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Executive summary

With the rapid advances in information
and communications technologies,
there has been a transformation in
payments systems around the world
There has been a movement away from traditional
cash and cheques towards electronic payments.
The Australian Federal and state governments have
embraced this evolution in payment methods,
implementing the use of electronic transfers in
their disbursements and collections, actions which
have already provided benefits to consumers and
governments worth billions of dollars.
Nevertheless, many payments are still made using
antiquated systems and there is significant scope
for further efficiency gains from moving to
innovative new payment instruments, such as
prepaid cards.
In this report, it is estimated that switching from
current payment methods to prepaid cards for select
government payments could provide annual gains in
excess of $240 million for Australian consumers and
governments. Over a four year period, this equates
to almost $1 billion worth of benefits.
Prepaid cards have several key advantages over
current government payment options:
• Time-critical payments can be transferred
the same day, which is particularly useful for
emergency and disaster relief situations where
payment delays associated with electronic
transfers can cause significant hardship

• P repaid cards can replace government
payments currently made by cheque and cash.
Although cheques are a costly payment option
for both governments and recipients, there are
currently limited alternatives where a recipient is
unbanked or their account details are not known.
Prepaid cards offer cost effective and convenient
replacement for cheques
• Prepaid cards can be used to limit the use of
certain payments. This is particularly useful for
situations where consumers are eligible for expense
reimbursements – for example foster carers and
emergency services volunteers. Payments can be
managed more effectively and recipients are not
left out of pocket while waiting for reimbursement.
To the extent that the estimate excludes payments
and benefits that are not readily quantifiable, such as
reduced likelihood of fraud and the ability to more
closely monitor program spending, our estimate
probably understates the total potential benefits.
The ability to restrict the use of government
payments also presents opportunities to better
target a wide range of payments, and these potential
benefits are also not included in the analysis. On
the other hand, the analysis focuses solely on the
potential benefits of prepaid cards, and the upfront
and ongoing relative costs have not been considered.
Although it is outside the scope of this report, there
are also significant potential benefits from the use
of prepaid cards within government, particularly
as a replacement for petty cash and for use by
government employees who incur expenses.
Deloitte Access Economics
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1 Background

Innovations in Australia’s payment
systems in recent decades have
facilitated a shift away from manual
processes towards electronic means of
delivering and reconciling payments,
providing considerable cost savings
to government and benefits to the
broader Australian community
Nonetheless, a substantial share of Australian
payments is still processed in traditional ways.
A study by the Reserve Bank of Australia (RBA) in
2010 found that cash accounted for over 60% of the
number of payments by individuals. While the study
found a clear trend away from paper-based payments
and a decline in the use of cheques, the rate of
adoption of new technologies can be slow.
This paper examines the potential benefits of
introducing prepaid cards for a range of Federal and
state government payments. Prepaid cards are not
yet in widespread use in Australia but they offer a
number of benefits that are not currently available.
As payment systems around the world continue to
rapidly evolve, and new instruments and channels are
developed, there continues to be opportunities to
adopt more efficient and better tailored government
payment processes.
Deloitte Access Economics conducted consultations
with a number of Federal and State government
agencies to inform the analysis in this report.
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2 Government
payments mechanisms

The government sector is a key user of
Australia’s payments system, circulating
close to $130 billion every year in social
security payments and other transfers
to consumers and businesses
(Table 2.1)

Given the scale and value of these payments,
there are significant associated administration costs
and improvements in payment processes can deliver
considerable public benefits.
This chapter discusses the current payment
mechanisms for Federal and state government
payments, and identifies opportunities for innovation
in government payments.

Table 2.1: Social assistance benefits payments and other transfers ($ billion)
2010/11

2009/10

2008/09

2007/08

2006/07

Social assistance benefit payments
Total
Federal
State

105
103
2

101
99
2

113
111
2

87
86
1

83
82
1

24
3
20

23
5
19

22
6
16

20
5
15

18
6
12

Other transfers
Total
Federal
State
Source: ABS 5206.0.

2.1 Federal disbursements
Federal social assistance benefit payments
represent the largest type of transfer from
government to consumers. The Federal Department
of Human Services, which integrates Centrelink,
Medicare and other welfare programs, is responsible
for administering the majority of Federal social
security payments to citizens.

The Australian Taxation Office (ATO) also delivers a
large number of payments to consumers in the form
of tax refund payments in its role as the government’s
revenue collection agency.
While the majority of payments processed through
Centrelink, Medicare and the ATO are automated
through electronic systems, there are still a significant
number of payments that involve some form of
manual processing.
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2.1.1 Centrelink
Centrelink is responsible for administering a
range of social benefit payments to people
who are unemployed, retirees, families, carers,
parents, people with a disability and other
people in need.
Most payments are made on an ongoing basis but
there are also a number of irregular payments, mainly
in response to disaster and emergency situations and
times of personal crisis.
In total, Centrelink provided $90.5 billion in payments
in 2010/11 (Centrelink 2011). The majority of these
payments are transferred electronically, with the
agency requiring recipients to submit their bank
account details when applying for payment.
However, Centrelink also issues an estimated
180,000 cheques each year and a small number of
cash payments in situations where systems cannot
currently facilitate electronic payments.1 These are
often exceptional circumstances where recipients
do not have a bank account or where payments are
time-critical and the delays associated with electronic
transfers can result in significant hardship.

1

4

The share of Australia’s population who do not have a
transaction bank account is small compared to other
countries like the United States, at around 2%
(CSI, 2011). However this number understates the
number of people who are temporarily unbanked at
some point during the year. Examples of situations
where people are temporarily unbanked include
people who have recently migrated to Australia or
been released from prison. In these circumstances,
Centrelink generally issues cheques until the recipient
obtains a bank account. These manual processes
are expensive to administer, with anecdotal evidence
suggesting it costs the Government up to $15 to
issue a cheque when payment details need to be
added manually.
Centrelink also distributes a number of one-off
payments to people in need, including the Australian
Government Disaster Recovery Payment (AGDRP),
urgent payment and crisis payment. In these
instances where timeliness is critical, Centrelink has
occasionally had to resort to the high-value real-time
gross settlement system because there is no viable
alternative. This system is not designed for these
types of transactions and is costly for bulk,
low value transactions. Other payment alternatives
in these situations are also costly to administer and
reconcile, including pre-cleared cheques and cash.

APCA (2011) ‘The Role of Cheques in an Evolving Payment System
states that Centrelink issues around 15,000 cheques per month

2.1.2 Medicare Australia
Medicare Australia processed close to 320
million payments in fiscal year 2010/11 to
medical providers and patients.
While over 90% of Medicare payments made to
providers were electronic, only around 30% of patient
payments were transferred electronically (Chart 2.1).
The remaining 70% of patient claims were paid in cash
at a Medicare office or sent out by cheque.
Payments by cash and cheque are costly for the
recipient and the government. Patients who receive
their claims in cash are required to visit one of the 242
Medicare offices around the country, while cheque
recipients need to visit a bank to claim their payment.

For the government, the cost of cash payments to
patients includes the distribution of currency to offices,
staff wages while they manually reconcile doctor
receipts, enter the payments into the system and
reconcile daily payments. There are also considerable
costs involved in the provisions of offices and higher
risk of human error associated with manual payments.
Issuing cheques to patients is also costly, including
cheque production, processing and mailing.
Medicare has been campaigning to raising awareness
of electronic claiming options for patients, including
lodging claims electronically at the doctors or claiming
over the internet. There has been some shift away
from cash and cheque payments towards electronic
payments in recent years, with the proportion of
patient payments made by cash or cheque falling
from around 80% in mid-2009 to 70% in mid-2011.
Nonetheless, the significant majority of patient claims
are still done manually.

Chart 2.1: Medicare services by claim type

There are several reasons why
adoption of electronic payments
has been slow. These include:

100%
90%

• Public adoption of electronic payment options:
Although Medicare online was introduced in 2002
and Medicare Easyclaim in 2007, there has been a
relatively slow take-up of these options. People are
also slow to volunteer bank account information
without any compulsion

80%
70%
60%
50%
40%

• The availability of electronic payment options:
Not all practices offer electronic payment options
and EFTPOS payments are not available for
some services

30%
20%
10%
0%
In-hospital
claims paid via
simplied billing
Electronic

Bulk billing paid
to providers

Manual

Source: Medicare Australia annual report 2010/11

Patient claim

• Timeliness of electronic payments: Medicare
Online payments are made the following working
day, and while EFTPOS payments are made almost
immediately, they are not available for some
services and at some practices. The time delay is
likely to be a significant reason why many people
opt to receive a cash payment despite the time and
effort involved in visiting a Medicare office.
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2.1.3 Australian Taxation Office (ATO)
The ATO collects income tax and other tax
revenues on behalf of the Federal Government,
as well as administering tax return payments.
As with general disbursements, there is already
a move towards greater electronic payments of
taxes with nearly 90% of payments processed
electronically by the ATO. Agencies are increasingly
encouraging electronic lodgements and processing
of tax returns, and as a corollary more payment
transactions are also processed electronically.
In 2009, the ATO also introduced the option of
paying by credit card and there has been increasing
uptake of this payment option. Nonetheless, with
around 8% of payments still issued manually, the
ATO issued close to two million cheques in 2010/11.

Table 2.2: Number of payments processed (million)2
Electronic payments
Manual payments
Total
Source: ATO 2010.
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2010/11

2009/10

2008/09

17.9 (92%)
1.1 (8%)
19.3

17.1 (89%)
2.1 (11%)
19.2

16.9 (87%)
2.5 (13%)
19.4

2.2 State disbursements

In additional to Federal Government payments,
state governments also provide a range of welfare
and other types of payments to consumers, including
payments to carers of foster children and people with
disabilities, reimbursements to volunteers, emergency
and disaster payments and various refunds

Overall, state and local governments issued
around $1.8 billion in social security payments
in 2010/11 (ABS).
There are a number of different agencies and
authorities within each of the state and local
governments with diverse payments infrastructure
and processes. While a number of state governments
are currently reviewing their payment processes with
the intention of moving towards greater electronic
payments, state and local governments currently
issue a significant proportion of payments via cheque.
For example, the NSW State Government reportedly
issues 2.6 million cheques each year at a cost of tens
of millions of dollars (APCA, 2011).
State and local governments tend to issue a
relatively greater number of irregular payments
compared to Federal Government payments.
There are a number of payments for which the
recipient has to make an out-of-pocket payment
and are then reimbursed by the Government after
making a claim and providing receipts.

These include:
• Payments to carers of foster children:
In most states, the government provides
payments for out-of-pocket expenses in
addition to regular payments
• Support for people with disabilities:
Some states provide support for people with
disabilities including payments to assist with
transport and maintaining a telephone line in
case of emergency
• Reimbursements for emergency services volunteers:
There are around 320,000 emergency volunteers
in Australia, including the State Emergency Services
(SES), volunteer fire brigade, St Johns Ambulance
and Red Cross volunteers. Many of these people
are eligible for to be reimbursed for expenses,
such as fuel, that are incurred while volunteering
their time.
Reimbursement of expenses generally involves a
lengthy and cumbersome administrative process.
Often receipts need to be presented at government
shopfronts and recipients are out-of-pocket until the
claim is processed.
Like the Federal Government, state governments also
provide emergency financial assistance for disaster
recovery and those experiencing financial difficulties.
At present, states generally issue cheques that can be
presented at a bank and immediately exchanged for
cash or deposited in a bank account.
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3 Potential use of prepaid
cards for government payments

The introduction of prepaid cards for certain types of
disbursements offer a number of potential benefits to
both government agencies and payment recipients.
Three key areas where prepaid cards could provide
benefits to government are outlined below.
The extent to which prepaid cards can provide
benefits depend on particular attributes of the card in
use. In particular, the government is likely to require
cards to be universally accepted with minimal fees
charged to uses.

The Victorian Government has recently introduced
the use of prepaid cards for emergency payments.
The value on the card can be preset and cards can be
activated at a central location offsite or on location,
depending on the circumstances. The cards allow
recipients to either withdraw funds from ATMs and
bank branches, or purchase goods and services
in merchant shops up to the value of the card.In
addition to being more convenient for users,
there are several other advantages of replacing
cheques with prepaid cards in emergency situations.

3.1 Time-critical payments
In Australia, payments are generally available
to the recipient one business day after they
are initiated. However if the payment is
initiated after-hours, on a weekend or
public holiday it can be several days until
the payment arrives in the recipient’s bank
account.
Disaster and emergency payments.
While many types of payments are not time critical,
there are some types of government payments, for
example emergency and disasters relief payments,
where delays in receiving the payment can result in
significant hardship. Currently, most of payments
made are cheque payments that need to be taken to
a bank to deposit or cash, while the Commonwealth
has occasionally resorted to using high value real time
gross settlements which is an expensive option that is
not designed for these types of payments.
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Cards are more durable than cheques which can
be particularly important in emergency situations
such as flooding, and they are not susceptible
to fraudulent activities that can occur with cheques,
such as manipulation of the value of the cheque.
Cheques tend to be cashed by recipients, which can
create a substantial increase in the volume of cash
circulating in the community and can lead to increased
crime rates in the aftermath of a disaster.
Prepaid cards can also be stored for future use more
securely than cheques. This is particularly important
for large states like Queensland and Western
Australia, where cards can be stored in cyclone-prone
areas and remotely activated when needed.
There are significantly more security risks involved
with storing blank cheques on site.

3.2 Replacement of cheques
The use of cheques has declined significantly
in recent decades as the take-up of electronic
payment methods has increased, falling from
40% of the number of non-cash payments in
1995 to around 5% in 2011.
Cheques are a relatively high cost payment method,
imposing significant resource costs on the payers,
financial institutions and on recipients in terms of the
time taken to deposit the payment and have it cleared.
In 2007, an RBA study found that the total resource cost
of a cheque payment is $5.21 for a non-point-of-sale
payment – more than twice that of other electronic
payment options – and $7.84 for point-of-sale
payments – nearly three times that of other
payment options.
In addition, the unit cost of issuing a cheque will
continue to increase as cheque use declines and
many of the fixed costs associated with maintaining
the necessary infrastructure remain.
Despite this, government departments are among
the highest users of cheques, particularly for
one-off and irregular payments like Medicare
rebates and some forms of social security payments.
According to a survey by the Australian Payments
Clearing Association (APCA), an industry body with
an interest in payment systems in Australia, the
substantial majority of consumers and businesses
claim to receive funds from the government by
cheque payment (APCA 2011).
The survey also found that governments are eager
to reduce their usage of cheques, recognising that
they are an expensive form of payments. However
cheques have features that have historically not
been replicated by electronic payment methods.
In particular, cheques allow instant face-to-face
exchange of payment – for example in emergency
situations – and can be made when information
about the payee’s bank details is not known or the
payee is unbanked.

Prepaid cards now have the potential to offer a
payment alternative to cheques that can facilitate
instant exchange and allow payment when bank
account details are not known to the payer.
Like cheques, prepaid cards are universally available –
cardholders do not need to have a bank account,
be creditworthy and do not need to be over a
minimum age. Although only a very small proportion
of the Australian population is unbanked compared to
other countries, there are still a number of people that
are temporarily unbanked at any one time and prepaid
cards provide a secure and convenient method of
transferring benefits payments to those people.
There are potential efficiency gains for both the
government and for consumers from switching
from cheques to prepaid cards. The primary benefit
for consumers is the time saving associated with
no longer needing to visit a bank to cash a cheque
and wait for the cheque to clear before funds are
available. Instead, recipients have the advantages
of thenear-universal use of cards, whether making
purchases at retailers, including online retailers,
accessing cash at ATMs or branches, or paying bills.
For governments, a reloadable prepaid card
can minimise administration. Processes can be
streamlined, which is particularly relevant where
recipients receive a number of payments from
different sources. Multiple benefit payments for
one recipient or family can be consolidated onto
one card. Payments can be made on an individual
basis or on a batch file transfer basis to many cards
simultaneously, and can be used by governments
to pay grants, allowances, subsidies and any other
benefits or entitlements, regardless of the location of
the recipient. Prepaid cards are also easier to reissue
than cheques in the event that they are lost or stolen.
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3.3 Restricted-use payments
Both Federal and state governments provide
a number of welfare payments that are intended
to be targeted or restricted to a specific purpose.
Income Management
One of the more significant payments-related
initiatives undertaken by the Federal government is
the Income Management scheme. The scheme,
which is administered by Centrelink, restricts the types
of goods that can be purchased with a portion of
welfare entitlements. Recipients on the program cannot
purchase alcohol, tobacco, pornography or gambling
products or services with income managed money. The
scheme is currently running in metropolitan
Perth and the Kimberley region in Western Australia,
across the Northern Territory and in parts of
Queensland. From July 2012, income management
will also be implemented in Bankstown (NSW),
Logan (Qld), Rockhampton (Qld), Playford (SA)
and Greater Shepparton (VIC).
Income managed funds are accessed through direct
payments to third-party organisations using the
BasicsCard, which operates using existing EFTPOS
facilities at approved stores and businesses.
BasicsCards are currently accepted in around 5,000
businesses Australia-wide, including a number of
major retailers like Coles, Target and K-Mart.
Balances can be checked at purpose-build
BasicsCard Kiosks which have been erected in 11
shopping centres throughout the Northern Territory
and Western Australia, or recipients can opt to have
their balance printed on purchase receipts.
The current scheme is estimated to cost over $4,000
per person per year to administer2.
2

According to the
2011/12 Budget Papers,
the government
will provide $117.5
million over five
years to introduce
Child Protection and
Voluntary Income
Management to five
locations, with a cap of
1,000 people per site.
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Other targeted payments
In addition to the Federal Government initiatives
outlined above, there are several state government
payments also outlined in this report that currently
require reimbursement for out-of-pocket expenses.
Providing the recipient with a prepaid card for approved
expenses has the potential to reduce administration
costs for these expenses. Timing is also important in
the case where recipients incur the expense before
being reimbursed. With a prepaid card, recipients are
not required to spend their own funds and wait to be
reimbursed for out-of-pocket expenses and can instead
make those payments on the card. This also means that
paperwork and administration is reduced with recipients
not having to take a copy of the receipt to the relevant
agency and make a claim and then wait for the funds to
be transferred to their bank account.
Where a prepaid card has been provided for expenses,
there can be instantaneous retrieval of unspent funds.
There is also real-time control of all cards and they can
be activated and deactivated as needed which also
provides increased security.
In addition, the prepaid card option provides easier
auditing with electronic records of purchases made on
the card, ensuring greater accountability on the part
of the recipient. The monitoring of spending patterns
is useful for targeted funding where the payment
is provided for a specific purpose and also where
recipients are being reimbursed for expenses to ensure
that the expenses are legitimate.
In this respect, providing recipients with a prepaid
card allows the government to exercise some control
over the merchant category codes and therefore the
purchases that can be made using funds loaded on
as a benefits payment.
Prepaid cards also offer the potential for the
government to target a range of other payments for
specific uses. For example, emergency grants might
be targeted for specific purposes.

Box1:
Prepaid card use in the United States
The United States has been using general
use prepaid cards as a method for
disbursing funds to individuals and allowing
government agencies to make payment in
the administration of government benefit,
assistance and other miscellaneous programs.
Prepaid government benefits cards have
been established in most states, including for
non-recurring payments such as tax refunds and
emergency assistance for disaster relief.
The cards are used to provide payments such
as Social Security benefits, veterans’ benefits,
disability benefits, pensions, unemployment benefits,
worker’s compensation, emergency disaster relief
and child support disbursements. Other programs
using general-use prepaid cards include Temporary
Assistance for Needy Families; Women, Infants and
Children; and court-ordered payments.
In December 2010, the US Treasury announced that
all disbursements of government benefits would be
through electronic payments – via direct deposit to
a deposit account or a prepaid card account (Federal
Reserve, System 2011). The Treasury also initiated
two pilot programs. The first offers taxpayers
electronic delivery of their federal tax refunds via a
prepaid card; and a companion pilot program was
initiated to encourage current and potential payroll
card users to have their federal tax refunds deposited
directly onto payroll cards.

Across the Federal and state levels,
there were approximately 20 million general
use prepaid cards in 2010 with:
• Transaction volume of 975 million transactions
• Transaction value of US$30.7 billion
• Average value per transaction of US$31.14
(Federal Reserve System 2011).
Disbursing government benefits through
a prepaid card offers a number of benefits
including:
• Reduced administrative expenses: the US Treasury
estimates that it costs an average of US$0.10
for electronic payments including prepaid cards,
compared to US$1 to disburse a cheque
(US Treasury, 2011)
• Easier reconciliation, and increased transparency
and security: transactions on the cards are
recorded and the risk of fraudulently endorsed
cheques is eliminated
• Operational efficiency gains: processing can
be streamlined with the ability to multiple
disbursements onto a single card, and paperwork
is reduced
• Convenience for recipients: recipients withdraw
cash at ATMs, make purchases at retail locations
and online, check balances online or over
the phone and no longer have to wait to
receive cheques
• Recipients can avoid the stigma: sometimes
attached to cashing government-issued
benefits cheques or redeeming vouchers
• Funds are loaded remotely: recipients who are
travelling or have relocated can still receive
on-time payment
• No liability for payments by registered cards
that are lost or stolen.
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4 Quantifying the potential
benefits of prepaid cards

While there are numerous Federal, state and local government
payments where prepaid cards could provide efficiency gains, the
analysis in the following chapter focuses on seven Federal and state
payments where there are clear potential efficiency gains, and where
possible, provides an estimate of the potential magnitude of the
potential gains. The payments considered in this paper are:
• Medicare cash and cheque patient claims
• Emergency and disaster payments
• Other government cheque payments
to consumers
• Centrelink, ATO and state cheque payments
• Income management payments
• Other targeted payments:

Estimates presented show the magnitude of the
potential benefits of introducing prepaid cards.
Where benefits have not been quantified, for
example where there is a reduced likelihood of
fraud and better monitoring of program spending,
these are discussed but not included in the
estimation. To this extent, the estimates are likely to
understate total gains associated with switching to
prepaid card payments.

• Payments to foster parents
• Mobility allowance
• Emergency workers.

The ability to restrict payments for specific uses
also presents the opportunity to government to
restructure a range of social security payments to
better target payments for their particular purpose.
This targeting could lead to markedly less revenue
being required to achieve set policy goals as cost
‘leakages’ are minimised and government can
more efficiently direct funds towards their policy
objectives. These potential benefits are also not
included in the analysis.
On the other hand, the analysis focuses solely on the
potential benefits of prepaid cards, and the upfront
and ongoing relative costs have not been considered.
To assess the net benefits to government of the
greater use of prepaid cards, it is necessary to:
• Approximate the scale of payments using each
payment instrument
• Estimate the potential consumer benefits of
prepaid cards
• Quantify the administrative, policy and program
benefits accruing to government.
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Box 2:
Estimating the time saving
of switching to prepaid cards
The primary benefit for consumers of
switching to prepaid cards is the amount
of time that is saved when receiving a
government payment compared to current
processes. The charges incurred by financial
providers for payment services are not
considered in this analysis.
Estimates in the literature of the relative costs to
consumers of making and receiving payments
depend on the assumptions regarding the time taken
for consumers to process the payment and the value
of the time.
The time associated with receiving a payment
includes not only the time taken by consumers to
process the payment, but also the time taken on
related activities. For example, the time associated
with foster carers claiming certain reimbursements
might include time taken to reconcile bank
statements, travel time to a government shopfront
to present receipts, and where cheque payments
are involved, the time spent travelling to a bank
and depositing a cheque.

Government administrative benefits of switching to
prepaid cards can also be measured using the relative
time saving of administrative processes. The various
time estimates for different payment types are
discussed in the following sections.
The value of the time saved by consumers and
by government also needs to be estimated.
For consumers, some previous studies have valued
time at the average wage rate. However it is generally
considered that consumers value their leisure time
below their wage rate. Most consumers are already
fully employed or receive a salary and could not
practically work an additional hour for pay.
In addition, travel time can be used for other
activities like talking to friends and listening to
music and is therefore not completely wasted.
We follow the methodology adopted by the RBA in
their paper on Payment Costs in Australia and value
an increase in consumer leisure time at half of the
average wage rate of $30 per hour. For time saved
by government as a result of reduced administrative
processes, the time saving is valued at the average
wage rate.

For each of the payment types outlined above, there are potential benefits for consumers and
government from the introduction of prepaid cards. Table 4.1 Outlines the number of payments where
there is a potential benefit from switching to prepaid cards for each payment type, and table 4.2
Provides an estimate of the potential gains for consumers and government associated with shifting to
prepaid cards. The estimates for each payment type are discussed in the following sections.
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Table 4.1: Number of payments where there are potential benefits from prepaid cards
Total payments
Payment type

No. ‘000

Measure

Data source

Cash

26,489

Cash payments

Annual report

Cheque

2,872

Cheque payments

Annual report

Emergency and disaster payments

790*

Total Centrelink emergency
& disaster payments

Annual report

Centrelink

180

Estimated no. cheque payments

APCA (2011)

ATO

1914

No. cheque payments

Annual report

State & territory

4000

No. cheque payments

APCA (2011), estimate

Income management**

773

No. receiving Newstart, YA (other)
& Parenting Payment for > 1 year

Centrelink data, estimate

36
57
320

No. of foster children
No. recipients 2010
Number of volunteers

State websites, estimate
Centrelink data
McLennan (2008)

Medicare patient claims

Government cheque payments

Other targeted payments
Foster parents
Mobility allowance
Emergency volunteers

* Shows total number of AGDRP claims. However only time-critical claims made immediately following a disaster are relevant for this analysis.
**Estimated number of recipients eligible for the program if it is adopted Australia-wide.

Table 4.2: Potential benefits from introducing prepaid cards for selected government payments*
Estimated value of benefits
Payment type

Total

Consumer

Government

$m

$m

$/pay

$m

$/pay

Cash

$167

$100

$4

$67

$2.50

Cheque

$18

$11

$4

$7

$2.50

Emergency & disaster payments

na

na

na

na

na

Centrelink

$2

$1

$8

$1

$5

ATO

$12

$7

$4

$5

$2.50

State & territory

$25

$15

$4

$10

$2.50

Income management

na

na

na

na

na

Foster parents

$10

$5

$130

$5

$130

Mobility allowance

na

na

na

na

na

Emergency volunteers

$4

$2

$8

$2

$8

Total

$240

$142

Medicare patient claims

Government cheque payments

Other targeted payments

* Sub-totals may not add to totals due to rounding.
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$97

Box 3:
Estimating the cost saving of replacing
government-issued cheques
An RBA paper titled ‘Payment Costs in
Australia’ suggests that the average direct
payment cost of a cheque, including the
production, processing, overheads, exceptions,
cost of capital and receipt of deposits is $4.22.
For the purpose of this analysis, costs incurred
by the government when issuing a cheque can
be estimated by the cost of the issuing institution.
Therefore, subtracting the cost of receipting a
cheque deposit of $2.27 per cheque, the direct
cost to government is estimated to be $1.95.

This compares to a resource cost of $0.10 for direct
debit payments (the closest instrument to a prepaid
card that was considered in the RBA analysis)
according to the RBA paper.
Taking into account the additional cost of mailing a
cheque, the cost saving per payment associated with
switching to prepaid cards is estimated to be around
$2.50 per cheque payment.
This figure is broadly consistent with anecdotal
evidence from research and consultations.
The NSW Government reportedly issues around 2.6
million cheques per year at a cost of tens of millions
of dollars (APCA 2011). Discussions with Federal and
state governments suggest that the total resource
costs per cheque issued can be as high as $15 per
cheque when payee details need to be manually
entered. However when payment details are already
in the system, bulk automated cheque issuance costs
less than $1 per cheque.
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4.1 Medicare patient payments

Although there are electronic claiming options available
to patients, around 70% of Medicare patient claims –
representing close to 30 million payments each year
– are still paid in cash at a Medicare office or by cheque
This is costly for the government to administer and
time-consuming for recipients. The high rate of
manual payments is likely to reflect a combination of
factors including public awareness, inertia associated
with providing bank account details and the processing
delay of electronic options currently available.
The introduction of prepaid cards could be used to
replace cash and cheque payments, and facilitate the
shift towards electronic payments. Refunds would be
available immediately on prepaid cards and payments
would not require knowledge of bank account details.
Consumers are currently issued with a Medicare
card and these could be adapted to accept Medicare
refunds and other government payments where
appropriate.
Consumer benefits
The primary benefit for consumers from the
introduction of prepaid cards is the time saving
associated with not having to visit a Medicare office
to collect their cash payment or visit a bank to
deposit their cheque.
According to Medicare, claimants wait an average
of 3.8 minutes in the Medicare office to be served.
This does not include travel time to and from the
Medicare office and time spent with Medicare officer.
Similarly, cashing a cheque generally involves
travel to and from a bank, waiting time and time
with the cashier.
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It is estimated to take an average of 30 minutes
including travel time to receive a cash payment from
a Medicare office or cash a cheque at the bank, and
assumed that consumers make an average of two
claims each time they visit the Medicare office or
present two cheque payments each time they
visit a bank. As discussed in Box 3, the approach
adopted in this analysis is to value an increase in
leisure time at half of the average wage.
Adopting this approach, this implies that replacing
cash and cheque Medicare payments with prepaid
cards could provide benefits to consumers of around
$4 per payment or $111 million in total.Adopting this
approach, this implies that replacing cash and cheque
Medicare payments with prepaid cards could provide
benefits to consumers of around $4 per payment or
$111 million in total.
These estimates only include the time savings, and
do not account for other potential benefits related
to reduced errors and fraudulent activity. However
they also do not account for costs involved in the
introduction of prepaid card functionality.

There are potentially
significant administrative
and compliance benefits
associated with replacing
cash and cheque Medicare
payments with prepaid
card payments

Government benefit
Cash payments involve a lengthy administrative
process, from the distribution of currency to
offices, to the time taken to reconcile doctor receipts,
manually enter the payments into the system and
reconcile daily payments. There are also considerable
costs involved in the provisions of offices, some of
which may not be required if all payments were
electronic. In addition, there is generally a higher risk
of human error associated with manual payments.
As an approximate estimate, it is assumed that prepaid
cards save five minutes in administration time per
cash payment, and if that time saving is valued at the
average hourly wage is worth around $67 million.
A five minute time saving per payment is equivalent
to an average time saving of 1.5 hours per Medicare
employee per working day. Not all employees will
be involved in processing payments, so the implied
time saving would be higher for those employees
who are involved in processing payments. However,
some functions, like the services involved in delivering
money to the offices, are likely to be outsourced and
thus not included in the employee count.
There would also be considerable cost savings
associated with no longer issuing cheques to
patients. As outlined in Box 3, it is estimated that the
government would save around $2.50 per payment
by switching from cheque payments to prepaid
cards. Extrapolating this across all cheques issued
by Medicare to patient claimants, the government
benefits associated with shifting from cheque
payments to prepaid cards would amount to an
estimated $7 million.
These estimates only include the time savings, and
do not account for other potential benefits related
to reduced errors and fraudulent activity. However
they also do not account for costs involved in the
introduction of prepaid card functionality.
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4.2 Emergency payments
As outlined in Section 3.1, there are a range
of potential benefits associated with issuing
prepaid cards in emergency situations.
However, while data is available for the total number
of emergency payments, there is no data available
on the number of emergency and disaster payments
that are administered on the ground. Recipients have
up to six months to make a claim, suggesting that the
number of payments on the ground is likely to be a
relatively small proportion of total payments.
Due to the lack of available data, potential benefits
are discussed qualitatively but are not quantified in
this analysis.
Currently, government payments made on the
ground immediately following an emergency or
disaster are generally issued via cheques that have
been cleared by banks and can be exchanged for
cash or deposited with immediate access to funds.

4.3 Government cheque payments
In addition to Medicare, Centrelink and the
ATO are the primary Federal Government
agencies that issue cheque payments.
According to a report issued by APCA, Centrelink
issues around 1,500 cheques per month, equivalent
to 18,000 cheques per year. In addition, the ATO
issues close to 2 million tax refund cheques each year.
There are also a significant number of cheques
issued by state and territory governments.
Anecdotal evidence suggests that there are around
2.3 million cheque payments issued by the NSW
Government each year, and a further 0.53 million
issued by the South Australian Government.
Extrapolating these results across Australia suggests
that state and territory governments could issue as
many as 8 million cheques each year.
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Alternatively, a prepaid card would allow recipients
to avoid visiting a bank and allow them to withdraw
funds from ATMs or purchase goods and services up
to the value of the card. This is likely to result in time
saving for consumers.
For government, deactivated prepaid cards are safer
to store than blank cheques in areas prone to natural
disasters. They are also more durable than cheques,
and are likely to be less susceptible to fraud, and
provide the option to restrict the types of payments
that can be made.
Prepaid cards have been used successfully in
emergency situations around the world, including
the floods in Pakistan in 2010. In Australia, the
Victorian Government has introduced prepaid cards
for emergency payments, and other government
agencies are in the process of considering their
introduction.

If we assume that half of these cheque payments
are made to consumers, around 4 million cheque
payments could be replaced with prepaid cards.
The benefits accruing to consumers and governments
associated with switching away from cheques
towards prepaid cards are similar to those discussed
in the context of Medicare payments. Consumers
avoid the need to visit a bank branch during opening
hours to access their payment, and the administrative
burden on government would be reduced by moving
to a more cost effective payment mechanism and
streamlining their processes.
It is assumed that the cost to government of
issuing cheques through Centrelink are higher
than other government cheque payments,
reflecting that Centrelink only issues cheques in
unique circumstances which are likely to
involve more manual processing. The calculations
assumed that the cost to government is twice that
of a regular cheque, or $5 per cheque.
This is consistent with discussions with government
agencies, which suggest that the average cost of
issuing a cheque is higher for Centrelink.

4.4 Income management
As outlined in Section 3.3 above,
income management has currently been
implemented in selected NT, WA and
Queensland communities, and there are
plans to roll it out to a further five Local
Government Areas (LGAs) in NSW, SA,
Victoria and Queensland in mid 2012.
While the Federal Government has stated its intention
to continue to extend the program more broadly
across Australia, it is currently a relatively costly
program. According to the 2011/12 Budget Review
the current scheme is estimated to cost $117.5 million
over five years, and with the scheme capped at 1,000
people per location, this equates to over $4,000 per
person per year to establish and administer.
There is no data available to estimate the benefits
of replacing the BasicsCard with prepaid cards.
While there a number of factors to consider before
extending the program nationally, the cost of
administering the program is likely to be a
significant obstacle.

As at mid 2010, there were close to 18,000 people
subject to income management and it is estimated
that an additional 1,000 people will be included in the
scheme from 2012 in each of the five additional LGAs.
Consumer benefits
People on income management under the old
scheme introduced into the NT in 2010 where
offered the option to continue under the new
scheme on a voluntary basis. A payment of $250
was available to those who chose to continue with
voluntary income management and remained on the
program for over six months. Of the 8,000 people
moving off the scheme, more than half (4,597) opted
to continue with voluntary income management and
received the $250 payment.
While commentary of the current program has been
mixed, it is supported by some community leaders
including Cape York Indigenous leader Noel Person
who stated that there were ‘tangible benefits’ from
the system currently in place in Cape York Peninsula.
In addition, evaluation of the WA scheme undertaken
on behalf of the Department of Families, Housing,
Community Services and Indigenous Affairs (FaHCSIA)
suggested that the program has had a positive
effect on the wellbeing of individuals, families and
communities (Table 4.3).

Table 4.3: Evaluation of WA income management measures
Question

% respondents
Voluntary scheme

Mandatory scheme

60%

66 62%2%

IM has made life ‘a lot better’

51%

34%

Have recommended IM to others, or plan to do so.

82%

65%

Able to save money while on IM

80%

70%

Able to save money prior to IM

54%

51%

Reported reduced drinking

na

70%

Reported reduced gambling		

na

62%

Income management (IM) has made life better

Source: Social Policy Research Centre, UNSW
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4.5 Targeted government payments

There are multiple payments made by Federal
and state governments that are targeted
towards specific purposes
For example, parents can be reimbursed for a range
of expenses associated with caring of their foster
child, emergency volunteers can also be repaid for
some volunteer related expenses, and some states
also offer reimbursements to severely disabled people
for taxi rides.
In 2009/10, there were around 36,000 children in
foster care and 320,000 emergency volunteers
across Australia. In most instances, receipts for
foster care or volunteer expenses need to be
presented to state government offices for processing
to receive a payment. The process is time consuming
for carers and volunteers, who need to collect
receipts and visit a government shopfront for
reimbursement out-of-pocket expenses, and costly
to administer for the government.
At the Federal level, the Mobility Allowance paid
to disabled people to cover the cost of transport
while searching for a job. The government
currently offers a set rate to all people who qualify,
presumably because it is too difficult to provide
reimburse recipients for their individual expenses
using the payment mechanisms currently available.
Although there is no data available to estimate
potential benefits, prepaid cards would allow the
government to more efficiently direct funding to
those most in need.
Consumer benefits
For major state government payments, foster parents
and volunteers would not need to collect receipts
and visit a government shopfront for reimbursement
out-of-pocket expenses, and payments would occur
immediately.
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To calculate the associated benefit, we assume
that it takes an average 10 minutes per foster child
per week to organise receipts and submit them for
payment. This is equivalent to eight hours per year,
and represents a time saving valued at $130 per child
or $5 million in total valued at half of average hourly
earnings (see Box 3). There is also some additional
benefit from immediate reimbursement which has
not been taken into account.
For emergency volunteers, it is assumed that
prepaid cards would save half an hour per volunteer
per year on average. It is likely to save more time
for those that submit expenses, but not all
volunteers are eligible to be reimbursed.
Valued at half of the average wage rate, this time
saving represents a gain worth $8 per volunteer
each year, or $2 million in total.
Government benefits
Prepaid cards are easier to administer, significantly
reduce exposure to misreporting, and allow the
government to more closely monitor program
spending. While the latter two benefits not
measured in this report, the administrative benefits
are represented as a reduction in staff time need to
process payments.
For both foster carers and emergency volunteers,
it is assume that government save half as much
time as consumers. This reflects that the volume of
payments received by the government makes them
more efficient at processing payments. However,
because government time savings are valued at the
full average wage rate, the benefits achieved are
equivalent for consumers and government.
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Appendix A:
Government payments

Table A.1: Federal Government payments to citizens
Agency

Payment

Recipient

Current payment method

Regular payments
Centrelink

Family Tax Benefit
Part A

Parent, guardian or an
approved care organisation

Either fortnightly or as a lump sum after the end of the financial year to a bank,
credit union or building society account.

Family Tax Benefit
Part B

Additional assistance to low
income families

Either fortnightly or as a lump sum after the end of the financial year to a bank, credit union or
building society account. Supplement available after the end of the financial year following the
lodgement of tax returns.

Baby Bonus

Families following the birth/
adoption of a child

Paid in 13 fortnightly instalments into a bank, credit union or building society account.

Child Care Benefit

Individual liable for the
payment of child care fees

Paid directly to child care services to reduce the fees charged or as a lump sum payment to parents
after the end of the financial year.

Child Care Rebate

Individual liable for the
payment of child care fees

Paid weekly/fortnightly directly to child care service provider or weekly/fortnightly/quarterly/
annually as a lump sum directly to bank account.

Supplement available after the end of the financial year following the lodgement of tax returns.

Parenting Payment
Age Pension

Paid fortnightly to bank, credit union or building society account.

Bereavement
Allowance
Disability Support
Pension
Mobility Allowance

Paid fortnightly to bank, credit union or building society account; or a lump
sum advance equal to 6 months paid once a year.

Carer Payment/Carer
Allowance
Austudy

Student or full time
apprentice aged 25 and over

ABSTUDY

Indigenous full time
students/apprentices

Pensioner Education
Supplement

Department
of Veterans
Affairs
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Youth Allowance

Full time students/
apprentices aged 16-24 or
job seekers aged under 24

Newstart Allowance

Unemployed persons aged
21 or over

Various pensions, eg,
Disability pension,
Service pension

Paid fortnightly directly into bank, building society or credit union account.

Appendix A:
Government payments

Agency

Payment

Recipient

Current payment method

Irregular payments
Medicare

Medicare rebates

Centrelink

Australian
Government Disaster
Recovery Payment
(AGDRP)

Paid directly into bank account by EFT; cash (at a Medicare office);
cheque (payable to doctor if account not paid)

Natural Disaster
Relief and Recovery
Arrangements
Disaster Income
Recovery Subsidy
Urgent Payment
Drought assistance
Advance payments
Special Benefit
payment
Crisis Payment
Department
of Agriculture,
Fisheries and
Forestry

Exceptional
Circumstances
assistance

Table A.2: Veterans income support
Payment type

Number of recipients

Old age

75,663

Permanently incapacitated under pension age

12,964

Tuberculosis

25

Total veterans

88,652

Partners/widows

78,716

Total service pensioners

167,368

Income support supplement

73,970

Social security age pensioners

4,779

Commonwealth Seniors Health Cardholders

7,014

Net total income support

253,131

Source: DVA Pensioner Summary 2011.
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