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FOREWORD

This report presents the results of our recent
review of corruption risks within Queensland
prison industries. As part of this exercise, we
were also able to obtain a valuable insight into
the wider operations of the Department of
Corrective Services (DCS).

The two case studies outlined in chapter 3 of
this report were the catalyst for conducting the
review, but its primary purpose was not to
investigate past or present corruption. Rather,
the aim was to ensure that preventative steps
are being taken to limit the opportunity for any
future corruption.

While there is no evidence that corruption of
the type described in the case studies is rife
within prison industries, allegations relating to
prison industries have been made over the
years with sufficient regularity to lead the CIC
to take a proactive approach to reducing the
incidence of such allegations.

Although the review revealed some corruption
risks, these must be viewed in the context of a
department that has undergone major
upheavals within its recent history. Not only has
its accounting system changed fundamentally
with the introduction of the SAP/R3 model (as
has happened in all public sector bodies), but
it has recently been converted from a
commission and government-owned
corporation back to a department. In this
regard, the DCS was required to adopt certain
public service policies and procedures that are
not required of the other organisational
entities. The process of implementing relevant

and appropriate policies and procedures is
continuing and it is hoped that
recommendations contained in this report will
assist in this task.

We hope that this report will be of general
interest to senior management in the
Queensland public sector, as well as to DCS
managers. It addresses management,
operational and corporate governance issues
that are relevant to public sector bodies.
Reducing corruption risk within any agency by
the introduction of and adherence to best
practice is in the long-term interest of the
agency, its officers and ultimately the people of
Queensland.

A review of corruption risks within an
organisation can only be effective if it is driven
by senior management. In this regard it is
fortunate that within the DCS the necessary
ethos is encouraged and promoted by senior
management. The recommendations in this
review have been embraced by the DCS, which
had significant input in settling the final
recommendations so that they were practical
and workable within the corrections
environment. The DCS has already
commenced to implement the
recommendations. The CIC will provide what
assistance it can in this process and will monitor
and report on progress as required.

Brendan Butler SC
Chairperson
Criminal Justice Commission
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EXECUTIVE SUMMARY

What this report does

This report delivers the findings of a
misconduct-risk review by CJC officers of state-
operated correctional centres. The report
focuses on identifying corruption risks in prison
industries under the administration of the
Department of Corrective Services (DCS) and
on recommending ways to reduce those risks.

What this report does not do

This report does not deal with broader issues
about the role and rationale of prison industries,
except where these issues relate to corruption
prevention. Industries have an important role
to play in the correctional system. The aim of
this exercise is to promote improvements in
their administration, not to call their role into
question.

As the CJC’s jurisdiction is limited to state-
operated correctional facilities, this report does
not attempt to present a comprehensive
overview of prison industries in Queensland,
or to assess the extent to which the issues
canvassed in this report are relevant to privately
operated prisons. Community custody facilities
are also excluded because few, if any, conduct
activities that could be defined as industries
within the definition adopted for this report (see
below).

What is a prison industry?

Prison industries may be said to encompass any
work performed by inmates of a correctional
centre. However, this is too broad a definition
for the purposes of this report. As our
investigations indicate that official misconduct
and corruption risks in prison industries are

greatest in those activities with a commercial
element, we adopted the following definition:

A prison industry encompasses any activity that
uses prisoner labour to produce a marketable
product or service that is not owned by the
prisoner/s.

This definition excludes many activities defined
as work within the Queensland correctional
system for which prisoners receive
remuneration and activities such as art,
handicrafts and hobbies, the products of which
are usually the property of the prisoners who
made them.

The Queensland correctional system operates
a wide range of prison industries, from the
traditional prison farms, tailor shops, print
shops, laundries and bakeries to more recently
introduced industries such as plant nurseries,
metal fabricating and food services. In 1998-
99, sales from prison industries totalled $9.9
million.

Information sources used

We have drawn upon information from the CJC
complaints database, CJC investigations,
consultations and observations by CJC staff at
various correctional centres, and written and
oral advice from DCS officers.

Context of the review

Over the last 11 years, the Queensland
correctional system has been subjected to major
changes, including corportisation and de-
corporatisation, serious over-crowding in
prisons, numerous organisational restructures
and some spectacular escapes by prisoners. The
findings of this review should be considered in

What is a misconduct-risk review?

A misconduct-risk review is a CJC initiative
undertaken with the cooperation of the public
sector agency concerned. It is designed to help
an agency reduce or avoid corruption by
enhancing its administrative performance,
controls and accountability. These reviews
normally follow on from cases where allegations
of official misconduct have been investigated
and procedural or administrative deficiencies
have been identified.

The review undertaken for this project was not
conducted in the manner of an investigation and
was not aimed at eliciting evidence of misconduct
or corruption. Where anecdotal information was
provided, we did not seek corroborative
evidence. We considered this approach was
essential to ensure the flow of information and
the cooperation of staff. Some of the information
we were given has been included here only in
anonymous and general terms in order to
protect sources.
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the context of this environment of change and
on the consequent demands placed on the
department.

Findings of the review

The review revealed numerous areas relevant
to the operation of prison industries where the
DCS is exposed to corruption risks. They may
be grouped as follows:

= Corporate governance issues
See recommendations 1 and 3.

EXECUTIVE SUMMARY

= Management issues
See recommendation 2.

e Operational issues
See recommendation 4.

Where to from here?

The DCS has already taken steps to deal with
the risks and issues highlighted in this report.
There is still much to do. The CJC is committed
to enhancing public sector capabilities in the
area of corruption prevention and will work
with the DCS to develop suitable strategies.

1 That the DCS develop and distribute a
comprehensive and integrated policy
on corruption prevention. This policy
should explain the DCS position on
corruption, set aims and objectives, and
draw together existing policies and
procedures that relate to corruption
prevention. The policy must clearly
define who is responsible for preventing
and detecting corruption and who will
implement different aspects of the
corruption prevention plan.

2 That, in relation to prison industries in
particular, the DCS address the issues
of role clarification (especially of the

Director, Prison Industries),
standardised business planning
techniques, improved financial

management reporting and improved
direct supervision practices.

3 That the DCS review and develop
further the elements of its corporate
governance framework, listed below,
with the aim of improving its

RECOMMENDATIONS

performance in this area and reducing
its vulnerability to corruption:

= code of conduct

= conflicts of interest

= risk management

< internal reporting systems

< the audit function

e learning from corruption and
investigation outcomes.

4 That the DCS review each of the
following operational areas, in line with
best practice, with the aim of
strengthening the internal control
environment for each activity:

= operational and financial reporting

= contracts for the sale of prison
industry goods and services

= price setting

= purchasing

= asset and inventory management

= accounts receivable

= surplus, scrap and waste

= staff purchases from industries

= cash handling

= inmates and industries.
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ANAO
ClC
Csl
DCS
ICAC

Kennedy Inquiry

QAO

QCORR

Qcsc

Peach Review

SAP/R3

ABBREVIATIONS

Australian National Audit Office

Criminal Justice Commission

Correctional Service Industries, New South Wales

Department of Corrective Services, Queensland

Independent Commission Against Corruption, New South Wales

Commission of Review into Corrective Services in Queensland 1988
(J.J. Kennedy, Commissioner)

Queensland Audit Office

Queensland Corrections, a government-owned corporation and
provider of correctional services

Queensland Corrective Services Commission (now the DCS)

Queensland Corrective Services Review 1999 (FJ. Peach, Chief
Executive)

a computerised integrated data system currently in use
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Prison industries play an important role in the
management and operation of Queensland’s
correctional facilities — they provide activities
for inmates, assist with rehabilitation by giving
some prisoners the opportunity to acquire
vocational skills, and help reduce the cost of
running prisons. From a corruption-prevention
perspective, however, prison industries present
some major challenges for correctional
administrators.

Substantial human and financial resources are
tied up in the establishment and operation of
prison industries, which often produce goods
and services of considerable value. Hence, there
are likely to be greater opportunities than
elsewhere in the prison system for staff to
engage in corrupt practices. The heavy
demands placed on administrators and the
priority given to security and prisoner
management can lead to these risks being
overlooked.

In addition, the nature of prison work means
that staff depend upon one another for support
and protection, especially in times of
emergency. Prisoners too are reliant upon staff
for their safety and security, access to services
and communication with the outside. It is likely
that these types of relationships discourage the
reporting of improper practices to management
or outside bodies such as the CJC, because of
the obvious consequences for those who
alienate their fellow workers or custodians.

INVOLVEMENT OF THE CJC

This report has been prepared as part of an
initiative by the CJC to assist the Department
of Corrective Services (DCS) to reduce its risk
exposure in this area.

The original impetus for the report came from
CJC investigations at two correctional centres
in response to allegations of significant official
misconduct in industries at those centres. It
was believed that the alleged misconduct had
been going on undetected for several years.

In conducting these investigations, it became
apparent that industries in other correctional
facilities in Queensland could be vulnerable
to similar practices. A Project Team staffed by

1
INTRODUCTION

officers of the Research and Prevention and
Official Misconduct Divisions was constituted
to assess the adequacy of existing controls over
the operations of prison industries and, if
necessary, make recommendations for change.
This report presents the results of that exercise.

JURISDICTION OF THE CJC

Section 29(3)(d) of the Criminal Justice Act 1989
invests the CJC’s Official Misconduct Division
with the authority to investigate cases of alleged
or suspected official misconduct by persons
holding appointments in units of public
administration. Another important function of
the division, exercised in conjunction with the
Research and Prevention Division, is to offer
and render advice or assistance, by way of
education or liaison, to units of public
administration concerning the detection and
prevention of official misconduct (s. 29[3][e]).

This report is the product of the exercise of the
two functions referred to above, with the
primary focus being on the second — the
offering and rendering of advice.

The CJC assumed jurisdiction over the
Queensland Corrective Services Commission
(QCSC) — the administrative body responsible
for corrections in Queensland — on 8
December 1997 when the QCSC was included
in the definition of the term ‘unit of public
administration’ under section 3A(1) of the
Criminal Justice Act. The CJC’s jurisdiction over
Queensland Corrections (QCORR) — the
agency that operated the state-run correctional
centres — dates from 1 September 1997 when
it commenced operations as a government-
owned corporation. Queensland Corrections
was deemed to be a unit of public
administration under a provision of the
Government Owned Corporations Act 1993.

On 1 May 1999, the QCSC and QCORR ceased
to exist as separate entities and their functions
were transferred to the DCS where QCORR
operates as a business unit. As the DCS is a
unit of public administration, the CIC’s
jurisdiction in corrections has continued.

The CJC has no jurisdiction over officers
working in privately operated correctional
facilities.

Criminal Justice Commission QUEENSLAND PRISON INDUSTRIES: A REVIEW OF CORRUPTION RISKS 1



CHAPTER 1: INTRODUCTION

Wiat is officia msconduct?

Gficid nisconduct, definedinsection32aof the
Ginmna JusticeAct, iscorupt or ather serious
nisconduct by apubdic sectar officer relaingto
the perfornance of the officer’s duties. The
conduct nust :

e bedshonest or lackinpertidity, o

e invdvealreacho trust, or

e beanisused officialyddtaned
infarnati on

The conduct nust al so be seri ous enough to be

acrimnd dfenceor toj ustifyd smssd .

Gficia nisconduct i ncl udes conduct by anyone
who seeks tocorrupt apud i c of fi cer.

SCOPE OF THE REPORT

The primary focus of this report is on identifying
corruption risks in prison industries and on
recommending ways of reducing those risks.
The report does not deal with broader issues
about the role and rationale of prison industries
(such as their cost effectiveness, the efficiency
of their operations, their role in the training and
rehabilitation of prisoners) except insofar as
these issues are relevant from a corruption
prevention perspective.

The CJC recognises that industries have an
important ongoing role to play in the
correctional system. The aim of this exercise is
to promote improvements in their
administration, not to call their role into
question.

What is a prison industry?

The DCS’s Prison Industries Policy! defines
‘prison industry’ as:

prison maintenance work, the provision of services
within the prison, the production of provisions and
produce for use within the prison, community
service work and the manufacture of products and
provision of services for out of prison sale or use.

While this definition is suitable for the objects
and functions of the DCS, we considered it to
be too wide for the purposes of this report.

CIC investigations indicate that official
misconduct and corruption risks in prison
industries are greatest in those activities with a
commercial element — that is, where the
output from the activity has a monetary value
— rather than in activities producing products
or services solely for internal prison
consumption.

Therefore, for this report we adopted the
following definition of a prison industry:

A prison industry encompasses any activity that
uses prisoner labour to produce a marketable
product or service that is not owned by the
prisoner/s.

This definition is similar to the definition of
‘commercial industries’ used in the DCS’s
business plan for 1999-2003 (p. 7):

Commercial industries are those programs run on
a commercial, fee for service basis whether the
sale of goods and services is to external clients or
the correctional system.

The definition of a prison industry adopted for
this report excludes many activities defined as
work within the Queensland correctional
system for which prisoners receive
remuneration — such as maintenance,
cleaning, clerical, laundry and kitchen/catering
work performed by prisoners solely for internal
prison consumption. The definition also
excludes activities such as art, handicrafts and
hobbies, the products of which are usually the
property of the prisoners who made them.

Where information is provided regarding the
numbers of prisoners employed in prison
industries, only industries within the adopted
definition will be included (unless otherwise
stated).

What about privately operated
correctional facilities?

As the CJC’s jurisdiction is currently limited to
state-operated correctional facilities, this report
does not attempt to present a comprehensive
overview of prison industries in Queensland.?
Nor is the CJC in a position to assess the extent
to which the issues canvassed in this report are
also relevant to privately operated facilities. Any
references in the report to the Queensland
correctional system, therefore, apply only to
the state-operated facilities within the system
(unless specific reference is made to the privately
operated facilities).

Not e: The CJChas nade submissions to the
Parlianentary Ginminal Justice Gnmttee and
the Gver nnent supportingthe extensionof its

1 Thispdicywasenactedas aQrrective Srvices
Ril e under section20 of the Qrrective Srvices
(Adnini stration) Act 1988 on 16 Decenter 1998.

2 Qnmmonity custody facilities are a soexcl uded on
thebesisthat few if any, activitiescoduxtedin
conmuni ty correctional centres coul d be defi ned as
indstrieswthintheddfintionadoptedfar this
repot.
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juisdciontoind uedficasd privaeeatities
that operate correctional facilities, onthe
under st andi ng t hat t he CICrecei ve adequat e
suppl enentary fundi ng. I'n 1999, the Peach
Revi ewr econmended t he ext ensi on of the QJC s
juisdction3This issueis currently under
consi derati on by Gibi net.

SOURCES USED

This project has drawn upon information from
three main sources:

e The CIJC’s complaints database and the
CIC’s investigations of alleged official
misconduct by staff involved in the
management of prison industries.

= Consultations and observations by CIC
staff at Lotus Glen, Townsville,
Rockhampton, Wolston, Brisbane
Women’s, Sir David Longland, Numinbah,
Woodford, Palen Creek and Darling
Downs Correctional Centres. With the
help of officers and staff, we assessed the
operational and administrative systems
common to prison industries. Staff
generally had a good awareness of risk
exposures and were able to recommend
steps to reduce or eliminate this risk.

= Documentary information and written
and oral advice provided by officers of the
DCS — in particular, the Executive
Director, Custodial Corrections, the
Director, Prison Industries, and Director,
Internal Audit.

A literature search, including an Internet search,
failed to produce much relevant material.

METHODOLOGY

This study is an example of a misconduct-risk
review. These reviews are cooperative
initiatives designed to help public sector
agencies reduce or avoid corruption by
enhancing their administrative performance,
controls and accountability. They normally
follow on from cases where allegations of
official misconduct have been investigated and
procedural or administrative deficiencies have
been identified. They are an important
corruption prevention function because official
misconduct is more likely to flourish in
organisations that have poor internal controls
or inadequate reporting procedures, and where
there is excessive secrecy that may conceal
corrupt activities, protect wrongdoers from
exposure and victimise or harass
whistleblowers.

CHAPTER 1: INTRODUCTION

This type of review goes beyond financial audits
to examine issues that could allow official
misconduct to occur — such as misuse of
power, neglect of duty, criminal acts or
omissions, favouritism, harassment and
victimisation, and disclosure of confidential
information. The review methodology
concentrates on areas of organisational risk or
vulnerability and areas for potentially improving
systems, such as administrative systems for asset
management or purchasing and tendering, or
policy and procedural systems, which may
include ethical guidelines and policies.

The review was not conducted in the manner
of an investigation and was not aimed at
eliciting evidence of misconduct or corruption.
Where anecdotal information was given, we
did not seek corroborative evidence. We
considered this approach was essential to
ensure the flow of information and the
cooperation of staff. Some of the information
we were given has been included here only in
anonymous and general terms in order to
protect sources.

STRUCTURE OF THE REPORT

CHaprTER 2 provides some historical background
for the report. It also gives a brief summary of
the legislation and policy relevant to the
operation of prison industries in Queensland
and their accountability structure within the
DCS.

CHapTeErR 3 identifies the various elements
required for an organisation to be at risk of
corruption. Two case studies of CJC corruption
investigations are presented and analysed to
identify opportunities for risk reduction in the
prison-industry environment.

CHaprTERs 4 AND 5 present the information
obtained through our misconduct-risk review
of prison industries in Queensland correctional
centres. Particular reference is made to the
regulatory requirements and standards of best
practice where available. Chapter 4 focuses on
corporate governance and management;
chapter 5 on the operational areas where
corruption risks have been noted.

CHAPTER 6 outlines the actions the DCS has
already taken in response to identified
corruption risks in prison industries and the
information obtained through this review.

3 Queensl and Qorrective Servi ces Revi ew1999: see
reconmendat i on 36.
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2

HISTORY AND REGULATORY
BACKGROUND

HISTORY OF PRISON WORK

Since the commencement of the use of
imprisonment as a form of punishment, work
for prisoners has served a variety of purposes
depending upon the prevailing ideology
regarding the functions of prisons and the
purposes of imprisonment. Those purposes
have included:

= inmate management — keeping
prisoners occupied and ‘out of trouble’

= disciplinary punishment — part of the
penalties of prison life

= deterrent punishment — hard, boring
and monotonous work to deter future
offences

< institutional operations — maintenance
of infrastructure and routine services

= rehabilitation — provision of work
experience and occupational skills

= commercial profit — competitive
advantage in commaodity production

= cost reduction — costs of housing and
providing services to prisoners

= public interest — performing labour for
community purposes (White 1999,
p. 247).

It should be noted that not all of the purposes
of prison work listed by White are supported
by current DCS prison industries policy. In
particular, the DCS does not support the
suggestion that the use of prisoner labour gives
it a competitive advantage in commodity
production. The use of prisoner labour in the
production of goods and services for
commercial sale has been the subject of
considerable debate and disagreement both
in Australia and overseas. However, it is well
established that there are significant costs and
inefficiencies associated with the use of
prisoner labour in commercial production that
counterbalance the savings from low prisoner
remuneration rates.

Work as punishment

Until the end of the 19th century, prison work
was conceived and designed primarily as
punishment. Hard physical labour was
introduced as a punishment in England by an
Act of Parliament in 1779. Prison work was

characterised by hard, repetitive labour and was
often deliberately purposeless, as illustrated by
the use of devices such as the crank and the
treadmill. Work as punishment was officially
abolished in England and Wales by the Prisons
Act of 1898.

In 1899, the Queensland Parliament enacted
the Criminal Code*— a comprehensive
statement of the law at that time on indictable
offences in Queensland. Much of this law was
‘inherited’ English law.® Section 18 of the Code
provided a range of punishments on conviction
of a criminal offence, including:

= imprisonment with hard labour

= imprisonment without hard labour
= solitary confinement

= whipping (males only).

‘Hard labour’ was subsequently variously
defined by statute. Under section 30 of the
Prisons Act 1958 it was defined as:

any manual, industrial or trade labour of the type
performed in the community.

This definition excluded the concept of
meaningless work, which had previously been
in favour in the English penal system. The
section further provided:

Adequate means for enforcement of hard labour
shall be provided in every prison.

The Act (s. 32 [b]) also created an offence
against discipline where any prisoner:

is idle, careless, or negligent at work, refuses to
work or wilfully mismanages his work.

It was not until 1988 with the passing of the
Corrective Services Act 1988, which repealed
the Prisons Act, that ‘hard labour’ as a
punishment was abolished in Queensland. At
the time, the change brought by the Corrective
Services Act was heralded as a major reform of
the Queensland prison system.

While work no longer formed part of the
punishment of imprisonment, it was still a

4 Acode is a statute that provides a complete
statement of the law — both statute law and
case law — on a subject at the time of its
enactment (Morris et al. 1988).

5 Through the operation of the Australian Courts Act
1828 (UK).
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required activity. To encourage prisoner
participation in work, the QCSC’s Philosophy
and Direction document stated, ‘Where
offenders refuse to work, no rewards will be
offered above basic entitlements’ (QCSC n.d.
p. 19).

This policy position was supported by section
59 of the Corrective Services Act, which is
concerned with prison programs. The section
defines ‘approved compulsory programs’ and
‘approved voluntary programs’ as meaning any
work or other activity, whether within or outside
of prison, prescribed under the corrective
services rules as an approved program.
Section 59(2) provides that prisoners may be
ordered to participate in an approved
compulsory program. It also provides the
following:

e prisoners who participate in an approved
program shall be paid

= prisoners who are not diligent or of good
conduct while participating in an
approved program may lose all or part of
their remuneration entitlements

= some of a prisoner’s remuneration may be
withheld to give to the prisoner on release
to assist with resettlement

= for deductions to be made from a
prisoner’s remuneration to pay
compensation orders or any other
purpose prescribed by regulation.

So, while work as punishment was officially
abolished in Queensland in 1988, work
remained compulsory for sentenced prisoners
in Queensland prisons. This is also the case in
all other Australian jurisdictions (White 1999).

The relationship between
unemployment and offending

Studies have shown that it is difficult, if not
impossible, to identify the personality traits that
predispose a person to criminal behaviour.
However, one personal characteristic that
shows a high correlation with criminal
offending is a poor employ-ment history
(Braithwaite 1980, p. 27).

Although information on the employment
status of prisoners has not been routinely
collected in any of the Australian jurisdictions,
recent Victorian Department of Justice data
recorded that 62 per cent of prisoners reported
being unemployed at the time of incarceration.®
In Queensland, some data are collected on the
employment status of prisoners, but owing to
inconsistencies in the method of collection, its

CHAPTER 2: HISTORY AND REGULATORY BACKGROUND

reliability is in some doubt.

Numerous overseas studies consistently show
that prisoners who find stable employment
following their release from prison have about
half the probability of being convicted of further
offences compared with those who are
unemployed (Braithwaite 1980, p. 12). The
logical extension of these findings is that prison
work can provide experience, training and the
opportunity for prisoners to develop a work
habit that will assist them to gain stable
employment following their release, thereby
reducing their risk of re-offending.

HISTORY OF PRISON INDUSTRIES

Until very recently, a variety of ‘traditional
prison industries’ operated in Australian prisons
— bookbinding, printing, mat making, brush
making, metal/tin shops, clothing, laundries,
leatherwork/bootmaking etc. Table 1 (next
page) reproduces data from a 1978 survey of
Queensland prison industries (Braithwaite
1980).

Braithwaite also observed (pp. 110-111):

While considerable numbers of prisoners are
involved in non-industry work such as cooking,
sweeping, construction, organising stores, and the
like, most prisoners are doing nothing for most of
the time ... The machines used in the tailor, metal
and leather shops at Boggo Road are so outdated
that it is doubtful whether many work skills are
being taught which could be applied to the more
advanced technologies used in outside industry
... By and large industries do not seem to have
been established with an eye to the marketability
of job skills learnt. In the case of the saddlery
shop, for instance, the rationale seems to have
been quite the opposite. It was established because
of the difficulty of finding outside people to do
the work required.

There do not appear to have been any further
studies or reports into the operation of
industries in Queensland correctional centres
since Braithwaite’s study in the late 1970s and
the commencement of operations of the QCSC
on 15 December 1988. The QCSC inherited a
correctional system with essentially the same
prison industries as had been noted by
Braithwaite some 10 years before.

The Queensland Prison Service Annual Report
1988 (page 38) reported the following activities
under the heading ‘Prison Industries’:

6 Mctorian Gverment submssiontothe Australian
Qver nnent i n response to questi ons rai sed by the
Qmittee of Experts of thelnternationa Labour
Qgani sation, unpubl i shed draft as at 3.5. 2000.
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Table 1 — 1978 survey of Queensland prison industries

Manufacturing industries

Primary industries

$
Bakery Wacol 135393
Boggo Road 52020
Rockhampton 32526
Townsville 22876
Laundry Townsville 130437
Boggo Road 53091
Rockhampton 50831
Tailor Shop Boggo Road 70664
Townsville 56 786
Boot shop Boggo Road 50 606
Townsville 349
Metal and tin shop  Boggo Road 9139
Townsville 5898
Wacol 7198
Carpenters shop Boggo Road 15220
Wacol 10069
Townsville 4510
Saddlery Boggo Road 14229
Paint shop Boggo Road 1780
Brick making Wacol 60

$
Dairy (milk sales) Wacol 166 793
Rockhampton 60301
Numinbah 35926
Palen Creek 30413
Woodford 10490
Townsville 6 857
Piggery Rockhampton 49 406
Wacol 41330
Palen Creek 22162
Numinbah 20321
Townsville 7902
Vegetables Wacol 14861
Townsville 4262
Woodford 3659
Rockhampton 1746
Numinbah 1050
Cattle sales Rockhampton 6 794
(mainly dairy) Numinbah 5616
Wacol 4326
Townsville 2301
Palen Creek 921
Woodford 487
Dog sales Wacol 330
Sawmill Numinbah 821
Honey Numinbah 41

Source: Braithwaite 1980.

= extension of the bookbinding industry to
Wacol Prison and the construction of new
premises

= construction of a large plant nursery at the
rear of Brisbane Prison

= tailor shops at Brisbane (men’s and
women’s divisions) and Wacol produc-ing
prisoner clothing and hospital linen

= metal shops producing steel ladders and
10 tonne trailer towing attachments for
Telecom (now Telstra)

= Wacol prison securing a large contract
with the Department of Harbours and
Marine for the manufacture of a pontoon
and aluminium work platforms

= Wacol and Woodford prisons
manufacturing and installing log form
playground equipment for schools and
kindergartens and shelters and picnic
tables for the Brisbane City Council

= laundries continuing to service local
government departments and hospitals

= prison bakeries continuing to supply
hospitals with bread and other speciality
bakery products.

Prison farms also operated at the Wacol,
Rockhampton, Numinbah, Palen Creek,
Townsville, Woodford and Lotus Glen
Correctional Centres (Queensland Prison
Service 1988).

The first annual report of the QCSC reported
income of $343 955 generated from prison
industries (QCSC 1989).

In 1989, the first year of operation, the new
QCSC Board commissioned Management
Consultants Touche Ross & Co. to assist in the
preparation of a business strategy and
development plan for prison industries. The
resultant report (Touche Ross & Co. unpub.)
contained recommendations relating to:

« a policy framework that would foster
prison industries

= the organisational structure defining the
roles of the Central Office Marketing Unit
and of each production facility

« the investment philosophy required to
optimise industry development

« the training and support needed to
facilitate change within the organisation
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= a marketing strategy
= an implementation strategy.”

Of particular relevance to the focus and findings
of this report was the Touche Ross
recommendation for the establishment of a
head office prison industry marketing unit,
which, among other things, was to be
responsible for:

= identification of new industry
opportunities and income-generating
concepts

= tendering and selling of prison industries
products and services

< the coordination, allocation and
scheduling of product production and
contracts

= administration and accounting for prison
industries.

Each correctional (or production) centre was to
be responsible for:

= internal programming of product
production and contract works

= training and management of prisoners
and resources to achieve quality
standards and scheduled milestones

< delivery of finished product to customers.®

The QCSC commissioned further reports on
prison industries in the following years. These
included:

= areport from Coopers and Lybrand
Consultants on the operations of prison
farms (June 1990)

< an internally managed Industry
Development Project (1991)

< the development of individual
correctional centre plans, which included
planning and development of prison
industries at the micro level

= areport from KPMG (July 1998), which
reviewed the profitability, systems and
business development opportunities for
the industries attached to Rockhampton
Correctional Centre.

These reports and their recommendations did
not deal with corruption prevention, which is
the concern of this review.

Current industry models

There are various models that may be adopted
for prison industry joint ventures with the
private sector. For this discussion, it is useful to
use the system of characterisation used by
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Sexton (1995):

= Manpower model — the prisoners are
employed by the prison, and their labour
is charged out to the private sector joint
venture partner

= Employer model — the private business
directly supervises and employs the
prisoners while the prison provides the
labour force and the location for the
operation

e Customer model — the company
contracts the prison to provide a finished
service or product at an agreed price. The
correctional industry is fully owned and
operated by the correctional authority,
which is also the employer.

In Queensland, the predominant form of prison
industry model is the customer model.
However, there have been, and still are, some
prison industries that operate on the
manpower model or variations of the
manpower and customer models. Current DCS
prison industry policy recognises the options
available for the structuring of prison industries:
It is envisaged that some prison industries will be
financed, owned and operated by the prison
operator while other industries will be conducted
on a joint enterprise basis with private sector
producers or on a supply of location and labour

basis only to a private sector producer. (DCS Prison
Industries Policy, p. 2)

Current industries

Figure 1 (next page) shows the various industries
currently operating in the Queensland
correctional system that were considered for
this review. Figure 2 shows the budgeted gross
revenue for prison industries in each of the
correctional centres considered.

According to the 1998-99 DCS annual report,
sales from prison industries totalled $9.9
million — a 7 per cent increase over the
previous year. Of this production, 26 per cent
involved sales for internal prison needs (DCS
1999b, p. 25), which is consistent with the
department’s philosophy of operating
‘industries within the prison system. This
minimises the cost of operating and maintaining

7 See @CSCBoard Paper, dated 10 Noveniber 1989,
etitled’ Rrisonlndustries Bssiness Srategy ad
Devel opnental A an —A Report by Touche Ross'’
and appr oved by t he Gonmi ssi on Boar d on 22
Novenber 1989.

8 Acopy of the executive sunmary of t he Touche Ross
report was attached t o a QCSCBoar d Paper
10. 11. 89 and appr oved by t he Gormi ssi on Boar d
22.11. 89
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Figure 1 — Map of Queensland prison industries considered in the review

Lotus Glen

*Carpentry *Tailor shop
*Laundry *Light Industry
*Bakery *Farm Industry

Townsville
*Laundry *Tailor shop

*Dairy *Farm produce
*Contract labour

Rockhampton
*Laundry *Joinery

*Bakery *Nursery
/ *Food service *Dairy
*Contract labour ~ *Metal workshop

Woodford
*Canvas shop *Woodwork Brisbane Women's
*|
Metal work *Upholstery *Tailor shop
*Assembly *Light Industry
Wolston

*Ferrous metal *Powder coating
*Spray painting ~ *Assembly
*Stainless steel

Sir David Longland
*Laundry *Bakery

I *Carpentry workshop

Darling Downs Numinbah
*Dairy *Labour hire *Dairy *Market garden
*Repair/manufacture *Packaging

Source: personal communication from the DCS, 2000.

Figure 2 — Budgeted gross revenue for industries 1999-2000

2500
2000
o
°
=
31500 -
o
s
£
[
>
=
S
21000
2
<
(O]
500 I
0 J T T T T T T
Brishane Darling Lotus Glen ~ Numinbah Rockhampton Sir David  Townsville  Woodford Wolston
Women's Downs Longland

Source: personal communications from the DCS, 2000.
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the prison system (DCS Prison Industries Policy,
p. 1).

The DCS also reports a total prisoner
employment level of 68 per cent (DCS 2000
unpub.). This figure includes both general work
activities as well as prison industry employment.
Owing to inconsistent data collection by the
department, it is not possible to present
accurate statistics on prisoner employment at
each centre.

POLICY FRAMEWORK FOR
REGULATING INDUSTRIES

The current DCS Prison Industries Policy
relating to prison industries came into operation
in December 1998. The policy covers the
following matters:

= the work and rehabilitation obligations of
sentenced prisoners

< the duties of prison operators in the
provision of work, corrective behaviour
programs and education facilities to
prisoners

< the function of industries within the
prison system.

Paragraph 1 of the policy states:

All sentenced prisoners are expected to participate
diligently in all corrective behaviour programs and
activities as directed by their sentence
management plan as and when such are offered.
Every sentenced prisoner is expected to perform
diligently all work assigned to that prisoner. Failure
or refusal to participate diligently in any directed
program, educational activity or assigned work may
result in disciplinary action and/or loss of privileges.

The policy commits to the objective of having
work available to all prisoners, but states an
expectation that a minimum of 80 per cent of
sentenced prisoners in any prison work at least
30 hours in each week. (It should be noted that
the Australian corrections’ benchmark for
prisoner employment is 65 per cent.)

The policy also directs that literacy, numeracy,
pre-vocational training, education to Year 12
standard and corrective behaviour programs
shall be treated as equivalent to work time in
a prison industry.®

A Consultative Committee is also proposed to
be established under the policy with
representatives from government, business and
the community. The committee’s function is to
‘provide advice on prison industry generally and
to advise on which prison industries are
acceptable to the community’. The
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requirement of the policy has not yet been
acted upon.

The 1998-99 DCS annual report also says:

Where ever possible, correctional industries seek
to replace goods and services that are imported
into the country and to produce goods and services
for use within the correctional system (DCS 1999b,
p. 25).

Prisoner remuneration rates

Corrective Services Rule 124 Prisoner
Remuneration Payments creates four position
levels depending upon experience,
responsibility, skill and supervision required.
Prisoners are entitled to a ‘base rate’ and may,
in certain circumstances, be paid an additional
‘incentive bonus’.

Incentive bonuses are given at the absolute
discretion of the General Manager of a centre
or his or her delegate. ‘Unemployment
allowance’ is paid to prisoners who are
medically unfit for work or for whom a position
is not available. Prisoners who refuse to work
do not receive the unemployment allowance.

Corrective Services Rule 216 Prisoner
Remuneration Rates sets the base rate for
prisoner remuneration for the four position
levels at between $2.04 and $3.99 a day. It also
provides for incentive bonuses at up to 100 per
cent of the base rate for each level. The rule
specifies that the maximum remuneration that
can be paid to a prisoner is $55.86 a week.
The rule also sets the unemployment allowance
for prisoners at $1.22 a day for a maximum of
five days a week. The current rates of
remuneration have been operative since 1 July
1998.

ACCOUNTABILITY STRUCTURE

The Director, Prison Industries, reports to the
Executive Director, Custodial Corrections.
Under the business plan, the Director, Prison
Industries, is responsible for achieving the
following goals:

- effective operation of the interface with
the correctional centre management and
regimes to achieve industry objectives

< increased vocational training

9 Pisonersarea | oned uptosixhours aweek,
wlesstheyarerequredtoatendaful-tine
programunder a sent ence nanagenent pl an, such
as the Sex Gfenders Treat nent Program inwhi ch
casethewd ed theclasstineistreatedas
equi va ent toverk tineinanindustry.
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opportunities for inmates

= increased employment opportunities for
prisoners

< reduced costs of operations

= effective management and development
of staff

= consistent application of policy in
QCORR industries

= facilitating improved performance by
selecting appropriate prisoners for
employment positions.

As figure 3 shows, all Industry Managers/
Advisers in correctional centres are directly
accountable to the Director, Prison Industries.
In effect, this structure requires both the
Industry Managers/Advisers and all industry staff
to report directly to the Director, Prison
Industries, on a day-to-day basis, rather than
to the General Managers of their centres.

However, under the prison farm structure, the
farm supervisor reports directly to the General
Manager regardless of whether the farm is
attached to a larger centre, such as is the case
with Lotus Glen, Townsville or Rockhampton,
or is a stand-alone farm facility, such as Palen
Creek or Numinbah. In these cases, the
Director, Prison Industries, has a consultative
role with the General Manager in developing
industries for the farms.

This organisational structure is designed to
achieve the goal of ‘effective operation of the
interface with the correctional centre

management and regimes to achieve industry
objectives’ through the strategy of ‘industry
participation in centre management teams’.

In theory, the Director, Prison Industries, has
complete autonomy in determining what
industries will be developed and where they
will operate, and liaises with the General
Managers of correctional centres through the
Industry Managers/Advisers, who are often
members of the correctional centre
management teams.

However, in practice, it is essential that
proposals for industries take account of the
security and management regimes of the
individual correctional centres. In addition,
General Managers have complete autonomy
over correctional centre budgets, control
decisions about payment of staff overtime
(including industry staff) and control the
availability of prisoner labour for industries. So,
in reality the Director, Prison Industries,
requires the support and continuing
cooperation of the General Manager of a centre
for any proposed industry at that centre to
proceed and to operate effectively.

The Director, Prison Industries, requires the
Industry Managers/Advisers to provide monthly
reports against each of five key indicators in the
industry business plan:

= revenue — total earnings for industries
and the current budget

= gross margin — sales revenue less direct
production costs

Figure 3 — DCS’s accountability structure for prison industries*

General Managers

. (——— ——Consultant role
Farm Operations

Director
Prison Industries

Industry Manager

Industry Manager Wolston/Brisbane

Industry Manager

Industry Manager
Rockhampton

Industry Manager
Townsville

Industry Manager
Lotus Glen

Wacol Area , Woodford
Women's

Industry Industry Industry Industry Industry Trade Instr
Supervisor Supervisor Supervisor supervisor Supervisor Woodford

Trade Trade Trade Trade Inst Trad Inst

Brish 8

Instructors Instructors Instructors . Wolst Men's
Women's

Source: DCS 19993, p. 3.

——

Trade Instr
Rockhampton

Clerical
Assistance

Trade Instr
Townsville

Trade Instr
Lotus Glen

Note: * In July 2000, this structure changed. See ‘Role of Director, Prison Industries’ in chapter 4.
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= gross margin to sales ratio — compares
the gross margin with sales volume

= formalising commercial arrangements —
clearly defining the rights and obligations
of parties in written contracts

= ratio of prisoner wages to revenue.

Outside of these reporting relationships, the
Director, Prison Industries, has no dedicated
professional or administrative staff support.
Support exists within the Custodial Directorate
in Central Office.

KEY POINTS

Work for prisoners has always been a feature
of prison life. Initially, work was used as a form
of discipline within the prison system or was
considered to be one of the penalties of prison
life. In recent times, prison work has assumed
a less punitive function, with most Australian
jurisdictions committed to prison work fulfilling
objects such as:

= rehabilitation — provision of work
experience and occupational skills

CHAPTER 2: HISTORY AND REGULATORY BACKGROUND

= cost reduction — costs of housing and
providing services to prisoners

= public interest — performing labour for
community purposes

= institutional operations — maintenance
of infrastructure and routine services.

While the ‘hard labour’ provisions of the
Criminal Code were abolished in 1988, work
remains a required activity for prisoners in
Queensland.

The Queensland correctional system operates
a wide range of prison industries, from the
traditional prison farms, tailor shops, print
shops, laundries and bakeries to more recently
introduced industries such as plant nurseries,
metal fabricating and food services. In 1998-
99, sales from prison industries totalled $9.9
million.

The Director, Prison Industries, is the DCS
officer responsible for the operation and
development of industries in Queensland
correctional facilities.
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3

INDUSTRIES AT RISK

This chapter examines the factors required to
be present in a workplace to increase the
organisation’s vulnerability to corruption. Two
case studies based on CJC investigations of
allegations of corruption in prison industries are
also described.

THE CORRECTIONAL
ENVIRONMENT

The development and operation of prison
industries is a direct product of:

legislation

government policy
corrections policy
corrections culture

political environment

economic environment
community attitudes.

These factors, at various times and in varying
degrees and combinations, have shaped the
types of prison industries that are established
and their development. There are also many
internal prison environmental factors that
inhibit the evolution of successful, efficient
prison industries, including:

punitive attitudes of correctional
administrators about what conditions
and opportunities should be available to
prisoners

restrictive government policies preventing
the development of prison industries that
may compete with private commercial
enterprises

an unskilled and transient workforce

prison routines that limit the out-of-cell
time of prisoners and their movement
within the prison

low rates of pay for prisoners

the conflict between technological
innovation and maximising prisoner
employment rates.

Inefficient prison industries, in turn, contribute
to prisoner unemployment, because invariably
inefficient or unprofitable prison industries are
eventually closed down. This has been
particularly so in recent years where there has
been an increased emphasis on profitability,

12

viability, effectiveness and efficiency in all areas
of government activity. However, the pressure
upon correctional administrators to meet
performance measures such as prisoner
employment levels can contribute to
inefficiency by forcing more people into
workplaces than are required.

It is important to understand the influence and
effect of these factors on the operation of prison
industries in order to appreciate some of the
difficulties under which correctional staff
working in prison industries must operate. As
will be seen in the discussions later in this
chapter about the case studies and site visits,
pressures on staff working in inefficient
workplaces with an uncertain future increase
the risk of corruption in the workplace.

A SYSTEM IN FLUX

Over the last 11 years the Queensland
correctional system has been subjected to
considerable change and has been affected by
numerous critical incidents. In December 1988,
the QCSC assumed responsibility for corrections
in Queensland from the former Prisons
Department. During its more than 10 years of
operation, the QCSC and (more importantly for
this discussion) its staff, experienced:

corporatisation of corrections in 1997

de-corporatisation and return to
departmental status in 1999

dramatic growth in prisoner numbers
resulting in overcrowding in correctional
facilities

numerous organisational restructures

one Public Sector Management
Commission review

a major CJC inquiry in 1991

a number of spectacular escapes by
prisoners resulting in internal
investigations (in addition to police
investigations) and the consequent
sacking or release of officers

numerous legislative reviews

two five-yearly reviews.

When organisations are experiencing change
at the pace of the Queensland correctional
system over the past decade, they may become
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more vulnerable to corruption. Staff, distracted
by the process of implementation of
organisational change, may not give sufficient
time and attention to the development of
adequate controls.

In the case of the DCS, these changes have
involved substantial restructuring of internal
processes and systems, due to the reversion of
the QCSC and QCORR to a public service
department as well as recent changes to public
sector financial reporting requirements.

The findings of this review should be
considered in the context of this environment
of change. In particular, the CJC recognises the
additional demands on the DCS during the
change process and the DCS’s need to give
priority to particular issues and activities during
this time.

THE CORRUPTION EQUATION

Corruption is the exploitation of public office
for personal gain (Grabosky & Larmour 2000).
As with many other crimes, the true level of
corruption — in both the government and
private sectors — is simply not known. It is
often a low visibility phenomenon and is not
easily measured.

Corruption can take many forms — bribery,
extortion, embezzlement, fraud, conflicts of
interest, abuse of power for institutional ends
— and it can range in seriousness from merely
‘cutting corners’ to multi-million dollar fraud.
In Queensland, lack of impartiality, breach of
the community’s trust, and improper
dissemination of information are also
encompassed by the definition of official
misconduct (see page 2).

Literature on corruption often focuses on the
factors that need to be present in a work
environment to create the potential for
corruption to occur. This analysis can be
reduced to an equation — the corruption
equation:

Target +Access & Opportunity + Motive =
Corruption risk

For corruption to occur, all of these elements
need to be present and acted upon.
Accordingly, it is essential that organisations
understand, and can recognise, the elements
of the corruption equation, so that prevention
measures can be effected.

CHAPTER 3: INDUSTRIES AT RISK

Targets

Prison industries are rich in property targets. As
for any commercial enterprise, cash and
payments, inventory, portable plant and
equipment are available with varying forms of
security protection. It is clear that the higher
the security level of a correctional centre, the
higher the security given to the assets and
inventory associated with a prison industry in
that centre.

Access and opportunity

Correctional industries provide the public
sector correctional system with an entree to the
environment of the private sector with its usual
commercial benefits and risks. This is a unique
area of the correctional system, as it offers the
opportunity to acquire valued resources in an
environment where managers have wide-
ranging discretion. Corruption opportunities
are not distributed evenly across industries or
correctional centres, nor even within
correctional centres.

The case studies and assessments on which this
review is based reveal that, despite Queensland
correctional authorities having knowledge
about the availability of corruption
opportunities — where risks were exposed
through investigations and routine audits —
insufficient action was taken to reduce them.

Motivation

Motive is the ‘why’ behind corruption. It is often
the most uncomplicated element of the
corruption equation. The motive may be greed,
hate, revenge or special needs arising from the
stress caused by personal problems, as can
arise, for example, where people live beyond
their means or are confronted with extra bills
for medical treatment, or have incurred
gambling debts.

Organisations need to be equipped to recognise
work-related pressures and stresses on staff that
can make them vulnerable to corruption — so
called ‘red flags’. It may not always be possible
to eliminate pressures and stresses as they affect
individuals, but it is important to have
strategies that either:

(@ minimise the effects on staff, or

(b) minimise access by vulnerable staff to
property or other targets.
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CASE STUDIES

When all the elements of the corruption
equation come together — that is, when an
individual has motive and perhaps the power
to influence criminal behaviour in others — an
organisation becomes prone to corruption by
its officers.

The following two cases, based on CIC
investigation files, indicate how targets, access
and opportunity, and motive can come together
to create an environment where it is possible
for serious official misconduct to go undetected
for a long time.

Case Stupy A

Wi leinvestigatinganother natter relatedto
a Queens| and correctional centre, CIC
investigatarsveretd dthet certa ncorrecti ond

officersinvd vedinrunningaprisonindustry
nay al so have been i nvol ved i n i npr oper

conduct and corrupti on.

The i ndust ry was a conmer ci al | y oper at ed
enterprise do ngvork for other correctional
centres, governnent agenci es and private
busi nesses. The purpose of theindustry vas to
provi de i nnat es w t h neani ngful work and to
devel op sone skil | s inarecogni sedtrade,
vhi ch coul d be used t o gai n enpl oynent on
rd eese

Thedlegtionsre atedtothecreationof fd se
i nvoi ces, the nai ntenance of fictitious
busi nesses, the misappropriationof paynents
intended for the OCS pricerigging, andthe
recei pt of ‘ki ckbecks' fromaprivet e busi ness.

Setting the scene

The correctional centre at whi ch Gase A
occur red had been t he subj ect of nuner ous
adverse reports and al | egati ons since the
formation of the QCSC The centre was one
of the ol der establishnents and had several
industries operating. A theendof 1990, an
internal audit exposed the absence of any
busi ness pl ans for theindustri es, i nadequat e
internd cotrdsfor financid nanagenent and
the fact that purchasi ng was t aki ng pl ace
outsi de the financi al nanagenent gui del i nes.

Further conpl ai nt's, nostly anonynous, vere
recei ved by thethen Orector of Audit and
Investigations regardingirregul arities
puported y happening at the centreinvari ous
indstriesadat vari aus ti nes.

The Qorrecti ve Servi ces I nvestigation Lhit
conpl eted prel i nnary i nvesti gati ons onthe

basi s of conpl ai nts recei ved. Hwever, the
prisonindustry invol ving Gase Awas not
includedinthisinvestigation. 1n1992, an
external auditor vas brought intoaudit the
i ndustri es and associ at ed aspects of the
correctional centre. The auditor found
conti nui ng deficiencies inthefinancial
nanagenent of industries generallyandinthe
interna contrasbeingused Again, thereves
nospecificaudit of theindustryinva vedin
Gase A

Theinterna audit sectionof the @SCaud ted
the centre agai ninJanuary 1993, but the
indstryvesnat indudedinthsaudt ether. It
appearsthat avi ewvas takenthat theindustry
had been adequat el y revi ened a coupl e of
nont hs before by the external auditor. Ina
further audit in 1995, the Manager,
Admini stration and H nance, was asked to
expl a n defi ci encies inthe conpl etion of the
naster regi ster of purchase orders for the
centre—nunerous | i nes had no entri es agai nst
order nunbers, whi ch neant that order
nunioer s had been used w t h no descri pti on of
the goods or the supplier invol vedinthe
trasaction Thsnackit dfficut toidetifythe
source of, andthe reasons for, incurringthe
expense, as requi red under section 39 of the
A nanci al Minagenent  andard 1997. Sal es
docunent at i on was al so defi ci ent.

It appears obvious that foll ow up on
recommendati ons i n each phase of
i nvestigati onand audi t was i nadequate. No
record appears toexi st of any ana ysis of the
resutsof theaudtsor of anyactionp ams.

This centre a so suff ered avery hi ght urnover
of nanagenent staff inthe three key positions
of General Minager, Minager, Adnanistration
and Fi nance, and Manager, | ndustries.
D scontinui ty i n key nanagenent positionsis
anot her factor that can all owofficers
predi sposed to actinginproperlytoexpl oi t
corruptionopportunities.

How the system worked

The prisonindustry i n questionwas one of
several inoperationat thecentre. Atrade
i nstruct or nanaged eachindustry. \ierethere
vas shi ft work, sonetradeinstructors shared
the nanagenent role. Utinate responsibility
for thecorrectiond centreves wththe Grerd
Manager, who | ooked t o t he Manager,
I ndustries, for day-to-day supervisionof the
various i ndustri es and wor kshops.

Intheperticu ar i ndustry under i nvesti getion,
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thetradeinstruct ors vere goproved cost centre
nanagers wthinthe centre, vwhi ch neant t hat
they hadthe authority to purchaseitens for
their i ndustry, andperhgps for thecorrecti od
centregenerally, toaval ue of $500. Qders
over that anount and up t o $1000 coul d be
authori sed by the Minager, Industries. Qders
over $1000 requi red the aut hori sati on of the
General Minager. Del egati ons and gui del i nes
vereissued by Gntral Gfice

Wen an i t emwas t 0 be pur chased anywher e
inthecentre, aswell asintheindustry, the
requesting of fi cer vas requiredto conpl ete a
requisitionandforvardit tothe correcti ond
centrestorefor processing. Thisrequisition
coul d onl'y be processed i f it had been si gned
by anofficer wthde egatedauthority for that
levd of exendture Thedd egationisintended
tosignfythat it was anappropri at e purchase
for authori sed pur poses.

The S ores Supervisor at this particul ar
correctiond centrehadsevenyears' experi ence
intherde HexpanedtoCCinvestigaors
thet oncearequisitionvesraised, theorig rd
formwou dbedeliveredtohisoffice Hesad
thet hear hisassistant checkedtherequisition
toensurethat it was conpl eted and si gned
correctly andthenrai sed a purchase order on
thebesisd it.

QOnce he had gener at ed a pur chase order, the
St ores Supervi sor woul d check t he
departnental conput er systemt o det er nine
whet her the suppli er was current. Thi s check
vias nat desi gned to veri fy vinether the suppli er
ves ared busi ness or conpany. The Supervi sor
explained that if the supplier was onthe
conput er systemit was assunedthat it existed
and had previ ousl y deal t wththe depart nent.
If asupplier couldnot be found onthe
conput er system a‘ \endor Set Up Form woul d
be rai sed t o advi se Head G fice that anew
suppl i er was to be added to the system No
checks vere nade by the centre or by Gentral
Gficetoensurethat these suppliers and
conpani es wer e genui ne.

The Sores Supervisor explainedthat if the
pur chase order requiredthe del i very of goods,
hewoul dfax or post theorder tothe supplier.
Qnce t he goods vere del i vered, he woul d check
the goods and t he del i very docket agai nst the
pur chase order. The supervi sor woul d t hen send
the goods totherel evant area, suchasthe
i ndust ry wor kshop. The S ores Super vi sor
requi redthe cost centre nanager tocertify on
the renai ni ng copi es of the purchase order that
t he goods had been r ecei ved.
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The S ores Supervi sor reportedthat i nsone
industries, includingtheonerelatingto
Case A apractice had devel oped of cost
centre nanagers contactingsuppliersdrectly
and havi ng goods suppl i ed or work per f or ned
prior tothera singd requ siti ans ad purchese
orders. Hesaidthat, wileit vas d scouraged,
soestaff persistedinthispractice

Accordingtothe Sores Supervisor, further
def i ci enci es i n purchasi ng occurred where
pur chases wer e nade by t he cost centre
nanager s i n excess of their del egations.
Mbr eover, cost centre nanagers were noting
that goods wererecei vedas vl | as authori sing
thereqisition

The investigation

The CJCsent investigatorstothe correcti ondl
certre, Wointervi eved peop e, sought physi cal
evi dence and sei zed records for evi dence.
Fnancial anal ysts assistedininterpreting
records sei zed. Theinvesti gati onreved edthat
schenes were bei ng operat ed i nval vi ng t he use
o invoicesfor work chergedat inflated pri ces,
fictitious conpany nanes, and i nvoi ces for
vork that was never done. Those al | egedl y
i nvol ved i n t he schenes i ncl uded certai n
correctional officers, aprivate busi nessnan
and ot her peopl e associ ated wth one of the
coretiad dfficers.

Itisdlegedthat over aperiadd fiveyears, the
schenes i nval ved transacti ons taotal | i ng over
$50 000.

Outcome

The CJCreport (witteninaccordancewth
section 33 of the Qimnal Justice Act)
r econmended pr osecut i on proceedi ngs
agpinst threeindvidd s. TheDrectar of RAic
Prosecut i ons has commenced pr oceedi ngs
agai st thesethreepecd g invdvingatad of
72 charges for of fences of fal se pretences,
ni sappr opri ati on and recei vi ng and gi vi ng
secret conmissi ons.

Case Stupy B

Bet ween January and March 1998, at a
dfferent centrefromthat i nva vedinGse A
t he Manager of O f ender Managenent and
the General Manager becare concer ned
about the operations of the pri son workshop.
Unsubst anti at ed i nformati on had been
recel vedthat Gficer H wowas the of ficer-
i n-charge of the nechani cal workshop, had
alovedinmates vehiclestoberepa redinside
thefacility. Suichconduct isaga st theprison
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ruesandregu ations andvas a socontrary to
explicit directionsgiventoGficer Hoy the
Genera Manager on hi s appoi nt nent .

Ofi cer Hvas chal | enged about the a | egati ons
when they first arose but deni ed any
inpropriety. Further sinlar infornationwas
recei ved, to which the General Manager
responded by ordering an i nspection of the
vorkshop. @ the five vehicles foundinthe
wor kshop, three coul d not be properly
account ed for —one car bel onged to an
i nnat e, another to a personwho regul arly
attended the correctional centre as a
hai raresser, andthethirdtothe ex-wife of
I nmat e G(al though it was booked-i n under
anot her nane). Aforensic exan nation
reved edthat theeng reinthi s car vas froma
std envehicle. Hwvever, therewas noevi dence
that any correctional officer knewit tobe a
std eneng re.

The t hree vehi cl es wer e i npounded, the
varkshop cl ossedand aninquiry i nsti gated. The
natter was duly reportedtothe CJChy the
DCs.

Setting the scene

Gficer Hwas transferredtothe Gentrein
1996 and t ook over as of ficer-in-charge of the
nechani cal wor kshop’ s operations in
Novenber or Decenber 1996 when a new
General Manager took over.

Inearly 1997 t he General Manager danaged
hi s QH eet vehi cl e and aut hori sed Gficer H
t o pur chase $1000 of panel beati ng/ spray
pai nting equi pnent sothat the vehicl e cou d
be repai red by i nnat es i nt he pri son wor kshop.
Apparent |y, thework was successfully carri ed
out, iichledtotwo further QH eet vehicles
beingrepairedand pai ntedinthefacility.
Seeningl y, these events pronpt ed t he i dea of
naki ng better use of thevorkshopfacilities.

A that tinethe prisonauthorities were
fortuateinhavingat their d sposad aninnate
(Inmate @, who had 20 years’ experiencein
thecar repair industry. This prisoner had no
officia tradequaificationbut vas conpet ent
to undertake and oversee the car repai r vork
at the workshap.

Then, inlate 1997, | nnate W who had trade
experience as aspray pai nter, vastransferred
tothe prison. Together, these two prisoners
virtua |y ranthe vworkshop, | nnat e Gworki ng
as what m ght be descri bed as wor kshop
forenan wth | nnat e Wact i ng as | ead hand.

They carried out extensi ve wor k on a nuniper
of Oficer Hs vehicles and appeared to
devel op arel ati onshi p w th hi mfromwhi ch
theyd| berdfited

Earlier (sonetineinearly 1997), Gficer H
wththe aidof |nnate G had produced a
rud nentary proposal for a‘LlifeSaills Qurse
in‘Panel Beating &Spray Painting , which
ostensi bl y vas desi gnedtoprovidei mates wth
basic skills that mght assist intheir
rehabilitation. Afurther coursecaled’ Basic
Aut o Mai nt enance’ was al so devel oped to
provideskillsfor imatesontheir re esse

These courses, runby Innate G were offered
two hours anight, three ni ghts aweek over
threevekperios far aleghd tine Intad,
27 innat es parti ci pated. The courses were not
super vi sed and at t endance sheet s wer e not
nai ntai ned. Gficer Hdidsay that students
conpl et ed a one- and- a- hal f page ‘ F nal
Assessnent Test’ and that he signed a
‘Qxrtificaed Atendace .

The Education Gficer didnot regard the
cour ses as neani ngful trai ning, and sothey
vere not recogni sed as an approved trai ni ng
program Nbo credit poi nts were gai ned by
i nnat es t ovar ds rennssi ons. The cour ses were
conduct ed i n such an unsat i sf act ory nanner
that the Education Gficer proposed t hey
shoul d be t er nhnat ed.

How the system worked

Intheinitid stages of thecourseprogram the
then General Minager agreed to al | owst af f
cars toberepai red and pai nted t o provi de
proj ect vehi cl es and hands- on experi ence for
theparticipats. Saff wshingtohaverepairs
carriedout at theworkshopwererequiredto
submt anappli cati onl etter seeki ngthe Grerd
Manager’ s approval bef ore any work was
carriedout. The staff nenbers concer ned vere
requredtosupplyal parts/nateridsa their
own expense and di scl ai many liability that
night beincurred by the correctiona centre.
No | abour charges or wtility feesvererequired
tobepa dtothecarecti ond certre. Oficer H
was responsi bl e for all the workshop’ s
operati ons and recor ds.

AnewGeneral Minager was appoi ntedtothe
correctiona centreinJuy 1997. Brentual ly
noves wer e nade by thi s nanager to pl ace
theactivities o the nechanical workshopona
nor e busi ness-ori ented and revenue-
produci ngfooting. A that tine, the prospect
of revenue generation aligned with
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departnenta policy. The Administrati onand
F nance Gfi cer was charged w t h produci ng
a di scussi on paper outlini ng what prison
facilitieshedrevenue-gereratingpatetid. The
mechani cal wor kshop was consi dered t o be
anareathat coul d produce | i nited i ncone as
acar regpar vetue Saf, indudngOficer H
vere consul ted. AGeneral Manager’ s Rl e
enact ed on the 16 January 1998 i nt r oduced
a new f ee syst emand r ecor d- keepi ng

arrangenent s.

Part of the newprocedures required t hat
proper records be nai ntai ned of work
approved and undert aken at t he wor kshop.
Furthernore, aslidingfeeof upto $250 vas
i ntroducedtocover | abour adutility costs. The
slidingfeewas applicabl eto nenters of the
pubicandstaff dike Inessence thefeeves
det ernmined by t he nuniber of days requiredto
fixthevehiclebasedonarate of $50 per day,
i.e.: tw days =$100, three =$150 and so
on. The anmount char ged was deci ded by
Oficer H

Uhder the schene it was proposed that the
vor kshop shoul d sal i cit work fromout si de
sour ces, such as communi ty groups and
nenbers of the public. Oficer Hwas
responsi bl e for supplying ‘ outsiders’ wth
quotes for repairs and recordi ng t he vwork
undert aken. He al sotook paynents fromcli ents
and passed on the paynents to the
Adnini stration Sectionfor theissuing of
red @gs.

The centre nmanagenent produced a
‘Quotati o/ Vark Qder’ form usedto nonitor
vork done for nenbers of thepublic. Thisform
ddnat requireauthorisati onfromthe Grerd
Minager. It was conpl enented by an ‘ I ndustry
Rurchase’ formto recordwork done for staff,
whi ch di d requi re aut hori sati on fromt he
General Manager .

Gficer Hhad full contrd of theworkshop's
ativties

The investigation

The CICinvesti gati on cormenced i n Apri |
1998. Dringthe course of thisinvestigation
staff, imatesaddviliasvereirntervi eved and
vher e necessary st atenents conpi | ed and
eibitscdlected Theevidencereved edthat:

e Between March 1997 and March 1998
sone 34 vehi cl es had subst anti al panel
repai rs and respray carried out onthem
by i nnat es i nt he pri son wor kshop.

CHAPTER 3: INDUSTRIES AT RISK

Sonificantly, 250df these vehicleswere
owed by correctiond certrestaff.

Seven of the 25 staff vehi ¢l es were owned
by Gficer Hor hisrd atives; substantia
i nprovenent s ver e nade to t hese cars.

9xcasvered scoveredtobe e ther owed
byimatesor ther rd ai ves.

Three cars were owned by civil i ans and
verelegtinate y accountedfor (gpart from
no docunent ati on exi sting for the
hei radresser’ scar).

Cficer Hdid not conformto the
establ i shed procedures and practi ces and
t he wor kshop records did not accurately
account for thework done at t he wor kshop
nor t he revenue due.

Sone correctional centrestaff ddnat pay
for vark done onthei r vehi ¢l es eventhough
they were anare of the General Minager’s
rul e and knewt hat approval shoul d have
been sought and a fee pai d. Qhe of fi cer
vwhodidpay for therepair of hisvehicle
sai d he was tol d that no paynent was
requ red

Mich of the work done i nt he wor kshop,
as arranged by Oficer H was
underval ued. | nnat e Gsai dthat one staf f
nenfoer’ s car:

..had naj or repairs carried out tothewol e
passenger side. It was fully resprayed and a
recond tionednator ves fitted Oficer Ftd dne
that hehedpei dthe gad $100for therepairs. |
voul d estinat e the cost outsi devou dbeinthe
regi on of $2000-$3000.

Inrelationtoanotorcycl e bel ongingto
that sane staff nener, | nnate Wsai d:

It was areal weck whenit canein—rusted
adddna run. Véd dnator vark, pand repairs
adpenedit silver.

QOficer Hadmttedtohaving deliberately
destroyed a ‘ Quot ati on/ Vérk Qrder’,
vhichrel ated to avehi cl e owned by the
sister of animate, adrepdacingit wtha
fdsfiedfantocoser thefact thet aveide
associ ated with an i nmat e had been
repai red

n one occasi on Gficer H doctored the
Industry Rurchase formsothat it appeared
that nolabour/utility feewas due because
thecar vastobeusedas a‘project’ or
‘tranng vehdefo aBsicPad Beting
course. Infact, no course was bei ng
conduct ed.
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e I nnates were abl e t o have work done on
their vehicles as Gficer Hhad been
conpr om sed by havi ng nany of his own
vehdesrgrred

Outcome

The CICreconmended a char ge of official
nisconduct be | ai d agai nst Gficer H and he
was so charged. However, the of fi cer resi gned
fromthe departnent. This neant that the
Msconduct Tri buna nol onger hadj uri sdiction
inthematter. No charges were brought nor
dsdpinaryactiontakenagi st any ather steff
nenber .

KEY POINTS

These case studies illustrate the need for a
comprehensive approach to corruption risk
assessment.

The first case study demonstrates how staff who
are at risk, if given access to goods and services
without adequate segregation of duties or
effective internal controls, may take the
opportunity to act improperly. In the second
case, poor management controls and the
culture in which the industry was operating had
‘blurred’ the issues so that staff failed to act to
prevent conflicts of interest arising.

Agencies need to design and develop corporate
governance and internal control systems that
best meet the specific circumstances of their
individual programs.

The following chapters examine areas where
the DCS may be at risk of corruption.
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This chapter discusses the corporate
governance and management areas of the DCS.
Weaknesses in these areas may increase the
department’s vulnerability to corruption. The
chapter concludes with recommendations
arising from our observations during the review.

Following the investigations of the matters
reported in the case studies, we conducted an
extended misconduct-risk review of prison
industries encompassing most of the state-
operated correctional centres. As stated in
chapter 1, the methodology for reviewing risk-
management systems concentrates on areas of
vulnerability to official misconduct and
corruption and focuses on improving
administrative systems and policies.

The results of the review are presented as
observations and discussion. Where available,
best practice information has been included
drawn from:

A

CORPORATE GOVERNANCE AND
MANAGEMENT

the minimum statutory and regulatory
requirements

recommendations of authoritative
agencies and organisations

current literature in the corruption
prevention area

those practices which, through use over
time, have become the standard in the
particular area in terms of corruption
prevention practice.

The review revealed numerous areas relevant
to the operation of prison industries where the
DCS was exposed to corruption risks. These risk
areas can be generally categorised under the
following groupings:

corporate governance issues
risk management

code of conduct

conflicts of interest

What is corporate governance?

Qor por at e gover nance i s t he nanner i n whi ch
anorgani sationis control | ed and gover ned
inorder toachieveits strategi c goal s and
operational obj ectives (Queensl and Audi tor-
General 1999, p. 13).

Grret literature usud |y describes carporat e
gover nance as a franmewor k made up of a
nunber of el ements, which are ai med at
ensuring the goal s and obj ecti ves of an
organi sationw | be achi eved.

The Queensl and Audi t or - General goes on
to descri be the el enents of corporate
gover nance as i ncl udi ng:

* devel oprent of operational planningto
achi eve strat egi c goal s and operat i onal
ay ectives

* devel oprent of an organi sati onal
structwreandro esandresponsi bil i ties of
qdf

 establi shnent of del egati ons toensure
responsi bilities are nat ched by necessary
athoity

* devel opnent of a code of conduct to
provi de enpl oyees wi t h an expect ed
standard of behavi our

devel opnent of reporting and

noni t ori ng processes that ensure

confornance wth laws, pdlicies,

procedur es and t he code of conduct

* devel opnent of internal and external
reportingto provi de accountability

* devel opnent of aninfornation planthat
ensures:

— al |l boards and conmittees recei ve
qualityinformationinatine y nanner
toassist inthestevardshipof the
organi sation
staff continuously recei veinfornation
that isdesignedtoinprovethedaily
operationof the organi sation
al staff areprovidedwththe necessary
infornationfor themtodi schargetheir
responsibilitiesandthisinfornationis
communi cated inatinely nanner; and
a cor porat e and ri sk- nanagerent
cul tureis devel oped and nai nt ai ned
wthinthe organi sation
» asystenatic and coordinatedri sk-
nanagenent systemacross al | busi ness
aivties
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— internal reporting systems

— the audit function

— learning from corruption and
investigation outcomes

= management issues
— role of Director, Prison Industries,
in corruption prevention
— supervision and management
— business planning

= operational issues (see chapter 5)
— business planning
— operational and financial reporting
— contracts for the sale of prison
industry goods and services
— price setting
— purchasing
— asset and inventory management
— accounts receivable
— surplus, scrap and waste
— staff purchases from industries
— cash handling
— inmates and industries.

CORPORATE GOVERNANCE ISSUES

Risk management

Risk management is a process that supports
better decision making by ensuring that risks
are identified and precautions taken.

Risk management is recognised as an integral part
of good management practice. To be most
effective, risk management should become part
of an organisation’s culture. It should be integrated
into the organisation’s philosophy, practices and
business plans rather than be viewed or practised
as a separate program. When this is achieved, risk
management becomes the business of everyone
in the organisation. (Standards Association of
Australia 1999, p. iii)

Observations

The DCS strategic planning initiatives show that
there is senior management support for a risk-
management framework. Clearly, risk-
assessment tools have long been employed as
part of the department’s approach to security
management — the primary function of the
correctional system.

A business risk analysis was done in early 1999
to manage risk at an organisational level.

Despite this history, the DCS has no specific
policy on risk management and assessment.
Staff interviewed in administrative and industry
roles employed various intuitive techniques for
managing risk, but they have no knowledge of
any formal requirements to employ risk-
assessment techniques and there are no formal

risk-management processes at the activity level.
Responsibility for risk management has been
assigned to executive staff through their
employment contracts.

BEsT PRACTICE

Theresponsi bilitiesof pudicsector agenciesfor

pol i ci es and systens for ri sk nanagenent are set

out inDvision5of the H nancial Minagenent

Sandard. Section 84 requiresthat anagency' s

systens providefor:

e assessingthenature and extent of therisks
associ ated wththe agency’ s operati ons

e decidnganacceptabl el eve of | ass

e decidngthevaytotreat therisk

e nonitoringandreportingthelevel of risk
exposure

» evaluatingtheneed for i nsurance.

R sk nanagenent can be appl i ed to al nest every
typed activity, indud ngpdicynaki ng, busi ness
deci si ons, purchasi ng net hods, fraud contrd and
conti ngency pl anni ng. Akey aspect of risk
nanegen@t isreviewngexistinganda ternati ve
control nethods to deternine howbest to
nni nse t he agency’ s ri sk exposure.

The Fi nanci al Managenent Standard al so
requi res agenci es to consi der a range of
docunent s when devel opi ng and i npl enent i ng
systens for ri sk nanagenent :

e Austraiaand NewZeal and S andard on R sk
Managenent

e Qiddinesonlnsurance, as pubishedbythe
treasury depart nent

e Qi delines on R sk Minagenent and
I nsurance, as publ i shed by the treasury
depart nent

e Giddinesfar Mnag ngRskintheAstrdian
RbicSxvice

Discussion

Risk management should occur at all levelsof
the DCS. Activities such as prison industries
require special attention because of their
interaction with private enterprise. A wider
focus and a balanced integration of risk
management should occur across the
department. In the area of prison industries, this
would ensure that issues such as viability and
efficiency are not the only risks to be managed,
but vulnerability to corruption and fraud are
also assessed and managed. The DCS could use
the guidance offered in the Financial
Management Standard and other publications
on systems of risk management to develop a
culture of responsible (or calculated) risk taking.
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Code of conduct

It is now six years since all public sector agencies
were required, by the provisions of the Public
Sector Ethics Act 1994, to adopt a code of
conduct for their employees.

The purpose of a code of conduct is to provide
standards of conduct for public officials
consistent with their ethical obligations. A code
of conduct also has the potential to heighten
staff awareness of ethical issues, positively
shape the culture and reputation of an
organisation and generate pride among
employees.

Observations

Through its numerous incarnations — as the
QCSC, its subsequent split into the QCSC and
QCORR with corporatisation, and its return to
a department — the authority responsible for
corrections in Queensland has always had a
code of conduct. Initially, the QCSC issued
Corrective Services Rule No 35, which
contained the code of conduct for its
employees. When QCORR was created it
developed its own separate code, which was
widely disseminated to all staff and supported
by the training of all corrective services officers.

Following the creation of the DCS, and
QCORR’s integration as one of its business
units, both the QCSC and the QCORR codes
of conduct were treated as current for the
respective employees of each of the former
entities. However, from a purely legal point of
view the former QCSC code of conduct was the
official code for the new DCS as it had been
issued as a Corrective Services Rule and those
rules remained in operation following reversion
to a department.

Of the staff interviewed during the risk review
about the code of conduct:

« some were well aware of the QCORR
code and had received training

= some said they did not know of a code’s
existence, although our investigation
showed that they had acknowledged
receipt of the QCORR booklet in writing
and had received training

= some said they knew there was a code of
conduct, but were unsure of what
activities, relevant to their own
circumstances, might constitute a breach
of the code, such as failure to notify of a
conflict of interest

= central office staff seemed less likely to
have received training in either code.

CHAPTER 4: CORPORATE GOVERNANCE AND MANAGEMENT

Recently a new code was developed and
approved by the Board of Management of the
DCS and was also approved under the
provisions of the Public Sector Ethics Act. The
new code has been released to staff and steps
are being taken to rescind Rule No. 35.

On its release, every staff member received a
copy of the new code, including permanent,
part-time, casual and temporary staff. Potential
applicants to DCS positions are not given a
copy of the code, but are told that they will
have to comply with it should they be
successful in gaining a position.

Training in the code of conduct is provided as
part of training for custodial correctional
officers. Another training course, offered to staff
who are not correctional officers but who work
at correctional centres, also deals with the code
of conduct. It is unclear what processes there
are for the training of central office staff.

Other than on induction, there are no regular
training, awareness-raising or information
sessions provided for DCS staff on the code,
nor is ethics training provided for departmental
management and staff. At the time of writing,
the DCS had not yet made a commitment to
training staff on the release of the new code.
Most staff queried on this issue indicated that
they had not received training in this area since
1998.

In considering the draft of this report, the DCS
commented that they were considering
implementation of a strategy that would
develop and deliver individual ethics-training
packages. These packages could be tailored to
meet the needs of target audiences.

We found the new code, produced in a useful
booklet form, to contain valuable information
on the DCS purpose, vision and values.
Unusual terms are mostly defined; however,
there are a number of general terms such as
‘appropriate authority’ and ‘appropriate
forums’ that need clarification also.

The document could also benefit from
examples that would assist staff in making
decisions consistent with the department’s
values, especially where the wording of the
code is difficult and slightly ambiguous. For
instance, in the discussion on improper use of
resources it is unclear whether *borrowing’
would fall into this category. There is no
guidance in this section about which particular
officers have authority to determine what
constitutes an improper use of resources or
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what procedures should be followed to ensure
resources are used properly.

The previous code of conduct was
complemented by a code of discipline, which
included examples under the various sections,
to assist in clarifying standards of behaviour that
were acceptable. The DCS has expressed the
view that examples would be of little value to
the new code.

The DCS intends to monitor and review its code
of conduct every three years as required under
the Public Sector Ethics Act.

BEST PRACTICE

The CJChas i ssued gui del i nes to assi st public

sect or organi sati ons to devel op useful and

rel evant codes of conduct, reconmendi ng ni ne

tgacsforind usiax

o thefiveghcspindpdescatanedintheRHdic
Sctor Bhics Act

e addintiono wet constitutesacotlict of
inerest (g vingexanl es)

e proceduesfo theusedf officia infornation
(9 Vi ng exanpl es)

» procedures for the use of departnent al
property and resour ces (gi Vi ng exanpl es)

e guidelinesfor the acceptance of gifts and
berefits (g vi ng exanpl es)

e aninternd reporting system(ind cati ngwom
toreport toandwhat happenstoareport)

e support systens (including protectionfor
wi stl ed overs; catidatidityd dsdosures)

» referencetoother rel evant policies and
procedures of the departnent (e.g. rules
regar di ng secondary enpl oynent )

» arevi ewand noni tori ng system(CIC1999).

Discussion

We found that the department’s current and
previous codes of conduct had some
deficiencies.

To be effective, it is essential that the code of
conduct be viewed as a learning and reference
document for management and staff. It should
be able to be used by staff to assist in decision
making and to resolve conflicts of interest and
other ethical dilemmas. Accordingly, the code
should contain instructive examples and be
easy for people of all backgrounds and levels
of education to read and understand.

A code of conduct has a particularly important
role to play in the area of prison industries
because private enterprise influences may not

be consistent with public sector expectations.
Industries are necessarily fundamentally
different in the range of activities and
circumstances they encounter. It is critical that
officers dealing with commercial customers and
suppliers are aware of their responsibilities as
officers of a public sector organisation.
Consideration should be given to special
training for prison industry staff using scenarios
illustrating the particular challenges facing
officers working in a public sector commercial
environment and the standards of conduct
expected from them.

For a code of conduct to be effective, it is
essential that it provide clear guidance on the
standards of behaviour expected as it is against
these standards that the actions of staff are
measured. Ambiguity or a lack of specificity may
result in problems in sustaining disciplinary
proceedings against officers. Accordingly, any
codes of conduct should be continually tested
for effectiveness. This could be done as part of
the review and monitoring process.

A code of conduct alone will not guarantee an
honest, corruption-free environment. However,
with proper education and leadership, an
effective code will help promote staff integrity
and encourage ethical behaviour.

Conflicts of interest

Conflicts of interest arise when private or
personal interests run counter to the public
interest. They, therefore, have the potential to
affect the way public sector officers perform
official duties.

Conflicts may stem from personal or family
relationships or from involvement in sporting,
social or cultural activities. They include any
tendency toward favour or prejudice resulting
from friendship, animosity, or other personal
involvement that could affect a person’s
judgment.

While it is not always easy to decide when
personal interests and public duty are in
conflict, the test is that a fair and reasonable
person may believe the officer to have been
influenced by personal interests in the
performance of his or her duties. The existence
of a conflict of interest does not necessarily
mean that there is corruption, but it can create
the perception that an officer’s independence
has been compromised. Such a perception can
damage public confidence in an organisation.

22 Criminal Justice Commission QUEENSLAND PRISON INDUSTRIES: A REVIEW OF CORRUPTION RISKS



Observations

The DCS has no system for the routine
notification of conflicts of interest. Its code of
conduct requires that any conflict that may arise
between personal interest and public duty is
to be resolved in favour of the public duty.
While this statement accurately reflects the
Public Sector Ethics Act, it does not provide
clear practical guidance for staff or managers
about what would be considered to be a
conflict of interest.

A frequent area of conflict occurs through
secondary employment. For example, we
found that some correctional centre staff had
‘second jobs’ owning and operating farms and
small businesses that might have been
suppliers to, or in competition with, a
correctional centre. Corrective Services Rule
100, which deals with the issue of secondary
employment, requires staff to provide
information about secondary employment to
the DCS and to update that information when
their circumstances change.

It is unclear how complete the DCS’s records
of approval for secondary employment are.
One centre had a practice of following up with
staff to check that the information provided in
their initial declarations remained current.
Another General Manager told us that he was
planning to have an amnesty for updating
declarations about secondary employment,
presumably based on doubts about the
currency of that centre’s records.

The move to 12-hour shifts means that most
officers may now only work three days a week.
As a result, some officers will have enough time
off work to encourage them to acquire second
jobs. When this occurs, the department should
be notified and its approval sought.

There are also no guidelines for prison industry
staff about whether and how they should
conduct dealings with businesses to which they
are directly or indirectly connected. A difficult
issue to control is the perception of conflict and
the effect a perceived conflict may have on how
a workplace is managed and duties segregated.
Two potential conflicts identified during visits
and within the case studies were:

= asupervisor in a prison industry buys in
considerable quantities of produce; he is
also a partner in a family business that
produces the same product for sale

< an officer in an industry area is connected
to a family business that sells the same
products as produced by that industry
area.
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Even if there is no actual conflict in these
circumstances, the risks need to be identified
and existing controls must be able to withstand
public scrutiny. In these cases, segregation of
duties may be sufficient to ensure
accountability.

In Case Study B an actual conflict of interest
developed where the officer in charge of the
prison workshop was authorising prisoners to
undertake repairs on his own vehicles and
those of his family. Another authorising officer,
unconnected with the workshop, may have
been able to provide more objective scrutiny
over the activities of the workshop and may
have been able to detect irregularities at an
earlier time.

BEST PRACTICE

Section 84 of the Aubl i c Service Act 1996 nakes
clear theduty of al public serviceenpl oyeesto
dscdoseared o paetid coflict of interest to
their Qi ef Executive Oficer assonaspracticd .
Nofurther actionnay betakeninrelationtoa
natter affectedby theconflict until authorised
by the Qi f Bxecutive Gficer.

Toconpl y wththeserequirenants, staff require
accesstoinfarnationthet assiststhentoidatify
thetypeof natter that needstobedi sclosedto
the Qi ef Executi ve Gficer. Rrocesses a so need
tobeinpl acetoassist indeternni ng whet her
thereisinfact acaflict ad if so toresd weit.

Rg strationd persod interestshydficidsin
sensi tiveposi tions wthded arati ons of coflicts
o inerest, ssadwenthey arise, aeanefective
neans of protectingtheintegrity of anagency
(PSMC1995). Section 83 of the Rublic Service
Act a sonakes provi sionfor the Qi ef Executi ves
of departnents, incertain circunstances, to
requi redecl arations of interests fromenpl oyees.

Discussion

A code of conduct would normally be an
appropriate document to alert staff to the need
to declare real and potential conflicts of
interest, and should include procedures for
notifying and resolving conflicts of interest.
Because there is no guidance in the current DCS
code, it is possible that staff may form the
incorrect view that they are personally able to
resolve a conflict in the public interest without
reference to the Chief Executive Officer, as
required under the Public Service Act.

A clear definition of ‘conflict of interest’, along
with comprehensive guidelines about
identifying, avoiding and reporting conflicts of
interest, could be developed and included in
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the DCS’s code of conduct. In areas of special
risk (such as prison industries, and purchasing
and tendering), it may be advisable to require
all staff to register relevant personal or
immediate family interests. It would be useful
if the categories of interest that should be
declared were listed.

It would also enhance the system of reporting
and recording secondary employment
arrangements if guidance was provided to staff
about how and when to make a declaration,
and to managers about how to assess
applications consistently. Where staff have
sufficient information about what types of
secondary employment may be permitted, they
can avoid those occupations that are not
considered appropriate. When managers are
provided with criteria and guidelines for the
assessment of secondary employment
applications, staff can be confident that any
application will be assessed consistently and
predictably with proper regard to relevant issues
(ICAC 2000). The code could complement
these guidelines and provide officers with
adequate information to guide their actions and
support ethical decision making.

After taking into account our conclusions, the
DCS is considering a separate procedure to
provide guidance on conflicts of interest. This
procedure would establish a way for individual
staff members to clarify issues and seek help if
unsure of what to do.

Internal reporting systems

One of the most frequent ways in which
corruption in an organisation is exposed is
through reporting by staff. In the case of prison
industries, external parties (i.e. customers and
suppliers) are also likely sources. For a
department such as the DCS to maximise such
disclosures, it requires a reporting system where
the personnel through whom such disclosures
are made and the procedures for recording and
managing those reports are well known.

The reporting of various forms of unethical
behaviour or misconduct is required and
protected by legislation. Section 37 of the
Criminal Justice Act requires the principal
officers of units of public administration to
report suspected official misconduct to the CJC.
The Whistleblowers Protection Act 1994
provides protection to those who make a
public interest disclosure and requires
departments to have ‘reasonable procedures to
protect officers from reprisals’ (s. 44). The DCS’s
own code of conduct requires that staff report

maladministration to a supervisor or manager
and fraud and corruption to appropriate
authorities (s. 5.3 Integrity).

A recognised expert in the area of fraud
prevention in the United States, W. Michael
Kramer, has observed:

| am convinced, beyond a doubt, that the best
way to increase the perception of detection and
to catch offenders is to install a system to
encourage and facilitate the prompt reporting of
suspected fraudulent employees, vendors and
customers. (Kramer 1999, p. 7)

This observation applies equally well to the
reporting of corruption in the public sector.

Observations

The DCS has no formal internal system for
reporting maladministration, fraud or
corruption, or at least none that was apparent
to CJC officers conducting the review. While the
requirement to report is included in the code
of conduct, there is no guidance on which
officers constitute an ‘appropriate authority’.
There are no procedures outlining how a
disclosure may be made or how the report will
be handled. There are also no references to
confidentiality or other protections for persons
who make a disclosure.

In both case studies outlined in chapter 3,
other staff, and possibly even people outside
the department, knew of the conduct of officers
that may have amounted to — at the very least
— maladministration if not corruption.
However, neither of these cases came to light
until a considerable time after the start of the
behaviour. In Case Study A, the activity was
uncovered ‘accidentally’ during the
investigation of another matter. In Case Study
B, a large number of staff were directly involved
in the activity.

It was suggested by staff during the centre visits
conducted for this report that the fact that staff
behaviour is constantly observed by prisoners
is also a good mechanism for ensuring that staff
behave ethically. However, Case Study B shows
that the value of this control is diminished
where there are close relationships between
staff and prisoners.°

10 Therearecurentlythreeprivileged systens through
vhi ch i nnat es can nake di scl osur es about any
natters, includ ngcorrectiond staff nsconduct.
They are; officia visitors, the Qludsnanor their
ol egal counsel .
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BEsT PRACTICE

Togainthefull benefit fromdi scl osures about
al | eged corrupti on an organi sat i on shoul d have:

» docunent ed procedures for recei vi ng
di scl osures and conpl ai nts fromei t her
inernd o eternd sources

o safegurdstopreservecafidetidity

e tranedinvestigatarswocanact inpartialy

» proper records of disclosures and actions
takeninresponse

e procedures for protecting staff who nay be
thesuject of rerisds

e aprocessfor informngstaff of their ethica
obligationtoreport fraud, corrupti onand
nal adnini stration whi ch cones totheir

knowt edge.

The above practi ces and procedures can create
an envi ronnent supporti ve of whi stl ebl overs.

Discussion

The reporting of suspected corruption brings
the matter to the attention of the people who
are best placed to implement improvements in
internal systems and controls. Prompt reporting
assists in effective investigations.

It is important in the development of an
effective internal reporting system that those
issues and attitudes that might deter staff from
reporting corruption are considered.
Organisations need to provide alternative
methods of reporting corruption to deal with
these problems. The responsibility of managers
for the welfare and protection of staff who have
made disclosures should also be made clear.
For example, the fears of reprisal expressed by
staff who have made disclosures should be
taken seriously by managers and they should
be aware of their obligation to maintain strict
confidentiality about disclosures and the staff
who make them.

In short, organisations that aspire to low risk
exposure need to develop a corporate culture
of integrity and openness that encourages
reporting. The organisational values of integrity,
learning, social responsibility and
accountability expressed in the DCS’s
corporate plan form the foundation of such a
culture. The DCS should use this foundation
to develop corporate structures for dealing
effectively with staff complaints and disclosures.
Consistent with its aspiration to be a learning
organisation, the DCS also needs to ensure that
the outcomes of investigations feed into its
learning and development strategies to
promote cultural change and continuous
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improvement in the department.

Finally, mechanisms to solicit and receive
complaints are unlikely to be successful if
people do not believe that appropriate action
will be taken on the information. Any internal
reporting system should require follow-up on
all reports and, where appropriate, corrective
action must be taken to prevent a recurrence
of the problem. Disciplinary measures must be
initiated where staff have been found to be
engaged in corrupt or fraudulent practices.
When reports are acted upon and suitable
outcomes achieved, the organisation sends a
clear message that making a disclosure about
corruption is worth while.

The audit function

The role and function of internal audit has been

defined by the Institute of Internal Auditors

(1999, p. 3):
Internal auditing is an independent, objective
assurance and consulting activity designed to add
value and improve an organisation’s operations. It
helps an organisation accomplish its objectives by
bringing a systematic, disciplined approach to
evaluate and improve the effectiveness of risk
management, control, and governance processes.

Historically, internal audit had a purely financial
compliance focus. However, current corporate-
management philosophy positions internal
audit as a fundamental component of
corporate governance. The audit function helps
to give the Executive and any external
stakeholders information about whether the
organisation is fulfilling its objectives, and
whether its internal controls are effective.

Observations

Within the organisational structure of the DCS,
it is essentially the role of the audit function to
identify the potential for corruption. Audit must
be alert to the possibility of fraud, to advise
management on how best to prevent it and to
follow-up where weaknesses in controls have
been noted. It is the responsibility of
management to ensure that the risks are
minimised.

We found that most correctional centre General
Managers recognised the value of the audit
function as a management tool and the benefits
of its specialised resources. However, some
General Managers expressed the view that the
range of recommendations made by audit was
often too great for them all to be effectively
addressed.
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BEsT PRACTICE

Unhder section36of the Anancial Admnistration
adAdt At 1977, every Qi ef Executi ve Ofi cer
of adepartnent isrequiredtoestablishan
inerd adt fuction

The Australian National Audit Gfice (ANXQ
research (1998) suggests thet effectiveinterna
adt fuctions gperate accord ngtothefdl onng
pinddes

e internal audit enjoythefull support of
execut i ve and seni or nanagenent

e internal audit seek to neet client needs
through a f ocus on agreed busi ness ri sks

» theresarcssgqyiedtoant activitiesach eve
abl end of rel evant busi ness expertise, audit
ski | I's and know edge

e theinterna audit unit includesacutureof
conti nuous i npr ovenent .

Toeval uate effectively andredesignthei nternd

audit function of an agency, a systematic

appr oach usi ng t he st eps bel ow shoul d be

enpl oyed:

e deterninethe organi sati onal context inwhich
inernd adt operates

» establisharolefor interna audit which
conpl enent s ot her assurance nechani sns

e definethe scopeandfocus of audit activity
—interns of key busi ness processes and by
referencetocriticd businessrisks

e oObtanaccesstointerna audt resources that
can provi dethe skill s and know edge requi red
tofufil therdedfetivdy

e createanonitori ngandrevi ewprocess based
on key perfornance i ndi cators, which al so
deal swihtheting iness, cost andquaity of
inerd adt atpus.

Discussion

The focus of the audit function used to be on
compliance and security issues. Resources have
been allocated to financial auditing through
staff and contractors used by both the QCSC
and the DCS. While it is appropriate to rely on
external auditors such as contractors and QAO
for financial compliance matters, it appears that,
in previous years, financial performance and
issues such as fraud have had a lower priority
for the audit function. This situation was
recognised during the most recent review of
corrective services (the Peach Review), which
recommended that the scope of audit be
increased and that the unit be suitably
resourced and appropriately qualified officers
employed.

Audits carried out between 1990 and 1995,
as outlined in Case Study A, repeatedly
recommended that proper financial
management controls should be implemented.
Failure to implement recommendations or to
act on matters of concern raised by the audit
section undermines its status and authority
within the organisation. If the audit function
does not have authority within an organisation,
staff may form the view that the department is
not committed to the concepts of transparency
and accountability. An environment can then
be created that is ripe for the type of activity as
occurred in Case Study A.

The comments of General Managers about the
number and range of recommendations in audit
reports indicate that audit should consider
prioritising recommendations and working with
General Managers to ensure that, at the very
least, the most critical and urgent
recommendations are dealt with.

It is only through an effective internal audit
process that the DCS can be assured that its
risk exposures are identified and managed

properly.

Learning from corruption and
investigation outcomes

According to modern management thinking,
staff need the opportunity to hear about the
facts and circumstances surrounding any critical
incident that has an impact on the workplace.
Discovery of a crime such as fraud would
constitute such a critical incident.

Observations

At one centre after a CJC investigation,
fundamental changes were made to procedures
to improve accountability for purchasing, to
withdraw inappropriate delegations and to
improve monitoring. Staff at that centre were
of the view that it would be useful to staff at
other centres to have information about their
experience of the investigation and its
outcomes.

At another centre, CJC officers were told that it
was frustrating for staff not to know the
outcome of a prosecution against a former
member of staff. Staff were of the view that
there may have been lessons to be learned for
staff at the centre. One staff member suggested
that a debrief with staff following a corruption
investigation and/or prosecution would be a
good way for them to ‘let off some steam’ and
find out how other staff felt about what had
occurred. It was suggested that ill feeling over
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the investigation and its outcome had affected
the motivation of some staff.

BEST PRACTICE

An agency that | earns frompast incidents of
corrupti on and ni sconduct acknow edges t hat
itsethical cutureis affected by the shared
assunptions, beliefs, val ues and attitudes hel d
byitsstaff. Atitudes andval ues operate ona
variety of level sand are used by i ndi vi dud s and
oroups to nake deci si os, j usti fy those deci si ons
andtoeva uat e outcones (1G*Cn.d.). Rviewng
critica incidentsinvd vingcorrupti on, provi des
gportunitiestobetter uderstandthoseatitudes
and v ues of staff that nay have contributedto
theincident, aswell astoreinforcestrateg es
desi gned t o reduce the i nci dence of corrupti on
and fraud.

Initsreport Tips fromthe Top (1999%), the |GAC

recogni sed t he chal | enges for nanager s vanti ng

toact agai nst corrupt conduct, suggesting a

raged strateg esfor taki ngeffecti veacti on

» followng correct procedureto reduce the
li kel i hood of deci si ons bei ng chal | enged or
overt urned

e publicisingactionand outcones asit is
inportant toset thetoneof et i s acceptad e
behavi our for the organisationandtoinform
staff of therepercussions of corrupt conduct

e usingthefear of justiceorgani sations, such
asthe | CAC(and CJQ as adeterrent.

Discussion

A system of debriefing after incidents may have
an impact on the learning across the DCS
about where corruption risks may exist. The
benefit of a debriefing — however informal —
is that staff can be invited to ‘unload’ or
encouraged to access counselling services if
required. Corruption prevention ideas also may
be suggested in the course of the debrief.

In addition, the DCS could use newsletters and
bulletins to inform staff about incidents of
corrupt conduct within the agency and the
outcomes of investigations and disciplinary
proceedings or prosecutions arising from them.

MANAGEMENT ISSUES

Role of Director, Prison Industries, in
corruption prevention

Prison industries are diverse and geographically
scattered. Each centre has a General Manager
who has overall responsibility for the security,
good order and management of the centre.
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Prison industries are on the periphery of this
important role and require oversight and
leadership skills of a different type in order to
ensure transparent and accountable
management and coordination of these
important activities across the entire
Queensland correctional system.

Observations

The creation of the position of Director, Prison
Industries, provides for a system-wide approach
to the establishment and monitoring of prison
industries in correctional centres (see chapter
2 for a description of the role and function of
the Director, Prison Industries, and the
reporting mechanisms for staff). The corruption
risks associated with prison industries could be
reduced through the use of uniform business
planning, contract management, setting of
prices, and coordinated management of the
manufacturing function.

The introduction of the position of Director,
Prison Industries, has resulted in an increase
in system controls such as segregation of duties,
appropriate supervision and general
accountability. Consequently, while the
creation of the position had a primarily
managerial purpose, a secondary benefit for the
DCS has been its potential for corruption-risk
reduction.

General Managers’ Rules in a number of centres
require the Industry Manager/Adviser and trade
instructors to liaise directly with external
agencies, private enterprise and the local
community to seek suitable industry projects.
Under the prison industries organisational
structure, oversight of the process of selection
of industry projects has been assigned to the
Director, Prison Industries. This arrangement
provides for a system of segregation of duties
that ensures the industry-selection process is
subject to independent assessment and can
stand up to scrutiny.

Discussion

General Managers of correctional centres are
required to balance a wide range of competing
priorities in the performance of their functions.
Few, if any, have any business experience or
training. Accordingly, they may not be the best
personnel to be involved in the development
and management of business relationships with
the private sector. It is therefore fitting that the
Director, Prison Industries, who is required to
have these skills and experience, is responsible
for overseeing the development of prison
industries.
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As observed in chapter 2, while the prison
industries organisational structure imposes
these oversight responsibilities on the Director,
Prison Industries, General Managers have total
control over correctional centre budgets, staff
salaries and overtime and the availability of
prisoner labour. Consequently, the support of
General Managers is essential for any proposed
industry to proceed at a centre.

The organisational structure also does not
create a clear reporting relationship between
General Managers and the Director, Prison
Industries, in respect of the operation of prison
industries at the individual correctional centres;
nor are General Managers required to meet any
prison industry performance measures
(although they are required to meet certain
performance measures in terms of prisoner
employment levels). In these circumstances,
there may be no incentive for General
Managers to cooperate with or support the
Director. It was also observed that the reporting
arrangements created friction in some centres
where the General Managers viewed the
structure as challenging their authority and
autonomy. As of July 2000, General Managers
are now accountable for industry operations
in their centres.

This structure effectively gives the Director all
of the responsibility for, but no control over,
the actual performance of prison industries.
This structure makes the effectiveness of the
position of Director vulnerable to being
undermined by General Managers who are not
supportive of the Director’s position and/or
industry proposals.

It is also essential to the effective operation of
this centralised approach to the management
and oversight of prison industries that the
function of Director, Prison Industries, is
adequately resourced. New South Wales has a
similar centralised prison industry management
structure operating under the entity Corrective
Services Industries (known as CSI). While the
projected revenue for the current year from
prison industries in New South Wales is about
double that for Queensland, the CSI has a staff
establishment of 32.'*Under the current
Queensland structure, the same functions are
required to be performed by the Director,
Prison Industries, alone, although he may use
the resources of the office of the Executive
Director, Custodial Corrections, and other
specialist units of the DCS.

Considering the potential role of the Director
in corruption prevention, the position’s level

of resourcing raises some concerns. This
situation places the position at risk of being
perceived as ineffective and redundant when
it should be being supported and developed
by the DCS as performing a key role in setting
an anti-corruption ethos for the department.

Supervision and management

The quality of supervision and management
within an organisation directly affects its ability
to prevent corruption.
Official policies specify what management wants
to happen. Corporate culture determines what
actually happens — that is, which rules are obeyed,
bent or ignored. A strong corporate ethical climate
at all levels is vital to the well-being of the
corporation, all its constituencies and the public
at large. Such a climate contributes importantly to
the effectiveness of company policies and control
systems and helps influence behaviour that is not
subject to even the most elaborate system of
controls (Committee of Sponsoring Organisations
for the Treadway Commission 1992, p. 20).

Under the principles of public service
management outlined in section 23 of the
Public Service Act:

management is to be directed towards ... managing
public resources efficiently, responsibly and in a
fully accountable way.

At its simplest, management accountability
means that managers cannot avoid
responsibility by pleading ignorance when
corruption is discovered in their areas. Such
ignorance would constitute a prima facie case
of poor supervision (CJC 1993, p. 21).

Observations

One of the most important organisational issues
arising out of an analysis of the case studies was
the supervision of staff. It appears that the
officers involved in those cases received
minimal supervision from senior staff. Although
supervision should not be so close and
excessive as to interfere with the performance
by staff of their duties, staff should also not have
such autonomy that the risk of corruption is
increased and made more difficult to detect.
The ICAC (1999) recognised this problem in its
report on the investigation into the Liverpool
City Council:
Supervisors need to find a balance between

trusting employees and placing reasonable limits
on discretionary power. (ICAC 1999b)

11 Thestaff estadishnent of C3 provides
nanagenent, adnini strative and financi al support
tocorrectiona industries, aswel | as nanagi ng new
constructionprg ects for NBAGxrecti ons.
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The case studies used for this report and
discussions with staff indicate that there are no
formal systems for determining whether staff are
carrying out their duties effectively. For instance,
the officers in Case Study A were able to exceed
their delegated financial authority routinely
without challenge.

There were variously held opinions in centres
on whether industries staff should account to
the General Manager of the centre or directly
to the Director, Prison Industries. The structure
in the Prison Industries Business Plan approved
by the Board of Management requires
Industries Managers/Advisers to report directly
to the Director, Prison Industries. Prison Farm
staff are currently reporting directly to the
centre’s General Manager. The variable
applicability of the policy has created some
inconsistencies; for example, in some centres,
Industry Managers/Advisers are part of the
correctional centre management team while in
others they are not. Whenever uncertainty
exists in the supervision model, there is a greater
risk that corrupt activity will go undetected. The
DCS reports that the accountability structure
at correctional centres changed on 1 July 2000
to ensure that General Managers are
accountable for industry operations at their
centres.

In the new Wolston and Brisbane Women’s
complex, the responsibilities of the Manager,
Administration and Finance, and Manager,
Industries, are split between the two centres,
which operate on separate financial systems.
Both officers are members of the two
management teams and are responsible for two
separate centres. There is a risk that effective
supervision decreases when management
resources are divided.

BEST PRACTICE

The F nanci al Admini strationand Audit Act

i ncorporat es the concept of “ accourtadl e of ficer’ .

Mnager s shoul d be hel d responsi bl e for the

acti ons and perfornance of staff under their

super vi si on. Accountability requires that

nanagers and thei r staff know

o viat their responsibilitiesare, howthey are
t o per f ormt hemand t he out cones expect ed

o therlegd andethica ddigetions

e thecontro swthwhichthey are expectedto
conpl .

Minager s and super vi sors need t o

» devel op and i npl enent ef f ecti ve nanagenent
systens
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e ensurethat the systens t hey over see are not
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e guardagainst thetenptationtoinstitute
excessi ve nunier s of contrad sintoany system
si nce t hey can be count er product i ve

e use education and traini ng prograns to
notivate peopl etoreducethe potentia for
corruption/fraudto occur

e mai ntain nmodern human resource
managenment approaches geared to
adequat el y revard st af f who nay ot herw se
fed dienatedfromthe organi sati onand nore
inclinedtooffend (Boyd 1995)

Discussion

Poor management controls and lax supervision
practices can lower the ethical tone of an
organisation and encourage the feeling among
staff that certain corrupt activities will be
tolerated since it is unlikely that they will be
detected or that disciplinary action would be
taken. As an example, in Case Study A, staff
had cars repaired at no cost, despite knowing
it was ‘against the rules’. This suggests that they
perceived that certain types of improper
conduct were acceptable.

Managers and supervisors have a role in
fostering a work environment that is resistant
to corruption. There should be consistency in
management actions and in the messages being
communicated to staff. Managers should assess
their areas of responsibility in order to identify
those most vulnerable to corruption and
concentrate their limited resources there. All
managers should ensure that they model the
values and behaviours that they expect from
staff.

A recent article in Correction News (14 June
2000) by the Director-General, ‘Principles to
Guide Department’s Leaders’, provides
operating principles for managers and staff on
the role of leaders and management in the DCS.

Business planning

Business plans are part of the cycle of planning
for the DCS that begins with the development
of the strategic plan. Prison industries in
particular need a process of business planning
to identify customer needs and initiatives, so
that the desired future position is considered
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in the context of other strategic issues affecting
the DCS. Establishing plans allows performance
to be monitored and reviewed and helps
ensure that any variances are noted and
corrected.

By formalising business plans, management can
use the opportunity to communicate objectives
and standards to staff involved in the activity.
Planning should allow staff to see ‘the big
picture’ and assist in developing commitment
to the department’s objectives.

Observations

The DCS’s 1999-2003 business plan for prison
industries has been approved by its Board of
Management. The Director, Prison Industries,
has responsibility for the overall coordination
of business plans for the individual correctional
centres. This arrangement ensures that all
centres are aware of, and comply with, the
department’s requirements regarding the
development and operation of prison industries
and their oversight. This approach should
prevent the development and operation of
industries outside of the supervision of the
Director.

Almost all centres have some form of business

planning. However, we found inconsistencies,

such as:

= some industry activities were not included
in business plans

« the format for the business plan varied
from centre to centre and often between
the different industries at a centre

= most business plans contained only the
most superficial information about
projected costs

= most business plans did not include items
that would usually be included in
business plans.

BEsT PRACTICE

Abasic tool of good nanagenent i s pl anni ng.
Rans ensure al i gnent of anactivity' s out cones
adoutputswthstrategic god sandstrateg es.
R ans assi st organi sati onstoi derti fy perfornance
neasures and targets for each output interns
o swchthingsas quartity, quaity, tinginess ad
cost. Subsequent eval uati ons whi ch use t hose

neasur es can be used by account abl e of fi cers
ether tocofirmhet theactivityisoperatingas
expectedor thet correctiveacti onshod dbetaken
wherethe desired outputs are not bei ng achi eved
(Queensl and Treasury 1997).

The extent t o whi ch an agency achievesits
oy ecti ves depends i nportant |y on howwel | it
used avai | abl e resources. Efecti ve pl anni ng,
budget i ng and reporting processes are
fundanent al to busi ness operati ons andtothe
overd | raostnessadcred bility of thecotrd
structure. (ANPO1997, p. 11)

Discussion

A standard format for planning processes would
allow centres to comply with recognised
planning requirements and performance
targets. Plans would be able to be scrutinised
for consistency with DCS policy to ensure that
industries at different centres are not competing
with one another, and that there is
transparency in the conduct of their activities.
The planning process would also ensure that
dealings with outside organisations would not
occur without appropriate documentation such
as contracts (see later discussion).

A sound planning process would also ensure
that there is appropriate authority for the
conduct of industries through an approved
operating plan that would include information
about the labour required, products and
output. Whatever mechanism is used to
develop planning for industries, it should
require forecasts of costs, revenues and
outputs, so that significant deviations from
plans can be detected and the reasons for those
deviations monitored. The identification of
variances from approved plans is an important
tool in the detection of corruption.

One example of the benefits of a uniform and
coordinated planning process is the
coordinated manufacture of products across a
number of centres. The Director, Prison
Industries, has broken down the production
process into discrete stages or units and
assigned these units to individual correctional
centres. This system reduces the risk associated
with the total control of production and income
being with a single centre.
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Recommendation 1

That the DCS develop and distribute a
comprehensive and integrated policy on
corruption prevention. This policy would
explain the DCS position on corruption,
set aims and objectives, and draw together
existing policies and procedures that
relate to corruption prevention. The policy
would clearly define who is responsible
for preventing and detecting corruption
and who will implement different aspects
of the corruption prevention plan.

Recommendation 2

That, in relation to prison industries in
particular, the DCS address the issues of
role clarification (especially of the Director,
Prison Industries), standardised business
planning techniques, improved financial

management reporting and improved
direct-supervision practices.

Recommendation 3

That the DCS review and develop further
the elements of its corporate governance
framework (listed below) with the aim of
improving its performance in this area and
reducing its vulnerability to corruption:

= code of conduct

= conflicts of interest

e risk management

< internal reporting systems
< the audit function

< learning from corruption and
investigation outcomes.
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This chapter reports on corruption risks
specifically related to:

= operational and financial reporting

= contracts for the sale of goods and
services

= price setting

e purchasing

= asset and inventory management
e accounts receivable

= surplus, scrap and waste

= staff purchases from industries

= cash handling

= inmates and industries.

OPERATIONAL AND FINANCIAL
REPORTING

Internal reports, whether financial or
operational, must provide timely, relevant and
reliable information that helps managers make
decisions. Fundamental to reporting is that
there is a clear understanding of the information
needs of users, how the information will be
obtained and what use will be made of it.
Financial information, in particular, is critical
for reporting on the stewardship and
accountability of public sector agencies (ANAO
n.d., p. 20).

Observations

The DCS’s system of operational and financial
reporting for prison industries is not capable of
reliably alerting managers to deficiencies and
irregularities that might be indicators of
corruption risk.

We observed the following:

= Reports on outputs, industry participation
rates and financial performance varied
significantly from centre to centre in
format and content.

« Some reporting from centres was straight
to the Director, Prison Industries, who
reported quarterly on key performance
indicators to the Board of Management.

= Some staff were required to report in
writing on a scheduled basis while others
had meetings to discuss results.

= Some managers found out about

performance issues by visiting workshop
areas and talking with trade staff while
some centres had regular cost-centre
reviews with managers (for example, on a
bimonthly cycle).

Financial reports focused on transactions
processed and not on overall
performance. Key commercial indicators,
such as profitability ratios and rate of
return, were not understood or used;
performance indicators need to be able to
identify trends.

The move to an accrual system of
accounting was not well understood.
Many Industry Managers/Advisers said
that they could not interpret reports or
understand the amounts that had been
accrued each month.

The SAP/R3 system was not operating
well at many centres. Some centres said
they had technical difficulties with getting
the system to print reports or in getting a
useful output, although staff in other
centres were obviously very proficient at
producing reports tailored to industry
needs. Licensing arrangements for the
software has limited its accessibility —
usually to one operator/workstation per
centre, though there have been some
initiatives to improve this access.

One Industry Manager/Adviser had
designed a very useful spreadsheet system
using another type of software, with facts
gleaned from SAP/R3 reports so that he
could get a picture of direct materials
usage, revenue and expense trends and
gross margins.

Financial comparisons were not made
between centres or industries.

Some staff complained that they no
longer received any information on
financial performance against the budget,
though they were responsible for
purchasing goods for their cost centre.

BEST PRACTICE

Rerfornanceinfornationisnot anendinitsel f
—+t provi des the basi s for i nprovi ng program
nanagenent andiscritica toaccountability.
(ANAO 1996, p. 5)
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WHAT ARE ‘INTERNAL CONTROLS’?

The Financial Management Standard defines
internal controls as:

... the methods adopted within an entity to
safeguard its assets ... to check the accuracy and
reliability of its accounting information; and ... to
secure compliance with the prescribed
requirements that apply to the entity.*2

Essentially, internal controls are the mechanisms
that an organisation may use to facilitate
accountability. Effective and efficient internal
controls can assure the organisation that:

= the activities of the agency are being conducted
in a manner that facilitates the achievement
of its objectives and the delivery of its outputs
in an orderly and efficient manner, avoiding
waste, extravagance and other potential
sources of risk or loss

= error, fraud and other irregularities are
prevented as far as possible and promptly
detected if they occur

= assets are safeguarded from unauthorised use
or disposal

= operational activities and individual transactions
are complete and accurately reflected in the
accounting records in the period to which they
relate

= financial management information is timely
relevant and reliable. (Queensland Treasury
1997, pp. 1-2)

Systems of internal control cannot provide
absolute assurance that there will be no
breakdowns in processes or losses incurred.
However, an effective system of internal controls
should reduce the occurrence of such incidents
and ensure their early identification, thereby
minimising disruption and loss.

Internal controls must be developed to address
the risks that may affect an activity. However,
the development of particular controls must be
balanced against their cost effectiveness and the
availability of alternatives.

The ANAOi dentifies reporting on program
per f or nance as t he nai n vehi cl e for public
accoutadlity. Inernd reportsshaddrdateto
programobj ecti ves and strat egi es and shoul d
includeinfornationcritical toloca nanagers.
Minager s shoul d be abl e t 0 assess t he progress
tovards and achi evenert of goal sfor their areas
fromtheinfornati onreported. These reports
coul dincludeinfornati on onthe producti on of
outputs, nl estones, targets, budgets and so on
Minagers shoul d be abl eto use these reports to
assess whet her, gi ven the ci rcunst ances, the
strateg es bel ng used are the best for achi eving
their programoby ectives. Internal reports shou d
be preparedinatine frane that all ows
nanagers to take tinely action to inprove
perfornance, avoidpotentia difficultiesand
renedy probl ens.

Discussion

In re-establishing a department through the
amalgamation of the QCSC and QCORR, the
DCS has carried a large administrative burden.
Financial systems had to be consolidated into
a single system, new versions of SAP/R3 had to
be implemented and new requirements from
Queensland Treasury introduced, while all the
time maintaining operational functionality.
While the department has made great progress,
any continuing risks in terms of properly
identifying results and variances need to be
assessed and managed.

Operational and financial reports must be
useful and tailored for all users. Reports must
be meaningful and include standard criteria so
that performance can be scrutinised. The
usefulness of reports needs to be regularly
reviewed. Information collected that does not
assist in improving performance or
accountability is expensive and unlikely to have
any value. Reports should also facilitate
feedback and learning so that remedial action
can be taken before major problems develop.

During our site visits, we observed that
managers focused on only a few items and
issues. Where attention is limited to a particular
set of information, program performance overall
can deteriorate, possibly allowing corruption
and fraud opportunities to set in without
detection. A balanced collection of information
needs to be established to ensure management
and accountability issues are adequately
reported. From this information, factors likely
to influence outcomes and accountability can
be investigated.

While the SAP/R3 system is capable of being
the basis of a meaningful financial information
system, it is currently not being used effectively.
Staff appear to have insufficient training in the
operation of the system and managers appear

12 Seefootnotetosection67(1) of the F nancial
Managenent & andar d.
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not to understand the outputs of the system.
This suggests that personnel could benefit from
training in this area. Systems that produce
relevant information, in a timely manner, on
financial aspects of prison industries allow for
early detection of any fraud or corruption.

CONTRACTS FOR THE SALE OF
GOODS AND SERVICES

A contract to supply should describe what is to
be provided to the buyer, and record the agreed
price and time frame. A well-drafted contract
removes ambiguity from the process and is an
accountable document against which the
supplier can measure performance.

Observations

We found considerable inconsistency in the use
of contracts for the sale or supply of goods and
services produced in prison industries. It
appears that there are no uniform rules about
the form that contracts should take and the
circumstances in which they should be used.

Some correctional centres had oral
arrangements with customers despite the
contracted work being worth a large amount
of money. In some of these cases the oral
arrangements extended formal written
contracts that had expired. Other centres used
formal written contracts for arrangements
involving products of relatively low value. The
absence of records of existing arrangements
creates a risk that corrupt arrangements could
be set up that would be difficult to detect.

Joint ventures and partnerships between
correctional industries and external businesses
or individuals pose a special risk. The DCS has
partnerships in share farming and in
manufacturing metal products. In these types
of arrangements, there is the potential for the
external agencies and/or individuals to forge
special relationships with correctional centre
staff, which might result in staff being
compromised or unable to act independently
and objectively in their dealings with the
external joint venturer or partner. For example,
private partners may be able to access and use
departmental assets for private purposes.
Business arrangements should be transparent
and be able to stand up to scrutiny. To do this
they must be properly documented.

Those responsible for the selection and
development of prison industries also need to
be aware of the circumstances in which

contractual relationships may arise. Under
current DCS delegations, the value of the
contract dictates who has the authority to
purchase goods and services. Some manager
and staff interpret delegations as providing
them with authority to enter into contracts on
behalf of the DCS, up to the value of the
purchasing delegation, for the sale or supply of
goods or services produced in prison industries.

When contracts to supply include time limits
and perhaps penalty clauses, there is confusion
about which DCS officers have authority to
enter into contracts on behalf of the
department. This situation needs to be resolved
to ensure that the risks associated with
contracts to supply goods and services can be
managed.

Another matter for concern is the degree of
commercial expertise among the officers
involved. The staff who hold the delegations
referred to above are usually at director level
and above (this includes the Director, Prison
Industries) and General Managers. However,
some of these officers have no training or
expertise in commercial or contractual matters
and would benefit from technical and
professional support.

BEsT PRACTICE

Al commercial transactions enteredintohbya
publ i ¢ sector agency shoul d be recorded i n sone
vay. Wileit nay not be necessary for afornal
wittencontract tobeenteredintofor each
transacti oninvd vingthe sa e or suppy of goods
o services produced by apud i c sector ertity, it
isessatid thet thedeta | s of eechtramsactionis
docunent ed.

As inthe case of purchasing, public sector

agenci es shoul d devel op gui del ines or criteria

(sutadetotheparticdar circunstances of the

agency) for determiningthelevel of fornality

requi red for docunenting particul ar contract ud

arrangenents. Thi s deternminati on shou di nva ve

an anal ysi s of arange of i ssues bearingonthe

ri sk exposure of the agency, incl ud ng:

e thecustoners andtheir contractua history
w t ht he agency

e thenature and conpl exi ty of the contract ual
aligetias

e thenature and conpl exity of the processes
i nvol ved i n the producti on of the goods or
services beingsd dor supd i ed

e theriskprdfiled thetrasaction i.e the
ri sks tothe agency and t he cust oner.

Qonmer ci al transactions invol vingthe sal e or
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suppl y of goods and servi ces produced by a
publ i ¢ sect or agency al so shoul d be nanaged
by asuitaly experiencedand or qud i fied of fi cer
woisfulycognisant of theagency' s pdicies
and procedures for enteringintothese types of
tramnsacti os.

Discussion

The contracting process — involving the sale
or supply of goods and services produced in
prison industries — exposes the DCS to legal,
financial and corruption/fraud risks.

It would therefore seem essential that
contractual relationships are recorded and
managed by the DCS. While it is recognised
that it may not be necessary, nor appropriate,
for a formal written contract to be entered into
for each transaction involving the sale or supply
of goods or services produced in prison
industries, nonetheless it is important that each
transaction is documented.

It is clear that the process for entering into
contracts would benefit from some clear rules
or guidelines about the types of contractual
arrangements that should be formally recorded
in a written contract. These guidelines should
also include a formal accountability or oversight
process to ensure the probity of the processes
of selection and contract negotiation.

Some of the contractual arrangements or
conditions that would require formal
documentation include:

= contracts for goods or services exceeding a
specified amount

= contracts for goods or services that are
products of a complex process

= contracts that may involve risk to the
DCS; for example, contracts with penalty
clauses for late completion or delivery.

Responsibility for the performance and
oversight of these various functions would be
best placed with someone with business
training and experience, who could readily
access the department’s solicitor for legal
advice. Based on the current DCS structure for
prison industries, it would appear that the
Director, Prison Industries, is in the best position
to perform these functions.

PRICE SETTING

Decisions about costing and pricing of goods
and services, while closely related, are not the
same decisions. Costing is the process that
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identifies the value of all inputs and resources
used to produce goods or services. Pricing
decisions, on the other hand, are usually based
on:

= the return required for a product

= an estimate of the variable costs of
producing the goods or service; for
example, the raw materials used in the
manufacture of a product

= the non-variable production costs; for
example, the proportion of centre
administration costs or perimeter security
costs attributable to the industry.

In addition to considering the actual costs of
production of goods or services, pricing
decisions also need to take into account other
external factors such as demand elasticity,
market conditions and value adding. It is
important also in the context of prison
industries to note that the rehabilitative or
social benefits of providing work skills and
training to prisoners should also be taken into
account when making pricing decisions.

Observations

The discretion to set prices for products
produced in prison industries was a factor in
both Case Studies A and B. The DCS has no
uniform system of price setting for prison
industry products, nor does it have any system
for determining whether the prices set for
products are reasonable.

One correctional centre had a system of
calculating up to nine different product prices
for any one quotation. This practice proved to
be a laudable attempt to comply with
complicated prison procedures. These
procedures prescribed a method of determining
a product price and then calculating it with 10
per cent, 20 per cent and 30 per cent mark-
ups. A further range of three prices was to be
determined using a method based on different
indirect costs. These two ranges were then
averaged to obtain a more standardised price.
Depending on the quantity ordered and the
identity of the customer, one of the nine prices
was selected for the contract.

The prices of some garment items produced in
an industry at another centre were regarded as
representing a ‘standard cost’ that could not
be adequately explained, except that it was
calculated some time ago and ‘looks right’.

The types of direct costs to be incorporated into
a price or quote are left largely to the Industry
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Managers/Advisers at the various centres. For
instance, a standard labour cost can be
calculated using the actual cost of the prisoner
labour, or an hourly rate as if a qualified
tradesperson had completed the task.

The types of indirect costs used to calculate
prices and the way they are calculated are also
arbitrary. Industry staff use their own discretion
to determine these formulas. At interview, most
were able to discuss their own price-setting
system with authority and claimed that they had
not been provided with any information that
would assist them to develop a different system.
All agreed that a uniform price-setting model
would be useful.

Another example of discretionary pricing is
where inmate labour is contracted to outside
organisations. Inmates do community work but
their labour is also used on commercial farms
picking produce or cleaning up. Rates are
sometimes set by reference to an amount
allowed for the custodial officer who supervises
the inmates while they are away from the
centre. He/she is usually replaced at the centre
by a casual employee. Ultimately though, the
size of the inmate workforce provided, the price
of their labour and the individual or
organisation for whom they work are at the
discretion of a correctional officer. Such wide-
ranging discretion increases the corruption-risk
exposure of an organisation.

Another noteworthy issue is the setting of
transfer prices for products between centres and
even within centres. At one centre, the prison
farm bought in fresh produce to make up for
shortfalls in its own production. This produce
was then on-sold to the main centre at a price
higher than the original purchase price. This
manipulation of prices may not reflect the real
value or cost of the produce to the centre.

Questions such as these need to be answered
before setting transfer prices:

= Are opportunities created between
industry staff and those people involved
in the businesses providing the shortfall
goods to corruptly fix prices?

= Is there scope for the transfer price to be
artificially manipulated to create a margin
to allow for the payment of a ‘kickback’?

= s there sufficient scrutiny of purchases
made from internal providers and the
prices set to ensure probity and
accountability?

= s the charging of a ‘profit’ appropriate

between various cost centres of the one
correctional centre, or does this artificially
manipulate financial results?

BEST PRACTICE

Section 34 of the Fi nancial Managenent

Sandard prescribes the el enents of a systemfor

charging for goods and servi ces:

e identifyingthe goods and servi ces for whi ch
users nust be charged

e reguarlyexamningthelevel of chargesfor
t he goods and servi ces

e emsuringthebasisfor charg ngconplieswth
theinfornationstandards applicabletothe
goods and servi ces

e recordnginfornationtocdlect accrate ad
reliabl e dat a about the goods and servi ces.

I n deci di ng what charge there will be on
particul ar goods or services, an agency nust
haveregardtotheful | cost of providingthose
goods or servi ces. Hwever, adeci si on nay be
nadetochargel essthanthefu | cost for reasons
such as:

» thelowver charge refl ects the conmerci al
narket rates that apply t o conpar abl e goods
or servicesinthe narket i nwhi chthe agency
isgerating

e theinpact of thelower charge onachieving
thesocid djectivesinglicit inddiveringthe
goods or servi ces.

(s. 36 Financial Management
Standard)

Discussion

The range of methods used for pricing prison
industry goods and services across the
correctional system indicates that neither
costing nor pricing decisions are made with
reference to the actual costs of providing the
goods or services. A cost benchmark or standard
for determining the cost of goods and services
manufactured in prison industries should be
established that takes into account all
expenditures or inputs associated with
production.

The intended use of costing information needs
to be considered to ensure that the information
is sufficient to make rational decisions that
support the strategic goals of the DCS and the
correctional centre; for example, whether it is
for use in making decisions about pricing
products for sale, determining transfer pricing
or for monitoring the ongoing performance of
prison industries. The costing process should
be consistent, transparent and accountable.
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Because the process needs to be understood
and applied by a wide range of staff at each
correctional centre, the costing process should
also be simple and use information that is
available to and understood by those staff.

In addition to a costing benchmark or process,
a pricing policy may need to be developed for
officers who make pricing decisions about
goods and services produced by prison
industries. The development of quotes for
particular items should provide for
accountability and transparency. Quotes and
pricing decisions should be documented and
retained. The pricing policy should recognise
the unique situation and characteristics of
prison industries and their purpose within the
DCS structure. The pricing policy may identify
the issues to be taken into consideration in
order to set a price.

PURCHASING

Purchasing is a high-risk activity for any
organisation. All public sector agencies spend
a large proportion of the budget on the
purchasing process, as well as actual purchases.
The amount spent requires an attendant level
of probity.

Because of the nature of the work of officers who

are involved in purchasing, there is the likelihood,

that from time to time, officers will be confronted

by questions of ethical practice. Indeed, perhaps

no other group of Government staff is so directly

involved with this issue. (Department of Public
Works 2000)

The nature of prison industries ensures that
there is a continual flow of materials in and out
of a centre. The cost of raw materials purchased
by a correctional centre can sometimes be
worth more than 70 per cent of the revenue to
be earned from the industry for which those
materials are bound.

Observations

Purchasing guidelines exist in each centre and
require the involvement of several staff.
Notwithstanding this guidance, we observed
certain control risks in prison industries:

= There was often little or no segregation of
duties between officers responsible for
placing orders and those receiving the
goods upon arrival at the correctional
centre. These roles were often performed
by the same officer when they involved
the purchase of materials for use in a
prison industry.

= Case Study A showed that items
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purchased could apparently be re-routed
to a staff member’s home without the
practice being detected. In some centres,
correctional staff told CJC officers that it
was quicker to have items delivered to
their homes or to ‘pick things up on the
way’ to work, rather than organise
delivery to the correctional centre.

Correctional staff reported that locating a
staff member with a purchasing
delegation (that is, with the authority to
purchase goods to a specified amount)
was often time consuming. Often that
person did not understand the
significance of a particular order, nor was
he/she in a position to test its
reasonableness.

Staff reported that they were aware of a
practice of splitting orders, thereby
reducing the cost of individual orders and
avoiding the need to locate a person with
the appropriate purchasing delegation to
complete the purchasing documentation.

Very little is done to ensure that a supplier
is in fact a valid company operating a
legitimate business, although central
office staff do conduct some checks to
determine whether the supplier is a
legitimate business, such as whether the
business has an ACN®® or uses letterhead.

In most cases there was a stores function
operating in the centres, which oversaw
the purchasing of goods. But the
segregation of purchasing functions
between stores and prison industry
officers did not appear to be well
maintained. Case Study A illustrates how
easy it is under the system currently in
operation in some correctional centres to
avoid the involvement of the stores
function in a purchase.

The selection of consultants is not always
seen as a purchasing decision.
Accordingly, these decisions are often not
subject to even the limited accountability
mechanisms that the department has for
purchasing.

As previously discussed, there was no
system for monitoring, nor any
requirement to notify, potential conflicts
of interest.

An Austral i an Gonpany Nunfer as provi ded for
under the corporations | aw

Criminal Justice Commission QUEENSLAND PRISON INDUSTRIES: A REVIEW OF CORRUPTION RISKS 37



CHAPTER 5: OPERATIONAL ISSUES

BEST PRACTICE

Probity and accountabilityisoneof thethree
obj ectives of the newS ate Rurchasi ng Rdl i cy.
Legi sl ationsuchas the Ribl i ¢ Sector B hics Act
as vel | as the DCS code of conduct andits
pur chasi ng procedures i npose furt her odli gati ons
for probity and accountability. Through the
operation of thisregul atory franework, the
expendi ture of publicfundsissupject topdic
saruiny.

Roatyisach evedby officerswo
o perfarmtheir duyinpertidly, uninfluencedby

thereceipt or prospect of threats, repri nands
or revards

e donat accept or seekgiftsor other favours

e donat entertai naporoaches by suppl i ers that
mght beinterpretedas attenpis toi nfl uence
the eval uati on process

* ensurethat their privateinterests do not
coflict wththeir pldicdities

 maintancofidetidityindl dedings

* naintainhighstandards of accountability

» devel op consi stent systens and procedur es

e pronate professi ond practices.

Accountadilityistheabilitytojustifyactions.
Rubl i ¢ sector agenci es nust be abl e t o account
for deci si ons t hey have nade and acti ons t hey
have undert aken consi stent wth:

» theSaeRrchasingRdicy

» the departnent’ s purchasi ng procedures and
Gode of Gonduct

* legslativerequirenents suchas thase found
inthe
— FHnancial AdninistrationandAudit Act

1977

— FHnanci al Minagenent & andar d 1997
— Rblic Sctor Bhics At 194

e thedepartnent’ s Qrporate Frocurenent Han

e sigificat puchesingp as

o other rel evart pdliciesandrequ renernts.

@Godrecardkeepingi s anessertial tod. Rcords
shoul d provi de enough i nf or nat i on to enabl e
audi t and i ndependent revi ewfunctions to be
carriedout effectively. Thetypeand detail of
infornationthat i s recorded shoul d depend on
t he conpl exi ty of the purchasi ng process
(Departnent of Rublic Vérks 2000).

Discussion

A purchasing system needs to be based on
considerations of fairness and impartiality as
well as economy at all stages of the process. A
properly conducted purchasing process should

allow minimal opportunity for corruption and
unfair advantage.

The DCS needs to review and adjust its
purchasing procedures in light of the control
risks observed during this review. The
department would benefit by committing to
more than the minimum required under the
State Purchasing Policy. Simple compliance is
not a guarantee of probity or a process that is
free of risk. The DCS needs to implement
systems for checking that its officers are
complying with the relevant policies, and
management must be accountable for lapses
and deficiencies that go undetected over a
period.

ASSET AND INVENTORY
MANAGEMENT

Most public sector agencies like the DCS hold
considerable assets. Particularly in the area of
prison industries, the DCS has large holdings
of assets and inventory. Because of their value
and moveability, assets and inventory are
vulnerable to loss, damage and deterioration.
Accordingly, this area is a potentially major site
for corruption. It is important that assets
purchased with public monies are properly
managed and employed to an optimal level,
and appropriately maintained, to maximise
their value and benefit to the correctional
system.

The corruption risks in the area of asset and
inventory management include:

= officers taking equipment for their own use

« allowing others to remove equipment

= borrowing items and diminishing them in
some way

= inappropriately writing off, selling or
disposing of assets.

Observations

We observed the following asset and inventory
management systems:

= Most correctional centre industries
employed systems such as peg boards to
monitor the location of tools; all centres
reported occasional losses.

= Some centres had systems that required
staff to ‘sign out’ borrowed tools in an
effort to monitor their return.

However, we were informed of sufficient
incidents involving potentially large losses to
form the view that internal controls needed
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strengthening. For example, some centres
reported inmates leaving equipment in fields
and elsewhere rather than returning it to sheds.
The absence of controls makes it nearly
impossible for the DCS to determine whether
assets or inventory have been lost or stolen.

BEsT PRACTICE

As soon as assets and i nventory cone i nto
existence or i ntothe omershipof anagency, they
shoul d be i denti fi ed and recor ded on an asset
nanagenent system Thi s systemshoul d al | ow
for noni tori ng and nanagenent of assets and
inventory. The exi stence and | ocati on of assets
shoul d be routinel y recorded and verified. Hw
frequently thisaudi t process shou d be conduct ed
depends upontherisk profileand nateria ity
(val ue) of the assets (H nanci al Managenent
Sandard, Dvision 5 Asset Minagenent).

Discussion

The asset-management systems employed by
the DCS are in compliance with the
requirements of the Financial Management
Standard. However, our observations and
information from staff indicate that mere
compliance is not sufficient to deal with the
risks associated with the use and production
of assets and inventory in the operation of
prison industries.

Asset management should incorporate control
over valuable as well as attractive items. The
special risks to assets in prison industries may
need to be assessed to ensure early registration
of assets and periodic review to ensure
continued accountability.

ACCOUNTS RECEIVABLE

An organisation can suffer major loss if it does
not have an effective system of recording
accounts receivable. Where goods are
produced for sale or services performed, there
must be a well-controlled and scrutinised
process to ensure that payments can be
collected in due course.

Normally where goods are produced in a prison
industry, items are delivered to the customer
with a delivery docket that describes the goods.
The delivery docket is also used in some secure
centres to ensure that only the goods described
on the docket leave the centre. Delivery dockets
are usually numbered, with a number of
coloured copies. Another copy of the delivery
docket is used by administrative staff at the
correctional centre to prepare a request for
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Central Office to raise an invoice. The invoice
is eventually sent from Central Office to the
customer who pays the amount shown.

Observations

Differing levels and types of controls are used
in some centres. Some use delivery dockets,
sequentially numbered, as a control to show
that all items that leave the centre have a docket
(checked at the gate); some use stand-alone
computer systems to check that invoices were
requested.

BEST PRACTICE

Toensurethat invoices arerai sedfor al goods

or servi ces produced, there nust be regul ar

idatificaiond theprodcts o servicesfar wi ch

a charge can be nade. The accuracy of accounts

rai sed can be ensured by:

e pre-nunbering i nvoi ces and request s for
invai ces, and periodicfdl owup of requests
not processed wthinareasonabl etine

» accuracy checks of costing processes and the
carectnessd hillingcd cd &ias

e natchingdeliveryinfornationwthinvoi ce
Hadls

e procedures for effective nanagenent of
anmount s recei ved i n advance of works or
servi ces provi ded

e procedures for effective nanagenent of
anount s recei vl efar vihi chinvaiceswll nat
be rai sed. (Queensl and Treasury 1997, p. B)

Discussion

To ensure that invoices are raised and payments
are arranged for all goods produced by a prison
industry, there should be a reconciliation
process. Over time the audit section has
expressed concern (on the basis of audits of a
number of correctional centres), about the
apparent absence of any system for reconciling
delivery dockets with requests for invoices
raised at the centre and invoices actually raised
in Central Office.

Probity and accountability are at serious risk
where delivery shortfalls and other
accountability problems cannot be adequately
identified.

SURPLUS, SCRAP AND WASTE

No matter how small the quantity or value,
removing goods or materials from any
workplace without consent or approval is theft.
Surplus, scrap and waste must be identified and
controlled to ensure that it is properly
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safeguarded right up to its eventual disposal.

Corruption risks increase when an organisation
has a practice of differentially pricing goods
depending on the circumstances in which they
are produced or sold, such as excess
production, production of seconds or when
scrap material can be reused to make a saleable
item. Some confusion can also occur for staff
in determining the ownership of items deemed
to be waste and/or scrap.

Observations

Prison industries produce many different types
of waste and surplus materials of varying value,
the sale or disposal of which can present a range
of corruption risks for the DCS.

Some centres have recognised these problems.
Staff at one centre reported that they were more
careful about their pricing of products
manufactured from off cuts and smaller pieces
of raw materials, recognising that although the
materials were scrap they and the product
manufactured from them obviously had value.
It is clearly inappropriate to label something as
‘waste’ or ‘scrap’ if it is of value and/or could
be profitably used. In one of the industry
workshops visited, all seconds are sold to one
outside organisation; no individual sales are
made to staff or other private individuals or
businesses.

BEsT PRACTICE

Brown (1988) has reported studi es that found
theft intheverkp acevas hi gher inorgan sati ons
that didnot have cl early defined and vel | -
communi cat ed pol i ci es concer ni ng t he di sposal
of surpl us and scrap.

At a mini num public sector agencies t hat
produce surpl us, scrap or vaste naterial s need
tohave cl early defined padl i ci es concerning the
hand ingof thesenateria sandtheir accountad e
and cost - effecti ve di sposal . These pdl i ¢i es nust
be conmuni cat ed to staff worki nginthese areas
and shoul d be i ncl uded i ni nduct i on progr ans
for staff enpl oyedinthese aress.

Discussion

Irrespective of the quantity or value of goods
or materials, their removal from any workplace
without consent or approval amounts to theft
for which an officer may be liable to both
disciplinary and criminal action. A marked
number of complaints of theft by public sector
employees are made each year to the CJC. Many
of these complaints are about surplus or waste
items.

Unauthorised disposal or removal of scrap and
waste materials should be managed as for any
other assets and inventory. Poor controls over
small-value items may be interpreted by some
staff as implicit approval by the agency for them
to take the items for their own use. The DCS
may need to implement policies and control
systems for prison industries that provide
accountable and cost-effective disposal
procedures for dealing with surplus, scrap or
waste materials.

STAFF PURCHASES FROM
INDUSTRIES

In April 1989, the then QCSC issued Corrective
Services Rule No 28, which states that all
officers and employees of the DCS are
prohibited from purchasing or accepting
anything from a prisoner, either for their own
personal use or for the use of anyone else. This
rule, which still stands, was extended in 1990
to include a prohibition on staff having work
performed in DCS workshops and on farms.
Procedures were laid down to permit work to
be done for staff at centres, subject to the
approval of a supervisor. These procedures
included requiring payment in advance, pricing
services or products at competitive or industry
rates and requiring that the General Manager
give permission in writing in each case.

Observations

Some of the practices observed during site visits
were:

= Inconsistency about whether, and in what
circumstances, staff may buy goods or
services from centres.

= One centre has made a distinction
between a purchase and a repair, so that
while staff are precluded from purchasing
products from the centre they may still
have repairs done.

= Where centres allowed staff purchases,
there were variations in how they were to
be paid for by staff. Some centres required
cash up front, whereas others allowed
credit.

= A number of documented investigations
show that money paid for items produced
in centres had not actually been received
at the centre, although the products had
been removed.

= In one centre, staff sales were crucial to
the viability of some industries. The
General Manager of that centre also
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regarded the opportunity to purchase
industry products as providing some
compensation to staff for working at the
centre.

= Staff at one centre may purchase goods
and services, such as catering for a party
or a kitchen refurbishment.

= Lax security and inventory-control
measures allow staff to access workshops
and collect the items they are purchasing.
A number of staff recounted incidents of
finding items that had been produced in
the workshop in other parts of the
correctional centre with no idea how or
why they had been removed from the
industry area.

= Some centres allow staff to purchase
leftover food (e.g. bread). This practice
may lead to manipulation of production
so that excess product is available for
purchase.

= Staff vehicles are still serviced in the
workshops at two centres. One of these
centres was the model used to set up the
mechanical workshop that figured in Case
Study B.

The collection of payments from staff for
industry products purchased was reported to
incur considerable delays. Some centres require
payment of all monies up front, yet they still
had to commence debt-recovery procedures
against some staff using payroll deduction. This
suggests that there is inconsistent compliance
with the rule.

BEST PRACTICE

Publ i c sect or agenci es shoul d have rul es
regu atingstaff purchases of i ndustry product s
a al correctiond centresthat haveindustries.
These rul es shoul d be consi stent across al |
ocatres.

These rul es nay range fromprohi bition of the
practicetotheprovisionof arange of procedures
t hrough whi ch staf f nay nake pur chases. Wat
isessentia inthedevel opnent of a systemof
control s over staff purchases frompri son
indstriesisthat they areriskbased Therature
and extent of therisks associ atedwth staf f
pur chasi ng shoul d be i denti fi ed and assessed t o
estabishthelevd of threat tothe agacy (sees.
84 Financial Managenent Standard
Gnmentary). The control s i npl enent ed shoul d
focus onexercisingcontra at thepaintsinthe
process weretherisks are greatest.

Qnce a systemof control s has been i nt roduced
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it needs tobe noni tored and revi eved continual |y
by all tiers of nanagenent toensurethat itis
operatingasintendedandthat it iseffectivey
ded ingwththeri sks associ atedwththe process.
Staff shoul d be encouraged to identify
br eakdowns, defi ci encies, duplications or gaps
intheprocess. Ideal |y, nanagers shou dbeabl e
toatest totheeffectivenessd interrd cotrds.
(NSWTreasury 1997, p. 36)

Discussion

Staff purchases of items that are standard and
are available to the public, at a preset price,
may not pose any marked corruption risks for
the DCS. However, where items are made on a
one-off basis or services delivered that are not
easy to value, such as external catering or
vehicle repair, a situation is created where it is
extremely difficult to ascertain whether the
pricing was fair or special deals were done.

Case Study B demonstrated that the
procedures at that centre were ineffective in
preventing manipulation of prices for vehicle
repairs. Observations of current practices across
several centres suggest that prices charged to
staff for work done, or for surplus products, may
still be open to manipulation. The absence of
procedures in some centres and inconsistent
procedures in others indicate that the risks
associated with the practice of staff purchases
of industry products have not been clearly
identified and dealt with across the correctional
system.

When management develops rules about staff
purchasing of industry products, it is essential
that these rules are practical and enforceable.
Once control systems are in place,
management must also commit to the process
of enforcing compliance by staff.

CASH HANDLING

While cash may represent a very small
proportion of the revenue received for
industries, nonetheless it is a very attractive
target in any amount.

Observations

Most centres had single collection points for
the receipt of cash. However, it was reported
that where industry products were sold to staff
it was common for cash to be paid directly to
an industry staff member who was to deliver it
to the office later. In the course of one CIC
investigation, it was reported that a significant
amount of cash from the sale of a prison industry
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product was left on a desk for the attention of
a supervisor. The cash went missing.

BEST PRACTICE

Responsi bility for cash nanagenent isset out in
the F nanci al Minagenent S andard. WMere cash
paynents are frequent |y recei ved, they can be
effectivdy cotrd | edthroughthe budget process,
but onlyif thereissonepredictabilityinthe
anount of cashto be collected. Inthis way
variances canbeidentifiednoreessily.

Cash col | ection poi nts t hroughout the
departnent and i n correctional centres shoul d
be fornal | y desi gnat ed and a nener of st af f
gi ven responsi bi l ity for col | ecting cash and
accountingfor it. Gshcadlectionpants shou d
be kept to the m ni numneeded t o provi de
dfetivesavioe

Procedures for recei pting, securingand banki ng
cash shoul d be clearly set out andreadily
avai | abl e. They nusst i ncl ude any vari ations for
comnerci al activitiessuchas prisonindustries.

Discussion

Where staff, other than those designated,
collect cash for prison industries or any other
function, there is a risk that the cash will not
be correctly accounted for, either by simple
oversight or through corrupt intentions. By
permitting a range of staff to collect cash
without any apparent accountability, otherwise
honest staff may be open to an accusation that
some or all of the cash was not accounted for.

In the absence of a comprehensive system of
reconciliation of delivery dockets and receipts,
there is no systematic way of detecting shortfalls
in cash receipts. To establish effective control
over cash, each centre should be able to
anticipate the amount of cash that will be
collected. There should be systems to identify
the risk for loss and fraud as well as to enable
regular monitoring of the effectiveness of the
cash-handling procedures.

Where cash receipts are a small proportion of
the revenue for prison industries, some
consideration may need to be given to the
costs/benefits of continuing to provide products
or services on a cash basis. The current trend
towards fostering larger contracted customers
should assist in limiting the amount of cash
handling for prison industries.

INMATES AND INDUSTRIES

A focus purely on production outcomes in
industries has led to the practice of paying
incentive bonuses to prisoners over and above
the standard remuneration. (See discussion of
the relevant Corrective Services Rules for
prisoner remuneration in chapter 2.) In the past,
this also led to inmates being paid
remuneration over and above the standard
rates set out in Corrective Services Rules. These
practices were adopted for many reasons,
including to attract and retain good workers
and to ensure industrial peace and limited
disruptions in the workplace.

Observations

A General Manager from one correctional
centre has described an unintended impact of
paying bonuses above the approved rate.
Sentence management requires that prisoners
progress through the security classifications as
they progress through their sentences.
Theoretically, transfer to a farm is at the end of
this progression and the last stop before release.
However, the pay rates in industries are much
higher than can be offered on farms. As a result,
some inmates sent to farms, keen to
accumulate a nest egg prior to release, engage
in behaviour that they believe will result in
them being sent back to a higher security
prison.

These practices do not necessarily result in
monetary benefits for staff, but can lead to
manipulation of the system for the purpose of
improving the performance outcomes of
centres. This is often called ‘noble cause’
corruption. A number of centres are developing
rules in accordance with the DCS Industries
Policy to ensure that prisoners make themselves
available for work.

The system of remuneration presents some
corruption risks, because any arbitrariness in
the allocation of bonuses or in the appointment
of prisoners to classification levels — thereby
increasing or decreasing their remuneration, as
the case may be — poses an unacceptable risk
of manipulation.

There is no consistency between centres
regarding the circumstances in which bonuses
are paid or the percentage of the base rate of
remuneration that is paid as a bonus. However,
centres were apparently internally consistent
in their allocation of bonuses. Corrective
Services Rule 124 gives absolute discretion to
the General Manager to determine who
receives a bonus and the amount of that bonus,
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although it is only payable as ‘a reward for
achievement’ of deadlines, additional
productivity targets, quality requirements, and
conscientious attitude and behaviour.

We observed that in most industry areas all of
the prisoner workers were receiving a 100 per
cent incentive bonus. While it s
understandable why management has chosen
to ‘reward’ all of the staff in an industry area to
avoid ill feeling, this practice was obviously not
intended at the time of formulation of the rule.

Corrective Services Rule 124 also requires
detailed job descriptions to be available for all
inmate employment. These were not available
in all centres.

Discussion

Compliance with the requirements of
Corrective Services Rule 124 would help to
increase the transparency and accountability
of decisions about prisoner employment and
remuneration, and reduce the incidence of
arbitrariness. In any event, the absolute
discretion of General Managers over the
payment of incentive bonuses may still present
problems. It may be advisable to review the
rules relating to prisoner remuneration and the
incentive bonus scheme to determine whether
they are appropriate and relevant to current
prison industry issues.

A practice in one centre that should be
considered for wider application is the
requirement of approval from the Industry
Manager/Adviser for all decisions about prisoner
employment. This was to facilitate greater
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participation by prisoners in work in prison
industries, but has also helped to ensure the
high profile of industries in that centre.

This structure would make the Industry
Manager/Adviser the centre ‘employment
manager’ who is responsible for the placement
of prisoners in work as well as being responsible
for meeting prisoner employment targets at the
centre. Based on observations of the operation
of the scheme, it should provide for a more
efficient and coordinated use of prisoner labour
than currently occurs. The industry area is not
disadvantaged by the unavailability of workers
because they have been placed in positions
elsewhere in the centre. It should also reduce
the perceived need to pay inmates a premium
to attract them to industry work.

Recommendation 4

That the DCS review each of the following
operational areas, in line with best
practice, with the aim of strengthening the
internal controls for each activity:

= operational and financial reporting

= contracts for the sale of prison
industry goods and services

= price setting

e purchasing

e asset and inventory management
= accounts receivable

e surplus, scrap and waste

= staff purchases from industries

= cash handling

= inmates and industries.
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ACTIONS TAKEN AND FUTURE
MONITORING

ACTIONS TAKEN BY THE DCS

A number of issues raised in this report have

been acknowledged and acted upon by the

DCS since the commencement of this review.

The changes and actions implemented by the

DCS are listed below:4

< Risk management: The DCS Board of
Management endorsed a risk
management policy and framework in
June 2000. The framework has two
stages in a step-down implementation
plan, which is to be fully actioned
during the 2000-2001 financial year.

< Fraud Prevention/Internal Reporting:
The Internal Audit plan for the 2000-
2001 financial year includes the
establishment of a position to progress
these issues throughout the
department.

e Purchasing: The DCS will be
implementing a new purchasing policy
in line with changes to the State
Purchasing Policy. This process has
already commenced with the
reintroduction of requisitions and the
abolition of phone orders.

« Assets: Asset management throughout
the DCS has been reviewed and the
control over valuable and attractive
items has been upgraded to include
accountability, registration and
periodic review at Centre/Region
level.

e Contract (Business development):
New policies and procedures are
nearing completion limiting a business
centre’s ability to negotiate with
customers and placing restrictions on
access to subcontractors.

= Pricing of products: New policies and
procedures are nearing completion to
provide for the pricing of goods and
services across the organisation.

= Material management: New policies
and procedures are nearing
completion for the delivery of goods,
both to and from correctional centres,
stock control and management of
surplus and waste.

= Staff sales: New policies and
procedures are nearing completion for
the stipulation of eligibility of staff to
purchase goods and services and also
for the terms of payment.

FUTURE MONITORING BY THE
ClC

The CJC acknowledges the steps already taken
by the DCS to deal with the risks and issues
highlighted in this report. We will monitor the
progress of the department in implementing the
report’s recommendations, providing assistance
where possible.

14  PRersonal conmuni cationfromthe DCS 17 July
2000.
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