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The Committee recommends that:
1. As a first step to consolidating information on purchasing requirements for all departments, a pilot study should be conducted in two Commonwealth departments
to assess the costs and benefits of these departments extracting and compiling information on purchasing requirements manually. The results of the study should
be used to ascertain whether a manual or an automated collection system should
be implemented. (Paragraph 38).
2. The Department of Finance amend the relevant Directions in the Finance Manual
to require departments to include, for each furniture item in their assets register,
details on location, condition and degree of utilisation. (Paragraph 43).
3. The Government require departments to forward to the Department of Administrative Services, at the time of first bids, that is April and May, details of surplus
furniture extracted from the assets registers. (Paragraph 44).
4. The Department of Finance amend the relevant Directions in the Finance Manual
to require departments to submit to the Department of Administrative Services, at
the time of first bids, that is April and May, details of furniture estimates.
(Paragraph 49).
5. The Government require departments to submit to the Department of Administrative Services, at the time of first bids, that is April and May, copies of equipment
estimates. (Paragraph 51).
6. The NATO catalogue system be adopted by all departments for classification of
items purchased. (Paragraph 53).
7. Departments and authorities use the discounted cash flow technique as an aid in
making the decision whether to buy or lease equipment. (Paragraph 59).
8. Departments and authorities which currently lease equipment use the discounted
cash flow technique to determine whether continued leasing is warranted.
(Paragraph 67).
9. The Department of Administrative Services, in consultation with the Department
of Finance, prepare guidelines on the use of the discounted cash flow technique for
inclusion in the Purchasing Manual. (Paragraph 70(a)).
10. The Appropriation Ledger contain, for each department, a separate item on the
costs of leasing equipment and the details of such leases form part of the explanatory notes accompanying departmental estimates. (Paragraph 70(b)).
11. A Section be created from existing staff within the Purchasing Division of the Department of Administrative Services for the purpose of:
(a) advising departments and authorities on the preparation of specifications;
(b) liaising with industry organisations on problems encountered in interpretation of government specifications;
(c) reviewing, from a purchasing aspect, all specifications issued by the Department of Administrative Services and departments using its services; and
(d) preparing guidelines on specifications for incorporation in the Purchasing
Manual. (Paragraph 86).
12. The Government:
(a) require departments to purchase commercial, off the shelf products wherever
possible; and
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(b) review compliance with this directive at a later date. (Paragraph 97).
13. For the purpose of standardising specifications of non- commercial, off the shelf
products the Government authorise the Department of Administrative Services to
implement procedures that would facilitate such standardisation. (Paragraph
101).
14. When compiling tender documentation, departments use performance specifications whenever possible. (Paragraph 104).
15. In preparing specifications departments use the standards produced by the Standards Association of Australia whenever possible. (Paragraph'106(a)).
16. The Department of Administrative Services be the agency for the collection and
dissemination of commercial standards held by individual government departments and advise specification writers on the appropriate standards to use.
(Paragraph 106(b)).
17. The Department of Administrative Services arrange regular training seminars for
specification writers. (Paragraph 109).
.
•
'
. •
18. The Department of Administrative Services conduct negotiations and arrange
contracts for common use hospital supplies for all hospitals operated by the Commonwealth Government. (Paragraph 115).
19. Commonwealth contracts for common use hospital supplies specify volumes of the
supplies to be purchased for the period of the contract, where estimates of usage
can be made with a reasonable degree of certainty. (Paragraph 116).
20. The Department of Administrative Services investigate application of the principles embodied in the previous two recommendations in other areas of Commonwealth Government purchasing. (Paragraph 1.17).
21. The purchase of all hospital supplies for the Capital Territory Health Commission
be centralised, with supplies stored in and distributed from the existing warehouse
at Mitchell. (Paragraph 119).
22. The Department of Administrative Services devise an effective system for programming period contracts so that new contracts come into effect as soon as the
old contracts expire. (Paragraph 126).
23. The Finance Directions be amended to include a requirement that when departments arrange their own period contracts the details of such contracts be advised
to the Department of Administrative Services for inclusion in the Period Contracts
Awareness Service. (Paragraph 129).
24. As a matter of urgency the Department of Administrative Services:
(a) negotiate with the Australian Telecommunications Commission (Telecom)
for a reduction in the 20% administrative charge levied on goods Telecom distributes through its common use stores; and
(b) while conducting these negotiations examine alternatives to purchasing
through Telecom-operated common use stores, including: dispensing with
common use stores; the Department of Administrative Services operating
them; and purchasing common use items through State government stores
boards. (Paragraph 136).
25. The Department of Finance request departments and authorities to pay for items
bought from common use stores within thirty days. (Paragraph 139).
26. A regular review of threshold levels be conducted by the Department of Finance
in consultation with major government purchasing bodies. This review is to take
placeat least once every two years. (Paragraph 144).
27. The monetary amounts applicable to threshold levels included in Finance Regulations 50-53 form part of the Finance Directions and details of all changes to these
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40.

amounts be outlined in the Department of Finance annual report. (Paragraph
149).
The Department of Finance amend the Finance Directions to:
(a) require all departments to place details of tender invitations in the Commonwealth of Australia Gazette; and
(b) allow departments to use lists of recognised suppliers for inviting tenders
where there is a small number of known suppliers. (Paragraph 160(a)).
Each tenderer be responsible for satisfying departments of the tenderer's financial
stability, technical ability and capacity to supply products within the required
time. (Paragraph 160(b)).
The Department of Finance establish a system for monitoring the use of certificates of inexpediency and include in its annual report the numbers of these certificates issued and the percentages they represent of total contracts issued.
(Paragraph 165).
The Government:
(a) introduce the system of two phase tendering.in appropriate circumstances;
and
(b) amend the Finance Regulations to allow for two phase tendering in defined
circumstances. (Paragraph 176).
Tender Boards be constituted only for consideration of certificates of inexpediency
in accordance with Finance Regulation 52AA and to arbitrate on contested decisions concerning the selection of a tender. (Paragraph 189(a)).
Officers be delegated to approve contracts. (Paragraph 189(b)).
The Government amend the Finance Regulations to provide authority to Ministers to enter into contracts. (Paragraph.191).
The name and telephone number of a contact officer within the department concerned be included on all tender documentation. The same information should be
included against each entry in the Commonwealth of Australia Gazette concerning that particular purchase. (Paragraph 195).
The Department of Administrative Services again examine the Scott Committee's
recommendation on offer codes in conjunction with the offer codes suggested by
the Confederation of Australian Industry. (Paragraph 199).
Procedures be established for the regular collection, from all departments and
authorities, of data on the additional costs incurred by the Commonwealth as a result of the application of the policy of Australian preference. Specifically, all purchasing authorities should be required to submit to the Department of Administrative Services quarterly returns identifying, for all purchases for whichthe lowest
costs suitable items were not purchased, the actual purchase costs and the lowest
cost alternative. (Paragraph 233(a)).
The data collected on the extra costs of Australian preference be collated and
published by the Department of Administrative Services. Each year in Administrative Services' annual report, or in the Budget papers, the information on Australian preference should be published in the form of a program statement, identifying objectives, activities and costs. (Paragraph 233(b)).
The Government should send a reference to the I.A.C. to review the impact and
effectiveness of the Australian preference policy as a means of assisting Australian
industries, and to consider alternative means of achieving the objectives of the policy. (Paragraph 233(c)).
A review be initiated with the purpose of assessing the benefits and costs of the first
decade of operation of the Offsets/Australian Industry Participation Program.
(Paragraph 249).
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41. Each department institute procedures whereby complaints concerning items purchased can be monitored and, where necessary, remedial action taken. (Paragraph
261 (a)),
.
.
- .
.
,
42. The Department of Administrative Services should be responsible for the investigation of complaints in relation to period contract and common use store purchases. (Paragraph261(b)). .
43. (a) Tenderers be required to indicate the degree of compliance with the relevant
Australian Standards;
(b) Firms who comply with the above standards be subject to less frequent
government inspections; and
(c) The receipt of complaints be monitored by departments, and government inspection requirements be adjusted accordingly. (Paragraph 268).
44. The Department of Defence be responsible for:
(a) liaison with private industry quality assurance organisations;
(b) dissemination of information relating to current quality inspection procedures to government organisations; and
(c) liaison with other government quality assurance inspectors for the purpose of
co-ordinating inspection programs. (Paragraph 275).
45. A time limit acceptable to both parties to the contract be imposed on any cost investigation undertaken. If the investigation exceeds this time limit then an initial
payment should be made in accordance with the contract rate previously agreed
and a further payment made to reflect the new rate on completion of the review.
(Paragraph 283).
46. The Public Service Board and the Department of Administrative Services conduct
a review to consider employing academically unqualified personnel in certain areas
of cost investigation. (Paragraph 287).
47. The Finance Services Section, Department of Administrative Services, provide assistance as requested in an advisory capacity to other departments and liaise with
private industry organisations on matters relating to cost investigation procedures.
(Paragraph 289).
48. (a) Government purchasing bodies be requested to incorporate pricing formulae
in contracts where variable costs form a major proportion of the tender price;
(b) guidelines relating to the compilation of pricing formulae be prepared by the
Finance Services Section, Department of Administrative Services, for inclusion in the Purchasing Manual;
(c) a listing of standard price formulae be compiled by the Finance Services Section for use by all departments; and
(d) the Finance Services Section monitor the use of pricing formulae by departments in those cases where other than agreed standard formulae are used.
(Paragraph 295).
49. The Public Service Board conduct as soon as possible a joint management review
of the purchasing function throughout the public service, but excluding the recently reviewed Purchasing Division of the Department of Administrative Services. (Paragraph 307),
50. The Department of Administrative Services, in conjunction with the Public Service Board, develop self-learning packages and conduct courses and seminars for
purchasing officers within the Commonwealth Public Service. (Paragraph 313).
51. The Public Service Board raise the priority for updating its handbook 'Work Control and Review' to incorporate the latest developments in work measurement.
The handbook should then be distributed to all Commonwealth departments and

authorities with strong encouragement to implement work measurement in purchasing areas. (Paragraph 32O(a)).
52. The Public Service Board encourage expansion of the use of work measurement in
purchasing areas throughout the Commonwealth further by conducting courses,
designed in conjunction with the Department of Administrative Services, with the
objective of explaining how to implement the technique. (Paragraph 320(b)).
53. The Government require:
(a) departments and authorities which have management information systems
not incorporating their purchasing functions to give high priority to amending
their systems so that they do cover purchasing; and
(b) departments and authorities which do not have management information systems to give high priority to arranging for the design and installation of them,
while ensuring that their purchasing functions are incorporated. (Paragraph
325).
54. (a) The Department of Administrative Services continue with the development
of the Purchasing Manual, under the direction of an interdepartmental committee consisting of representatives of the departments of Administrative Services, Defence and Finance.
(b) The Manual should provide guidelines for all aspects of purchasing in the
Commonwealth and be issued as part of the Finance Manual.
(c) All departments and non-trading authorities should follow the guidelines,
except in so far as the guidelines conflict with their legislation. (Paragraph
336).

XI

Overview of Report
1. Deficiencies in the administrative efficiency of the Commonwealth purchasing
function are located mostly at the level of departments and authorities rather than at
the central level of the Purchasing Division of the Department of Administrative Services (DAS).
2. DAS has prime responsibility for government purchasing and has made significant
advances in its operations, becoming both more efficient and more effective. This process has continued during the inquiry but some deficiencies remain. In other departments and authorities there are many elements of purchasing which have glaring weaknesses. The exceptions to this broad comment are the trading statutory authorities, that
is those engaged in commercial enterprises, where purchasing sections appear to be
functioning more efficiently. The Committee has formed the impression that in many
departments and non-trading authorities the attention of senior management is
confined to matters associated with achieving organisational objectives with the result
that ancillary matters, including purchasing, tend to get less attention. While the Committee appreciates that for many individual government agencies purchasing is but one
service element, its total size in both absolute and relative financial terms is very
significant.
3. The Committee's recommendations seek to remedy the deficiencies identified.
The main thrust of the recommendations is to make purchasing more efficient by:
• avoiding unnecessary expenditure;
• paying less for goods purchased; and
• reducing staffing requirements.
4. The first category of recommendations is directed at eliminating waste in government purchasing. For example, there are recommendations which, if implemented,
would avoid purchasing new goods where there are already available unused goods
which would meet requirements.
5. The second, and largest category of recommendations, are designed to reduce
costs for goods purchased. The Committee is recommending that in deciding whether to
buy or lease equipment, the assessment should incorporate expenditure commitments
anticipated in later years, and the costs of such future commitments should be discounted to the present value. The consequence of adopting these recommendations
would be consider able savings in the medium and longer terms on equipment currently
being leased. Another example of reduced costs for goods is the series of recommendations proposing greater use of the government's bulk purchasing power. The Committee believes that bulk purchasing should be used when the same or similar goods can
be so purchased more cheaply, while meeting delivery requirements. Although some of
the recommendations in the first two categories would require small increases in staff
resources, at least in the period of changeover to new procedures, the net result would
be considerable expenditure savings to government.
6. The third category of recommendations are those which reduce staffing requirements by eliminating unnecessary procedures or replacing existing procedures with simpler ones. For example, the Committee recommends revised procedures which would
1

reduce the incidence of government inspections of factories filling tenders and would
place greater reliance on factories' quality control. If implemented, this would save
staff resources but not affect the quality of goods supplied.
7. Other recommendations may be grouped in the following categories:
• improve public accountability;
• examine the effectiveness of programs; and
• improve the management and use of resources.
8. The Committee believes that government purchasing should be conducted in a
manner which renders it accountable to the Parliament and the public. Several recommendations are designed to improve accountability by providing Parliament with
additional information about the costs and benefits of particular procedures. For
example, the Committee is recommending that details of the uses of certificates of inexpediency be presented annually to Parliament. This category of recommendations
would require small additional staff resources, but these would be significantly outweighed by improved accountability.
9. The category of recommendations proposing examination of program
effectiveness is important. One recommendation proposes reviewing the effectiveness
of the Australian Preference Program and the other proposes reviewing the
Offsets/Australian Industry Participation Program. Both reviews would require shortterm additional staff resources.
10. The final category of recommendations, for improving the management and use
of resources, is aimed at further reducing expenditure indirectly, by ensuring that the
purchasing function is managed more effectively. For example, the Committee is
recommending the development within the public service of training aids and courses
for purchasing officers.
11. In proposing remedies for deficiencies in purchasing operations the Committee
has avoided increasing the number of external controls. While it appreciates the value
of some controls in large organisations, especially in the public sector where public accountability is fundamental, the Committee is concerned that too many rules and regulations would hamper the smooth operation of the purchasing function. Departmental
Permanent Heads are responsible for the efficient conduct of their own departments
and authorities. Consequently it is up to them to implement a majority of the recommendations without outside bodies monitoring their every move. If future reviews
found that problems identified in this inquiry were not being remedied art increase in
controls then might be justified.
The Importance of Commonwealth Government Purchasing
12. Expenditure on purchases by the Government is significant. In 1979-80 the net
expenditure on goods and services, less salaries and wages, was $3541 million which was
11.17% of Government outlays1 and 3.11% of GDP. 2 In 1980-81 the estimate is for
$4461 million which is 12.38% of estimated Government outlays.1
13. In addition to these direct costs there are the indirect costs of purchasing to departments and authorities. From submissions the Committee estimates that there are
about 2000 purchasing staff in the Commonwealth, with salaries totalling approximatley $25 million in 1980-81. Employing the multiplier 1.74 suggested by the Public
Service Board in estimating overheads from staff salaries3, the indirect costs of purchasing would total approximately $44 million in 1980-81.
14. The most recent comprehensive review of Commonwealth purchasing was conducted by the Committee of Inquiry into Government Procurement Policy, chaired by
Sir Walter Scott, which reported in 1974. That report disclosed twelve fundamental

shortcomings, which it summarised in the following fashion: 'It is the lack of endeavour
to improve the principles and practices of purchasing, to press towards better methods,
to search continuously for ways and means to improve, to reach consistently towards
optimum or better results, to institute a periodic, if not constant review of results
achieved, that has resulted in the Government procurement function failing to move
ahead with the times and be in line with the best procurement practices'.4
15. The Scott Committee made 39 recommendations which .can be divided into
three categories. The first category, proposing the setting up of a Purchasing Commission, were, in the main, not adopted although the Purchasing Division of DAS has
been reorganised along similar lines to that suggested. Secondly, there were recommendations which dealt with the revision of current purchasing policies, practices and procedures and their co-ordination to form a code of practice. The third category of
recommendations was directed at improving liaison on procurement matters between
government departments, authorities and suppliers.
16. Since the Scott Committee inquiry, there have been a number of aspects of
Government procurement examined by various committees of the Parliament. The
Joint Committee of Public Accounts has been inquiring into the acquisition of computers and related automatic data processing equipment.5 The Senate Standing Committee on Finance and Government Operations reported in September 1978 on the use
of Consultants by the Commonwealth Public Service.6 The Joint Committee on
Foreign Affairs and Defence tabled a report in November 1979 entitled 'Australian Defence Procurement'.7 These inquiries have concentrated on important areas within the
purchasing function but have not provided a comprehensive coverage of this important
area of government administration. In choosing to concentrate on the broader issues the
Expenditure Committee decided not to examine in detail the specialised fields covered
by these inquiries.
•
•
17. Despite assurances from the Government that shortcomings detailed by the
Scott Committee were being overcome, criticism and dissatisfaction among sectors of
private industry continued. Complaints included long delays in awarding contracts, a
proliferation of approaches to purchasing, poor estimates of requirements, unduly rigorous standards, over-specification of requirements and delays in payments for goods.
The Objectives of Government Purchasing
18. Assessment of the efficiency, and especially the effectiveness, of any public sector program must be based on a clear understanding of its objectives. In the case of
Commonwealth Government purchasing, such an assessment is made difficult by
complexities introduced by a series of government directives which have the effect of
modifying what might be regarded as the central objective.
19. The basic principles and procedural guidelines for Commonwealth Government
procurement have evolved over the years, guided by the Audit Act 1901 and Finance
Regulations and Directions. In particular, Section 71 of the Audit Act empowers the
Governor-General to make regulations for carrying out the various provisions of the
Act, especially in relation to the purchase of goods and property for and by the Commonwealth. Finance Regulations 46-53 lay down the basic framework.
20. The Background to Section. 25 of the Finance Manual explains the purpose of
government purchasing in the following manner: 'The underlying intention of regulations 51, 52, 52AA and 53 is that government procurement procedures should be, and
be seen to be, beyond reproach: ie that all who wish to participate in government business are given the opportunity to do so; that the government maintains a reputation for

fair dealing; and that public money is spent effectively and economically'. DAS interprets the objectives of government purchasing as being 'to obtain the goods and services
required by Commonwealth departments and authorities to carry out their functions,
as approved by the Government, responsible Ministers, or their delegates, within, funds
appropriated by the Parliament for these purposes and to obtain the best value for the
Government's money within policies laid down'.H
21. The notion of 'best value for the Government's money' does not necessarily
mean that the lowest bid or the the lowest cost item should invariably be accepted. Certain non-price characteristics are also important and include: the reliability of potential
suppliers; availability of spare parts; servicing facilities; and compatibility with existing
equipment. In the public sector environment there are also certain constraints imposed
through the need to place purchasing procedures beyond reproach. Thus while regulations governing tenders and quotations seek to provide for fair dealing and competition, their very existence must create delays in the procurement chain that involve a
cost to the purchasing department in terms of manpower, time and perhaps ultimately
price. In attempting to achieve the objective of public accountability care must be taken
not to create an unwarranted degree of inflexibility with a consequent excessive cost to
the purchasing process and which, possibly, might create frustration amongst suppliers.
22. A series of government directives exist which have the effect of modifying the
best value for money principle. As currently applied those directives provide for:
• the maintenance and development of defence industries and other industries of
more general strategic significance e.g. telecommunications;
• the encouragement of particular industries or aspects of national development,
that is the Offsets/Australian Industry Participation Program; and
• assistance to firms and industries producing within Australia which supply
Government needs, that is the Australian Preference Program.
The essential feature of these directives is that they require that some of the government's needs be met from within Australia or, where that is not possible, that the
government's overseas purchases be partially offset by the provision of work to domestic industries. As such they are clearly a part of industry policy.
23. To the extent that these directives are effective in their intention of diverting
business to Australian firms that otherwise would not have obtained that business, they
must raise the cost of acquiring public sector requirements and/or result in changes in
the allocation of resources within the Australian economy. To that extent, the objective
of best value for money is modified, qualified or in some cases abandoned.
Approach to Inquiry
24. The Committee has educed the essential elements necessary for effective and
efficient purchasing in the Commonwealth, which together constitute what the Committee calls a 'model' of how purchasing should be conducted. This it did for three main
reasons. Firstly, the Committee wished to highlight the elements of purchasing worth
examining. Secondly the Committee wished to ensure that the interrelationships of elements were not ignored. That is, it did not want to recommend improvements to one
element at the expense of others. Also, the Committee was aware that there may be factors affecting several elements, each to a relatively minor extent, but which together
have a significant impact. Thirdly, the Committee wished to have a basis against which
it could compare how well purchasing is being conducted, and where the opportunities
for improvement lay.

25, The Committee developed the model and the relationships of its elements, based
on consideration of the evidence and submissions, a Report by the United States General Accounting Office (GAO) on purchasing,9 the Scott Committee Report and other
reports and evaluations of purchasing. The objectives described above pervade the
model and provide the goals to which it should aim. The model incorporates ail the elements which, if well conducted, would result in effective and efficient purchasing in
government.

Requirements Determination and Planning
Introduction
26. The figures in Chapter I indicate that large sums of money are voted by Parliament annually to obtain goods and services required by Commonwealth departments
and agencies. It is most important therefore that the processes used and the information
obtained permit organisations to plan their needs for goods and services in an economical and efficient manner. For this to happen management must find out with as much
precision as possible:
• what is needed;
• how much is needed;
• how much of needs can be supplied from surplus stocks;
• how much of what is to be purchased requires consolidated purchasing; and
• how much of the balance should be purchased or leased.
27. The question of what is need will be decided by each department or agency. To
find out how much is needed one needs to have, as a starting point, adequate information on what has and is being purchased. Information on stocks indicate what quantities are already available which, together with data on usage, assists in the estimation
of future consumption. Where millions of dollars of government funds are involved the
estimating process should be optimised to prevent over or under ordering, and to allow
best use to be made of price discounts. In the absence of adequate information on what
has and is being purchased estimation may be on a less precise basis.
28. In addition to this purpose, there are other uses for data on purchases. Historical
information allows comparisons of usage in a department over time, and between departments. This may point to areas of excessive usage and hence to the need for further
investigation by departmental management.
29. Also, the aggregation of accurate data on purchases would be useful in determining the total size of the purchasing activity. It also would constitute an essential part of
the statistical base for assessing the impact of government purchasing on industry and
the effects of policies such as Australian preference. As explained below in Chapter
VII, to determine whether government purchasing policies are being effective the impact of the policies on industry should be known. One of the criticisms of purchasing
made by the Scott Committee1 was the lack of available statistics. Finally, if published,
such data would be valuable to manufacturers and suppliers in determining the size of
the government market for particular goods.
30. The next step in the estimation process is to determine whether goods required
are available from surplus stock. It is wasteful of resources if goods are purchased for
use by one department when similar or identical goods are idle or under utilised by
another department. Equipment inventories and information on utilisation of assets
when coordinated should be used to provide data on surpluses.
31. By employing information on what has and is being purchased and details of surplus items departments can compile estimates of future requirements. The estimates
should then be consolidated so as to maximise opportunities for volume buying, with
consequential benefits of volume discounts. DAS currently arranges contracts for some
goods required by more than one department so as to use the resulting larger volumes as

a lever on suppliers to obtain the lowest possible prices (this is discussed below in
Chapter IV, Collective Purchasing). Data on purchases, aggregated across departments, would expose further opportunities for collective purchasing.
32. Before deciding whether to lease or purchase goods, mainly equipment, information should be obtained on benefits, costs, advantages and disadvantages of leasing
and buying. Financial techniques, such as discounted cash flow analysis, can then be
used to aid decision making on these matters.
33. The determination of what and how much is needed takes place within the
budgetary framework. Therefore the provision of purchasing information and its timing
is critical for calculating departmental expenditure requirements in the budget process,
process.

34. Each department determines its needs for goods and services in order to meet
government policy objectives and according to priorities set by government. The Committee is concerned that departments, in estimating annual requirements, do not simply
take the previous year's figures, add to them a percentage to allow for inflation, then see
what items can be purchased within those figures. The recommendations in this chapter
point to the need for departments to consider their actual requirements based on variations to their programs and not to a pre-determined level of expenditure.
How Much is Needed
35. To assess the adequacy of currently produced data on purchasing, the Committee requested departments and authorities to indicate how they compiled historical
information. Of 30 departments, only 5 maintained adequate records and information
systems. To establish the degree of detail included in the statistical records held, departments and authorities were further asked to supply an analysis of purchases below
$5000 over the last three years. Six departments and one statutory authority were able
to supply a limited analysis while the remaining 28 departments and authorities
indicated that the information was not readily available. The main, and in many cases
the only, record of past purchases held by departments is a copy of the order issued. If
details are required concerning prior annual usage and prices paid an inordinate
amount of time and staff resources can be tied up in extracting the information by
searching through completed orders.
36. The Committee concluded that the present procedures employed in departments and authorities for the collection and recording of data on purchases are not satisfactory and improvements are necessary. Consequently accurate information for estimates and other purposes is not available.
37. The ideal solution to the collection and compilation of information would be an
automated collection system with data taken from the requisition purchase order, or
the Claim for Payment forms. The forms would be processed centrally, and the purchasing information could be aggregated across departments, supply items, suppliers,
and so on. However the costs of developing the computer system, clerically entering the
information on the forms, and the computer time for processing the data for such a
comprehensive system would be considerable. The Department of Finance and Administrative Services told the Committee that development alone would lake two lo three
years and that the benefits would need to be tangible and considerable for it to be
worthwhile proceeding.2 The Committee concluded that the potential benefits of an
automated collection system for purchasing details only do not appear to justify the
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considerable costs. However, it left open the question of whether the costs of an
automated collection system which would include stock control would be justified.
38. An alternative to an automated.system is manual extraction by each department
of the purchasing details for each item and totalling them for the year. Estimates of requirements come from individual departments for their own supplies and it is their responsibility to improve their estimation procedures. The advantage of manual compilation of purchasing data is that it is departmental management which both bear the
costs and reap the benefits of improved estimation. The Department of Finance stated
that what are needed 'are reasonable estimates of various categories that are required
by departments and . . . that could . . . be obtained from departments directly,
without the need for an ADP processing facility'.3 Moreover, using the totals from each
department DAS would be able to consolidate the data to disclose opportunities for
volume buying. A continuous manual extraction would not incur the development cost
of the automated system. The Committee does not know how much it would cost but it
appears to be low. Further study of both the manual and automated system are justified. Consequently, the Committee recommends that:
As a first step to consolidating information on purchasing requirements for all
departments, a pilot study should be conducted in two Commonwealth departments to assess the costs and benefits of these departments extracting and compiling information on purchasing requirements manually. The results of the
study should be used to ascertain whether a manual or an automated collection
system should be implemented.
Identification of Surplus Assets
39. An integral part of the estimating process is determining what requirements for
furniture, equipment and stores can be met from excess stocks. The Committee considers that public funds should not be spent on new goods when surplus goods in reasonable condition exist either in the same department or another and where transport costs
do not prohibit reallocation.
40. Finance Directions 26(19)-(22), (24) require departments to notify DAS of surplus stores and furniture so that they may be transferred to other departments or sold,
Despite these directions, in a preliminary survey of storage space, DAS discovered what
it described as 'caches'4: large amounts of furniture were being held on behalf of various
government departments as surplus to immediate requirements. This finding came at a
time when considerable financial restraint had been placed on the level of funds available for furniture and a number of departments were complaining that essential requirements were not being met from the allocation they received.5 The Minister for Administrative Services wrote to all Ministers in January 1979 requesting that all surplus
furniture be declared and forwarded to his department for redistribution. The response
to that letter was, to say the least, disappointing with the majority of departments
ignoring the request and the rest forwarding items which were in a very poor condition
and were only fit to be declared for disposal.6 The Committee considers this action of
departments in ignoring explicit government directives to be reprehensible.
41. There appears to be a number of other factors which inhibit reallocation of surplus furniture. The first is the meaning of the term surplus. Many departments appear
to assume that assets are 'surplus' only when their poor condition includes them in the
list in Finance Direction 26(17)(b): 'condemned, obsolete, unserviceable, unrepairable, worn out, damaged, etc'. It will be apparent from the preceding discussion that the
Committee considers that items which are still in reasonable condition but which are

not being used, or expected to be used, in the near future are also surplus to departmental requirements. The term 'surplus' encompasses the broader meaning in this Report.
42. Responses from departments to our questionnaires indicated that assets registers7 do not show whether a piece of furniture is in use, surplus to present requirements
and/or unserviceable. This means that departmental management would be unable to
identify from the assets register, furniture which could be reallocated to another section, branch or department thereby reducing the number of items to be purchased. At
present, management becomes aware of an item's availability when it is declared surplus by the user section. This frequently happens when the item has reached the end of
its economic life and is fit only for disposal.3
43. If assets registers showed each item's condition and degree of utilisation, items
surplus to requirements would be identified readily by departmental management and
reallocated to another section or branch. If there were no internal demand the department would notify DAS which would then redistribute or dispose of the items, according to Finance Directions and subject to audit examination. The Committee therefore
recommends that:
The Department of Finance amend the relevant Directions in the Finance Manual
to require departments to include, for each furniture item in their assets register,
details on location, condition and degree of utilisation.
44. DAS became responsible for the purchase of furniture on behalf of Commonwealth departments in the 1978-79 financial year. Procedures for furniture are
different to those for other goods in the Commonwealth Inventory in that one department is responsible for purchasing all furniture items required. Each department should
therefore send to DAS the details of its furniture as listed in the assets register. To allow
DAS to use this information in formulating the annual furniture program the details
should be forwarded at the same time as estimates of furniture requirements. This
should be at the time of first bids, in April and May. Consequently the Committee recommends that:
The Government require departments to forward to the Department of Administrative Services, at the time of first bids, that is April and May, details of surplus
furniture extracted from the assets registers.
45. Departments questioned by the Committee expressed their reluctance to declare
items surplus particularly if there was any doubt at all about future needs for a particular item. For example, Social Security stated that it made absolutely sure that it had no
further need for an item before declaring the item surplus because 'we would have to
battle for funds to replace the item if we made the wrong decision'.9 This was confirmed
by DAS which stated that departments are left with the 'feeling that the furniture was
obtained with funds which were hard to get', and yet 'there is no credit anywhere along
the line for surrender'.10 This argument does not take account of the fact that retention
of surplus goods by departments, based on their speculation that there may possibly be
a future requirement, results in scarce funds being used unnecessarily to buy new goods
for other, needy departments. There is the further problem that where surpluses are a
consequence of inaccurate estimating any compensation for declaring the assests surplus may be seen to be encouraging over estimation. The Committee concluded that no
incentive should be introduced to encourage declaration of surplus assets to DAS.
46. Departments hold onto other surplus goods as well as furniture. DAS told the
Committee one problem area was intermediary buffer stocks of stationery. It quoted
examples of departments holding twenty years supply of computer paper for a computer which may well be out of date in twenty years.11

47. Consideration of how estimates are and should be compiled will be considered
below in two parts—furniture and equipment—as the two are compiled separately and
are subject to differing procedures. The terms 'furniture' and 'equipment' comprehend
all goods except stores. Stores are consumable or non-asset items.
48. Early each year departments are required to lodge with DAS detailed estimates
of furniture required, including not only a description of each item but also an
estimated date of delivery. Responses from departments indicated that DAS is advised
of furniture requirements at various times between October when forward estimates
are prepared and July or August when the level of funds has been finalised. As a result
DAS is left with the task of formulating a purchasing program based on information
supplied over a long period of time and likely to be based on differing unit prices. The
early submissions, from October to March, are also subject to pruning by Cabinet during the forward estimates process. Therefore the earlier the estimates are made the less
accurate they are likely to be.
49. Submissions should be submitted after forward estimates have been finalised but
still allowing DAS sufficient time to formulate a program of furniture procurement. An
appropriate time would be when departments submit their first bids for Cabinet consideration, in April and May. This would have an additional advantage of giving DAS
time to take account of surplus furniture which had been declared. The Committee
therefore recommends that:
The Department of Finance amend the relevant Directions in the Finance Manual
to require departments to submit to the Department of Administrative Services,
at the time of first bids, that is April and May, details of furniture estimates.
50. For the purposes of this inquiry the term 'equipment' is used to cover those items
of an asset nature which are required by a department to fulfil the responsibilities and
activities of that organisation but excluding major projects and specialist items such as
defence armaments, ADP equipment and furniture. Departments indicated that
detailed estimates of equipment to be purchased are prepared for the Department of
Finance but, unlike furniture estimates, a copy is not forwarded to DAS. Departments
purchase equipment for their own use, although many departments use the facilities of
DAS for purchases over $ 10 000 where tenders are called.
51. As with furniture, DAS needs to be advised of requirements so that surplus
equipment can be diverted to departments needing it. Moreover, in order to maximise
the opportunities for collective purchasing, estimates from all departments must be
consolidated. To achieve this the Committee recommends that:
The Government require departments to submit to the Department of Administrative Services, at the time of first bids, that is April and May, copies of equipment estimates.
52. A further prerequisite to consolidation is that DAS needs to be able to match
items required by one department with the same items required by other departments.
At present this is not possible as there are a variety of cataloguing systems for supplies.
A suitable uniform cataloguing system which would allow estimates to be consolidated
is the NATO supply system of classification which is used by the major purchasing department, Defence, to catalogue its items.12 The NATO system consists of a four digit
code, which is the broad classification with about 600 categories, and which expands
into a 13 digit code for detailed classification.'3 It facilitates stockkeeping records and
generates estimates information.14 The NATO system has been adopted officially by the
United States Government and is universally accepted as a method of classifying supply
items. In Australia, in addition to Defence, it is used by the Bureau of Meteorology and
10

in part by other Commonwealth and State departments and authorities.1-5 The former
Department of Productivity encouraged the use of the NATO classification in private
industry.16
53. The costs of adopting the NATO system uniformly throughout departments and
authorities are minimal whereas the benefits of consolidating estimates leading to collective purchasing are considerable. DAS strongly supports such an adoption.17 The
only exceptions to the adoption that are justified are the Australian Postal and Australian Telecommunications Commissions which have their own sophisticated supply
system based on criteria relevant to their operations.1" The Committee therefore recommends that:
The NATO catalogue system be adopted by all departments for classification of
items purchased.
Lease/Buy Options
54. After the need to obtain a particular piece of equipment has been determined,
the next logical step is the evaluation of the comparative advantages of leasing19 or buying. Responsibility for this evaluation rests with the department concerned rather than
DAS or the Department of Finance.20 Although the Public Service Board is required to
assess proposals for certain types of office machines, this function does not extend to the
less expensive machines or to the examination of alternatives to purchasing.21
55. Departments and authorities were asked by the Committee how they identify
opportunities for leasing rather than purchasing, what evaluations they carried out, and
to provide details of recent leasing agreements. The replies indicated that assessment
varied from negligible to sophisticated techniques, including discounted cash flow
(DCF). In many cases only one of the options had been given serious consideration.
56. The appropriate basis for comparing lease and buy options, in terms of least cost,
is by calculating for each alternative the present value of whole-of-life costs using the
DCF technique. Simply comparing initial outlays is not an economically or politically
rational procedure since it ignores the expenditure commitments incurred in later
years.
57. By the same token, simply adding up the whole-of-life costs for each alternative
ignores the fact that costs incurred in later years, while relevant to the decision, are less
burdensome in present value terms. That is, by delaying a payment for a year or more, a
lesser amount could be invested today which together with interest received would be
sufficient to meet the payment when it arose: the longer the payment is delayed, the
smaller is the amount that would have to be set aside (i.e. the smaller is the present
value of the future outlay).
58. DCF takes full account of these considerations by adding up the outlays to be incurred at different times after discounting the value of each future outlay by a factor
which reflects the lesser amount that would have to be notionally invested today to
ensure that, with interest earned, that outlay could be met when it actually arose. DCF
is slightly more complex than some rule-of-thumb alternatives but with electronic calculators its application is a simple matter and essential in a comparison between leasing
and buying. DCF was confirmed as the appropriate technique by Finance.22
59. The Committee therefore recommends that:
Departments and authorities use the discounted cashflow technique as an aid in
making the decision whether to buy or lease equipment.
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