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FACT, FICTION, AND AI: MANAGING DELOITTE’S GENERATIVE AI FALLOUT 

Dr Vineeta Dwivedi 

Deloitte Australia faced a communication, reputational, and governance crisis following a 

government review that found fabricated citations and unverifiable references in one of its reports, 

linked to the use of generative AI tools.  The paper explores how even highly experienced 

consultants and elite professional firms can become vulnerable to automation bias, speed 

pressures, and overreliance on machine-generated authority without sufficient verification. The 

discussion raises broader questions about professional writing in the age of AI, the erosion of 

critical scrutiny in knowledge-intensive work, and the risks such failures pose to institutional trust 

and public credibility. It also highlights the importance of credible communication responses in 

restoring confidence after high-profile professional failures. 

Introduction 

In early 2025, Australia’s Department of Employment and Workplace Relations (DEWR) 

commissioned Deloitte Australia to conduct an independent assurance review of its Targeted 

Compliance Framework (TCF),  a program designed to monitor and enforce mutual-obligation 

requirements for welfare recipients. The project’s purpose was to verify whether the TCF’s IT 

systems and decision-making processes were legally compliant, transparent, and fit for purpose. 

The contract, valued at AU$440,000, reflected the government’s trust in Deloitte’s expertise in 

technology and risk assurance. The consultancy’s task was to review system design, compliance 
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alignment, and IT-governance controls. DEWR expected an independent evaluation that would 

stand up to parliamentary and public scrutiny. Deloitte Australia is part of the global network of 

Deloitte Touche Tohmatsu Limited, one of the “Big Four” accounting and consulting firms. With 

over 12,000 professionals, it serves major public and private-sector clients across audit, consulting, 

financial advisory, risk management, and technology. 

In Australia, Deloitte’s advisory practice frequently partners with government departments on 

technology modernisation, cybersecurity, and compliance projects. The firm has positioned itself 

as a key player in public-sector digital transformation and “trusted innovation,” blending data 

analytics, automation, and now generative AI, to accelerate deliverables. 

Department of Employment and Workplace Relations (DEWR)  

DEWR is responsible for shaping policies that improve employment participation, training, and 

fair workplace relations in Australia. The department oversees national programs such as 

Workforce Australia and administers mutual-obligation requirements tied to income-support 

payments. 

Its Targeted Compliance Framework (TCF) governs how job-seekers’ obligations are assessed, 

monitored, and enforced through automated decision-making systems shared with Services 

Australia. 

In 2025, following critical media attention on the TCF’s algorithmic fairness, DEWR launched a 

comprehensive Integrity Assurance Program to evaluate the system’s compliance with legislation 

and ethical standards. 
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The Report and the Errors  

In July 2025, Deloitte submitted its 237-page assurance review to the Department of Employment 

and Workplace Relations. The report1 was comprehensive in scope and technical in detail. It 

mapped the intricate business rules of the Targeted Compliance Framework (TCF) to the 

legislative provisions of the Social Security (Administration) Act 1999, establishing a clear link 

between statutory obligations and the digital logic built into the compliance system. A dedicated 

section presented a risk-assurance matrix that traced how data moved through the system and how 

particular inputs led to automated outcomes, such as payment suspensions or demerit-point 

escalations. The report also offered detailed recommendations to strengthen transparency, improve 

audit trails, and ensure that participants affected by compliance decisions received clearer 

communication. Its extensive bibliography drew on academic studies, judicial precedents, and 

policy papers, giving the report the appearance of rigor and authority expected of a Big Four 

consulting engagement. 

That perception of authority began to unravel only weeks after publication. In August 2025, Dr 

Christopher Rudge, a legal researcher at the University of Sydney, began examining the report in 

detail and quickly identified a pattern of irregularities. Several of the academic citations listed in 

the bibliography could not be found in any known scholarly database. Others appeared to be  

 

 
1 https://www.dewr.gov.au/assuring-integrity-targeted-compliance-framework/resources/targeted-
compliance-framework-assurance-review-final-report  
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fabricated or misattributed, blending fragments of unrelated works. Most strikingly, a passage 

presented as a quotation from a Federal Court judgment could not be traced to any actual decision  

on record. Rudge argued that such anomalies were unlikely to be accidental. Instead, he suggested, 

they were the telltale fingerprints of machine-generated text—what AI researchers call 

“hallucinations,” or confidently produced but inaccurate statements that can mimic authentic 

research. 

“These aren’t mere formatting issues,” Rudge told The Guardian. “They’re artifacts of text 

generation convincing, but false.”2 

His analysis set off a wave of media coverage which framed the episode as a cautionary tale about 

professional accountability in the age of generative AI. Within days, Deloitte found itself facing 

an uncomfortable question: if even one of the world’s largest consulting firms could unknowingly 

submit an AI-flawed report to a government client, how could public trust in expert advice be 

maintained? 

Public Scrutiny and Internal Review  

Once Dr Rudge’s findings appeared online, the story spread rapidly3 through mainstream and 

professional media, all framing the episode as an unsettling glimpse into how easily generative AI  

 
2 https://www.theguardian.com/australia-news/2025/oct/06/deloitte-to-pay-money-back-to-albanese-
government-after-using-ai-in-440000-report  
3 https://fortune.com/2025/10/07/deloitte-ai-australia-government-report-hallucinations-technology-
290000-refund/  
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could undermine professional diligence. Commentators questioned not only the accuracy of the 

report but also Deloitte’s internal controls. In Parliament, a handful of MPs called for clearer 

guidelines on AI use in public-sector contracts. Within days, what had started as a technical 

critique had evolved into a reputational crisis. 

The Department of Employment and Workplace Relations reacted swiftly, requesting clarification 

from Deloitte on how the errors had occurred. Within the firm, the Risk and Reputation Committee 

ordered an urgent internal review. Preliminary findings confirmed that sections of the report, 

including portions of the legal analysis and the descriptive appendices, had been drafted with the 

assistance of Azure OpenAI, Microsoft’s enterprise-hosted version of GPT-4. According to 

internal correspondence later cited in the press, consultants had used the tool to “accelerate drafting 

and synthesis.” While the AI-generated text was meant to serve only as a first draft, reviewers had 

not cross-checked every footnote against primary sources before submission. 

By October 2025, Deloitte had completed its investigation and produced a revised report. The new 

version deleted the fictitious court quotation, corrected or replaced the disputed citations, and 

added a disclosure stating that sections of the document were generated with Azure OpenAI but 

had since been verified by Deloitte professionals. The firm issued a public statement 

acknowledging the mistakes, stressing that the report’s substantive recommendations were 

unaffected. At the same time, it agreed to refund approximately AU $98,000, or roughly twenty 

per cent of the contract value, to DEWR. 
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Although the department accepted the revised report and maintained confidence in its conclusions, 

public reaction was far less forgiving. Editorials described the incident as a “breach of epistemic 

trust,” arguing that if consultants themselves could not distinguish between verified facts and 

algorithmic invention, then the credibility of expert advice in public administration was at risk. 

Industry peers, meanwhile, quietly admitted to using similar AI tools but saw in Deloitte’s ordeal 

a warning about the consequences of disclosure without rigorous oversight. 

For Deloitte’s leadership, the episode raised a series of difficult questions: Should the firm publicly 

embrace AI as an inevitable part of knowledge work or retreat to a stricter, human-verified 

standard? How much transparency was prudent when clients and the media were looking for 

someone to blame? The internal review closed one chapter, but it opened a deeper debate about 

how professional responsibility should evolve when the machine starts to “help” write the truth. 

DEWR’s Position and Integrity Assurance Context  

 

For the Department of Employment and Workplace Relations (DEWR), the controversy 

surrounding the Deloitte report came at an especially sensitive time. The department was already 

under pressure to demonstrate that its Targeted Compliance Framework (TCF), the system 

designed to ensure job-seekers met mutual-obligation requirements in exchange for welfare 

payments, was operating lawfully and fairly. The TCF had faced public criticism for its complexity 

and for relying heavily on algorithmic decision-making. Welfare advocacy groups and some 

members of Parliament had questioned whether the system’s automated compliance processes 

aligned with human rights obligations and the principles of administrative justice. 
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Deloitte’s review had been commissioned to provide precisely the kind of external assurance that 

would quiet these concerns. Its purpose was to test whether the TCF’s data architecture, logic 

flows, and system-generated sanctions complied with the Social Security (Administration) Act 

1999 and relevant policy guidelines. The findings were supposed to guide DEWR in restoring  

public trust. Instead, the revelation that the report itself contained fabricated citations and AI-

generated material created a new layer of embarrassment. 

 

By early October 2025, the department’s leadership, led by Secretary Natalie James, decided to 

address the matter publicly. In a statement titled “Progress under the Targeted Compliance 

Framework Integrity Assurance Program,” issued on the department’s website, she acknowledged 

that the Deloitte report contained incorrect footnotes and references. She confirmed that the firm 

had corrected the errors and agreed to a partial refund. The statement also disclosed that DEWR 

had paused certain automated decision processes under section 42AG of the Social Security 

(Administration) Act, pending further assurance that those systems complied with legislative and 

procedural safeguards. “The Department acknowledges Deloitte’s assurance review contained 

some incorrect footnotes and references, which have been corrected,” James wrote. “The 

Department has agreed to the firm’s proposal to issue a revised report and refund part of the fee.” 

 

While the statement was measured in tone, it reflected the delicate balance DEWR had to maintain: 

distancing itself from Deloitte’s errors while reassuring Parliament and the public that the integrity 

of its compliance systems remained intact. Within the department, the episode prompted renewed 

scrutiny of procurement processes and vendor accountability. Senior officials began debating 
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whether future contracts should explicitly regulate the use of generative AI by external consultants 

— and how to verify such disclosures. 

 

In parliamentary hearings that followed, opposition members questioned why a firm as 

experienced as Deloitte had been entrusted with such a sensitive review and whether DEWR had 

performed sufficient due diligence in overseeing its deliverables. The department’s representatives 

reiterated that the errors had been corrected and that the review’s core recommendations were still 

being implemented, but the damage to public confidence was harder to repair. 

 

For DEWR, the incident became both a cautionary tale and a policy catalyst. The Integrity 

Assurance Program continued, now under heightened scrutiny, with additional layers of 

independent oversight. The department, once seeking to assure the integrity of an automated 

system, now found itself assuring the integrity of the assurance process itself. 

 

Fallout and Public Reaction  

 

The public reaction to Deloitte’s revised report was swift and unforgiving. Newspapers and 

television panels turned the incident into a national debate on the use of artificial intelligence in 

professional and public decision-making. The Guardian called it “a watershed moment for 

accountability in the AI era,” while Fortune described it as “the moment when machine speed 

collided with human responsibility.” 
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Across social media, critics accused Deloitte of prioritising efficiency over diligence. Some 

commentators argued that the firm had effectively “outsourced epistemic responsibility” to a 

predictive model — a charge that struck at the heart of what clients expect from expert advisors.  

 

Political leaders, too, weighed in. Opposition MPs questioned why a global consulting firm could 

hand over a government report riddled with errors, and whether AI-generated content should be 

allowed in taxpayer-funded work at all. 

 

Inside the Australian consulting industry, the event sent shockwaves. Rival firms quietly instructed 

their own teams to review all AI-assisted deliverables, while partners exchanged nervous messages 

about the thin line between innovation and negligence. “Everyone’s experimenting with these  

tools,” admitted one anonymous consultant to the Australian Financial Review, “but no one wants 

to be the first to get caught.”4 

 

For Deloitte, the controversy struck a deeper chord. The firm prided itself on technical excellence, 

yet the episode revealed an internal tension: the drive to integrate cutting-edge tools like generative 

AI was outpacing the systems of verification that ensured traditional consulting rigour. Some 

partners argued that the firm should embrace transparency and use the incident as a springboard 

for global policy leadership on AI governance. Others believed the less said, the better — that 

overexposure could alarm clients and regulators alike. 

 
4 https://www.afr.com/companies/professional-services/deloitte-to-refund-government-after-admitting-ai-
errors-in-440k-report-20251005-p5n05p  
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At the same time, a quiet sense of unease lingered within DEWR. Although the department 

accepted the revised report, its trust in external consultants had been shaken. Journalists began  

 asking if future government contracts would include explicit clauses on AI use and human 

verification, and whether public-sector consulting had become too dependent on automated tools  

 

to meet tight deadlines. The story’s symbolism proved powerful. A report commissioned to verify 

the integrity of an automated system had itself been compromised by automation. As one academic 

observer noted dryly, “The integrity review needed an integrity review.” 

 

The Communication Challenge  

 

By late October 2025, Deloitte Australia’s leadership convened an emergency meeting at its 

Sydney office to decide how to close the crisis and rebuild credibility. The facts were clear: the 

errors had been corrected, the refund paid, and the department retained the firm as a trusted advisor. 

But reputational damage lingered- across government, media, and academia, questions persisted 

about the firm’s judgment, transparency, and professional standards in an era when AI could 

amplify both productivity and error. 

 

As the lead partner on the engagement, you have been asked to recommend Deloitte’s next course 

of action. Should the firm issue a broader public statement that goes beyond damage control to 

position Deloitte as a leader in responsible AI? Should it commission an independent audit of all  
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AI-assisted reports to demonstrate accountability? Should internal policy ban generative tools 

altogether, or formalise them through a transparent, auditable process? 

 

Most crucially, how should Deloitte communicate these decisions to its client, its employees, its 

regulators, and the public? Every choice carries trade-offs: openness could rebuild trust but invite 

further scrutiny; discretion could protect relationships but appear evasive. 

 

The question now facing management is stark: What should Deloitte do and say to restore 

confidence, repair its reputation, and redefine professional integrity in the age of AI? 
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Exhibit 1- Key Timeline 

Date Event 

Jan 2025 DEWR awards Deloitte a contract to review the Targeted Compliance Framework 

(TCF). 

Jul 2025 Deloitte submits 237-page report; DEWR publishes it on its website. 

Aug 

2025 

Dr Christopher Rudge flags fabricated citations and a misquoted court passage. 

Sep 2025 Media reports highlight potential AI involvement in the drafting. 

Oct 2025 Deloitte issues revised report, adds AI disclosure, and refunds ~AU $98,000. 

Oct 2025 DEWR Secretary issues public statement confirming corrections and ongoing 

assurance work. 

 

Exhibit 2- Extract from DEWR Secretary’s Statement (3 October 2025) 

“The Department acknowledges Deloitte’s assurance review contained some incorrect footnotes 

and references, which have been corrected. The Department has agreed to the firm’s proposal to 

issue a revised report and refund part of the fee. Decisions under section 42AG have been paused 

while the Department ensures appropriate legislative and system alignment. The Integrity 

Assurance Program remains underway.”  Natalie James, Secretary, DEWR (Source: DEWR 

official website, 2025) 
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Exhibit 3 - Excerpt from Fortune Magazine (7 October 2025) 

“Deloitte confirmed it used Microsoft’s Azure OpenAI technology to assist in generating draft text 

for a 237-page compliance report delivered to Australia’s employment department. When legal 

researchers uncovered fabricated references, the firm revised the document and refunded nearly 

AU $100,000. The case highlights the risk of ‘hallucinations’ when generative AI is applied in 

high-stakes professional contexts.”  

(Source: Fortune, 7 Oct 2025) 

Exhibit 4- Before and After: Key Revisions in Deloitte’s Report 

Original Revised (Oct 2025) 

Cited Federal Court passage 

(untraceable) 

Quote deleted; footnote replaced with verified legal citation 

12 fabricated or incorrect 

academic references 

Removed or corrected using primary sources 

No AI disclosure Added disclosure: “Sections drafted using Azure OpenAI 

(GPT-4o); findings verified by Deloitte personnel.” 
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