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Report of the Legislative Council

Estimates and Financial Operations Committee

in relation to ComsWest

1. INTRODUCTION

1.1 The Standing Committee on Estimates and Financial Operations (“the Committee”) was
first appointed on 21 December 1989.  Under its Terms of Reference, the Committee is
required to consider and report on any matter relating to the financial administration of
the State.

1.2 In July 1997, the Committee commenced an inquiry into the provision of
telecommunication services to Western Australian Government Agencies.  The inquiry
addressed the apparent problems associated with the arrangement of telecommunication
services for State Government Agencies.

1.3 Between July 1997 and present, the Committee has monitored the changes which have
occurred in the State of Western Australia’s provision of telecommunication services to
Government Agencies.  The Committee has obtained regular updates from the
Department of Contracts and Management Services concerning the review of these
arrangements and the transition process from the former Telecommunications
Management Agreement to the current arrangements.

2. BACKGROUND

2.1 In February 1995, the Western Australian Government entered into a Telecommunications
Management Agreement (the "Agreement") with Pacific Communications Pty Ltd and
ComsWest Pty Ltd.  The Agreement was for Pacific Star Communications’ Pty Ltd
("Pacific Star") wholly owned subsidiary, ComsWest Pty Ltd ("ComsWest"), to manage
telecommunications services for all Western Australian Government Agencies.   1

2.2 The term of the Agreement was three (3) years with an option to extend for a further three
(3) years at the Government’s  discretion.   The Agreement was initially managed by the2

Public Sector Management Office  ("PSMO") until January 1997 when it was transferred
to the Department of Contract and Management Services ("CAMS").   

2.3 In May 1997, the Government commissioned a review of the Agreement to determine
whether the Agreement should be extended.  On 1 July 1997, further deregulation of the
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telecommunications industry occurred as a result of the new Telecommunications Act
1997 (Cwth).  The deregulation resulted in an increased number of carriers entering the
market and the Australian Competition and Consumer Commission became involved as
the Regulator of the Industry.  

2.4 On 28 July 1997, the Cabinet of the State of Western Australia considered the review and
decided against extending the Agreement for a further three (3) years.  Pacific Star and
ComsWest were formally advised, on 31 July 1997, that the Agreement would not be
extended and would expire on 31 January 1998.  At that point, CAMS commenced
negotiations with ComsWest, Pacific Star and Telstra on the transition arrangements from
the Agreement.  In particular, CAMS commenced to implement the purchasing model,
approved by Cabinet, which involved the development and establishment of the new
arrangements (see comments at 7.1).

3. AIMS AND OBJECTIVES OF THE AGREEMENT

3.1 Prior to the introduction of the Agreement, Government Agencies  had a range of services
and systems in place to support their own, individual, telecommunications needs.
Essentially, the Agreement was implemented to provide a "one-stop shop" for
telecommunication services.

3.2 As indicated, the Agreement was implemented in February 1995 and provided that
ComsWest purchased and managed all telecommunications services on behalf of the
Western Australian Government.  The intention of this aggregated arrangement was that
ComsWest would act on behalf of the State Government in the sense that they would
negotiate with various telecommunication carriers and service providers to obtain the best
deal for Government Agencies.   In other words, ComsWest would purchase services at
a low cost through exercising its "whole of Government" purchasing power and then
resell those services to Government Agencies.  Schedule 2 of the Agreement detailed the
manner in which ComsWest determined its costs and profit component (see Annexure
1 of this Report).

3.3 The Agreement included a role for ComsWest in obtaining billing data from
telecommunications carriers (principally Telstra) and converting that billing data into
accounts for presentation to Government Agencies.

3.4 The overall objectives of the Agreement were to -

& achieve better management, effective use, improved quality and better
coordination of telecommunications services for Government Agencies;

& lower costs to the Government Agencies;

& encourage competition between telecommunication suppliers; and

& obtain industry and community benefits and to improve delivery of
telecommunications services to country and regional areas.
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3.5 In relation to competition, ComsWest’s role was to deal with telecommunication suppliers
and select the best goods and services to suit the requirements of each Government
Agency.  This process encouraged and developed competition between suppliers to
provide the best deal for Government Agencies as ComsWest customers. ComsWest also
provided an information help and support service to customers.

3.6 In the process of collecting billing information on a whole of Government basis
ComsWest could accumulate detailed information on expenditure.  The information was
collected at the State and Government Agency levels and included information on basic
telephone services and agency-level strategic technical issues.  The central instrument for
collection of information was the Management Information System.  This system
produced information based on billing data which was provided by the carriers.  

3.7 ComsWest was also available for Government Agencies to consult when seeking advice
as to the Agencies’ strategic telecommunications needs and the meeting of those needs.
ComsWest sourced this advice from both its own resources and third party consultants.

4. PROBLEMS ASSOCIATED WITH THE AGREEMENT

4.1 In the period between February 1995 and August 1997, Government Agencies complained
about the standard of service provided by ComsWest.  A performance survey carried out
by CAMS in May 1997 revealed a strong dissatisfaction with the billing service provided
by ComsWest.  In particular, the results showed that over 80% of the respondents were
dissatisfied with the accuracy and timeliness component of ComsWest’s billing.
Furthermore, approximately 50% of the respondents said that they were dissatisfied with
the completeness of accounts received by ComsWest and 60% of those respondents said
this had not improved over time. 3

4.2 During the course of this inquiry, the Committee obtained a report from the Hon Kevin
Prince MLA, the then Minister for Health, concerning the Health Department’s dealings
with ComsWest.  In the report, the Hon Kevin Prince MLA said that the Health
Department was dissatisfied with the service provided by ComsWest having experienced
problems with inaccuracies in billing, considerable delays in responding to account
enquiries and late presentation of accounts leading to large outstanding amounts.

4.3 On 29 July 1997, the Committee also received a report from the General Manager of
ComsWest, Mr Gary Ellis.  In that report, Mr Ellis addressed a number of the criticisms
which had been directed at ComsWest.  In regard to the billing complaints, Mr Ellis said
that ComsWest had experienced a number of difficulties in implementing the invoicing
system that supported the consolidation telecommunications fees from suppliers into one
bill for Government Agencies.  However, Mr Ellis said that most of those difficulties had
since been resolved and he was confident that service delivery would be maximised in the
next quarter.  
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4.4 In May and June 1997, a number of critical newspaper articles were published concerning
ComsWest’s performance.  Around that time, the Opposition’s Commerce and Trade
Spokesman, the Hon Clive Brown MLA, claimed that ComsWest had failed to deliver
benefits to the State and was in jeopardy because of tens of millions of dollars in unpaid
bills owed by Pacific Star to Telstra.   These allegations were defended by the4

Government’s Services Minister, the Hon Mike Board MLA, who claimed that
ComsWest had achieved good savings under the Agreement. 5

4.5 CAMS has agreed that one of the recurring problems encountered under the Agreement
was the issue of billing accuracy.  In regard to this matter, CAMS advised the Committee
of the following issues for consideration -

i) In February 1995, ComsWest and the telecommunication carriers estimated that
the conversion of accounts would take six (6) months and that, after that time, the
full benefits of aggregated discounts would become available to the State.
However, the actual conversion time taken was 23 months due to a high error rate
in the billing data received from the wholesale arm of Telstra; namely the Telstra
Industry Services Business Unit.

ii) Telstra has multiple internal billing systems and the information was integrated
by a single billing system called FlexCabs.  The merging of this billing
information generated errors as high as 30%.  This billing information was then
transferred from Telstra Wholesale to ComsWest for rebilling to Government
Agencies.  The additional 17 months taken by the conversion was the fault of
Telstra and not ComsWest.  The Committee has not sought Telstra’s comment
with respect to this claim by CAMS.

iii) A double conversion of accounts occurred as a result of Telstra changing to a new
billing system as it was transferring accounts to ComsWest.  Indications are that
the State was not alone in experiencing difficulties, which were shared by other
State Governments and large corporations.

iv) Billing enquiries from Government Agencies to ComsWest had to be referred
back to Telstra for investigation and correction.  This process should have taken
three (3) months but took from six (6) to twelve (12) months and even then the
billing problems were not resolved.  This compounded the frustration at Agency
level and demanded more resources from ComsWest to satisfactorily resolve the
billing problems.  

v) A reported 18 out of 20 telecommunication resellers nationwide were engaged in
litigation with Telstra regarding loss of revenue brought about by poor and/or
inaccurate billing information.
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vi) The resources and effort of trying to resolve the high number of billing enquiries
in the first two (2) years of the Agreement detracted from ComsWest’s ability to
fulfill its other roles.  ComsWest committed significant resources to develop a
detailed extension level billing to identify liabilities at the agency telephone
extension level.  This detailed billing was based on the conversion of low-level
information provided by Telstra.

vii) The introduction of the detailed ComsWest billing system also identified accounts
that did not belong to the State.  The identification of these accounts and their
respective legal owners involved ComsWest in complex negotiations and
investigation with Telstra to identify the correct owners and their liabilities.  

4.6 CAMS also informed the Committee that the cumulative net savings achieved by
ComsWest over the period from the commencement of the Agreement until 30 June 1997
were $20, 788 458.00.  A breakdown of the principal components of this saving is
contained in Annexure 2 of this Report.

5. DECISION NOT TO EXTEND THE AGREEMENT

5.1 In late July 1997, the Government chose not to extend the Agreement for a further term.
The Government advised ComsWest that the State Cabinet had decided not to continue
the Agreement after receiving feedback from Government Agencies, the
telecommunications industry and ComsWest.  According to the Minister for Services, the
Hon Mike Board MLA, the Agreement had been a success but a new direction in the
provision of telecommunications services was required as a result of the changes brought
about by the deregulation of Australia’s telecommunications industry. 6

5.2 The decision not to extend the Agreement was made following a report compiled by Ernst
and Young Consulting.   As part of the review, Ernst and Young Consulting sought7

comment from the relevant Government Agencies, three (3) technical consultants, the
Information Industry Association, the major telecommunication carriers and ComsWest.
The review was also conducted in consultation with PSMO and the Information Policy
Council, with input from the Steering Committee and Customer Reference Group.

5.3 The review highlighted two important issues concerning an extension of the Agreement
being -

i) the aggregation arrangement, as described in 3.2 above, provided by ComsWest
was not considered suitable after deregulation of the telecommunications industry
on 1 July 1997; and
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ii) there was strong Government Agency opposition to extending the Agreement in
its current form if the billing problems were not resolved and more flexible
purchasing arrangements implemented.

5.4 Ernst and Young Consultant’s review also identified the need for a facilitator and expert
intermediary between the deregulated market and the State Government Agencies.  It was
thought that a brokerage role would be more relevant to the new telecommunications
environment than the existing reseller role which had been ComsWest’s main function
under the Agreement. 

5.5 The review highlighted that Government Agencies were keen to ensure that any future
arrangement should offer a choice of carriers and service providers and that participation
in any future arrangement which aggregates the provisions of telecommunication services
should be subject to Agency discretion.  Government Agencies also displayed a desire for
a direct service relationship with their suppliers.  

5.6 It was also noted that when the Agreement was implemented in February 1995, the State
needed an aggregator and reseller to achieve whole of Government discounts.  Subsequent
market changes eroded the reseller margins and deregulation further threatened the
viability and relevance of this form of arrangement.  Furthermore, the
Telecommunications Act 1997 (Cwth) removed the opportunity for the reseller to obtain
the discounts previously offered by the telecommunications carriers on the basis of the
whole of Government purchasing.

6. CURRENT OUTSTANDING LIABILITIES REMAINING UNDER THE
AGREEMENT

6.1 In February 1998, CAMS informed the Committee that the identified liabilities between
the Western Australian Government and ComsWest were -

i) $237,314.00 owed by the Western Australia Government to ComsWest for
consultancy work conducted by ComsWest to establish the viability of a Common
Digital Network.   At that stage, it was anticipated that the sum would be paid as
part of the finalisation of the Agreement; and

ii) $65,000 owed to ComsWest by various Government Agencies as the final
payment for the Management Information System.  The Government Agencies
have been paying for this sum as part of their normal monthly billing over the
duration of the Agreement.  It was proposed that the State would pay the last
payment as the process of transitioning billing accounts would cause the
Government Agencies to cease receiving accounts prior to the final payment being
made for the Management Information System.  

6.2 At that same time, the identified liability between ComsWest and Western Australian
Government Agencies was estimated between $6 million and $12 million.  This figure
varied almost daily on receipt of the monies owed. 
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6.3 The Committee obtained a further update concerning the liabilities in October 1998.  At
that time, the Minister for Services, Hon Mike Board MLA,  advised the Committee that
the State of Western Australia had finalised all financial matters with ComsWest and
Pacific Star. Furthermore, CAMS had paid all outstanding obligations on behalf of the
State and its Agencies as per the negotiated transition agreements. 

6.4 On 11 December 1998, the Minister for Services, the Hon Mike Board MLA, provided
the Committee with a spreadsheet relating to the debt assigned from ComsWest to
CAMS.  The spreadsheet is contained in Annexure 3 of this Report and provides the
following details -

i) credits to be returned to the State by the Government Agencies;

ii) amounts undisputed by the Government Agencies; and

iii) disputes remaining unresolved.

6.5 The Minister for Works advised that throughout the transition process, CAMS  had
undertaken to remind the Chief Executive Officers and Government Agencies of their
obligations to pay any amount that was undisputed with Pacific Star.  Furthermore, in
October 1998, CAMS contacted those Government Agencies with significant liabilities
and encouraged them to finalise any outstanding payments.  These actions reduced the
liability from in excess of $6 million in February 1998 to the current figure of less that
$1.5 million.  

6.6 In his letter of 11 December 1998, the Minister for Works also said that CAMS was
holding discussions with Treasury concerning suitable mechanisms for recovery of the
outstanding liabilities from certain Government Agencies.  

7. CURRENT STRUCTURE FOR THE PROVISION OF
TELECOMMUNICATIONS TO GOVERNMENT AGENCIES IN WESTERN
AUSTRALIA

7.1 Following the expiration of the ComsWest contract on 1 February 1998, CAMS
implemented a series of panel purchasing arrangements.  The panel arrangements
established a panel of companies to provide telecommunications and information
technology services to State Government Agencies.  Companies are admitted to that panel
on the condition of meeting requirements specified by CAMS.  State Government
Agencies select from the panel(s) services they choose to purchase.  The purchasing
arrangements include a -

i) common use panel contract for Basic Telecommunication Services; and  

ii) second panel for brokerage and consultancy services.
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7.2 The purpose of the Basic Telecommunication Services Panel included the following -

i) provide Government Agencies with highly competitive choices for the provision
of services from suppliers who can provide genuine value for money;

ii) obtain the benefit of aggregation of all State business with any particular supplier,
in the pricing and service levels for all Government Agencies purchasing
contracted services;

iii) allow the State the flexibility to adjust its purchasing strategies as the deregulated
telecommunications environment presents opportunities;

iv) provide a risk managed structure through which Government Agencies can
acquire telecommunications services;

v) capture information on a "whole of government" level to allow the development
of suitable policies and strategies that will encourage State development in the
most cost effective manner; and

vi) benchmark the performance of suppliers against industry best practice to measure
the effectiveness and efficiency of the agreements and make changes as necessary.

7.3 There is a mandatory requirement that Government Agencies select basic
telecommunications services from the common use panel.

7.4 The purpose of the second panel is to provide the various Government Agencies with
impartial and expert advice in specialist technical areas when negotiating for
telecommunications services.  In this regard, the panel will provide the various
Government Agencies with a list of suitably qualified vendor-independent
telecommunications consultants.   The consultants  will be qualified to provide the
suitable technical and tactical advice to assist in the negotiations.  

7.5 The second panel will also assist Government Agencies in providing competitive choices
for advice on the most cost effective telecommunication services.  Although involvement
of the panel is not mandatory, its availability has been widely publicised across State
Government Agencies as part of the launch of the new  arrangements.

8. CONCLUSION

8.1 As outlined above, the Government commissioned Ernst and Young Consulting to review
the provision of telecommunication services to Western Australian Government Agencies
by ComsWest.  As a result of the review, it was concluded that the aggregation model
provided by ComsWest was not suitable after deregulation of the telecommunications
industry on 1 July 1997.   Furthermore, the review revealed that there was strong
Government Agency opposition to extending the Agreement in its current form if the
billing problems were not resolved and more flexible purchasing arrangements
implemented.
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8.2 Following the review, the Government decided against extending the Agreement and
favoured the implementation of the purchasing arrangements outlined in 7.1 - 7.5 above.
It was submitted that these arrangements were suited to a deregulated telecommunications
industry and satisfied the concerns raised by the various Government Agencies surveyed.
In particular, the arrangement provided the Government Agencies with purchasing
flexibility and technical expertise suited to the deregulated industry.

8.3 It is clear that there were a number of legitimate concerns regarding the standard of
service provided to Government Agencies by ComsWest.  As outlined in 4.5 above,
CAMS argued that ComsWest was not solely responsible for the billing problems and
noted that the issue of liability will be litigated before the Courts. 

8.4 The issue of whether ComsWest achieved savings to the State of Western Australia was
also publicly debated in the weeks prior to 30 July 1997 when a decision was required
concerning extending the Agreement.  On the one hand, it was argued that ComsWest had
failed to provide the State with any savings in the provision of telecommunications.  On
the other hand, ComsWest argued that it had achieved considerable savings in the
provision of the telecommunication services to the State (see comments at 4.1, 4.2, 4.3.
4.4 and 5.1).

8.5 In order to ascertain the matter of savings, the Committee obtained information from
CAMS.  As outlined in 4.6 above, CAMS advised that the cumulative net saving achieved
by ComsWest over the period from the commencement of the Agreement until 30 June
1997 was $20 788 458.00. 

8.6 The Committee believes that the period of the Agreement corresponded with a volatile
period in the telecommunications industry during which the industry was impacted on by
reduced regulation and increased competition.  In the Committee’s view, this volatility
probably contributed to problems associated with the Agreement.

8.7 The Committee believes that the changes in the nature of the telecommunications industry
rendered the Agreement less appropriate for Government Agency needs as projected at
the time of consideration of the review of the Agreement in July 1997 than the Agreement
was when implemented in February 1995.

8.8 As mentioned at 6.3, the Hon Mike Board MLA recently advised the Committee that the
State of Western Australia had finalised all financial matters with ComsWest and Pacific
Star.  Furthermore, CAMS had paid all outstanding obligations on behalf of the State and
its Government Agencies as per the negotiated transition agreements.  However, the
recovery by CAMS of the amounts owed by each Government Agency was ongoing (see
recommendation 9.1 (i)).
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9. RECOMMENDATIONS     

9.1 The Committee recommends that the relevant Minister -

i) report to Parliament on the settlement of the remaining outstanding liabilities
incurred under the Agreement which are owed to CAMS by various Government
Agencies;

ii) conduct a survey of the Government Agency’s satisfaction with the new
telecommunications panel arrangements no later than 30 June 1999; and

iii) report to Parliament the findings of the survey of the Government Agency’s
satisfaction with the new telecommunications panel arrangements no later than 31
August 1999.

Hon Mark Nevill MLC
Chairman

Date: 16 December 1998






























