public sector. Simlarly,
there is a great deal of interest overseas in achieving the sane
obj ecti ves. Wiile these activities are ained at enhancing the
quality of infornmation that is available, there are a nunber of
i ssues which woul d be assisted if PACs becane involved and | woul d
like to give you some exanples which might illustrate this natter.

There is a present standard which is in force in nost public
sector enterprises which requires a particular treatnment for
foreign currency transactions. Now that particular standard,
AAS20, is going to alnost certainly be nodified shortly to require
i medi ate recognition of the effects of exchange rate fluctuations
on long-termforeign currency borrow ngs by the corporate sector.

The initiative appears to have the support of the mnisterial
Council of Attorneys-General, the National Conpanies and
Securities Comm ssion and the government's Accounting Standards
Revi ew Board, which only deals with the corporate sector. The
application of this standard in the public sector, however, will
have major inplications for nmany of our statutory authorities. It
could result in very heavy |osses being reported in the financial
statements rather than the normal run of profits and that could
i mpact significantly on State budgets and could alter pricing for
community services because of the nmethodology enployed by
governnents in determning dividends and prices. Future financial
positions of there authorities will fluctuate with the fortunes of
the dollar.

Techni cal Iy, however, the proposed variation to this standard will
result in nore accurate financial information being conveyed, but
there may al so be social and political considerations which shoul d
be taken into account before it is enployed in public sector.
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There are other developnents where | think PAC menbers' views
woul d be of assistance. For exanple, are you happy about the
enmerging practice of discounting liabilities where future paynents
are fixed in dollar ternms? The practice is attractive to many of
our organi sations that are concerned wth insurance or
conpensation paynents, and the amounts involved are very |large
i ndeed.

Your views on the reporting of community assets such as parks,
roads, art galleries, would also be helpful and the sane would
apply to goods and services provided free of charge. Are you
happy with the present practice of self-insurance and its |ack of
recognition in financial statements and, perhaps nost inportantly,
do you think accrual accounting concepts would be usefully
enpl oyed in the budget sector? Are you satisfied that proper
policies are in place to deal with debit defeasance arrangemnents?

What | amtal king about is not seeking fromyou a technical input
but sinply your views on what infornation you need to satisfy your
needs. A research study in the US found that in the main the US
Congress relied mainly on the nedia to obtain infornation on
tabl ed reports. Many nenbers could no |l onger cope with the vol une
and the technical structure of the reports and | think that
perhaps a simlar situation mght apply in Australia.

W need an inproved and, | think, sinplified formof reporting and
you can help us in devel oping t hat . The Public Sector
Accounting Standards Board has devel oped a progress report which
gives the status of projects and its work program and | have
brought a few copies along. It wll provide background
information on this subject, but your respective Auditors-Ceneral
are aware of all of these issues and | am sure would be happy to
di scuss themw th yQu.
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6. ACCOUNTABILITY: PAST, PRESENT AND FUTURE
KEN RCBSON, AUDI TOR- GENERAL OF NEW SQUTH WALES

M/ task today is to address accountability in the past, where it
presently lies, and what directions it can or should go in the
future. As far as future direction is concerned, | wll comrend
to you the thoughts of the next speaker. However, | wll submt
to you now sone of the issues that | consider are appropriate.

A lot of ny remarks and references in this paper wll be in
relation to New South Wales as it is the area in which | am nost
famliar and | personally believe that in this State a great deal
has been achi eved.

Until the early 1980's, the public sector was not required to have
recourse to accounting standards. In fact, they were virtually
unheard of. The result was that organisations produced
financial statenments when they |iked and included in them what ever
they I|iked. Conpared to present day standards they were not hing
short of a sham

Comell fought hard for the principle that no noney should be
spent without Parlianent's approval. In New South \Wales the
earlier Audit Act however anticipated that the rule could be
broken by providing that the Public Accounts Committee could
exam ne any "unauthorised" expenditure and that Parlianent woul d
approve it ex poste facto. New South Wl es Treasurer Waddel |
proclainmed in 1902 that the business of Government would not be
di srupted over a technicality, and therefore that spending shoul d
continue after Appropriations had expired., It was up to the
next Parlianment to ratify the action taken. This system was
shown to be nothing nore than a rubber stanp approval.
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The newer Public Finance and Audit Act has not abandoned the
phi |l osophy of continuing government but has legitimated the
underlying practice - so long as the Treasurer allowed and the
Gover nor appr oved. The ability for examnation by the Public
Accounts Commttee and Parlianent has been strengthened. M/
predecessor comrented in 1984 that the Public Accounts Conmittee
was the nodern day equivalent of Gomell's arny, and can bring

the activities of government under Parlianmentary review | can
only add that | too am pleased to see that the sword renains
shar p.

Coupl ed with the revanped finance and audit |egislation has been a
series of annual reports |egislation. I will address some
i ssues l|ater. For now | would sincerely hope that Parlianents
realise the need for updated nodern Finance Acts and where they
have been updated, to be ever alert and keep themup to date.

ACCOUNTABI LI TY - CONCEPTS AND | SSUES

I will speak to you firstly about general i ssues of
account abi lity.

Accountability in its sinplest terns presunes that there is one
party to allocate responsibility and another who accepts that
responsibility and under t akes to r eport t he
results. Traditionally, financial statements by which governnents
report operations have been based on reflecting
Parliamentary appropriations and denonstrating stewardship.
This had led to lintations on the scope and value of the Public
Account s. Wiere statutory bodies had been concerned the
probl ens were even greater in many cases. The need to report in
that way is inportant but there is a need for w der accountability
internms of the total resources under Covernnent control.

There is a burning need, with the econony in the state that it is,
to ensure that there are no legislative or policy requirenents
whi ch mai ntai n unecononi ¢ servi ces which use up resources. It is
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equal |y necessary to ensure that remedial action is not hindered
by political considerations when work practices should be
chal | enged.

In a denocratic system particularly in a federated nation, there
is a concern that accountability is especially difficult to
define; for without an adequate definition there will be problens
in finding solutions. What is accountability? Is it only
answer abi lity? If so, where does it lie? Is it a duty of the
Parliament to the people - that is, the taxing organisation to the
workers and the, profit nakers? Is it the duty of governnent
agencies to the Parlianent and, in a federation, which agencies
and whi ch Parlianents? Wi ch is the nore inportant? Are they
separate or part of the sane thing?

| seeit, there are three nmain parties to the type of

accountability | seek to define. First, there are the Treasuries
whi ch prepare budgets; secondly, the Auditors-CGeneral who ensure
conpliance and thirdly, there is Parlianent with its various
institutions which assist in the overal | process. For the third
party | have in mind the Public Accounts Conmittees (or 'simlar
committees using other titles) where revi ews are nmade on the

di stribution of resources.

In Australia these concerns wth such issues as inadequate
accounting controls, the lack of conpliance with |legislation and
establ i shed procedures have been and' are being addressed by such
bodi es as the Public Accounts Conmittee and the Auditing Standards
Board of the Australian Accounting Research Foundati on. The
fact that the State Treasuries have introduced program budgeting
is indicative of the forthconming need for auditors and rmanagenent
to anal yse transactions and operations outside of the traditional
financial franmework.

Recognising the inportance of public sector financial reporting
also explains the formation of the Public Sector Accounting

Standards Board within the Australian Accounting Research
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Foundat i on. The purpose of the Board is to pronmote the
devel opnent of general purpose public sector reporting and is
concerned with all three levels of governnent. The overall
objective is to provide wusers of public sector financial
statenents with neani ngful financial information, but at the sane
time recognising that some public sector issues are unique to
their operating environnent. However, the need for the other
revi ewi ng bodi es does not nerely rest with these bodies.

The establishment of bodies such as the Public Sector Accounting
Standards Board, and the increasing | evels of consultation between
the reviewing conmttees and the Auditor-GCGeneral, are mechanisns
whose ultimate objective is to disclose the effectiveness of
governnent operations at the various |evels. Co-operative efforts
of these parties wll hopefully lead to uniformty and
account abi lity.

If the Parlianents, particularly in the States, cannot or will not
properly exam ne the budget so that it becomes nmerely a fornality
for approval then the pronotion of efficiency and econony falls to
t he Auditors- CGeneral and the respective Public Account s
Comm tt ees. The obvious failings of this approach are that the
resources have already been expended and therefore any reviews
which look to the past can only be useful for the future. In
the neantime, |arge anounts of noney may have al ready been wast ed.
Also it is much nore difficult for reviewing bodies to assess
per formance when the overall objectives of the Parliament have not
been adequat el y expressed. Wile it is not an easy task, it is
certain that there is a need to define accountability standards
and encour age uni form i ntroducti on.

The New South Wl es Public Accounts Committee in its 16th Report
indicated that accountability requires the transnission of
meani ngful information and a systemof internal review designed to
report on how the organisation nmeets its objectives in an
efficient and effective nanner. As Auditor-Ceneral | agree with
this finding, adding that the independent and regular external
audit is a valuable contributor to the process.
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Ohe way to transmt neaningful information is by introducing
progr am budget i ng. It is inportant for the CGovernnent to decide
what prograns and activities are to be undertaken, howto allocate
resources to those prograns, and account for those resources and

assess their results. To ny mind the key word is "progranmt - it
is a word which denotes continuity in activity. It is for t hat
reason that historical infornmation alone is inadequate. Si nce

program eval uations usually take place at a common point in tinme,
traditionally the 30 June, then sone formof accrual accounting is
the only equitable conparison val ue between prograns. How el se
can you properly conpare prograns unless the "matching" concept
used by accountants is applied. It is too easy to manipul ate
resul ts w thout accrual accounting.

The Auditor-Ceneral's Ofice is the linchpin in the system of
public accountability. The val ue of such an Ofice lies in the
fact that it is independent and on-site nore often than other
external review ng bodies. Auditors-GCGeneral can therefore be seen
as the first external check point. It is part of the role of
the Auditors-CGeneral to not only give an opinion on the financial
position of the organisation but to act as an advisor to the
Par | i ament on public accountability issues and encourage
i nprovenent .

Further, the reports of the Auditors-General are scrutinised by
the various Public Accounts Commttees and rmay generate enquiries,
the results of which not only identify problens and seek sol utions
for the specific organisation, but the reports of these committees
al so becone vehicles for inprovement when studied by other bodies.
However, it is equally inportant that recomrendations by the
Audi tors-General and these commttees are not ignored on the
pretext that the organisation clains to have insufficient nunbers
of staff to introduce change or that there is a shortage of funds
to finance change.
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There is a comon thread which winds its way through several
areas, but | would like to address sone of themin nore detail.
The areas | wish to cover are:

i) Accountability in a Federal System

ii) Di sgui sed and | nnovati ve Accounti ng;
iii) Program Budget i ng Devel opnent s; and
iv) Accrual Accounting

ACCOUNTABI LI TY I N A FEDERAL SYSTEM

There are sone particular accountability issues which arise in a
federal systemand which | will briefly refer to.

There can be little doubt that there is a basic need for
uniformty throughout the nation in the way in which financial
data is reported and in the systens of budgeting. It isonlyin
those ways that the Commonwealth and State's budgets and public
accounts wll be conparable, and that Auditors-Ceneral and
reviewng conmmittees will be able to assist in encouraging
i mproved accountability and thus enhance the perfornance of the
deci si on- naki ng process. After all, the idealism of equality
and uniformty is exactly the feature contenplated when the
Australian Constitution was first drafted. It would not be so
difficult to contenplate that in the future there could be common
accounting arrangenents. The fact that many of the Commonweal t h
outlays are for ongoing prograns and not new initiatives makes it
easier to do this.

At present there are nmarked variations in accounting practices and
formats between the States and variations in accounting treatmnents
for noneys such as Commonweal th assi stance. These forns of
assi stance carry particular problens with them For exanple, in
State accounts this can nmake it nearly inpossible to identify

Commonweal t h assi st ance, determne its extent, and the uses to
which it was appli ed. In some cases Commonweal th funds are

credited directly to the accounts and funds from which they are
expended. In other instances they are passed between accounts and
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funds resulting in duplicate recording and nmnultiple counting.
Frequently they become mxed with State or other funds and nay
lose their identity conpletely. Cten their labelling in State
accounts differs significantly fromthat used by the Comronweal t h.

In the published accounts of sone States the levels of
Commonweal t h assi stance have not been disclosed - only the opening
and cl osi ng bal ances of accounts to which they were credited is

nmade public. Inits nost basic meaning as traceability,

accountability requires ready identification of transfer payments
in public financial statenents of donor and recipient governments.
It also requires a clear and precise indication of the manner and
pur pose of fund usage.

In past years New South Wales, and | amsure in other States, the
process of accounting for transactions outside the budget by the
use of large nunbers of special deposit or trust accounts had
obscured accountability. For that reason, the New South VWl es
Treasury has been strenuously working to renmove any anbiguities
and reduce the nunber of places which had to be searched to get
the full picture.

The requirenent for annual reports to show all transactions
affecting the respective organisation is another step in the
process, as is including Comonwealth grants within the State

Budget - O course this process takes tinme. And there will
be sonme omssions until the task is conplete and there will
probably also be criticisM Ohe can only hope that any

criticisns which are nade are both valid and constructi ve.

To his credit the New South Wles Treasurer recognised the
desirability of the public accounts mrroring data contained in
t he Commonweal t h budget Papers. As | stated in ny |last Report
to Parlianent, the year saw considerable further progress in
standardi sing account arrangements for the nyriad of prograns the
commonweal th finances or assists.
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Action taken by the Treasurer results in practically all
Commonweal th funds since 1985-86 initially being credited to
"Commonweal th Payments Accounts" within Special Deposits Account
under the same title as they appear in Commonweal t h Budget Papers,

wi th subsequent distributions to Consolidated Fund, ot her Speci al
Deposits Accounts or organi sations as appropriate.

Al t hough approaches were nade to the Commonweal th Departnent of

Finance to have all GCommonwealth assistance paid directly to the

State Treasury to facilitate standardi sed accounting, success was

[imted due to the decentrslised nature of sone Comronwealth

payment functions. Accordingly, the Treasurer issued a
direction in April 1986 that where authorities directly receive

Commonweal th noneys that constitute grants and advances to the
State, the relevant GCommonwealth Department be contacted and

advi sed to nake future paynments directly to Treasury.

As a further devel opment | am pleased to say that for the 1986-87
Budget the general policy adopted in New South Wales was the
passi ng of all Commonweal th payments through the Consolidated Fund
except where:

The Commonweal th rmeets the total cost of a program and the State
has little or no involvenent in determning the size, scope or
conposition of the program or

The Commonweal th independently decides on policies for a program
but for constitutional reasons channels funds through the State.

Thus the only significant grants now not treated through the
Budget are payments to non-State schools, paynents to Universities
and Col | eges of Advanced Education and Local Government financi al
assi stance grants. In these cases the State Treasury is nerely
a Post Ofice.
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DI SGU SED AND | NNOVATI VE ACCOUNTI NG

When you | ook at financial statements, particularly in the area of
departnental conmercial operations, there are marked variations in
the quality of disclosure. In nost cases, organisations are
only too happy to denonstrate their ability to function
effectively and economi cal ly. In others, the priory aim seens
to be to keep "outsiders" as ignorant as possible. Despite
neeting the nmininum requirenments set out in Reports |egislation,
and | regard them as m ni num requi renents, t hese organi sations
are not able to denonstrate satisfactory performance and therefore
engage in innovative accounting practices to conceal the true
picture. Wat some enterprises regard as prudent conmercial
practices, such as the establishnent of substantial reserves,
other would regard as a blatant attenpt to withhold noneys. e
of the consequences is that pricing policies may be conpletely
distorted; another is that there mght be pressure placed on the
ability of the government to raise revenue.

A statenment that you sonetines hear is that accounts have been
audited by the Auditor-Ceneral and that the report issued has not
nmade any adverse conment about the organisation's financial

nmanagernent . This raises the presunption that there is nothing
wong with the organisation at all. But, just suppose an
organi sation prepares financial statenents and there are many
subsequent adjustnents and corrections made before they are
accepted and given a clear audit report. |f those adjustments are
material, should | report themas well? | generally haven't seen
the need in the past although | have on occasi ons conmmented on the
quality of sone accounting systens-. | nerely nake the conmment
so that you will be aware that a clear audit certificate does not
indicate the effort taken to produce it. And besides, it is ny
function to report financial position, not question government
policy changes that might expect that reserves be utilised for
ot her reasons. As we all know, tinmes are tough.
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I am concerned in sone respects, and | have expressed this concern
in ny Report to Parlianent, that statutory authorities generate
what they call investnments, but which have the effect of reducing
the information flow to Parliament, weaken Parlianentary control
over the activities of these "investnents", and otherw se allows
these authorities to performtasks which are at apparent odds wth

their legislation or may be contrary to governnent policy. Wi | e
| cannot offer any ready solution to this manifestat ion, | can
point to ny concern when | ooking to proper accountability. It is

of utnost inportance to naintain Parliament's accountability chain
for any subsidiaries, ventures, trusts, etc.. of Departnents or
Authorities to be subject to audit by the Auditor-Ceneral.

PROGRAM BUDCETI NG DEVELOPMENTS

Program budgeting is the next area | woul d address.

It is precisely because of the nature of governnent activity that
program budgeting and reporting was instituted. Wile the current
status has sone way to go it cannot be rationally argued that the
experience has not contributed nuch to the accountability claim
Al t hough program objectives may be difficult to precisely define,
any be inplied rather than stated, and there may be conflict in
the objectives between prograns, it is nonetheless critical that
t he nmoment um be nai nt ai ned.

In New South Wales in 1986-87 program budgeting was fully
i npl enented, with the estimates of all departnments and authorities
comng within the Budget being presented in a programformat. Thus
both recurrent services and capital works and services wll be
appropriated separately but detailed together; and, special
deposit appropriations will also be included under the program

At this stage figures do not include certain service-w de paynents

made fromthe prograns of other organisations. i e. paynents rmet
by central agencies. As can be inagi ned, sone of these cost are
substanti al . An interdepartmental conmittee has been recently
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established to determne whether or not full cost recoveries
should made or whether notional anounts should be highlighted
agai nst prograrns. The Committee is expected to report by the
end of 1987, but | am pleased to see further progress is being
consi dered toward i nprovi ng program budgeting concepts.

ACCRUAL ACCOUNTI NG

| would like to speak in alittle nore detail about the need for
accrual accounting in the public sector~

If nothing nore, public sector activities should be reported in
the same way as a private sector organisation is accountable to
its sharehol ders. Fi nanci al statements prepared under the

conventions of historical cost do not always reveal the current
value of all the resources utilised by the organisation in the
accounting peri od. Thus, when users attenpt to interpret the
financial statenents and when long term assets are held, they are
of less value and it mght be difficult to assess performance.

Wil e the useful ness of departmental financial accounts which are
not prepared on an accrual basis is doubtful, | am unable to
certify without qualification that the Public Accounts of the
Treasurer and individual financial statements for the departments
exhibit a true and fair view

There has, happi | y, been a nore recent nove toward accrual
accounting in the public sector-. Were Departnments in New South
Wl es are concerned for exanple, there has not been the taking up
of full accrual accounting, although nmost of the information can
be extracted fromthe Notes to the accounts or is otherw se

avai |l abl e. How rmuch further can it be to accept that this
i nformation shoul d be adopted in the financial statements
thensel ves? | don't think that that step should be postponed ruch

| onger, despite the pain of change.

-142-



iii)

Public Accounts Committee

At XI'l INCCSAI held in Sydney in April, 1986, it was observed that
only full accrual accounting provides accurate nmeasurenents of the
full costs of government activity. | comend to you the strengths
of the assenbled voices of the Auditors-General fromall over the
world in pointing to the well recognised need for the step to full

accrual . It is not nmuch nmore infornation than is readily

avai l able in a cash accounting system- all that is being done is
that the val ues are discl osed.

Governnent is big business and as such there is a demand by the
shar ehol ders, and rightly so, for a high standard of
account abi lity. In New South Wl es, there have been significant
achi evenent s since 1980, including -

i) the enactment of a new Public Finance and Audit Act
whi ch not only provides for inproved controls and brings

in subsidiaries, but, al so gives the Public Accounts
Commttee nore teeth.

ii) The passing of annual reports legislation for both
statutory authorities and departments.

The introduction and conti nui ng enhancement of program budgeti ng.

The further inplenentation of accrual accounting for stores and
pl ant.

There are other but these are the most significant from ny point
of view . Although nuch has been done there is still a fair way to

go.
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THE FUTURE

So what does all that has happened in the past tell us?

W know that tines are tough; and, that although accountability
was not insisted upon in all quarters, indeed was probably not as
critical, it is very much the case now.

W know the accounting standards were virtually unheard of in the

public sector. O gani sations produced what ever financial

statenents they thought fit. That has changed with the annua
reporting |egislation; It is critical that change continues to
occur - after all, it is the reporting cycle which ties together
all the accountability issues.

W know too that program budgeting is necessary if the full inport
of government activity is to lead to inforned decision making by
managers, the Parliament, and even the public. The establishment
of interdepartmental committees to |look at such things as centra
agency cost recoveries is but one exanple of future devel oprment. |
amfirmy convinced that program budgeting nmust not only continue
to be reinforced,

The reinforcement | speak of is accrual accounting for al
governnent operations The tineliness of financial statenents and
reports is essential, as is that all government activities should
come under the scrutiny of the Auditor-Ceneral and Parlianent.
But, | cannot enphasise strongly enough that the single nost

i mportant devel opment for the future is accrual accounting. I
recogni se that there are and may be problens, but the end result
will be inproved accountability

Isn't that what we are here for when we |look to governnent as big
busi ness?
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Public Accounts Committee

PROPOSED 6TH BIENNIAL CONFERENCE OF PUBLIC ACCOUNTS COMMITTEES

The Host Chairnman of the New South Wal es Public Accounts Conmittee
called for nomnations. for the venue for the Proposed 6th
Bi enni al Conference of Public Accounts Conmttees in 1989.

Del egates resolved to accept the invitation of the Queensland
Parliament Menber Cbserver Goup to hold the next Conference in

that State.
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Sydney 27 - 29 May 1987

Prepared by:

Secretari at
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