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Executive Summary

1 Executive Summary

1.1 Introduction

Deloitte was appointed on 29 March 2012 by the Department of the Attorney
General (DotAG) under the Common Use Arrangement 23706 for the examination of
the District Coutt’s “Cost Based” Fee Model.

1.2 Context

A pilot project was undertaken in the District Court to develop a model that could
cost individual fees and could link fees to services performed by the District Court.
Ideally, the formula should be evidence-based, rather than intuitively determined,

and assumptions/factors impacting the formula recorded. //”{

}

An examination of the model is required to confirm the:” .~

1. drivers of cost and their relationship to the sefvice previded, and

2. ability to forecast and predict adJLlstment to feé’é/;chrough application of escalation
percentages. \ e ]
- \ P

1.3 ?mm% m@% sc

The purp6se o‘f\ghlc engag’e? nt aé#cc\):

o

1. Examifig\the assuniptio
hetfhertie: |

oplied in the model and to consider

=

t intoan Xa

.s /?ssunfilptifor 8 are éppro\p igte
ci F?ony 3& xeﬂeCt the assumptions

0!; Appheétxon of the formula is appropriate, accurate and complete

ASsumptlons and treatment of finance lease costs contained within the
" Public-Private Partnership (PPP) arrangements are appropriate,

2. Examine the spreadsheet model to consider whether:
¢ It enables a clear definition of the scope and purpose of fees
e It permits greater transparency

¢ [t reflects the total range of services provided, and allowed for, within the
regulations

e The worksheets/formulas are safeguarded against accidental change
e User documentation is available, easy to understand and comprehensive.
3. Examine the outputs from the model to determine whether they:

e Provide a detailed and materially accurate costing of services
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Executive Summary

e Permit an assessment of the relationship between the fees charged and the
cost of providing those services to be made

e Have the ability to demonstrate the differences in the cost between a paper
based and electronic lodgement process.

Determine whether the methodology used meets the Costing and Pricing of
Government Services Guidelines

Provide advice as to whether the model is applicable for implementation into
other areas of Court and Tribunal Services

Provide a report that details the above and any areas of change required and /or
improvement possibilities.

Scope exclusions

The following were not part of the scope of the engagement:

7\
1.4 Inherent Limitations | =~

Providing an opinion as to whether a spreadsheet is the only and/or appropriate
tool 1
Detailed investigation of the other areas of Court and’Tnbuna?ll Services

Assessing whether the original time estimates” con}a;ne d in the model were
accurate. o

-

:i { /’/
] \

Our services were: |
/’”‘\
e Purelytfagonsul mg}an aclyls ry nature, and did notGonstitute an assurance
engagement acc x,da e with Australian Standards for Assurance
Eng gem@nt§ nor repr ente(d any fon £4udit or review under Australian
Standards‘ on Audxtmg conge 1ent1y io assurance conclusion or audit opinion
has been rovyid ed \, j
J Base / th! fo ation p10v1ded by you. We have assumed that the
in for‘g 10ﬁ pravided was true, correct and complete and not misleading.
Alsojour wmk cannot be relied upon to disclose irregularities, including fraud, other
illega I/a'ots, which may exist, however, if such matters had come to our attention we

would have informed you accordingly.

1.5 Work performed

The following approach was undertaken during the engagement:

L

Discussions were held with the:

o Manager — Strategic Business Services

o Principal Finance and Resource Analyst — Strategic Business Development
o Author of the spreadsheet model

to obtain an understanding of the:

o Assumptions made in developing the fee model

o Structure in which the spreadsheet cells and formulas are interrelated
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o Controls in place to ensure that worksheets/formulas are safeguarded against
accidental change or deletion.

e The spreadsheet model was obtained and considered with other information and
supporting documentation to assess the appropriateness of assumptions, and
whether the ‘Costing and Pricing of Government Services Guidelines” have been
appropriately adopted in the development of the model

e Analysis was performed to consider whether the spreadsheet model:
o Enables a clear definition of the scope and purpose of fees
o Permits transparency

o Reflects the total range of services provided, and allowed for, within the
regulations

o User documentation is available, easy to understand and comprehensive.
e Analysis was performed to consider whether outputs from the model:
o Provide a detailed, materially accurate costing of serv1ces

o Permit an assessment of the relationship betweep»the fees sicharged and the

cost of providing those services ///l
o Have the ability to demonstrate the dif’/férigce ’”16 the cost between a paper
based and electronic lodgem,ent\proce ss. {
\ |

1.6 Key findimgs, [, | | —
The following is a sumrfiary of oxfr ff'n“din_ s, with reference o the Purpose and Scope
of wo;k/deta&z\l inisectio 1/ /
1.6.1} lpiek th\&\ t%o thé ass’ump/Lonsa “i o served that:

on théir face appear to be inappropriate, not all

116. ] Vth they\dg/ 3
a

the explanati re sufficient regarding the basis of their adoption

1{ 6. }/2 / }sLt 1l as ump’uons have been reflected in the calculations because
ificomplete and/or incorrect formulas

].g l/fg . The interest expense component of finance lease repayments under
L the PPP arrangement has been excluded/backed-out in computing
the total costs to ensure that fees are comparable between the
different courts as the District Court currently resides in a building
acquired under the PPP arrangement.

We consider that the reversal of the interest relating to the PPP
arrangement in this manner is appropriate within the dual context
of:

e Maintaining parity with the other courts where the PPP
financial arrangement does not exist; and

¢ Complying with the “Costing and Pricing Government
Services” guidelines where the actual interest cost is required
to be removed in order to prevent double counting the cost of
capital.
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The basis of the treatment for the PPP interest, however, has not
been documented.

1.6.2. As alluded to above, related to the treatment of the PPP interest is how
“Opportunity Cost of Capital” is calculated. The “Costing and Pricing
Government Services” guidelines require an organisation wide approach in
determining the net assets for the purpose of calculating the opportunity cost
of capital. At present, the costing model only uses asset and liability values
associated with the District Court’s building acquired under the PPP
arrangement to compute opportunity cost. Based on an examination of the
spreadsheet model, we observed that the model enables a clear definition of
the scope and purpose of fees and also reflects the total range of services
provided and allowed for within the regulations. However, the following
exceptions were noted:

1.6.2.1. The model does not fully permit transparency as there are
insufficient details or explanations for certain computation and
some figures have been keyed-in directly. The instructions do not
provide direction or guidance on the sourge-{internal and/or
external) of cost (and other) data to be-fised while updating the fee
model each year

1.6.2.2. 'ksheets and formulas

1.6.2.3. the model are not
Is also have not been

some instances

ilst\user ; strlictions are available, the instructions are not
preRensive and have not been consolidated for easy

ification in a separate work sheet. In some instances,

tuctions have been noted in comments inserted into cells and/or
alongside of the table containing the computations

The instructions in the model do not provide directions on which
assumptions and financial data require updating each year. Further,
there are no references as to which computations are dependent on
laws and regulations (e.g. FBT) so that changes can be effected in
the model if required.

1.6.3. Based on an examination of the outputs from the model, we noted that:

1.6.3.1. 'When forecasting, an escalation rate is applied across all expenses.
The structure of the model is not conducive to the prediction of
costs because capital-related costs have been combined with
overhead expenses. Overhead expenses have a different escalation
driver to capital related costs

1.6.3.2. The basis of fee for ad hoc transcription services has not been
clearly explained in the model. It appears that the “Costs Involved
in Obtaining Approval” is based on a proportion (90%) of internal

administration cost and the “Monitoring and Transcription”
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component is calculated based on an average of three-month
contractor’s invoice. The methodology and rationale behind this
approach have not been documented

1.6.3.3. Interms of the difference between paper-based and electronic
lodgement process, the model only differentiates costs based on
time spent in providing the services. There has been no assessment
of the weighting of costs that each service attracts, which may
provide a more accurate costing profile

1.6.4. Based on our consideration of the “Costing and Pricing of Government
Services Guidelines”, we observed the following exceptions:

1.6.4.1.  The source of data, approach used to identify costs and the basis of
making assumptions are not documented in sufficient detail

1.6.4.2.

1.6.4.3. The assumptions do not contain a reference to the time period
considered for the costing exercise

1

-
1.6.4.4. The model does not explicitly cons1de1ﬂcap1tal gelated costs. These
expenses have currently been groupfd undep-gverhead expenses

1.6.4.5. While training costs have 3eén constdexid ih developing the model,
time spent on administrative t ks such s t aining has not been
captured. Slmllar]y, ilplan 63 absdnces|such as sick leave, have
not been factme in dé\tel mmg the rate ofirecovery per productive

FTE/hom \ \ t
1.6.4 6. Sal »yo. costs for c\astid y t emodellﬁ hot comply with the
- ™ Exsthct oprts acgounting manual L
1647 \T si ‘f‘ox deciding the performance centres for the allocation of

|“Cor Pox ate}]coéts’f and h1c‘h related costs are relevant to the
}E 1strlcT\Co 'has not been documented

116.4.8. / The fnodqld es not document in the assumptions:

° /J That some services are costed at less than 100%

. The extent of cost being recovered.

1.7 Overall

At a macro level, whilst the model functions as intended, it appears complex,
deficient in instructions and not well structured. The model requires significant
structural improvement, particularly around the physical layout of the inputs,
computations and outputs.

Should deployment of the model to other areas of the Court and Tribunal Services be
required, further modification of the model is necessary to adapt to the specific needs
for those areas. However, in the present form, for reasons noted above, the model is
not yet suitable for deployment to other areas of the Court and Tribunal Services.

Refer to Section 2 of the report for detailed observations and recommendations.
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