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JOINF _COM(TTER OF PUBLIC ACCODNIS

R. Cleaver, Esquire, M.P, (m)
Senator J.F. Fitzgerald (Vice-Chairman)

Senator J.J. Webstexr: PV, Collaxd, Esquire, M.P,

Senator Dame Ivy Wedgwood 3.F, Cope, Esquire, M.P. (1)
J,D.M. Dobie, Eequire, M.P,
E.M.C. Fox, Bsquire, .P.
G.H, Gray, Esquire, M.P, (2)
E,W. Poterns, Fequire,. M.P,
I.%. Robinson, mqui:m", nr,

The Senate and the House of Representatives appointed their
Members on 22nd February, 1967,

(1) Appointed 23rd August, 1967,
(2) Decemsed 2nd August, 1967,
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DUTIES OF THE COMMITITEE

Section 8 of the Public Accounts Comlttee Act 19511966 reads as
follows 3~

8, The duties of the Commitiee are -

(e) to examine the accounts of the receipts and
expenditure of the Commonwealth and each
statement and repoxt transmitted to the
Houses of Parlisment by the Auditor-~General
in pursuance of sub~section (1‘.) of seotion
fifty-three of the Audit Aot 1901-1950;

(b) to report to both Houses of the Parliament,
with such comment as it thinks fit; any
itens or matters in those accounts,
statements and reports, or any circumstances
connected with them, to which the Committee
is of the opinion that the attention of the
Parliament should be directed;

(o) to xeport to both Houses of the Parliament
any alteration which the Committee thinks
desirable in the foxm of the public accounts
or in the method of keeping them, or in the
mode of receipt, control, iseue or payment of
public moneys; and

(a) to inquire into any question in connexion
with the public accounts vhich is referred to
it by either House of the Parliament, and to
report to that House upon that question,

and include such other duties as are assigned to the Committee
by Joint Standing Orders approved by both Houses of the
Parlisment,
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JOINT COMMTTTER OF PUBLIC ACCOUNTS

NINETY. EIGHTH  REpORT
v OF THE AUDITOR -
FI}MNGIAI: YEAR - 1066 . 67
CHAPTER

The first duty of Your Committce as set -dowm in Soction
8 of the Public Accounts Committoe Act 1951-1966 is

"(a) %o exemino the accounts of the xocoipts ond
oxponditure of the C 2elth ond anch stab
mont and report tronsmitted to the Houses of
the Perlioment by the Auditor-Gonorsl in puns-
uaence of Sub-section (1) of eoction fifty~thros
of the Audit Act 19011950, *

The socond duty of Your Committeo i 3

(1) +to xeport to both Houses,of Pexlicmont with such
commont os it thinks fit, ony itoms or mottors
in thosc coocounts, stetoments end reports, ox
ony oircumstencos: connoctod with them, to which
tho Committoo i of the opinion thot the attont-
dion of the Perlicmont should bo directed. ™

2, The Repoxt of the Auditor-Gonarol for 1966-6T wos pres-
onted to the Porlicmont on 17th Aupust, 1967.

3. On 24th August, 1967, Your Committee disoussed. with the

Auditor-Gonoral, sovorcl itoms on which ho hed. commented in
his Roport., Written stotements wore then obtoined from
depertmonts ond after o selection hed beon moede, the matiers:
reforred to in Chopters 2 to 10 inclusive wore mede the sube
Joot of detnired exominaiion by Your Coamittee.

7.

“
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4. The Xtoms soclocted for doteiled oxeminntion were medo the
subjoct of o Public Inquiry hold ot Porlizment House, Conborre on:

Tuosdey, 37d Oclober, 1967
Fridoy,  6th. October, 1967

Tuosdey, 17th October, 1967
Tuosdoy, 24th October, 1967
Tuosday; 31st Octobor, 1967

5 The following witnesses were sworn ot the Public Inguiry
and weroe cxemined by Your Committoo:
Attomnoy- Gonorelts Doporiment
¥r., J. D. Dovios - Superintondent of the Commonwenlth
Police end Officor-in-Cherge of the
Mew Scuth Voles Commonweolth Police
Force District.
Ur. Re Phillips - Diractor, liznegoment. Soxvices Brench.

Dopertmont of Customs & Ixcise

Mee J. B Velsh - Asgistont Compiroller-General,
Moncgoment Soxvicos.

Dopertmont of B:tornol Affoirs

Mr. K, G+ Drennen - Senior Assistont Secrotery, Menagement
Soxvices Bronch.

Departmont_of Netionol Dovolopment

Mr. A. BEo Crebbin ~ Director, Nonegoment Services Branch.
Hr. Ve Murphy - Finance Officox.

Deportment of the Newvy

Mr. . T. Hylond -~ Pirst Assistont Seorctoxy, Pinonee ond
Kotoricl.
Mr. Je To llcEntoe - First Assistont Sceretery, Contxollex of

Supplye.
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Postmagtor-Gonoral!y Povortmant

Mr. K. Ji Dougles = Doputy Suporintonding Enginesr,
Country Brench, Fow South Veles
Engineoring Division.

Wr. E. V. Boston. - Senior Assistont DircotoreGeneral,
Finence and Accounting Bronch.

Mz, B.. S, Clorke < First Assistont Soéretoxy, Shipe
: building Division.

¥r., W. G, Dougles. ~ Regioncl Controllor, Cmecnslond.

Mr. T, Norris - Apgistont Seorettxy, Trchsport

Breach.

Mg, J. H. Dolphin ~ Aggistent Seérotory, Rescarch and.
Developmonte

Mr, D, J, 0'Connox - First Assistont Secrotocy,
Finonce ond Menegement Soxrvides.

Department of Torritories
Mz, L. W, Temby ~ Officer-in-Chorge, Finance Bronch..

Deportment of the Treasury

¥r. 4. Forner ‘ ~ Senior Finance Officer, lechanigal
Acoounting, Monegement. Division,.
Budgoet end Accounting Branch,
Mr. A, Horris - Pirpt Assistont Seoretery, Budgot -
and Accounting Brench.

Doportmont of Vorks

Mr.. Ao H. Dont. ~ Assistont Director-Genorcl,
Communi.cotions.
‘Mxe D, O, Maller - Arec Mancger, Victorin.



6,  During its Inquiry Your Oommittee was oswisted by the
followihg Obsexvers s

Audit Office ~ Mr, V. 0, Soott

Public Servide Boord « Mr, G. N, Vonthoff

Doportment of the Mre G 7, Bolfour
Troasury - Mxe Y. G Cowle
e, J, Hunter

Mr, A, J. Pond
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ACCOUNPING ARRANGRVRNTS - NORTH AMERICA

7 In Poregreph 283 of his Report, the Auditor-Genersl
included the following comment &

" Audit oxeminetions by the steff of my Office in New York
reverlod unsobisfoctory aspects of ecoounting end numorous
overpaymonts due lorgoly o incdequete intornel check or to
dofocts and errors in the doguments cuthorising the bogis of
poyment. Most of the overpoynmonts hove been p.dj_ustod' or werc
in the procoss of rocovery vhen this Rpport wes preporod.

In reply to representctions by my 0ffico, the Dopartment of
the Trecsury steted thet it is concorned to onsure o sotis-
fectory stondord of cccounting in the New York office ond
advised of coxrective mecsures being tclon, including the use
of eutometion in importent creos of work o secure improvements
in accounting control end recording gonerclly. Trecsury also
referred in its reply to difficultios of obtaining cnd roteining
suiteble locolly-ongeged stoff ond steted thet it will congidoexr
further means by which a sctisfactory standexd of ncoounting oen
be consistently cchieved.

The Public So:.:vico Boord, to vhom the mettors were clso
reforred by my Office, in viow 61’ its rosponsibilities for
steffing ond conditions of sorvico, zdvised thet it hed recently
approved o strengbhening of stoff ond the fommetion of o
porsomnol section in Now York, "

‘a) The Sub-Troesw Now York

8 \fe were informed by the Deportment of  the Trecsury thet
this Sub-Trecsury hed been esteblished in Mgy, 1957. It is Eﬁ!i'l.bi.t /'
ponsible for the dnot of o1l C elth eecounting & Q‘S! 6101
cotivities in North Amorice (tho United Stotos of Amorice, 201613 &
81,

Conede and Mexico). These cetivitios currently ombroce @
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the payment of sclory, trovelling allowence cnd
othor porsoncl ontitlemonts to Austrnlic~bnsed ond
locelly-cngeged stoffs

the poymont of gonerel expense accounts for. o1l
Commonvioelth diplemetic, consuler end Trode missions
end othor Governmont activitics in Noxth Amorice;

the poymont of ccocounts for supplics for vhich orders
heve been pleced by the Procurement Section of the
Consulate-Gonercl in lfow Yorks.,

the peyment. of superenmiction, DefonceFerces Rotiroment
Benefits ond Repctriction pensions to ponsionors
rogident. in North Amorices

bringing to ccoount rovenue end other motters due to
the Commonweclth cnd xoceived in North Americcs

bringing to nccount the procseds of loon reisings in
North Amoxice end sorvicing end meintcining loen
records, ond

perating o benk t on bohelf of the Austrclion
Netionel Airlines Commission.

The Sub~-Treassuxy in New York was said to be different frem

othexr oversccs offices. in rolation to locn reisings which cre Q.611

rether peculicr to New York whilst. the procurcment. function

%o 615

is vory much more important in Now York ond London then in

Genevsa.

In torms of steff employed. the Now York office would

heve o stotus aimilor to thet of the London office and would
be substenticlly lerger then the 9££ice in -Goneve.
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10 Ve wore informed thet the Officemin-Chorge of the

Sub-Trocsury carries tho clessificotion end title of Chief

Fincnoe Officor (Cliss10.) cnd is o senior officer experienced

in Sub-Trocsury ond Central Trocsury work, His tomm of eppoint-

ment is for three yev.rs' following which he is returned to

Austrelio end replaced by on officer of similor o-lassification.

Ho im cesisted by two Austrolio~based Trecsury officors, one Exhibit
of whon coxrios the olessification of Finonce Officer (Cless: 7) L 19“'91/
ond the second, tho. Coxtifying Officer, that of Finence Officer,

(Cless 6), The remcinder of the Steff, vhich ct the time of

our inquiry comprised 28 positiors, are locally ongeged employees
recruited by the Consulote-General for service in the Sube

Trecsury.

11 The Chief Fincnoe Officer is subject to the genercl
cuthority of the Consul-Generzl, New York end is responsible for
keeping him. informed on mettors of policy end of importent
developmonts or trends in work os defined in directions given
by the Prime Minister in 1950 following e review of overseas
posts by o Commissioncr of the Public Sexvice Boord. These
- directlons governod the conduct of oversecs officers in general :
in order to impose & discipline on various Govermment officexrs m’g& 1 /
ot @ particuler location and in gensral to esteblish the
position of the senior officer of the Post. It wos seid.
that New York hos o het peculior o 3 % in thet
it is not the notionel ocpitel. of the United States of
America. The Austrelien Ambassedor in Weshington is hecd of
the VWeshington Post but the Consul-Gonexel, New York, fulfils
the head of the Post position in New York. The Sub-Trecsury
is ponsible to the T ry, howover, for the proper

ond Q.61

porformence of its cccounting functions.

12 In regard to tho roletionship between the: Sub-Trecsury
ond the procurement section of the Consulcte-Genercl we were
informed thet requoste for supplies. orisincted by Deportments
.in Austrelic end ovorsees cre declt with by the Proourement
Section ond o Controct Boord comprising the Consul (Cheirmen),
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the Chief Finence Officer of the Sub-Trecsury end the Chief

of the Procurement Section. After Comtract Booxd epprovel Exhibit

hes been obtuined, formel combract docunents ore drosm up end ) 19“"7/
e copy of each is possed to the Sub-Treosury. Invoices for

supplies delivered to shipping ngents are received in the

Procurement Sestion, certificd correct in accordence with the

contrect and passed to the Sub-Trecsury for ypoyment. The Sube

Trensury machine chocks ench invoice' cnd enters it on the

relevent contract éard bofore prepering o psyment voucher for

exominetion, certificction and poyment.

13, The reletionship bet the Sub-T: xy, New York, and
other missions in Noxth America wes steted. in the Department!s
submission. Commonweclth diplometic, consuler cnd Trade missions.
located in cities othor then New York operete on & bank account
finenced on an imprest besis by the Sub-Trecsury, The Sub-Treasury
poys all salery ond other pewsonal entitlements direot from

Few York as well cs acobunts for stending oommitments such as
rent and other items of 2 lorge cmount. Missions are gble to
pay voarious urgent loozl. poyments such os petty cash expenditure
from the Imprest Acoounts provided. thet proper outhority exists
for the expenditure and thet funds cre eveilecble, The procedw-

ure for recoupment of the Imprest Accounts is for weekly: b 19’%2—6
cleims, supported by cush sheats, eipenditure vouchers and ’ Q8,617
duplicate receipts to be forworded to the Sub-Trensury which, 630 cnd,

upon exeminction of the documents, certifies ond amthorises gmﬂ“

reimbursement of the Imprest Account. e vwere further advised 1967/7
thet for some timo the. Depexrtment of the Trecsury hog been

onxious to reduce the substontiel amount of cosh held by some o
Imprest Acoount Posts in North Americo, by restricting the

use of the advences to meet urgent loccl claims only. Hdwever,
subgtontial reduction wes not possible priorr to the installct-

ion of the N.C.R. 500 compuber, ca spere chegue writing cgpr.cj.ty

wes not eveileble on tho accounting equipment. in the Sub-

Trecsury. Thoreforc, Imprest Account Posts generclly peid 2ll

cocounts from their cdvences, oxoept those for' sclaries,.
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leoal and iravelling allewances and ethers teo large for their

oash xesources. With the inoreased cheque writing capedity

previded by the new equipment, the classes ef acceunts were

dozired which were to flew through the imprest. advances. A

liating of the following olasses waz advised te the Sub-Xressury
. om 5th Octeber, 1967 ¢ ’

(1)  Advances for travellings

(2)  Befubursement of postage sdvinces including replenish-
ment of postege metéra; . -

(3)°  Reimbursement of petiy:cash advances;

(4)  Acoounts whexze loss of discownt would eccur if the
vouchers were gent to the Su'b-'l'reu.m:v;‘ for payments

(5)  Meal allowances to officers required o werk over-
time;

(6)  Contributions to Group Medical Insurance Schemes on
‘behalf of locally engaged staff;

(7)  Reimbursement of demestic servants' wages; and

(8) Other classes of accounts as determined from time te
time by the Chief Finonce Officex, New York,

14 The current level of each North American imprest advance and the
expected level after restrictiors are imposed are shown in Tadle Ne 1.

Tgble No, 1

t of the Treasury t North Anerica

Current and % cted Levels of lmpres’ lvances

TImprest Post | Unit Current Lovel. |Expected Level
Washington - §$v.s, 100,000 9,000
Sen Fransisce | $ U.5. ‘ 7,000- . 2,000
Lo Angeles | $U.s. 2,500 300
1 Ottawa  § Can. 12,000 " 1,000
' Vancouver $ Can. 1,250 450
| Montresl " $ Con. : 1,500 700
 Montreal (Expo) | $Can. : 1,000 1,000
Mexico E XN i 14,000 114,000

Source:  Departmont of the Treasury.
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15 In beth instances the level was determined by approximation ef
the groes.expenditure covering a period of three wseks, It was
said that where an Tuprest Post finds it necessary to wakes an

t Jooal payment in ex of its ad P d are
sufficiently flexidle to allow a temporary increass in the
advance to be arranged quickly by the Sub-Treasury.
16. We were informed that the Chief Finance Officer, New Yerk,
hes been appointed by the Treasurer to be Chief Accounting Officex
fox the Treasuty in North America and the scope of his respone
sibilities are gs follows

{1) AlL Tressury eccounting in North America

(2) To bring to final account in the Treasury ledgers all
expenditure and receipts in North Amerioa including
transactions through Imprest Accounts.

(3) The reimbursement and remittance of funds to Imprest
Accounts.

(4) To address queries 40 any accounting officer in North
America in relation to financial transactions. handled
by that. officer,

(5). To receive and take action on requests for the receipt

’ or payment of public moneys.

(6) Domestic matters affecting the Department of the
Treasury in North America.

17 It was stated that this broad responsibility over all accounting

operations ensbles the Chief Finance Officer %o oversight the

transections recorded thwough the imprest accounts and to give

Qdirections on accounting matters to departmental officers, It

wes claimed that advice on a wide range of accounbing problems Q'loégl-

is oontimally sought from the Sub-Tressury by officers controlling

the imprest benk accounts. The Chief Finance Officer also exercises

delegations under the Audit Aot 1901-1966, Treasury Regwlations and

Tressury (Overseas Accounts) Directions.

)



15

18 In regard to the reletionship between the Austrolion

Nctional Adrdines Commission and the Sub-Trecsury, we were '

informed thet, on its inception, the Commission opened s bonk

cocount in New York dnd appointod members of the Sub-Trecsury

stoff to opercte on it. Choques cre drawm. by the Sub.Trensury’

on the sccount following the reosipt of certifisd: expenditure vewchers
from the Comission's reprosentetive in Colifornic for

equipment purchesed: In cddition, by orrengement with the

Cotmission, cheques exe drewn ;m thé cocount for the peyment:

of gelories end personcl entitlements of the Commission’s

personol "in the United Stetoes of Americe on the certification Exhibit
of vouchers from the Sub-Trecsurys The Cliof Fincnce Officer ﬁ 1966267
accounts direct to the Commission, Melbourne, for the trong- Q.635-637
ections’ egeinst the Commission's benlk cocount which are. also

subjeot to exeminetion by the Chief Auditor, New York, This

b wes' chonged rocently to provide that the Commiss—

ion should poy o fee for the service provided by the Sube
Treasury. Ve vere informed thet vhilst trenscctions: ere

eonducted frequently for Commonweclth Authoritics, it is not
-usuel to heve stonding crrengements of the type involved with

the Australien Netionwdl Adrlines Commiseion.

19 In regord to' the Teletionships betveen departments
looaoted in fustroiie and the. Sub-Trecsury, Now York, we were
informed thet deportments wmoy incur lisbilities in North
Imerice by @ :

(¢H] eppointing fustrelio~besed steff to positions
orected with the cpprovel of the Public Service:
Boerd;

(2). reoruibing steff in North Amepice to. £ill positions
opproved by the Public Service Bopud, nhd:

(3) ragquesting the purchose of supplies or poyment
of moneys. in cccordonce with procédures defined
in T ry (Ove A ts) Dixection No.ll,.
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That Direotion provides thot a roguest from o depertment

to on oversecs office for the poyment of moneys shell be in a
certein form end shell sh#W certein information such es. the
heod of expenditure to be charged cnd to whom the peid account
ig to be forwerded ofter payment.

a5k
Q639

20 Vith the. ption of vouch d and. certified

by officers ot the Imprest Posts and those prepared ond oert-

ified by the Senior Trade Cormissioner, New York and, until

recently, the Director, News & Information Buresu, expenditure

lvouohers exe excmined and certified in the Sub-Treasury before

being cuthorised for poyment against funds mede availcble by m‘% 1
depertmentol quthorising, officers in Austreliz, 4t the end & ateb3g
of each month, schedules, listing the tronsections and and 640
supported by copies of relevont expenditure: vouchers are

despatched by cir meil from the oversecs acoounting office to

the Hecd Offices of the deportmonts concerned in Austrelia.

Deteils of monthly tronsactions. against all itemas of expenditure

are transmifcted by ocble to the Central Treasury, Cenberrze, for
incorperation in the Centrol Treasury ledgers..

(o) The Auditor-Gonercl's Obgervctions end Subsequent Action

21 The Depertument of the Treesury informed us thet the
Auditor-Genernl's comments were gpparently based on a report
' from the Chief Auditor, New York, which hcod been forwerded to
the Treosury in November, 1966, Some portions of the Report
puch cs those reloting to personnel records end edministretion
wera not of direct concern to the Sub-Treesury operctions end
were pursued by the Deporitment of Externsl Affeirs. Vithin
the aren of Treasury responsibility, however, the Report had
referred to & number of over-peyments some of vhich were the

responsibility of the Sub-Trecsury snd others hed dbeen
iniatiatedhy on incorrect document submitted to the fub-

Treosury by the cuthorised deportmentel officexr, Other AR A
moattoxs included the- deteiled $rcnsactions for losn sccounting ‘Q"n.641,‘
end detoiled questions of internol check as bebveen “the 642 & 647

Sub-Treesury cnd depertmental officers end reluting wholly,
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in pome: cases to the mommex in which Sertain tranwactiens weve
ded within dep fmental offices., The moin concern of.
Trecsury, however, wos the rumber and frequency of similer
errors thet ocourved. rether thon the smounts involved s the
frequent. reretition of error showed ‘: that o problem
existed in the Sub-Treasury. Treasury investigations
indicoted thot' some of the mattexs refexred {o in the Chief
Anditor's repexrt, including mumorous' overpeyments hod,alreody
been resolved, some were iundergoing corxective action, vhilst
the aolution to othermlepended on the instcllation of modern
sccounting mechine equi;ment(e.nd‘ revised opercbing procedures
t0 be introduced letex in 1567, ’

22 It wos stoted thot following receipt of the Chief
Muditor's roport, comments were sought from the Sub-Trecsury

on 29th November, 1966 and & full report obteined on 3lst

March, 1967, A reply wes forverdéd fo the Audit Office on  12th
July, 1967 indiontihg Préesury's concern thet & sctisfootory
standerd of accounting should bé meinteined consistently by

the Sub-Tressury. On the some date the First Assistant
Secretary of the Budget & Acoounting Bronch of Tressury wrote
personally to the Chief Finance Officer of the Sub-Treasury,

_i_iew York, expressing his onxiety thet the steffing problem,
which had been referred to in the rep@‘t .Q.‘r,om the Sub- AGRB%%%’;Z? /1
Troagury, should not be regerded as being unsodvable and requestine Q.651
that he ond his two Austrelie~besed subordinctes. exercise cloger
supervision over the local s:tnﬂ‘ and indicating thet he should
re~exocmine his staffing requirements generclly, The Chief
Finonce Officex's roply wes reosived on 22nd August, 1967,
shortly after the publioation of the Auditor-Gonercl!s Reports
end it indicated & need to strengthen further the Ausiralic-
based and locelly engaged staff by nine positions at ledst. helf
of which could be atiributed to 3i:owth in the procuxement

. ao_fivitiqs in New York cnd were related to o simultcneous
request for odditionel positions in the procurement section

fe

i,
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os it wos recognised thot if thet section wes strengthened to
encble it to dezl with its work more expeditiously, this could
hove en immediate effect on the requirements of the Sub-Trocsury.
The remeining f{ive positions were related to edditional work
loods which vere alrecdy obvious to tho Chief Finance Officer.
Action ves taken immedistely by the Department of External
Afeiys, the 'Depm'tment of the Trecsury cnd the Publio. Service

Boerd, for, four additionsl positions being approved on. that date

(22n0, August 1967)‘ &5 on interim measure pending srranzements
for on early inspection of the Sub-Treasury.

23 ”I.‘he Deportment of the Trecsury informed us. thet. the
overpsyments reported by the Auditor-Generel rolated to the
period July 1955 to July 1966, A totcl of 140 overppyments
wos reported comprising 62 to Commonwealth employees, 56 to
suppliers cnd 2 to the Govermnment of the United States of
America. Included in these were 13 Wemwments in respect of
vouchers certified by o representotive of the Austrelicn
Netional Airlines Commission end peid by the Sub<Freasury.
The totel overpcyments reported hy fudit, emounted to $6,16)
(United Stetes cnd Canadian) of which $1,653 wes cttributchle
‘o Sub-Pregsury erxors. Of the totolrell except 20 amounbs
totalling $206 hed been recovered by 24th October, 1967. The
yumber of expenditure wouchers passed for peyment during 1965
66 wos 28,847. It was soid that not oll of the overpoyments
oould be abtributed to foulty exemination on the port of the
Sub-Treasury s some hed resulted from incorrect poy veriotion
advices prepared by deparimental officers. Many of the exrors
vhich gave .risa o overpeyment in this work crec were
attributed by the Audit office to the faully keeping of leave
records of thae. employees d, to an insdequete cheok
betmeen pe: 1 dg: end obtend ds of officers

to gee vhether they were aotually on duty and entitled %o

poy, inacouracies in leave records ond incorreot celeulebions
mode for varioys entitlements of the officers to ellowances,.
and in general, verious deficiencies in persomnnel wenegemente

AT

Q'a; 662,
667,668
1 669
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The w.i.tn‘pu expraesged tha‘lhope that th; eltnblilmnt_.‘o!‘ n..
personnel section in North Americe ond the n_pimintment of a
persommel officer es fxom July 1968 with duties over this cres
will lead to ¢ vory distinet improvement in personnel woxk,.

24 In hig report the Auditor-Gensral referred to inadeqe
uate intermal check os a fector. censing unsctisfactory sspects
of accounting end ntimerous. -overpayments. The Depcriment stoted
that the system of inteimal checl im operstion in the Sub-
Treasury, New York, is based on that wh:l.ch“applies in the Sub-
Tresmuries in Austrolin, i.e. expenditure vouchexs cre prepared
by one. Officer tnd checkod in detedl by ‘2 sécond Officexr before
being pessed to a Cextifyins Officer vho applies such further
chocks 28 he decms necéssory beforo certifying the corvectness
of the voucher in accordence with Sestion 34 (3) of the Audit
Act. This. procedure hes not been opplied to expenditure
vouchers initiated by the Tréde -Commissionsrt's Office, New York,
and until recently, the News & Infirmation Bureeu, New York,
which are ‘certified before being forwarded to the Sub-Treasury
for payment action. Following the comment in the Chief Auditorts
report of Novembor 1966 the eppointment of the Director of the
News & Information Duremn as o Cextifying Ofi‘i:cer was. cchcelled
on 3lst August 1967, andve were informed that it is the
intention thet the sppointment of the Senior Trade Commissionex
be also cancelled. It was expleined that there has been &
degree of independence of these deperitmentel units in North
America. The Trecsvry is in the process, however, of bringing
then within the generel framework of prescribed procedures.

25 The Departmentel submission stoted that both the
Audit Office exd the Tremsuxy cre disturbed by the frequency
of olericel ond .erithmeticnl errors, movy inconsequentisl

in themselves, but suffioiently frequent in number to indicote
wecknesses in the stenderd of clexicol ‘work. The Afficwilty
of steffing the Sub-Treasury with experienced l00all¥engeged
staff wos mnid to have been long recognised. Unlike the
situstion in London vhere there is o stcble locolly engeged
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staff on o coreer basis, o staff of locally engeged officeirs

.~ hes not been engeged in Now York. It wos seid thot United
States citizens cve seemingly not attrected to the employmont
prospecis offered by the Austroliem Consulote-Generol s o
carcex but the alternctive,of steffing the office even peri-
ially with Austrelie~based, trained, accounting staff would be
very costly. Ag an example it wes said that the cost of wain~
teining & Clerk, Cless 4, & greding net in Sub-T: ies
in Austrelic, would approximete A 18,000 per cnmum in New York,
compored with & sclary of §A 4,485 in Australin. Nevertheless
the Austrelio-bosed supervisory staff was increcsed from two
t0 three in August 1966 to help overcome this problem. Prior
4o this increcse, the totel stoff at tho Post hed been
adjusted last in 1964.

2% le were informed thet the calibre of stoff recxuited

into locelly engoged positions. is, with few exceptions, not hl_gh.
Applicents for these positions are usually of netienelities

thet cre prohibited from worlking in the United Stetos of Americe

except with foreign Governments end fend $o be moinly trensient
Austreliens, end also New Zealenders, Cancdians ox othex British
Netionels, Steff turnover emounts to about. 100 per cent per

exmum beceuse meny who aocept employment do so only es & temp~ Exhibit
orary measure before moving to other locetions. The mejoxity m%%&[/ 7
of epplicents for employment cre fomales many of whom have 653 &.655
hed little or no contect with eny form of cccounting. Conseguently

a grect decl of effort is expended by the supervisory officers

of the Sub-Treasury in elementexy training vhich is frequently

wasted because staff leave ot short notice. Although preference

is given to cpplicents with cppropriote ¢uelificotions and

experience it %was x.w.id‘ to be uncommon for persons with qualific-

ations for entry to the Third Divigion of the Commonweclth

Public Sexrvice to seck employment with the Commonwoclth in New

Yorlk, It was claimed thet these continuing staff problems

plece /ﬁ'eavy burden of wesponsibility on the threo Australia-

hesed officers end e few senior locnlly engeged employces.
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27 The Public Service Board Observer, Ur, Vnnthoff', con-
firmed that the Mow York Post has proved to be one where the
difficulties of syaffing hove been sdrious in recent yeers.

He indicated that, in steffing Oversees Posts the Boerd adopts
the principle that sclery clessificotions should be bosed on
the salary etiuctureé of the Civil Service in the country
concorned. Other conditions of e]nployment, howover, zre more
closely welated to those obteining in the Commonweclth Public
Service os these conlditions ore generclly foumd te te nore
favourchble to the employee then like conditions in the Civil
Service of hin om. country. ‘here Austrelion omployment
conditions £all behind thoge of the Civil Service of the
country concerned it is the practice to match the higher level
of conditions. On the question of whethexr Amoricons conld be
eppeinted to the New York Post with the promotion prospect

of employment leter in Australic, Mr, Vanthoff informed us that
problems crise of Americens being cble to sctisfy the normal
tests for permenent appointment..

2 The Deportmentel submission stoted that before the
presentction of the Auditor-Genernl's Report agreement had
been regched with the Public Servicé Board for o joint exem-
inection, at & senior level, of the procedures, orgenisction
and functions of” the Proourement Section with o view to zaising
the level of efficiency to enable the very hecvy and increcsing
work loads arising from the defence purchesing progremmes

to be more effectively dealt with. In view of the recommende
ations received fxom the Sub-Trecsury in August 1967, for a
substenticl increcse in steff it ves decided that the. scope

of the inspection should be increased to include the
orgenisabion ond staffing of the Sub-Trecsury ond t0 recommend
long-term solutions to existing problems..

29 In regord to,the coquisition ond instollotion of new
accounting cquipment, we were informed thot the indative
for the acquisition of new fucilities, in both New York
end London, come from the Centrol Treasury in Cenberra sbout

s, 675
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three years priox to our inquiry, i.c. late in 1964; During
1965 the Tressury recognised the need to replace the ogeing
ecocounting mochines in the Sub-Treasury, New Yorkyto autom-
at grector arecs of the work, which was growing significantly
in volume, and to improve the standoxd of informetion, ‘ 683-688
eveileble to Commonweclth Offices in Americe end Depariments
in Austrelic ond the Trersury. Affer an exepinntion
had been mede of the types of equipment cvailable & visible
racord computer, narketed by the Netioncl Cesh Register
Compeny of Doybon, Ohio, was selected late in 1966, installed
in August 1967, ond became operctionz) in Octobor, 1967. It
wos claimed thet this mochine will improve the stendard of
work in the funds céntrol ledger keeping, poyroll and report-
ing operations of the Sub-Treasury, In porticular, it is
expocted that more complete record keeping will be echieved,
informetion will be tronsmitted back to the departments in
Austrclie in ¢ more complete form ond in o more expeditious
woy thus encbling thom to maintein o more, offective control
- over their overseas cccounting opexations, and & bettexr
service will be provided for Australian activities in North
Americe. Ve were informed thel new proceduxcs to be
instituted following the installetion of the new mechine
will clso improve the informeotion provided to deportments
including projressive information concerning the allocetion
of funds end expenditure egeinst oppropriation during the
yeox.

30 It wes stoted thet operctors of the equipment

oen be fully treined by the Company concermed over o period
of approximotely three months cnd that. the requisite treining
had commenced in July, 1967.

3 Concexning the deloy thot ooourred in the ooguisition

of th.j.s equipnent, the witness steted that the Precsury

wos avere that the mere replacement of old machines by

equivelent types would not enoble improvements +o be

achieved in the accounting sexvices. ‘fhen the ‘conclusion

wos recched thot replacement of the equipment wes necessory Q.690
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there wes a & in equipment supply end sone time elapsed
beforc the types of equipment availsble thet would moet the
real needs of the situction could be identified, in these.
ciroumstences, it wes not prectical to purchase equipment
of the desired type until Septembor 1966, cfter which an
order was placed quickly.

32 In view of the problems- of steffing referred to in
evidence we questioned the desirebility of re-locoting the
Sub-Trecsury in Veslington. Ve were informed thet both the
Procurement Saction ond the Accounting Sectim ere loccted
in New York because they have been loceted there for meny

yeers. If it were to be concluded at ony stage thet the

Procurement Section would be more approprictely loceted in

Teshington, theTreasuxy would feel thet the Sub-Txeesury should

follow it. to Vashington. The question of locotion was paid
t0 be wnder considexction by the officers. conceimed in the
investigetion in North Americo and if they come to the conw
clusion that location in Veshington would be preferchble from
the viewpoint of the Austrelian Government it would be
competont for them: to meke such a recommendotion, The
Public Service Boexd Observer, Mr. Venthoff, confirmed ihet
the quostion of loociion is & mattor for consideration Ly the

officors concerned in the present :@nveatigation and indicoted.

that' the Doexd expecis to cbicin a detailed anslysis of the
asdvantages ond discdventoges of location in New Yoxk. He

indicated that such an appreisel hes not previously been made,

CONCLUSTIONS
33 Your Committee regerds with concern the breckdown

thot ocourred in the ecoounting crrongements in Horth America.

Although the evidence shous that some of the criticisms.

medo by the Auditor-General were altributable to incdequate.
steffing and fecilitios in the Sub-Troasury itself it is also
clear thch other critiocisms relatod to shortoomings in the
performances of some departmentel offices in loxth Amefica

Qls. 680,
691 &
692'
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and inadequacies in the g 1 sdministzation in the ares.
Whilst: the nature of the staffing probleus encountered in
Xorth America and veferved to ix evidence ave well under-
stood, it appears that these problems are not of recent
erigin and they raise the question as to shethex there may
not have been a need, for meny years, for an increase in

the Austrelim-based supervisoxy staff at. the Sub~-Tressury.
XYotwithstending that such an increase would be costly, it
seems to be on inescapsble fact that the poorex the quality
of aveilsble locally engaged staff the greater is the degree
of supervision required if circumstences of the type referred
to by the Auditor-General are to be avoided.

34 We note that the central office of the Treasury
initiated its request for e new eccounting machine in 1964
i.e, in the same yeor in which an increase had been made in.
the total staff of the Sub.Tressury. This suggesis to us that.
the need for the new machine was probably evident, at least
to the Sub-Treasury, prior to 1964 and zeises the question
of whether initiating sction for & new machine might not
have been unduly deleyed. et that point,

35 The evidence shows that whilst coments on the Report
of the Chief Auditor, New York, wers sought. by the Treasury
from the Subnfreasury in November 1966, four months elapsed
before that Report was made., A further ithree and o half
months also elapsed before the Treasury expressed to the
Anditor-General its concern for the state of affairs
reveeled end the same deley occurved concurrently before

the Tressury asked the Chief Finance Officer of the Sub-
Treasury to exercise closexr supervision over his locally
employed staff end to re-examine his staffing requirements
generally. Deleys of this natuve appear to your Committee te
be excessive., By comparigon, howevexr, we are impressed by
the speed with which the Department of Externcl Affairs, the
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Treasury ond the Public Service Boord were oble to arrange
for the crection of four new positions on the doy vhen the
Tequest for the crostion of nine positions was roceived from
the Bub-I'réasury. This cutcome comperes favourebly, we
believe, with the steffing experiences of many departments
thet heve cppeered before us in. other inguirios.

36 Your Committee views. with cpproval that, with. the
introduction of the new cccounting equipment, Treasury hés
token action to define the purposes for vhich Imprest Accounts
may be used and has reduced the lovels of most imprest sdvunces
availeble to the Posts in North America. %o also commend the
Department fox its action in bringing the Dixector of the
News & Infommation Buresu cnd the Genior Trede Commission,
Yew York into the general framework of premoribed procodures
by concelling their appointments os Certifying Officers.

Ve. believe,. however, thet this action should heve been teken
ecrlier opd we trust thet lilke action will be token

in respect of. other Posis in America end in respeot

of Posts falling within the arees of responsibility of the
Sub~-Treasuries in London ond Geneve, should circumstonces
wexrant,

T A further matter to vhich Your Comittee would meke
specific reference reletes to the relationship betwcen the
Sub-Treasury end tho. Anstrolicn Netionel Adrlines. Coumission.
e note that cction wes teken recently for the Sub-Tressury
40 be reimbursed for services which it provides fox' the Comme
ission. e believe that this cotion should hove been token
much earlier ond that fees ghould be cherged by oll Sub-~
freasuries in funstoclia énd. oversens for sexvices rendered’
to stotutoxy authorities of o trading neture end which eve
required to maintain normel iroial ting d
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3s Finally, we weuld comment en the matter of the lecstion

of the Sub-Tressury in New Yerk.. The svidence shows that while
‘the responeibilitien of ﬂs Sub-Treasury relate te Ausiralien
responsibilities in the Nerth Aiserios ares, its lecation has
evidently depended in the pest on the. lecation. of the Proourement
Section of the Consul-General, Yew York. ¥hile we camnct

_acoept that. the Proourement Sestion and the Sub-Tressury ave
lecated in New York becaise they have always been located there,

we believe that & oase exists, in terms of its widex responsibilitiesf
& preferable: geographical location, and perhaps greater fiexibility
in local staff recruitmentj for the Sub-Treasury to be relccated
in Washington as we are surprised to learn that this has not been
considered previously by the Public.Service Board, At the sewé
tims we appreciate that this question has. now been referred to

the high level team of officexs who are conduoting an inspection
of the Procurement Section and ‘the Sub-Tressury , . New York and

we shall Ab,o‘ £1sd to leaxrn, in.dus course, of the cutoome of that
inspection in a1l of its. aspects. '
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CHARTER 3 . ATTORMEY.GENGRAT!S DEPARTIENT

39 Paregroph. 38 of the Auditor-Generci's Roport contoined
the £following comment ¢

" Iuring the yeor, by mesns of folse informetion on deporte.
mentol momroe documents, tho neme of o fictitious employee wes
introduced on. to tho payroll of the Commonwealth Police Foxde
in Sydney and xremoved approximetoly sis: months lotor. The
emount. misapproprictod wes- $1,725.87.

The circymstences of the froud heve been investigoted by
the Department, which found thot +tho euthorisation end check
of solery odvices formerded to the Sub-Trocsury for inclusion
on the peyroll was unsatisfootory. nesulttm_t odministretive
action has' boen token end this includes. stops to ensure that
en offoctive interncl check will be oxorcisod. in future. At
the dote of preperction of this Report, legsl proceedings vore
incomplete,"

40 Ve, vere informed that the froud hed commenced on 9th ‘E‘:Fca}ldib ti(ﬂ /1
Novonber, 1966, with tho forging of o Poy Commoncement Advice,
Treasury Form 28 €. The Sub-Trensury acts on this Advice to
include or remove the nome of o payee on the poy sheot or to
very the amount payeble to o payee vhose namo is clready
included on the poy shect. At the time when tho fraud
ocourxed the nemes of about 160 members of the Commonwealth
Police Force employed in the New South Vales Distriot
appecxred on the pey-sheet for the District.

41 The witness stoted thet normelly, pay advices are
propared by o Clerk Cless 1, chocked by a Clork Cless 3 and
anthorisod by o Clerk Cless.4,. In the cese of the New

South Viales District Office, howevor, the Pocy Advicos are &367 /1‘
prepared by a Clerk Cless 1 vho is required to sign os the % Qta.
Officor provexring, end are checked and authorised by a 5 4o 12

Clerk, Closs 4, who is required to sign es checking ond
outhorizing officers It was expleined that the provision
of a third position in that office would provide staff in
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excces «of the work loed os the propoxction of sclerics and
woges is only port of the work of the two cloxks involved.

42 Tho depertmontal. gubmission indicatod thet bona fide
edditions. o the pey sheot cen only result £rom cithor the
eppointmont of o momber, or the transfor of £ member from encthor
Digtrict, Omn nppointmon‘é o mombor must subscribeen Oaoth ond
the appointmont hes offeot from tho doto on which the Opth ig

" subgoribods. The Octh, togother with the commoncomont Advice,

signed by the Officer cdministoring tho Octh, is roforred to

‘tho ocoupont of tho position of Clexk, Ulanss 1, cs his outhority

for prepering the poy commencoment edvice ond should be checled

by ‘tho checking ond mathorizing officer. In occh trensfor, an  Exhibit
odvice should be fupnishod by the District from vhich the AGR1966-67/1
tronsforce is moved, showing the dete on which ho cocsed duty

ond the dote to vhich ho hes been paid in thet District., This

odvice togethor with c leave ond saleoyy cord, is reforred to

tho Clork, Cless 1, as his outhority for propering the poy
commonconent cdvice and should bo checked by the checking ond
cuthoxising officers The poy commencement odvice indicates

vhothor the membor concerned is to be pnid in cosh or vhother

poyment is to be made to tho mombor¥s bonk account. Peyment

of a memborts salexy to o bank eccount is mode only on the

weitten roquest of the membor concorned.

43 Ve were furthor cdvised thot :tho Sub-Treasury prepares

the poy sheet by cmending the previous payshoot in eccordence

with the pay cdvices formerdod to it. The Sub-Tropsury forvards

4$wo copies of tho poy sheet to the poying office « the first

copy being o, perforcted copy vhich permits full perticulavs

of gross poy, deductions thorefrom end net poy to be furnished

to cach peyes whothor peyment is.mede by cosh or to the bonk.

The Treesury Observer, L. Cowie, informed us thet the Poy Exhibit
Variation Advice (Form 28) oconteins provision for certificnt- ‘gﬂsg?f”/ 1
ion by tho departmontel officers as to the corroctnoss. of 26 & 27
the information contained in the Advice. The signature
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of the officers authorized to mign these Advioes are reg-

istered in the Sub-Treasury and are checked befere action is

taken to P the pey schedule

44 The Department stated that a reoonciliation with the

previous pay should have besn eZfected by taking the mmber Exhibit

of payeos on the previous pay, adding the mumber of members ﬁ;ﬁm /1
commdnoing duty or transferred and deducting the mmber gﬂiﬂ“ '
ceasing duty or transferred. A reconciliation of gross pay 1;%;/7

should also have been made by taking the ‘amount shown on
the previous pay sheet and the varistions forwarded since
thet date. It was the Tesponsibility of the Clerk, Class 1,
%o effect and the Clerk, Class 4, to check thess reconciliations
However, it was found that theme reconcilietions had not been
cerried out despite instructions contained in Treasury Direction
20/29(c). That Direction states 3
"29, Chief Officers shall ensure that departmental procedures
include tesvemcewemnm=
(c) A provision that & copy of the pay shests is for-
warded to the Staff Section which shall reconcile
the number of officers snd eaployees with those
of the previous pay period if this hes not been
done before payment is made., The reconciliation
ghould be evidenced on the copy of the pay sheets."

45 In regard to the perpetuation of the fraud we were

informed that on 9th Novenmber 1966, the Clerk Class 4, orally
instructed the Clerk Class 1, Yo prep a pwy 17

advics for a fiotitious member named Williem Henry Howson with
effect from 1t November 1966, He informed the Clerk, Class 1, that
Howson would be on the New South Wales Distriot records only for
pay purposes., His leave card and salary oard were being retained
in Cenberra, Tax deductions from salery were to be made and

the selary payments were to be made to Williem Herwy:Howson's
account &t the B, S. & A. Bank, 52 Oxford Street
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Sydney, The Clork, Cless 1, p pored the poy \7
advice end sizned. 1t ns proporing officer. Ho also propared W_l /A
the maloxy ocrd. The advice wes cowntersigned by the Cloxk,
Closs 4, os chocking ond euthorizing officer and forwerded
to the Sub-Treasury vhore it was actod upon. The Clerk,
Class 4, hod moanvhile oponod en acoount in the nome of
Villiam Henry Howson ot the Bonl: concerned upon which he
proceaded to oporatc. Pryments. ot the rote of $109.71 per
fortnight were mede to the cccount wntil 5th June, 1967,
vhen the Clexk, Class 4, orally ingtmucted a Clork, Ulass 1,
newly -eppointed to the work on. 7th Merch, 1967, to raise a
068818 gavice as £rom Bth June, 1967. 'The Cloxk, Closs 4,
removed the solexy advice forwerded by the Sub-Troasury
each fortnight for hending to the payce.

46 . It wes steted that the frond was detooted on 12th Jume,
1967, vhen o member of the Commonveslth Police Force was
checking the salery cards for i tal od t. This
officer was soid to be o senior constable with tho titlo of
Cuartexmogtor Clerk and is normelly engeged in the issue of

' cquipment, the checking of rosters and checling on whethor W‘S"I/“

increments in salaxy cro due ecnd hove beon paide The officer and 8.,
concerned found o card in the nemo of Hivson, ond not kmowing 93 t0.96
2 momber of that name, brought. the metber to the notice of his
Officer-in-Chorge. This cord hod beon filed with others by

‘the Clexk, Cless 1, when he prepered the salexy commenceoment

cdvice, The office scfe of the Clerk, Cleas 4, wos oponed

and & cheque book in the name of Howson wes found togothor with

the fortnightly selary advices from the Sub-Troagury in that

name.

47 The Clork, Closs 4, confossed to the froud and sdmitted

thet the Cloxk, Cless 1, hod not conspired with him. He wos

charged, found guilty and committed for sentence. On 4th

August 1967, he wes xelecsed on a good behaviour bond for a ‘m%&’l /1
period of five yeors upon him enfering into a recognisance

for the sum of $100 cnd subject to the condition that repar-

ction of the Comuonwoclth's loss. be made within one month.
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He signod on cuthority for doduction of the cmount of defel-
cction from the rofund of supercnnuction contributions due to
hin ond full restitution hes boen mede. He resigned on 13th
June, 1967.

48 In rogerd to the circumstencos of,this. freud, the Dop-
ertmont concodod thet the Clerk, Cless 1, who prepered the
commoncing cdvice should not heve prepered o commencing s'dc.ry
edvice without supporting documonts. Hc should not hove
directod the Sub-Trocsury to meko peyment to o bonk ccoount
without o writton roquost from the officer concornod. He
should heve boen susplcious when told thot deductions in rospact
of tox only should bo medo, os 01l b of the C 1th
Police Foreo contributo cither for o ponsion under the Super-
ennuetion Aet or to. the Provident Fund. In rogerd to the
cessction cetion the Clork, Cless 1, concormed should not heve
propored the coasing cdviece without documontery evidence.

49 Tho Departmont indiccted thet ell officers: involved in

the preperction of pey cdvices hovo been ingtructed thet thoy
muat sight supporting documontory evidonce before propering
commeneing, ceasing or vorying odvices cnd thot the roconcilict-
ion of gross pry cnd the number of pnyo'os o8 Tequired by

Tracsury Dirc'ctions must bo ccxricd out occh fortnight by

en officor from enother Brench. In tho cose of commencing zdvices,

{the supporting documents must be initislled by the Superin- Exhibit,
tondent in chexge of the District. The Audit Obscrvor, Mr.Scott, 4G T
informed us thet his office hes. asked its Chiof Auditors in and' Q1 1

ooch Stote to conduct on oxeminction to cscortoain vhéthex
ony similer arocs oist which could contein.c weckness of the
type disolosod in ovidenco. -

50 In view of the circumstonces of this case we quostioned
the Departmentel witnessecs on the operctions of Intornal.

Audit in relation to the matter; the isswe of office instmot-
iox'\s on poy mebters; cnd the noture and extont of troining
provided for ‘Clerks involved in this work.' Te wore informed



32,

that tho Pepavtment nsg an internal ouditer vho is attached

to anothor bronch of the Departmént end who is required to

check tho work involved in the proparation of pey advices

and nesooicted Toconcilictions. The internal eudit progrenme

is laid dom with tho concurrence of the Auditor-General. The

Internal Awditor conducted an oudit in the Commonwealth Polico .

Force only once duxing tho period of the froud but did not

check tho salary poyments os. they did not come under . serutiny.

dnring, thet period, He oonducted an cudit of the Now South Welegls,16,17
Branch, including the propavction of splexies, during the gg' agg &
period from 14th to 2let October, 1967, i.e. at a time after Comnittee
tho froud hod cacsed, bub &id nob bring undor notice that the Tt 1967T/T
roconeilition required by Treasury Diroction 20/29 (o) woe not

being porformed.

5 In regexd bo tho issue of office instructions. on pay

mettors, wo wore advised thot such instructions heod been issued
simltancously in all Commonweslth Police offices in Australie,

vhen the Conmonwoolth Police Force wos established in 1657, Q's 68, 69
. Then the froud was discovered, every Branch of the Force wes gﬂ:‘mﬁ ce
issued with new instructions. releting to the requirements on “File 1967/7
pay mettors. At our roquest o copy of this instruction was .
tenderod for our oxaminetion. The instruction, which wes

doted 12th Septembor, 1967, was in the i‘o:uoning form ¢

L Dreporotion of Salarics

The Administretive Officer,
Melbourne, Brisbens,
Adelaide, porih,

Hobart parwin,

A £reud was recently perpetratod ot Sydney by o permenent
officer of this Department. Our procedurcs wera adversely
criticised by the Aunditor-Goneral in his Report for the yeoxr
1966-67 and we hove now been colled upon by the Porliamentaxry
Joint Committee of Public Accounts to furnish an explanatory

oy Ftnahad

stetoment, A copy of the expl Y 8 t is. -
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you will rendily soe vhere our procedures. fell down.

2, Please ensure that sgll officers who ers rosponsible
in ony way for tho proparction, checking or authorising
. selery voriations read tho accompenying stotemont end that

our proceduros xequino thet sctisfactory decunmentery evidence
is furnished boforc veriotions are offccted. Will you alse
plecse ensure thot the reconeilistion required by Treasury.
Dizection 20/29(c) is corricd out coch fortnight by en
officer not reguired to propare, check or authorize. salexy
varietion.

(R.Ph312ips)

fLesistont Seerctery

llenagement Sorvices Branche +.."

52 The evidence suggested thet no formol treining is
given in pay work to the Clevks, Cless 1 and 4, vho are so
engeged olther bofore or after commencing duby in those
positions In the case of the Clerk, Class 1, who terminated Q.'s 46 &
the fraudulent oxrangement, cbout fourteen days "on the job" 4
troining hed been provided by allewing his predecéssor in
office to work with him for thot period of time. The posi‘cioﬁ
of Clerk, Class 1, was the first position occupied by the
officer concorned. following his ontxry to the Commonwealth
Public Servico.

CONCINSTONS

53 Your..' Committoe cgreos with the assessmont made by

the Attorney~Gonersl!s Depoxtment, that the Clerk, Class 1,
ghould not have propared o commenoing selery advice withoub
supporting documonts end should nob hove directed the Sub-
Troesury to moke peymént to o bank cccount vithout a written
roquest from the officoer concoxned. That olerk’ should elso
heve becr sugpicious vhen informed that deductions in. respect.
of tax. enly, were to be made, as. o1l members of the Common-~
wealth Police Force are xequired to cohbribute cithex for o
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pension under the Superanmation Act or to the Provident Pund.
The Clerk, Class 1, who terminated the frand should not have
prepared the cessing advice without documentary evidence.

54 The oircumstances of thim cese, however, are more far
reaching than the actual fraud itself. It isdear from the
evidence that the instructions, which we were informed were
issued when the Comonwealth Police Foros was established in
1957, had been disregarded in importent pects, The Depari-
ment has now laid down the requirements that reconcilietions
required by Tressury Direotion 20/29 (o) must be caxried out
fortnightly by an officer not engaged in the preparation,
checking or suthorization of salary variations. We beliave
thet this requiremsnt should have been laid down in 1957 when
the initial instructions were issued to the Commonwealth Police
Force and that the Department should have recognised at that time

the fund tal Q dnk % in the 8 g that had
operated.

55 A further matter requiring comment relates to the

ci. % - of i ry of ths fraud. The evidence shows

that the fraud was discovered by chance, by an officer who had
no reason to coneven himself with the question of whether or
not & £ravd might be ccourring., The initiative and sound
Judgment of this officer is to be commended., However, the
failure of the Depariment's internal sndit staff to report
the apparent weaknesses in the system and its fsilure to
report, after the fraud had been discovered, that fortnightly
reconciliastions were not being made, is a matier for concern,
particularly as the quality of departmental audits has &
significiant bearing on the scope and noture of the audits
which must be undertaken by the Auditor-General. In the
circumstances, we believe that the Attorney-General's
Department. should sxamine the adequacy of its internal

andit arrangements without delay. We believe further that
the evidence points to a strong need for substantial
improvements to be made to the training provided for
officers who are engaged in the pay advice areas of the
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Departmont. This should undoubtedly include not. only .
instruotion in tho proo involved tut also nn exaninetion
of the relevant doportmontal inst tions and. Tr ry Roguilate
iong and Diractions. :

5 Finally Your-Comiittee'desires to. comsent on the fact
that skilst the fraud was disgovered on 12th June 1967, it wos
not. until 12th September 196"{, after the Anditor-Generxal had
roported the froaud to the Parliemont and after thig Committoe
hod' sought. o departmental submiswion on the matior, that the
Department issued a new instmotion'islovmt, to the prep=
cration of galaries, BEven then, the instruction was sont. to
ell District Officers excapt that of New.South Toles whexe the
froud notunlly occurred. Ve believe that this instruction .
should heve. been sent to ‘that office end thet such action
should have boen taken immodintely the froad was discovered.
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DEPARTMENT OF SATIONAL DEVELOPYENT

57 In paragraph 119 of his Report the Auditor-Genersl nade
the following commentt .

"Audit exoninations during the year disclosed a musber of”
unsatisfactory features relating to the recording of and
accounting: for sundry debtors in the Central Office of

the Departnent,

In reply to Mudit representations, the Depariment stated

that the systen in force for accounting for sundry

debtors had been causing, concorn. 4 number of administrotive N
chonges had contributed o a deteriorp.tion in the accounting.
The Departnent advised thot remedial measures had been
commenced following an investigation of its orgonisetion ond
nmethods. Instructions were issued with the objeet of reducing
the munber of sales on credit, and extensive overtime vas
recently worked by the staff to place debtons' records on a
setisfactory basis,

Corrective neasures were being implemented vhen this Report was
prepared,"

58 The Departmenta) submission stated that on 2nd lioy, 1967,
the Chief Auditor, Canberra, had reported to the Department the
results of an examination of the controls in the Central Office
reloting to Sundry Debtors. The matters concerned xelated to the
raising of deblis; reconciliation of, ind:wu.lunl debtor's %’1’3&‘.&, /2
bolances with control accounts; wnreliability of the Sundry
Debtors records; review and following up of outstanding Debtoxs;
and accuracy of debits. Dach of these motiters is referred to
below.

(a) Haiaing of Debita
59 The Chief Avditor hadv re;;orted that. deloys hod occurzed in
sending out accounts in a numbor of cages vhere publicctions
were supplied to customers on credit by the Bureau of Mineral
Resources, He ded a P! dure, operating in- mw; /2
other oreas of the Department, vwhereby the Buresu of liineral
Resources voulﬁ send out the initicl accounts directly after
the publications are supjlied instesd of referring portioulars
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to the Centrc) Office where the accounts wouid be raised, thus
on occasions giving ris.e‘ to delays. The Department advised
that it had adopted the Chief iuditor's recommendation and
since 18t July 1967 accounts had been prepared. and despetched

by the Bureau of lireral Resources, In zegard to this netter we

viere informed that under the systen which had opernted when the
Chiof Auditox's comments werc nmade,. the Bureau of llineral
Regources reccived orde::'u and supplicd publications, In the
course of preparing each consignment the Buweou prepared &
consignnent note in: llemorandun form which was issued with the
publication to the purchaser. 4 copy of the form was sent
to the Contral Office of the Deportment where on account,
referred to 28 & Debit Advice Note, vas reised and sent to the
purchaser. 'Tho, deldys urose, portly in the transmission of
inforn.tion fron the Burcsu to the Centril 0ffice and partly
in the ; aing of @ ts in the Contral Offico, This
arrengenent, whexeby eccounts for the Bureau of linersl

Regources wexe processcd through the Centrzl Office, was said

. 1o be due to the large volune of soles nade by thot Bureau
conpared, for example, with theo volume of sales made by the
Porestry and Tinber Buresu which had issued its accounts
direct to purchosexrs, ‘
(b) Reconciligtion of Individusl Debors! Balanceg with

Control Accounts' :
60 The Chief luditor liad reported that os no sepurate control

Q.'s 121
to 124

eccount wes maintained, the systen of controlling the accuracy of

the sundry debfors. t8 wag insdequote in that it did not
provide the usual safeguords of an. indepondent chock, He had
reported further that such checks. a8 were operating were not
being applied to debtors of the Departnment raised in Canberra
prior to 17th October, 1965 .or debtors tranaferred to the
Departnont from the Department of the Interior when the
“"Rorestry and Timber Durean wos transferred to tho Department
of National Development in April, 1964, The Department
adviged that the ledger systenm in ude wlien the Chief Auditor
made his investigation had been chandoned and an ting




nachine had been inst.lled with a qualified oporator. .1l Ezhibi?b
accounts oxcent thoae’relntina to debtors of the Departnent AqR1966-67/2
raised in Canborro prior to 17th Cotober, 1965 and the

debtors transferred fronm the Depixtnent of the Interior had

been transferrod to separate ledger coxds, It staeted that

totol recdpts and totol debits raised during a poriod are now
aveileble from an independent source and can be ugsed to check

the correctress of the total ledger card balunce, 4

reconcilintion was offected as ot 31ot August, 1967. The

accounts relating to debtors of the Department roised in

Canberra srior to 17th Octobor, 1965 and the debtors transferred

fron the Dopartment of the Interior were being incorporated in

the new systen,

61 Cueshioned as to the why no separate control

account had been nmaintained and vhy the systen of controlling

the acouracy of the Sundry Debtors' account was inaccurate,

we vere informed that the debtors! ledger <id not toke the

form of a card system but comprised copies of Debit Advice

Notes numhered in sequence. Two gets of these advices were

filed, onc in numoricsl oxder and tle other in elphabetical

ordex. There were no supjorting books. “hen an account was Q.'s 130
paid the appropriate voucher in the elphabetical set of Advice &3
Notes was jqontified ond endorced aproprictely, when poynent

of the voucher vas conploteé. it woo removed from the.

alphabetical sequence and placcd in & third sequonce known as

the "“poids ledger"., Periodic reconciliation was effected by

adding the "paids" ond the "wnpeids" and comparing the total

vwith tho numericcl index, An independent check could have

been achieved by using an inéependent gsource of information

such as the Collecton's cash book but this method was not

used, The witness added. that this system hod not oporated for

& long period ond that prior to obout 1963 the ledger had b.oun

in card form with®.control account, 4t that time it had been
meintained iudependently by recourse to the Collector's

records but it hod been considored that the systen was

cumbersone and that much unnccessary detailed work was being



39.

serformed, Accordingly the systen was changed to the Debit

Advice Note: systen describod.

62 1, were informéd that when the Deﬁartment was transforred
fron Helbourne to Canberra in Octobez‘,(1965, it was depleted in
ataff noinly because skilled steff who had been availeble in
lelbourne did not elect o transfer to Canberra. Shortly after

it commenced operations in Canberre the Department experienced
difficulty not only in the area of debtors' accounts but also

in the poying of accounts, the maintenonce of statistical
infornmation for manogement and in thb other areas of Q.'s 133
administration. In the debtors accounts z;.reu the Deportment to 136
woo unable to send out the remindor slips 28 quickly as

desired, The reconciliations also came under deportmental
Giscussion ond it was decided. thot the systen then operating

viag hot adeqﬁato compared with thot which had operated.

previously becouse of the absence of an indepondent checl:, In
July and August 1966 an organisation and method investigation

wos conmonced and the roport of this investigotion, which
recommended changes, including the use of & machine Eystem,

vigs submitted in Noverber, 1966. The acciuiaition of the

nachine was' approved in February, 1967 and was in the process

of being purchased when the Auditor-General's investigation

took place., 4s natters now st:mci, the accounts are pachine
processed, examined,certified and suthorised by the Departuent

of Hational Developrent and passed to the Deportment of the }
Treasury fox peyment. *

(o) Bnzelichility of Swniry Dobbors Records

63 The Chief Auditor had found that the accurascy of the totals
in the Sundry Debiors ledger was doubtful. He recormended

urgent action to establish the amount. owi‘ng‘by 0ll sundry

debtors and sousht an cccur-té statement reloting to them, The
Departnent advised: Tzhat it fool imedia?e action through the m%&%i-a /2
employnent of additioncl staff on overtime to produce a g
satisfactory statoment of accounts owing by sundry debtors

and on 18th lugust 1967 suppliod the. Chief Muditor with: the
astatenents requested.



64 Vie. wexe informed that, when the iuditor-Genexcl's investig-
ation nccurred the sundry debtors lodger comprised three
categerien. In April 1964 with the transfer of the Forestxy and
Timbsr Bureau from the Department of the Interior to the i
Departnent of Mational Development the debts of the Bureau vere Q.'s 124

also transforred. The central office of the managenent services g:r:;ﬂti
section of the Department was tronsferred from lielbourne to File 1967/7

Canberra in Octobor 1965 and at this stoge o new debtors ledger
was established for the Department's Contral Office in Canberra.
As at 30th June, 1966, the total of the Sundry debtors' ledger
anounted to $123,593 and as ot 30th June 1967 the total stood at
$122,017.
65 The Audit Observer, . Scott, informed us that the
unsatisfoctory nature of the conirol oxercised. over sundry
debtors had been brought to tho notice of the Department first
in July 1964, but this unsatisfuctory feature had related to the Q.'s 139
control t not being iled oad the sundry debtors not  t© 149
. being regularly reviewed or conitrolled. He.indicated that while
the Departnont took some action it was mome $ime before they

placed the matter on o completely satisfaoctory basis. On
noting that it had taken the Department from 2nd lloy to 18th.
August 1967 to produce a satisfactory statement of accounts
owing by sundry debiors we were informed that aftor 2nd. lay the
Deyertment had given priority to the prepexation of a proper
liot of debts for submission. to the Auditor-General. It
discovered, however, that the copies of the Debit Advice Notes
thot. formedits records contained notations of past payments cnd
were an inadecuote basis from vwhich to produce a list of the type
required by the Auditor-General. JAccordingly it had been found
necessary to checl: back to all the source documents ond examine
the collector's recoxds to compare paynents with docunents,

The tine clement involved was due entirely to the limited
nuziber of staff available for the job.
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(0) Meviaw and Fellew up of Outstaniing Debtems

66 The Chief Auditor “had zeported that ‘no age analysis of
outotundina debtoxrs had ever becn effected and that insufficient
effort had been made to follow-up overdue debtors. Ho had
cormented that where debts wexe deened to be ixwecovercble,
apyropriate action should be falten to have the amounts writien
off, IHe had olso drawn attention to the question of whether it
would not be prudent to exercise morve caution before granting
credit, The départnentul submission stated that the Chief
Auditor's recormendation on this aspect will be fully met when
the new accounting systen is inplemen'ted‘. The accounting
nachine has been programmed to print. . .
one, tvo end three months or more overdue. 4 by-product of Exhibit
this function will be o print-out in trisl bolance forn of nll AGRII66-67/2
accounts in the various categories, This latter statement will
provide a xelizble basis.for .folloV-up‘ action, As soon as all
debtors hove beon transferred to the new system, all overdue

t8 will be & to consider the steps which should be
token to. obtain paymont. JAmounts considered to be imrecovercbloe
will be submitted to ap)ropriate Authority fox write-off action.
Instructions have béen issued that in principle, sales are to be
effected on, a cash basis only. DIxceptions to this policy may be
made only vhen doaling with other Cormomivoulth ox State
Departnents and inatmontalitios, Univereities,. ropu.tuble firns
and booksellers in Austrelia.’
€7 Ve were informed that an analysis of outstanding debtors
could have beenAprepn.rod‘ vwhen the Debit Advice Nete oysten vas
operating but the systen had broken down as it was not properly Q.'s 159
cuporvisoé. :nd was never current, Although an afe annlysis had %o 163
not been made ot the time of our enauiry, the Deportment
subsequently supplied us with.the following anslysis of its
oldest debtors: -

+. &+

ts showing
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Table No. 2.

of Nationgl Dev 1]
Qutgt i 131 -
(16.11,1967)
Year - Debtors Amounts
-¥
Debip
Ancurred
'in year .
1959 1 10.11
1960 - ' -
1961. 3 23.32
1962 8 413.93
1963 17 972.40

68 In regard to action taken to pursue debtors we were informad

that letters have been written o them at irregular intervals, but
unfortunately not systematically, claiming the amounts owed. The

witness agreed that the implementation of a regular system-of follow-up
action would be desireble but pointed out that dus to the circumstances

{het have existed in the Department in xecent years it had not been eble
to'ea:ry out all aspects of this administretion in the order in which they
should have been carried out. However, it was olaimed that under the

system now operating an analysis will be produced and the ts sent

oat will show this information in the form of a statement of the type
normally used by commercisl organisations. It will show fhe amount owing 30,
60 and 90 days overdus. Although it was said that adtion will be taken to
recover debts, the Department had not yet acquired suffioient data on which
to formulate a debt recovery policy.

69 At out request the Department suppiied details of its cash and credit
sales for the years 1963-64 to 1966-67. This showsd that its total sales hed
inoreased from $31,532 in 1963-64 to $55,660 in 1966-67 of which oxedit sales
comprised sbout 68 and 79 per cent respectively. Although verbal instruot-
ions had been operative fox many years to the effect that, in principle, sales
pre to be effected on & cash basis only, it was only from 18t July 1967 that
the Bureau of Minersl Resources had issued written instructions to this effect.
Other areas of the Department however, were contirming to operate on the
basis of verbal insiructions. We examined the witness specifically

on the departmental definition of a
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“reputable firm" for the purposes of credit snles and were
informed that such a. £irm would be defined as & bookseller who
is tilrendy reocorded With the dopartment as an accepted cgent,
“hen establichments approach the Department for pernission to
function as agents, an exanination is made of their reputation
generally to assess vhether they havo the capacify to represent
the Department, but no specific enquiries are made regarding
thoir credit stonding although the witness acknowledged that
trade sources are available from which such information could
be obtained. The instructions issued by the Burean of
liinerdl Resources in July 1967 statedi-

"It is the Bureau's aim to reduce the issue of Debit Advice
Notes to o ninimum and for the pregsent should be
restrictod to the folloving;

(1) Commonwealth and State Governnent Departuents..

(1) Universities within Austrelia

(111) Reputable firms and bookscllers within sustralis,
(The 1is% of bad debtn Whowld be referred to
and refuscl to sell on credit would be justified
if o firm appears on the list)"

(] We questioned the witness as to whether consideration had
been given to servicing the public with publications and naps
throubh other avenues such ag' the Government Printing Office bub
vere informed that the Departnent believed such, an arrangement
would not meet the needs of purchasexs, the majority of whom
require o specific Bureau of lineral Resources Bulleétin ox & ¢,
National Mapping Division nap ond it is usual. for them to obiain.
their supylies direct from the Bureeu or the Happing
Division.. N
(8) Aocourscy of Debits.

71 The Chief Auditor hed reported that in a number of aocounta
exanined by his. officers . s “were detacted in the te raised
He hod rece ded that ts should be mede for a check
on the accuracy of the acoounts raised, by o sccond officex,.
The Departrental. submission stated that the former systenm of




yreparing debit sdvice notes in the Central Offios from
information mupplied by the Bureau of Mineral Resources has now
been &izoontimed and in futuxe formal invoices will be

prepared in the Bu s checked by & d officer and sent
direct o the client, The witnees indiceted that under the
Lormer system provision had been made thet the Debit ddvice
Notes wers to be made cut by the consigmment olerk snd
forwarded to a senior officer for inspection before. being
issued. Errors in exiension and similar errors should have
been detected at that point. However, the checks hsd not been
oareful. enough or hed not alweys been cbserved, The newly
established arrangements provide forx the same type of check apd
the Department will ensure through the inatructions which it
propoges to issue that it is informed. We were subsequently
advised that the Departuent had no record of complaints made by
debtors regarding invoices issued.

CONCIUSTONS

T2. Your Committee believes that the circumstances of this
oese and which were reported on by the Auditor-Genersl reflect
adversely on the administration of the Department. Although it
is clear that the trensfer of the Department's Central Office
from Melbourne to Canberra in Ootober 1965 deprived the Departwent
of sowe experienced staff and added to the buxdens of its
adoinietration it is &lso clear that the neal course of the
difficuliles preceded that transfer end are to be found in the
int tion of en insdequate sysiem of acomnting which was
nismanageds

73. Your Committes finds that the comparatively lerge mmber
of publication sales made by the Buxeau of Mineral Resources was
not, in itself, a sufficient for the B 's b
being processed through the Centxel 0ffics of the Department
while acoounts relating ‘to lesser volumes of sales by other
sgenocies of the Department ware processed divect to debtors.
Your Committes also finds that the delays that oocurred in the
raising of debits on behalf of the Burean were in part due te
inadequacies in the Burean and partly duwe to inodeq\uciea within
the Central Office of the Depariment.
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T4« The evidence shows that the substitutien in 1963 of & Debit
Advioe Nete gystem of accounting for & card system which had eperated
previcusly, coupled with the inefficient operation of the. newly
installed sysiem, were the prime causes of a failure te

veconoile individual debtors' balances with control accountss

a failure to maintein an adequat d of Sundry d

and o failure to achieve accuracy in debits.

75 Your Committee alsod believes, on the evidence, that the
Department should have maintained en asge analysis of outetanding
debtors which, we were infexmed, could have been prepared frem the
Debit Advice Note system of eccounting but wes not meintained
because the system itself hed broken down and lacked sdequate
supervision. Although the Department had taken action to.

prepare an age analysis. of debtors it was able to supply us

with only s sketohy analysis of its oldest debts, and was

unsble t6 formulate a debd recovéery policy due to a lack of
pufficient esmential data. Your Comittee is also disturbedby
$he faot that no regular system for the pursuit of debtoras hed
been maintained for some years.

764 The evidence also ghowed, however, that the Department is
making a oommendable effort to overcome the basic diffiouliies
with which it has been confronted,

VS A furthor aspeoct of the evidence to which.we would invite
attention iz the circumstances relating to oredii sales made

by the Department. It appsars that the department’s policy

that, in p:.;inoiple, sales are to be effected on a cash basis, ,
had. been the subject of verbael instructions only until July

1967 and even thembranches of the Department other than the
Buresu of Mineral Resecuroes, wers contimuing to opevats in that
fashion. Your Commlttee regards this as a most unsatisfactory
state of affairs and believes that all branches and agenocies of
'the Department engaged in the sale of publications.and like
material should issue writlen instructions relating to the
administration of thein sales, .

T8, During our inquiry we quesbtioned the. witness as to the
dofinition of a “reputable fim" for.the purposes of oxedit

»



sales and were informed that such & firm would be defincd es e
bookseller who is alrendy recorded with the Depariment as an '
accepted agont. e wore surpricod to learn, hovéver, that in
the deternination of whether a baookseller will be accepted as
an agent, the Departmont makes an assesoment of his capacity
to represent it but does not enquire into his credit rating
2dthough facilities for cp lying such chocks were lmovn to

the witness. In view of the declaxed policy of the department
in relotion to cash and credit soles and the adninistrative
difficultios of the pest vhich gave rise to the Auditor.
General's comients we believe thit an ascascment of -credit
risk should be made of each prospective agent,

79+ On the general question of vhether or not the Departnent
should continuc to arrange its own szle of publications, with -
‘ell that such & process entoils, ve boliove thot the
departuont's wview that purchugsers of its moterial would
prefor to acquire their materinl dircet from the Deportment
has not been tested in any practicol way. As it seems to

Your Committce that considerable benefit could be gained by the
Departnent if it were to avail itacl{ of the distribution
faoilities of the Government Printer we further believe that
this avenue fox the rclense of the Departmentfs '

publications should be fully oxplored,
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DEPARTIIND OF TiE NAVY

STORES AND STORE ACCOUMTING: ‘

00 Parageaph £13 of the duditor-Generel's Report for 1966-67
contains the following comment: '

"Refovence was mede in previous Reports to unsntisfactory
features of atore sccounting in the Noval and Aix Store

Branch (now Supply Division), New South Wales, "It vas
reported that arrears existed in the stocktaking. programme
and until the trienninl cyole of stocktolring. had boen
completed, the Department expected that discrepancies
arising from past accounting errors: and omigsions. would
contime to be revealed, However, with incressed ovailability
of staff,. inﬁrodu'é:tion of a staff training progremme and.
improvéd stowage of bulk stores, progressive improvement wes-
expected,.

Departmental records indicate,, however, that the srrears in
the triennial stocktoking programme increased dwring the yesr
although stock was taken of some 134,000 items as compared with
95,000 items in 19654665 olso, theb the exbent of disorepuncios
disclosed by stocktoliings was slightly improved bub remained
at a high level.

In replying to an Audit request for comments on the reasons for

the contimued increese in stocktaling crrcars and.the‘ high rate

of discrepancies, the Depertment advised that the total inventory

hay increasod considerably during the year due to the arrival of
& subatantiol number of spares for the Chorles F, Adams cless
destroyers and othexr nev equipmonts, Notwithstanding the

improvement in the rate of stockinking in 1966-‘67, {he overall
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inventory vas increasing to such an extont that a roviow of the
stoffing involvod and the methods employed by the stocktoking
toame was being under_takon by the Department, The Department also
indicated that furthor improvement in the position should show
vhen the new stocktoking triennisl cycle, schoduled to comrence
in July, 1968 i in operation.®

81 In rogewd to tho provious criticisms mentioned in tho
Roport, the Audit Obsorver, Mr, Scott. stated thet in poragraph

171 of tho Auditor~-Goneral's Roport for 196364 refercnce hod

been made to the unsatisfactory features of the store accounting
in the Navy ond Air Storc Bronch in MNew South Wolos., 4 high
discrepancy rote in stockiaking had been discovercd and ot that
stage an investigotion vas Loing mede to detormine the position.

In paragraph 192 of tho Report for 1964-65 the Auditor-General

had reforred to a report on the result of the investipation mado
by the Deportment, That report had reforred to the difficultios of
a.ccou.nting ondl othor difficultics associeted with inadoquately:
trainod. staff, In poragroph 207 of the 1965-66 report the Muditor-
General hod roportod progress in tho matter and had xeferrcd to the
introduction of mocheniscd. accounting and an improvement in the
stoffing position. He had stoted that thore wero arrocrs in tho
stocktoking progromme and thot until the triennisl eyele of
stocld;nking hed been complctod the Departmont oxpeoted that
discreponcies arising from post Gocounting exrors would continue to

be revenloed,

82 Tho Departrhent stated that tho Naval and Air Store Branch,
New South Viaies, has now been absorbed in o xecent xe-orgenizotion
into & single Roycl Australicn Navy Supply Division. 'The scotions.

previously comprising the Novy ond Air Stoxe Bronch handle a1l

.360
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ectivitios in' comnaction with genorsl Naval stoires, clectrical

stores, Air stores and machinery sparos, vhich in totel comprisc

more than 80 per cent ef the .oversll BAN imventory. The remaining mejer
categorics of stores in the new Supply Division are n.n;w_montu ond

victualling.

83 Ve wore informed thot pz;'ior to this ro.orgonization tho
Dopoxtmont had neintainod o vory ahx;plo system knovn as a
duplicato store accounting- systom, Undo:r; that orrongement tho
Departmont hed an office control and o duplicut§ form of account
within the vorious store houses, vhich, at that. timo, wero coping

vith up to 300,000 items. Business, however, was grovwing.to such

an oxtont that it bécame no&oasary ‘o consider vhother tho asystom Q's, 363

requirod‘c-ltomt.{én. Folloving o Public Sorvice Boord ond
d.cpn.rtmentul investigation it was docided to.introduéo & form of
mechine socounting vhich, in .f.‘_not, .oholished the duplicn.to‘ atoxro.
ledger systom ond esteblished o complote machine accounting systom
within tho: administrativo staff of the ofﬁ.cq. This waog soid to
reprosont o significent. dopoa¥turo from the well ostablished
operations that had beon corried oub by steff on foirly low
saloxy rangos, It was eto,téd that the neod for this change
omorged vith, the planned: introduction of missilos into tho Navy
some yoars previously ond their progressive introduction in moro:
recent yeors. Tho old system undex which. the Dopartment had
maintained Naval stores, Air stores, armaments: stores, victualling
stores ond modical stores as scparete ontitios without onc averell
controllox, prcvc;d to be unsatjv.sfcc'boi'y and. 8. ro-orgenization bogon Q.361
early in 1965 in conjunction with the Piblic Sorvice Board, A

mombor of the Booxd and. an officex of tho Doportment reviewed the.
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supply orgenizotion ond as o result of that review the reorgans
izotion was introducod within the twelvo months prior to our
onquiry, It brought oll of the supply tranches into one
organization headed by o Controller of Supply.

,?# The Dopartment stoted that the discropancios disclosed

by stocktokings roported by the Auditor-Genoral ;:onccm, in the
main, the goneral a_tores section of the. former Navel and Air Stores
Branch vhich is involvod with the high turnover stock. items

roquired o meet the daily nceds of tho Gardon Island Dockyerd in

the ropair ond refit of the {loet and Naval cstablishments, In Exhil‘;’}ﬁ _“/)/
this £iold thore orc mony itoms of stores where the transaction and Q364

octivity is continuous and heavy and errors arc more likaly to
oceur than in othor stores scctions vwheore there is o lover turn-
over rate and & lossor incidence of unoxpoctod demonds, The
vitnoss cmphosiscd thet in no cuso woro issues made without the
2pproprieto popor work boing undertakon but thot the implomuntotion

of the corroct and proper papor work is asubjoct to orwor,

%g Vie wore informed that the store accounting problems in
Now Souwth Wolos stom from the carly 1960's when, boonuso of the
tho.n plonned disbondmont of tho Fleot Aix Arm ond the

consoquential disposal of the large ronge of aiz.'; storos it was

oxpocted that the Air store staff would bocome: owoilable to assist

in coping with the incroascd task of tho othor store scobiong. Ixhibit
pine KK b 9ls”
Howover, anticipating thot thoy vould become redundent following !;2& g's.
5 & 374

the dishandmont, & numbor of exporionced officers sought
promotion claovhore. Vhon'the Govornmont roscinded its.

decision and decided. to continmie with navel aviation o considorable
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loss of oxporienced staff had ovcurved, At tho samo timo, with tho
nov uquipménc substantinl incrensos .oocurred in the Noval and Air

Store Brench invonbory, instead of the expocted reduction, and tho

staff proved to bo innd te for the tawk.

86 These probleme. wero soid to hove beon further accentuatod.
by the introduction, o@z‘ly in 1962 of & now maching systom of storo
nccounting‘,‘ involving now procedures for both offices and
storchouses and this faotor  and the undva;.lability of sufficiont
ond adoquately troined stoff in>n. poriod of exponding cporations -
wiore detormined by o dqpartméhtal investigating committoc ag being
the main roogons for the high discroponcy rate rovealed by stock-
teking., 4s o reauit of this invoutigatioﬁ o trionnial cyclo

for stocktoking o8 introduced as irom 1 July, 1965, in ploce of
the annual, stoc]\tn.cc to om-.blo arroaxs to bo overtakon, However,
the Deportment cxpocted that abnormul diacreponcics a.riumg from
‘heso problems would .continuo to be revezled uwntil the currdnt

triénnial cycle of; stocktoking is complotod in 1968,

87 Vo woro infoxmed thet in regerd to. the rato of stocltaking
it was possible ‘during, the lam‘; ‘Pow. moniths of 1965-66 to rooruit
staff who had. beon short of approved. comploment Tox some yoors ond
this improved staff situstion, which was muintaincd in 1966-67‘,
rosultod in the considozable improvemont of about 40. per oent in the
numbor of items mustorod, i.n, from»‘QS;OOO itods in ‘1965-66‘ to
-134,060 itoms in ].9(;6-67‘. Howovoz:, notwithstending this improved
rosult, the poruonta.go of! i‘boms ‘mmetered and tho percentago of ‘total
inventory mustorud hag dbcrc;zgc:l -owing to the inoroasing numbors of

spaxes for the new capital cquipment being added to the inventory.

s,
AGR1

and Q.3667 g
ond 375
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The growth in this inventory was {llustrated by the fact that in
June, 1963 the inventory range mumbered 337,000 items compared with
370,000 in June, 19645 420,000 in June, 1965 aud 455,000 in June,
1967, The full extent of the impaot that this inorease would make
had not been xealized by the Department.

88 Ve were informed that staff training had actuslly commenced

concuxrently with the final stages of the investigation into the

system, Whilst at the control level the training produced Exhibit
AGR 1966-67/5
adequately treined staff , The Department discovered that clerical. lx6|d Qs 367,
369 to 373

staff and clerical assistants engaged in checking vouchers, oross-
checks and counter-checks were subject to considerable change due
to normal promotional opportunities. arising elsewhere, Greater
emphasis was placed on staff training in 1966-67, With the twin
objectives of reducing the accounting errox rate and improving the
stocktaking output, lectures and regular staff discnssions have been.
held and training aid booklets on stocktaking, stores terminology
and superviasion have been. issued, The witneas confirmed that
training is carried out by competent training staff and that
examinations are conduoted to ensure that training has been
effective, The Depurtment plans to continue the preparation of such
booklets and to supplement them by regular training and discusaion
periods,

89 The Depertment stated that the techniques employed in the
overall supply stocktaking area are under constant review and that &
special examination is being carried out in methods md..in regard

to the staff necessary to cater for the increasing task,
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[+]0) ONS
90 It appears to Your Committee that while the problems
associated with naval stores and store accounting have been &

matter for concern to ‘tho Auditor-Genernl since at least 196364,

they began to concern the Depariment of the Navy at an earlier

stage consequent upon the decision of the Government to disband

the Fleet Air Arm and dispose of the large Tange of air stores
involved, We believe that mmuoch of the loss of experienced staff

and associated problems that ocourred following that decision might
have been averted had the Department taken the staff concerned into
its confidence regarding their planned re;employment in other areas

of the store section, It appears highly probable that had that staff
been retained effectively, the problems associated with the introduction.
in 1962 of the new machine system would have been kept to & minimum,
91 Your Committee notes with concern the admission in evidence
that the Department should have realised the full extent of the jwpact
on its stores system that would be made by the sharp inoreases that
ocourred in the inventory range, Although that range increased sube
stantially in 1964 compared with the level in 1963 it was not until.
early 1965 that & review of the Supply organisation was commenced sand
& further twelve months elapsed, during which the inventory range increas-
ed still further, before the consequent reorganisation was introduced,
92 At the samo time Your Committee would commend the Department
for its conscientious efforts in the field of staff training without
which, the newly installed system of stock contxol has little chance
of succeas, '

93 Your Committee trusts that tht; Report of the Auditor-General
for 1967-68 will reveal substantisl improveménts in. this area of naval
adpinistration.
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JESTROYERS

9. In paragraph 214 of his Repert for 1966-67 the Auditor-
General made the following comment:-
"During theyear, my officers exsmined in Australis and
in the United Statos of America various aspects of expenditure on
the project. Subsequently, the Department's comments were
sought on & number of matters, including the increases from $US3,240,000'
. e $US9,136,350 which had ocourred in the original provision for shore
tased spaves for the first two destroyers; the reasons for extraordinaxy
inoreases in the unit coat estimates of certain spares; insdequacies in
the follow.up of delivery to Australie of sparés supplied through the
United States Navy; seemingly high charges levied by the freight
forwarding contractor in the United States of Americe for services rendered;
delays in the examination in the Australisn Consul-General's Office, New
York, of billings rveceived from the United St Gov t in respect
of sparcs delivered for despatch by the freight forwarder to Australie,
In replying to Audit observations with regand to the inorease
of $U85,896,350 in the provision for shoxe based spares for the firvat
two destroyers, the Department stated that there was no contractuad
comnitment whereby & full range of shore bhased sp would ily
be provided through the United States Nevy, within the ovexall estimated
cost of $US90,000,000 for the two completed ahips; it was recognised
at an early stage that the original provision for such spares to the-
extent of $US3,240,000 was inadequate and approvals had been chiained
subsequently for the funding of progressive increases in the provision
for shiore based apaves to & total of §U89,136,350 by utilising savings
in relation to ship construction cuwts, eto,, as deolared by the United
States Navy.
The Department indicated that an estimated 60 to 7 O per
cent of the total range of spares for the first two destroyers had
been oxdered to date and consideration is being given to & further
inorease in the provision for shore based spares to an estimated
$0512,600,000, this amount 8till being.within the original overall
estimate of $US90,000,000,
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With regard to the extraordinary increases in unit prices
of some items of spares, the Department indicated that +thews may have re~
sulted from inaccurate or oul-of-date estimates originally furnished
by the United States Navy to the Royal Australian Navy. These estimates
were being investizated by the Department which stated that such price
inorensss reflected in the overall estimate of coat of spares, are not
unusual in the United States of America for small quentity production
as compared with large quantity orders placed in eariier years for the
United States Services lain Programme reguirements.

Yy Office was informed by the Departiment thet its policy in the
event of significant increases in unit prices of spaves was to seeck pro~
fessional opinion of technical officers whether acquisition of the
originglly essessed quantities should be proceeded with and whether the
conts were considexed ble. The Department furthex adviged, in
reply to inguiries by my Office, that this polioy had not been followed
consistently in some sections by the Supply Branches of the Depertment
and appropriste instructions have now been issued to cormect the situation.

With regaerd to inadequacies in deparimental procedures related
$0 the follow-up of delivery to Australia of spaves, the Department has
indicated itse concern with the delays cccurring in the shipment of equip-
ment and the sbandard of xelated documentation, and has advised wy Office
that the matters have been represented 4o the Consul~General, New York;
also, that possible means of improving the situation are under consideration,

At the date of preparation of this Report, the Department's
ocomments were awaited with regard to payments made for services rendered
by the freighl forwarding contractor in ithe United Stetes of Amemica,and
the examination by the Australian Consulate-General, New York, of billings '
raceived in respect of spares delivered for despatch by the freight for-
wardex to Ausirelia."

(h) Increase in the Ordginal Provision. for Shore-Based Sparea

95 The Departuent of Navy submission stated that the order

for the firat two guided missile destroyers was placed on 26th Cotober,
1961 based on a letter of offer dated 11th August,196%, from the
United States Navy. This arrengement provided for a packsge deal

for the construction and outfitting of the two ships and the supply

of shore-based apares at an estimated total cost of §US90,000,000
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($480,634,000), It was clearly understood that the Australian
[ t would be charged the actual costs to.the United States

Navy for 21l materieals and services supplied, The various pro- . Exhibit
visions making up the $TUS. 90,000,000 ($480,634,000) were mot . :‘,;7519“'
2ixed, as the United Biates Navy desirzed to retein flexibility Qs 378 te
within the overall total to ersble the estimates to be reviewed 380

[T] ts or requi ts were refined, One of these

provisions related to shore based spares to the extent of
$Us3,240,000 ($42,907,000), We were informed that this srrangement
was deigned generally to enable the Ausiralian Government: to
purchase the ships ahd shore~based spares at the favourable
prices at which they were available to the United States Navy.
96 The Depertment of the Navy emphasised that the
contract acknowledged that a full range of base spares would
not necesaarily be provided within the package deal, The
reason for this was that when the contract was entéred into
the first ship of {the class had been commissioned only
recently by the United StatesNavy and specific reference

data was ‘not available to that Navy even in relation 16

its omn requirements for base spares, Before a reslistic

sgsessment could be made of the Royal Australian Navy's Exhibit
requizements it was y to oblein deteiled ldstings ;‘551956'
and costings from the United States Navy, which in turn. and Q401

had to be translated to Roysl Australiasn Navy requirements
to take eccount of basic differences in the two logistic
support systems arising from, smong other things, the
great differences in the nurber of ships of the olass in
each Navy and the availability of local menufacturing
‘back-up support in the United States of America,

97 The Department clalmed that from the cutset

it hed been evident that the Bssessment of base spares would
be a lengthy task, As experience with the type of ship
concerned was exclusive to the United States Navy, the.
Department's representative in America worked in close Exhibit

collaboration with that Navy in drewing up recommended 2?;5‘1,66'
l1ists of items which were required to support the apd

QU



57

. Australisn destroyers, These lists, when jointly compiled,
were forwazded o the Navy office in Canb and wore ined
by Supply and Technios) Staff and deoisions were taken as to
whother the Americsn reccamendations. for individusl items would
be accepted or varied, . h
.98 It wes stated that the ships concerned are of the
nost complex type, carrying sophisticated technical equipment
of new or radically modernised design and their introduction
into service in the Royal Australien Nevy involved the sddition
of some 75,000 individusl items to the Navy's stores inventoxy,
The Department of the Navy confidently expected, ss early as 1962,
that mvings on construction costs would be available, should
the detailed listings and assessments then in progress show
that & wider range of base spares would be advissble, An the
task of assessment of Royal Australien Navy zequiremnts
procéeded in Junotion with the United States Navy suthorities
the allowence within the packege desl for these spares was,

after review and approval by the Department of Defenue,: the f‘gn{gcfs.
Treasuzy and the United States Navy, progressively i ¢ s
from $US3,240,000 (nz,9°2.ooo) to approximately mg,ooo,ooo Qs 403, 404
(348,200,000). to provide mere sdequste support in depth for the 410 to 421
peration. and magint of this new class of ship,
99 On the matter of contro}, the Depariment had decided
at the outset that it should not go to the very comsiderable
expense of meintaining in the United Statesof America forr
some seven years, & large navel mission to oversighi and
supexvise all of the details of this major undertaking,
Instead, the practice that has been'followed for many yeaxs
for Austrulien Navy contracts in Britain was adopted, Undei
thet arrangement the Department relies heavily oxn. the oversight Exhibit
and techniosl staff of the British Wintstry of Defence 2‘.;'}51252"
and its shiptmilding practices rather then establishing & Qe 406 & 407

Department of the Navy (Austrelia) in Britain staffed with the
finanoial, supply and engineering technical steff that would
be necessary to maintain close control of & shipbuilding cone
‘tract In Australis. Undex the arrangements that were made,



58.

the United States. Havy was mads responsible for sll con-
tractural 2 ts, inspections and oversight, so that
all contracts associated with the project have been afforded
the asme ssfeguards ss those applying to the United States
¥avy undér the Arsied Service Procuvement Regulations in. that

sountry.

100 Yo wore informed that from the initial mtages of
the constxuction programe Australisn interests have been
watched by s small technicel liaison staff of four officers
. who were attachod to the seotion of the United States Navy
ooncerned with the construction of the ships and were
located at the shipbuilder's premises. Additionelly, a
‘stores linison officer was attached to the staff of the.
Austrelian Navel Attache in.Washington to oversee the supply
of base spares. As the programme developed a further
three stores lisison personnel wexre sttached to the staff of
the Australian Naval Attache for these duties.

101 The Department stated that the progressive ex~
tension of the range and quantity of base spares to be pro-
vided, in the light of the United States Navy's operating
experience, was considored to be a good insurance against
the possibility of wasteful holdups and loss of operational
avallability of the ships. The progressive @xpension of*
the zange was said to have been based on a detailed item
by tem ssgessment. in relation to the risk involved in
delsyé should the item not be ordered. The Department

emphasised that the increased provision for shore-based spares

Exhibit
AGR1966-67/5
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%o the level of $US9,000,000($48,200,000) has been achieved within the

within the cverall emount of $US90,000,000 ($480,634,000). in
the originel packege deal. ' !
MO s jn th + Cont Estimates of Certain S

102 In vegard to increases in the unit costs of gpares

the Department emphasized that while the $US90,000,000 ($480,634,000)

pmks“ge‘ deal was based on estimsted costs it was clearly
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understood tha{%. the Ausiralian Govermment would be required
to pay the aoctual ooste of a1l materials and services pro-
vided, At that time, the United States Navy was not in &
position o give a firm price a8 it had not celled tendexs for
the oonstruotion of the ships, the equipment to be installed
in them or the base spare items,

103 We were informed that the pricing details shown on
the United States Navy provisioning recommendations were not
price quotations but were estimates and, over the range of
articles concerned, comprised standard issuing rates accord.
ing to the United States Ravy computer system, including
obsolete prices recorded for items which had not been pur-
chaged by the United States Navy for a period of years and &
profedsional officex's estimate for items fox which there was
no previous price history. It was etated that thie basis of
price quotation ‘has been & matter of concern, to the Depart..
ment of the Navy which has raised the matter of indiwidual
unit prices with the United States. authorities through the
Australian Naval Attache in Washingbon,

104, The Department stated that for items which have
been supplied from United States Navy stock-holdings the
prioing avrangement is payment at United States Navy standard
prices ruling at the time of issue., When the Royal
Augtralien Navy order cannot be supplied from atock the
United States Navy P \} In. some instances
the procurement quantity is the single Australian requirzsment
and in others ‘the lustralian requirement oan be combined.
with the United States Navy needs for economical quantity -

procurement, In this regand we were informed thet out of & totsl

inventory of equipment and spares involving about 75,000
iteus the Department had oxdered about 49,000 items at the
time of our inquiry. Although most of these had come
straight from United States Navy stocks there were gertain
items in xespect of which the United States stook-holding
had been depleted, when the Austiralian ovder was placed, to &
level sufficient only to meet United States reguirements,
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0f the 49,000 ttem oxdered, the Department has kept a.

d of a1l 4 over the origina) estimate of cost en -

items for which the United States Navy suthorities have found
it neoessary to obtain additionsl supplies from industry, Of
the items which the United States Navy had been able to obtsin
for the Royal Ausiralian Navy only at an increased price,
1,400 itens (ox 3 pex cent of the items ordered) had been
referred to the Royal Austialian Navy for deoiuion as to
whether supply should proceed.

105 The Department informed us that apart from cases
where incorrect price estimates have been given at the oute
set a3 a result of olerical and/or machine errors, extra-
ordinary increases in prices are not umwsual in the United
States of America for small quentity production as compaxed
with large quax{tity orders placed in earlier years. for the
United States services main progremme requirements, The
witneas stated, however, that the Department hed not found
& significant amount of olerical or machine error. The
Department had investigated & large. mmbefr.' of instances of.
high increases in price., Although these investigations had
not been completed, the indications were that the price had
been confirmed and that the cases in gquestion had related.

o smell quentity purcheses, The witness stated that there
is normally an escelation in price subseauent to the
previous procurement end thexe is & heavy cost of new
tooling for & smell production run.

106. The department’s submission stoted that in the
case of wnusual inoreases in cost estimates, the Depaxt-
mentts polioy is to seek the. opinion of technical officers.
as to the reasonsbleness of the estimates, Vhere techniocal
opinfon camot. be given because of the &b of sary
date, further information is sought from the United States
Navy, Some supply divisions or some sections of the supply
divisions of the Department, however, which have no technical
officers, had relied on their om Judguent end had not sought
technical corroboration as oftgn as they should, To corrveot
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this » specifio instxuotion had been iesued in July 1967
reminding the officers concerned of the need for them to
-..adhers to the presoribed procedures,

(o) X
107 ¥We were :Lnfomd that there is & well established syatem
operating in respect of all o d and this provides for

aopies of invoices (or the issuing Store Depots' vouchers, where the
supplier i & United States or British servics) to be forwarded with
the Bill of Lading or Consigmment Note. dovering the shipment,

These invo:.cu/vouoher- are required for scoountability, as Exhibit
the vesponsibilities of the receiving supply esiablishments 23%1966-

in Sydney inolude checking receipt of the goods, surveying,
reporting disorepancies and taking all items on charge in
the relevant store accounts

108 The Department claimed that, generslly, this
procedure operates satisfactorily but that the overall task
of arranging the initiad izzovision of base spares for the
guided missile demtroyers, is &n enormous one and the

freighting organisation in the United States of Americe Exhibiy -

was experiencing problems in coping with its funotions, 2,‘;%12::'
It was explained that shipment from the United States QW 476 to
of Anezica of goods ordered for all Commouweslth Departe 485

ments is axrranged by the Consul-General, New York, who
has a contract with a commeroial freight forwarding f£imm,
I% had been found that diffioculties wexe arising from ine

consistent and poorly p ted d tion ting from
the freight forwardex,
109 It was stated that speres from the United States

Navy in satisfaotion of naval .orders began to flov to
Australia in about June 1965, When H.M.AS, Perth, the first
ship delivered, arrived in Jamwry 1966, the Navy did not

have a complete range of all of the equipment that was needed,
The Consul-Generalts office was excecdingly prompt in getting
wrgent. itema sent forward but it was found that the genexal
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flow of the bulk order was rather slow, The Department

of the Navy had occesion to hasten both the United States Navy
and the Consul~-General's office to improve the flow of speres,
110 Vie wore informed that the Consul-Gensralls office

~has made representations to the freighting contractor with

8 view to improving the rate of despatch of all goods on ordex
and condistently following the requisite documentation pro-
cedure, The Department indicated that if this action, ine
cluding the outcome of & recent conference between the Consul-
General end the freight £ dex proved 0 ful, it

. would need to consider slternative action to improve the

flow of spares and essociated documentation, such as the
stationing of additional Navy persomnel in the area,

11 The Department informed us that the normal method
of follow-up of supplies depends upon the receipt of supporie=
ing invoices/vouchers which should accompany the Bills of
Leding or Consignment Notes and that this has proved adeguate
hitherto for ow shipments 1lly. However, in view
of the possibility of exxeor in the case of the current

large business with the United States. Navy, action hed been
taken ebout twelve montha prior to our inguiry, as a pre-
cautionary measure, to obtain from that Navy, computer produced.
listings of the vouchers covering the spares passed to the
freight forwarder for despsboh to Austrelia, This speolal
armangement vas said to permit & check to be mede of the
subsequent receipt of all vouchers listed which ensures
follov-up action on deliveries and to assist in overcoming

the problem arising from the inadequate d tation by
the freight forwarder.
112 In regerd to delays thait had occurrved in the ship-

ment of Naval stores, the standaxrd of related documentation
and their means of improvement, we were informed by the De~
partment of External Affaira that on 10th August, 1967, the
Australian Consulate-General, New York, had arranged & con-
ference to consider procurement procedures., Those present
at the conference included Australien representatives in the
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United States. of Amerion, the r@proimtqﬁvo of the Tnited States Naval ’ Xxhibis

Internationsl Logistics Cortrol Office, Bayomis, Tepresentatives of éﬁl‘ﬁlﬂ
the Commorrealth!s freight forwarder (Universal Transoontinental Qs 505
Corporation) and officers of the Australisn Conswlete-Gemeral, o 507

The conference, which was the first of iis kind, arose whén the '
Secretsry of the Depaxrtment of the Navy wrote to the Consul-General
on 13th July, 1967, drawing attention to delays, pertioularly in
the forwarding of items that had been on order, & telegrsm from
the Secretary of the Department of the Kavy to the Consul-General,
New York, on 1st hugist 1967, preoipitated the conference,-

113 Ve were informed thet the exieting procedures which

were to be considered by the conference comprised the

notification of reguirements of procurement from the Service
department concerned to the Cons\ilateJGeneral, generally

through the Austrelian Navsl Attachs in Washington, This is
passed to the United States Neval Internstions) Logistios

Control 0ffice, Bayonne, in Néw Jersey, following which the
United States Navy institutes the required procurement

activity, In some cagses the goods requived are available -

from stock and in other cases they must be obtained from !

other sources of supply. United States Navel suthorities -Exhibit.
arrange delivery of the goods to ‘the freight forwarder, 2‘,?}51
Universel Transcontinentel Corporation, which arranges ) and Q,509
for the zecording of the item when it is received and its

4 tation for despatoh purposes and then notifies the

Consulate-General in New York of the shipment of the goods

in due course, We wexe informed that within the framework of
these procedures & mumk of proposals for impr t. were
mede at the confersnce and at the time of our enquiry were
under examination, i

114 As one of the more iniportent proposals put foxward
the United States Naval Internationsl Logistics Contxol Office
undertook to consider a mumber of sugges’cicna:‘inoluding,

(1) procedures for improving shipping instxuotions;

Exhibit
. AGR1956-67/6
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(2) an increase in the mimber of copies of the Milstrip
Form 1348 issued %o the Australian procurement

suthorities,
(3) the "batohing" of small oxrders into consolidated
. consigaments; .
(4) inp ts in proced 1o get the goods to the

freight forwarder and
(5) elimination of any duplicated procedures, e,g.

the marking of weights on packages to avoid the need

for weighing at the freight forwarding office,
115 We were informed that the Milstrip Form 1348 is &
document issued under the Military Stendexd Requisitioning
Progedure on which 1s coded all necessary informetion re.
gﬂz;ding an order by which the stattis of an order can at any
time be extracted from computers. The wiltness stated that
wenyof the present Royal Austrelian Navy difficulties seemed
to have heen brought sbout by a single change in procedure
adopted by the United States Naval Stores as from the begimn-
ing of 1966, Until that time, fourteen copies - two sets
of seven each of Milsirip vouchers were made out end aen
adequate number of these eccompanied each parcel containing
the item to which the Milstrip Form related, Sufficient
of these documents were produced for billing and payment
purposes, JFrom the end of 1965, however, the fourteen copies
were reduced to seven throughout the United States Naval
system, Of these, four ave sent to the United States Naval
Stove with the percel, one included in the parcel and three
in an envelope attached to it. These three copies,
however, had proved insufficient. for the Universal Trans-
continental Corporation and the Australisn Consulate~ Generalls
purposes, At least four copies were said to be required and
as & vesult copying had to be undertaken by the Corporation,
The diffioulties were said to have increased, however, as an
estimated 50 4o 55 per cent of parcels received from the United .
United States Naval Store at Universsl Transcontinental Corporation,
Sen Frenoisco, had no Milatrip Form 1348 fixed to the outside

Exhibit
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of the parcel, In these cases it became necessary o open

the parcel, remove the contents, find the Form 1348 en~

closed, make copies off it snd repack the parcél, This

was said to have led to considersble congestion and dalay.

In general, the change from fourteen to seven copies of the

Hilstrip Form was deemed by the United States Navy and the

majority of customer govermments to be satisfactory, but

in the cese of ‘the Australian Consulate-~General. the re-

duction had these unf

116 During the conference the Australisn governmental
instrumentalities in the United States of Awerica under.

took to. improve export licensing procedures and gusrd against

the expiry of export licenses, We were informed that such licenses
are secured in Washington through the Australian Embassy. Instances
hed occurred in which the license, which is valid for only ‘s limited Exhibit

period of time, was allowed to lapse before delivery of 23}519:1:'
the goods was effected and then delivery wes delayed pending Q516

the revalidation of the license, At the conference the

Consul-General had insisted that the officer in Washington

responsible for this area of work, should ensure thai

licenses do not expirve and ‘are not. threatened with expiry

‘before dqlivery is effected,

"7 At the Conferencé, the freight forwander, the

Universal Transconbinental Corporation,undertook to expedite

enquiries direct with the supplier when shipments are re-

ceived at ils stores without adequate documentation, to in- Exhibit

vestigate causes of delay in the transmission of shipping 2%51;91‘;&'
documents to consignees in Australia and to improve the Qs 511, 519
legibility of copies of Milstrip Forms 1348 made in its and’523,
office,

18 In addition, the Co.nsul-General mt forward pro-

posals for additionsl staff at the Consulate-Generel for
work. in the procurement section. We were informed that,
under the administrotion of the Conswlate-Genexal, the

W
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procurement section handles all lodgment of procurement
orders, supervises proourement procedure, verifies the

billings and undertskes all of the complex administrative Exhibit

work associated with Australian procurement in the United. . :ﬁ %zégzg;’/ ]
States of Americe. The staff of that section increased 526, 536 and
fxom 22 in° October 1964 o 30 in March 1965, 34 in August 537.

1966 and the approved staff level was increased to 44 in

August 1967.

119 The Depariment of External Affairs informed us thet

for some time it had under consideration the question of

. whether or not the procedures operating at the Consulate~

Genexal were correct and had & the poseibility of
heving an Organisation and Methods survey made., This

- proposal had teken form when a member of the Public Service

Board, visited North America in Mey 1967, Arising from

this a Joint Treasury Public Service Bosrd Organisation and

Methods survey team was appointed with the following texms

of reference t- Exhibvit

(a) Carry out a detailed investigation of the current :ﬁ %266'37/ 5
orgenisation, systems and procedures relating to 59
purchases of supplies made by the Commonwealth
in the United States of America :

- to assess the efficacy of existing arrangements

and.

"« %o identify end develop any chenges considered
desireble for improving the effectiveness
and efficiency of the purchasing processes and
agsociated activities,

(b) As pext of the investigation, examine and teke
into account procedures followed. by Depertments in
Australia prior to submitting reguests for
purchesing action in the United States of America
and subsequent to completion of such action.

(c) Report on the xesults of the investigation with
recommendations. for any changes in orgenisetion
and procedures considered desirable and comments
on the consequences of meking such changes,

120. The teom included the officer in cherge of the
Public Service Board's Organisation and Methods Unit and a
Treasuxy officer who had served for tvwo periods in New York,



H4

ng Coptrsotor

121 Depexrtment. of ‘the Havy sdvised us that the Consul-Genersl,

=
New Yoxk, was given the responsibility for arrenging the shipment to

Austrealis of the bave spares &s he wae slresdy performing this funotion

on behalf of 811 Commomweslth Depariments freighting equipment from the

United States of America, The Consul-G 1 & hi ts with

a commercisl freight forwarding firm by mesns of & formal agreement

which covers the various aspects assooiated with the task and the contract

provides for payment at standaxd rates of 8 Funds are provided by  Exhibit

the Department of the Navy to cover the freight costs of naval stores, 2?;51966'
We were informed by the Depariment of Navy witness that the cosis and Qs
involved had not exceeded the provision mede by the Department for ﬁgi to

freight although in individue) instances the costs had apparently
‘been high, The Department stated that the Consul~General, New York,
had investigated these charges in 1964 and on earlier ocossions and that, ’
arising from these investigations, the freight forwarder had indicated
his intention of seeking an inocreage in standerd rates which, in
fact, had not been varied for sbout fifteen yesra,
122 The Depertuent. of External Affairs: informed us that
the freight forwarder (Universal T tinental Corporation) is

" & wholly owned subsidiary of the United States Freight Corporation
which is one of the largest freight companies in the world and has
facilities in almost all of the United States ports. Although the
oontract is renewed &utomatically each year unless rescinded by eithex
party upon thirty days notice, the Company has been undex contract
for many years, the present arrangements being governed by letters
dated September 1956 but in fact these letters merely continued an
arrangement thathad been in force since 1949, The Department stated .
that the matter of the oontraot was examined very oarefully in 1958,
At that time the chief finence officer reported to. the Consul-General
that he doubited whether it would be possible to draw up a. specifioation
of & contrkot that could be signed, Secondly, he pointed out that

the Commonwealth exports from numerous ports in the United States Exhibit
of America and that the Universsl Transcontinental Corporatiopds the é%slzgg-
Qw 504, 517

550 %o 568,



only freight forwaxder represented in all ports, Thirdly, he con~
sidered it would be an unwise polioy to mweke frequent changes

in the forwsrder, especially baving regard to the fact thet in such
ports as New York, Los Angeles. and San Francisoo, from which cone
siderable shipments of Co 1th stores are made, the forwarder
engages specisl siaff to process the relevant documents, The‘u
considerations inclined the finance officer to the view that it
would be unwise to invite tenders and unwise to make rapid changes in
the freighting arrangements., It was stated that the possibility of
substituting. ther freight £ der hed heen considered and
rejected in 1961, In 1967, as & result of the audit imaquiry, the
.matter had been again examined by the Consul-General who had in-

dicated his firm opinion that the a: t was advant to the
Commonwealth and that he would be very loath to disturb it,
123 The Department of Externel Affairs stated thet despite

inorensed costs in the shipping industry, the charges levied by
the freight forveder heve remained unchenged for meny yeers as
follows 3=

Air shipments §US 2,00 per Shipment :
Sea shipments $US 7.50 per initiel inveice in respeot of
values at $US 10,00 or over;
$US 4,50 in respect of values below $US 10,00, Exhibii

There is & chaxge of GUSL,00 for every sdditionsl ot 1%
invoice in. the single consignment,

These cherges were said to cover the prepaxtion of airway

bills, ses Bills of Lading, edvice to the consignee, export declarations,

and the obtaining of air or shipping space, There is an additional

charge of 25 cents for marking cases vhere the necessary overseas markings

not properly endorsed by the supplier, Overseas airmail expenses, cartage,

storage warchouse charges, and long distance telephone or teletype ‘

expenses are borne by the Consulate-G 1 The by the

freight forwarder relate to the work underbaken for the Commonwealth

rather then to the production cost of the item, The cost of a partioular

item does not alter the amount of paper-work, For meny items in the

speres contract costing up to §$US,20,000 each, the freight forvarder

receives only $Us.7.50 per invoice,

125 The Department of External Affajrs claimed that the fact

that items of smell mometary velue are separately invoiced by the

124
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supplier is due prinoipslly to the United States Navy's mothod
of meeting Commonwealth demands and wliimately may be affected
by the Commonweslth's' requisitioning procedure, As indicated
earlier the United States Naval Int bional Logistiocs Control
Office bhas undertaken to consider whether small orders could be
batched into consolidated consignments, '

126 We were informed that the activities of the Organis-
ation and Methods team which was appointed in 1967 and referxed
to earlier, will extend to the question of rates levied by
the Universal Transcontinental Corporation,

127 Subsequent to our Inquiry the Department of External Exhibit
Affairs informed us that the Consul-General had confirmed that. e‘,;%w“'

the contract i1s reviewed annually by the Chief of the Procure.

ment Section of the Consulate~General, 4s the Universal. Trans.
continental Corporation's rates were regarded as fully competitive
and in view of the geographical cover offered by that Organisation,
there appeared to be no ground for secking fresh competitive tenders
each year, The Consul-General had advised that there had never
been any discouragement of dompetitive offers, nor had the
Consulate-General ever received an offer from any organisation

of better rates than those applied by the Universal Transcontinenial
Corporation, Resulting from the interest taken by your Committee
in ‘this matter, hovever, the Depariment of Extermal Affairs stated
that it has requested thglonsul-General fo avrange that, in future,
the New York Contracts Board will, each year, at an appropriate
time, consider whether there are grounds for terminating the
contract.

¥
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128 The Dopertuont of the llovy stoted thet billings

ere statomonts of ceccount, or invoices, vhoro peyment

hes baen actuclly effected. Tha billings must bo corbti-

ficd cm corroct by the Consul-Gonoral, New York, or the

Consul-Gonoral, in conjunction with tho Depertment of the

Novy. The Dopfu:tmqt informod us bhet the oxnmix?ctlon‘ ﬁlﬁ%&g 61 /5
of billings by the Consul-Gonorel for bese 8pP0ro8, Tom~
rrosonts o formideble worklosd on thet orgonisction and
thet cdditionally there is o large volumo of othor curront
Yevy business, including tho ordors for initisl sporos for
Trecker ond Skyhawk eiveraft., It wos sbotod that tho
first billings for baso speros covering more. then 20,000
line itoms hed boon roc.ivod by, tho Congul~Goneral sinco
Jonwery, 1967, In Augtist‘ 1967, the Dopertmont of tho
Navy had roquosted tho Consul-Gonernl to oxpodito the
oxeninotion and trangmission of theso billings to
fustrelic,

129 The Doportmont of Extornel Affoirs informod us
thet the billings roceived in rogpect of speros delivored

end Qs 494
o 500

undor the destroycr contreot are, in offect, vouchors
dobiting tho chorgos cgeinet predotormined instalmont
Poyments nede on preseribod detes to the United Stotes
Sorvice dopertuont concerned. In assonce, the billings
vere doscribed as on ecquittonco of the poriodic cdvence
peymonts thet havo boon mode.  Those poyments do not

Gopond on supply of the goods o tho Royel Austrelian Novy
or proof thereof. The billing is o vorificstion and
cortificction to tho Sub-Treosury in Now York of tho Unitod
Stotos Navy ond the Univorsal T tinentel Corpoxctionts
chorges, upon vhich tho Sub~Trocsury, then charges the United:
Stetos Novy cmount cgeinst on edvanco poymont

Exhibit
AGR19%6-61/5
ond Qs 527
& 578
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alresdy made and charges. the costs of the Universsl Transcontinental Coz-
poration and shipping sgainst. e specific Australisn finanoidl Authority.
The Department of External Affairs emhasised that delsy in the pro-
. ceulng of billings does not sffect either the delivery of the goods

%o the Royal Australian Navy or the payment to. the United States

Service which has received an. aA\'rahcg‘pwnt‘. "

130 Ve were informed that as at 31st August 1967, 35 billings

had besen received from the United States Navy sgainst the dsstroyexr

progremme, Eight of these were acceptable and. ware passed to the

Sub.-Treasury for action. Five hed been forwarded to the Departwent Exhibit -
of the Navy for comment due to- escalation in prices and variation AGR1966-67/6
in quantity and the remaining twenty-two were in dispute and were

being forwarded to the Department of the Navy for comment and

authorisation. The departmental witness indicated that; for the

most part, delays in. the processing of billings arise from

disoxepancies baiween the price at which an, order was placed and

the price at whioh: it is fulfilled.

131 The Department of External Affairs stated that the.

Procurement Section gives priority to the processing of

oommexcial billings which are kept up to date because commer-

ciel suppliers ere creditors who have not recsived. advances.

The volume of United Stetes Govermment billings was said to

be large and there is no-supplier dependent for his money on the Exhibit
processing of the billinge. Hence, if p re of work 8 . ﬁ1§2f7/ 6
delay in the processing of billings, the Government. billings arve. ‘ :
defexrved. The witness representing the Department. admitied that

Government .billings should not be allowed to fall into erresrs and expressed
the hope that this position would be avoided.

132 It was. claimed by the Department of Extexnal Affairs
witness that the real problem of billings arises in their
processing rathér then in their receipt from the United States
;authori'bies. He said that a billing may cover hundreds and

v

4
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possibly thousands of itema. In cames no complication

has arisen the billing has been passed to the Sub-Treasury
which hes carxied out all of the consequential reconciliation
in i%s books. In those cases where complications have
arisen, however, it has been necessary for the Consul-General
to refer the billing back to the Royal Australian Navy
either in Washington or Canberra for a clearance before it
can be processed. The Treasury Obsexver, Mr. Pond

however, stated that his Department understood that delays
occur in the receipt of the billings rxather then in the pro-
cessing although some improvement had occurred in the render-
ing of billings by the United States services during the
twelve months prior to our inguiry.

CONCIUSIONS

133 In paragraph 214 of his Report the Auditor-General
referred to increases that had ccourred in the original
piovision for shore-based speres and inoreases in the unit
cost estimates of certain spares. In regard to the evidence
tendered we axe disturbed by the fact that, contrery to
departmental policy, some supply divisions or some scotions

of the supply divisions. within. the Department, which have no
technical officers, had relied on their own judgment in
essessing the reasonableness of cost estimates for spaves
rather than meeking technical corroboration of the facts.

We believe thet elthough a specific instruction was issued.

in July,1967 reminding the officers concerned of the need

for them to adhexe to the prescribed procedures, such action
should heve been tekan earlier and, in any case, the
circumstances that gave rise to the need for such an instruct-
ion should not have been permitted to cccur. 4As shown in
poxagrephs g5 to 101 of this Report, Your Committee examined in
detail the explenation tendered by the Department in relation
to the incroase from $U.5.3,240,000 ($42,907,000) to
$0.5.9,136,350 ($48,157,000) that ocourred in the provision

of shore-based spares for Charles F. Adems Class destroyers.
As shown in pavagraphs 102 to 106 of this Report Your Coumitiee
also examined in deteil the department's explanation as to the
factors that gave rise to increases in the unit costs compared with
the estimated costs of certain of these spares.
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134  + In regaxd to inudeqmios in the follow-up of delivery
to Austrulia of spares supplied through the United States Navy
it appesrs that delivery probleus associated with bulk orders
began to emerge sarly in 1966 st which wisge the Depariment of
the Navy had ocossion to hasten both ihe United States Xavy ’
and. the Consul-Genexral's office in Few York to improve the
flow of spexres. Your Conmittee notes with concern thst it

wes not until August 1967, after the Department of the

Navy had written to the Consul-Censzal regerding delays end
hed also forwarded &, telegrem to the Consul-General on

the same matter that & conferende of the parties involved
was held in New York. The number and nature of the proposals
put forward ot that conference to improve the flow of BpuTes
confirm, we believe, that had such a confexence been held when
“the problems began to emerge in the early months of 1966

‘the frustrations experienced by the Department of the Navy conld
have been minimised.. In the case of the proposal to improve.
export licenses, it appears that the adminigtration of such
licences by the Australien authorities in Vashington hed
become. lax and hed actuelly impeded the flow of spares. We
trust that actlon will be taken to ensure that this un~-
satisfaoctory state of affairs does not recur in that office.
135  Your Comnittee believes that as the Departuent

of External Affairs hod, for some time, been considering the
question, of vwhethex or not the procesdures operating at the
Consul-Genexalts office in New York were correct, an
investigation of this quesiion should have taken place .
et an earlier stege than mid 1967, particulerly in view of '
the importence of the North America area in Austrelisn defence
zrequirements, As indicated earliex in this Report in xelation -
to accounting srrangements in North Americs, we look forwerd
to. learning, in due courss, of the outcome of the inspesction
made by the Organisation and Methods team that wes appoixited
following a visit by a member of the Public Service Board to
North Amexica in May 1967.

136 In regard. to the matter of seemingly high choxges
levied by the freight foxwarding contractor in the United

States of America, the evidence shows that Commonwealth freight
has been handled by one oxganisation - Universal Tranzcontinental
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Corporction since 1949 end thet the chexp.c levied by thet
orzenisation hove roncined unchenged since the incopt:;.on of’

thoe arecngonents. The guention of contimuity of tho con-
treet wes' considored in 1958, 1961 end 1967 and on cceh occosion
tho Consul-Generel recchod tho conclusion thot the esisting
curengenont wes edvestogoous to tho Commonwieclth ond should not
be digturbed. Your Connittoc notes with sctisfection,
however, thet the inguiry by tho Orgenisciion end Mothods toen
eppointed in 1967 includold tho gquestion of rotes levied by tho
Universel Trenscontinonbel Corporction end thet, crising diroctly
fron our inguixry, the Doeprrtment of Bxberngl iffcirs hes ro~
questod tho Conoul-Genorcl to crronge thet, in fubure, tho

Ylow Yoxrk Contrects Booxd will, oach yoor, consider whothox
there cre srounds for borninnting the contract.

137 In comncotion with deloys thot hed occurred in tho
processing of billings roecoived fron the Unitod Stctoes Govorn-
went in respect of spores, Your Connitteo is disturbod o find
$het tho procuronent soction in the Consul-Generxeslfs office ,
Noo York nes given priority to commereizl billings over Govern-
nent billings ond that this hes xogulied in the processing of
Governeont billings beoing deforred,  Although we recognisc thet
Governnent. billings rolete to advence peyuonis mode proviecusly
while commercicl billings relete to creditors, wo ogroe with the
view expressed by the wiiness represcnbing the Departuent. of
Extornel Affoirs thet Goveim:ont billings should not be cllowed
to foll into scrroors ond zccordingly we belicve thet suitcblo
crrengeuents should be uede to cnsuro that such onroars cre
obvicted.

138 In ragerd to billings Youw Comnitice clso notes

the reneoxrks uode by tho Trecsury Observe , Fr. Pond, that do-
loys oceur in the xoveipt of billings rother then in their
procossing. Te exepined this cspeet of the mottor in our
Soventy-cightlh Report reliting Yo the Repord of the fuditon- PPNo.274
gonewal for the fineneicl yecr 1964-65, while we sccepted the gf iggg_

5

oxplanction then tondoered by the Doportnunt of the Treasury we



indiccted thot continuing ctiontion should be dovoted to the
problen of obteining billings prouptly fron tho United Stotos
fathoritios. It would cppoer thot furthor cttention might
be given elgo to thin espect of billings.

.
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CHAPTER 6

JCRFOLE TSLAD ADMUTISTRATEON

139 In parograph 260 of his Report for 1966-67

the fnditor-General mode the following comments s
" Folloving on oudit inspection of the accounts. of
the Administretion during the yeor ended 30 June
1967, representetions were made concerning defocts
obsexved in the effcetiveness of the checks and
controls opurating in respect of the mein
sources of locul rovenue.

fudit concerr woo prinorily dirccted to the

ubgence of cdequate intoernal controls over ex-
panding revomue from philatelic peles; arrcers
of work in the custome scction; inadequate
storage facilities contributing to unsetisfuctory
storos conbrol and eccounting in respect of the
Jiguor store; ond Limitations in the pertornance
of the internal oudit function, duc to tho demends
imposcd on the time of the intornel awditow by
other duties.

In xeply, the Administrotor ettributed the
main couse of the prosent difficulties to the
rapid growth of the tourist industry on Norfolk
Island ovor the last three ycers, with o con-
sequent incresse in the volumo of business,
vhich hes not beon matched by on equivalent
incrense in steff or modernisation of mechanige
ction.

It wos advised by the Administrator thot remedicl
meesures token include the xreoruitment of cddit-
ional stoff for the philatelic cnd customs sections
ond to permit a ve-cllocibion of dutics to enable
the intemmal auditor to effectivoly ccrxy out
hig fun;:tions. Ehcten'si'ons o the ligquor store cre
undoxr epnstruction and o review of accounting pro-
codures and methods hos been cemmenced.™

140 Ve wewre informed by the Department of Territories that

“hi Anhedds
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the details of administratioRat Norfolk Island are the
résponsibility of the Administrator.  Although no reguler
vigits to or inspections of Horfolk Island ere mede by
officers of 'tho Departnont of Territorics, the mattors

on vhich the Auditor-Goneral hod commenbed hod been the
subject of discussions held in Canberra betwéen -the Q T44.
Depertmont and the Administretor duxing the twelve months.
prior to our inguiry. In cddition, written progress
reports have been obtained by the Department from the
Moinistrator end wessidgionce has been provided by the
Department at the Adminisizatorts request.

141 The Dopartment of Territories stubod that

the ropid growth, of the tourist industry on Norfolk

Islond in-recont ycors hos oven-tosted thé Administretion,
This growth wes Lllustscbed by the i'ollowing dotoils of
‘the Island's aetivity during the period 1962-63 to 1965-66.

TABIE 10 3. ‘
Noxfold Island Administration E:d'xi'gét
Selécted Dotails of Activity AGR1566~67/11

(1962-63 to 1965-66)

IPEM - UNTTE 1962463 1965-66

Werivals bexrsons 3;877 73142
epartures parsons | 3,898 ' 6,988
Pea Cargo Handled . tons. 4,473 A 8,352
il Corgo Hendled . b 176,679 313,246
Profits from liquor seles $ 25,986 } 40,784
Customs Revenue 8 35,610 85;054
Rovenue from Stemp Sales 3 154 b 1725233
fotal Revenue § 196,938 : 416,177
Total Expenditure 8 198,646 . 288,981

Sounce 3 Department of Texwitories

142 Tt was stated that the increesed volume: of buginess
shorm cbove had notb. becn metched by a corrasponding incroase
in staff becouse the idministrator way uncertain of the likely
durat:‘.én of the increased aclhivity ond it wos difficult to
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obtain additional staff, During the twelve months prior
to our inguiry, however, the staff engeged in accounting,

post office activity and liquor sales hed been incredsed

from nine to tvelve. Ve worc also informed thet during the

period 1962463 to 1965-66 no attempt hod been mede o modern—

ise the cdministrctive procedures opercting on the Island,

although in 1964 the Depoxtment, ot the roguost of the Ad-

ministretor hod conducted on  orgonisation end methods in-

vestigation.s In regord to procedures the Administrator

hed informed the Dopextmont thet vhile full security must

be meinbeined ct ell times, the eleborete procedures follow-
"ed in lerge offices nood not alueys be epplicable on the Exhibit
Island vhere cvery member of the Stoff is personally known AgnR3966'67/ 1

%o him aend that with the Administretion's extremely smoll Qs 700 to
712 and
746.

budzet the point is rcoched quickly vhere it is relotively
unccononic $o duplicate staff for checling purposes. In
reply the Deportment hed informed the Administrator thet it
certainly would not support uncconomic duplicction of

staff for checking purposes but polniod out thot the objective
wee to exrenge tho distribution of duties so thet, os far

es. possible, eny orrors made by one officer would be reflected
in the work of anothex,

143 The Depertment stoted thet subsequent to the visit by
the Audit Inspeetor late in 1966, positive action was tcken to
atrengthen interncl controls, overtoke axxecrs of' work ond

improve procedurcs.

144 Ve werc informed thot the greater pert of philatelio

revonue is derived from seles in Australic through the

philetelic Bureau of the Postmester-General's Depertment.  Over-
the-counter and postal scles et lNoxfolk Islond, vwhich cmounted

o $16,937 in 1963-64 ond $18,577 in 1964-65, but inercesed to

$44,148 in 1965~66 cnd $39,666 in 1966-67 duc meinly %o new

issues arising from conversion to decimel curroncy, cre handled

by the Adminictrobonts Philctelic Officer. Until xccently,

that Officer was without full-time assiatance and, Bxhibit

; s 66-67/11
28 o conscquence, the cccounting ingtruction vhich requires AGR19 /1
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philetelic moil to be opened by that officer in the presence of
enother wes not aluays obscrved.

145 The Aduiniptretor hod rocognised thot the instruct- ~
ions should heve been corried out ond hes token cction %o
engure thet they cre impiementeci in futube. A junior office
cepistent hes been ongeged. $o assist in this cree and the
‘Depertment roported thet the instructions ere now being ob-
soerved fully.

146 ‘The Audit Inopoctor had elso suggzestod that the
-Adininistratio@hould explore the. posgible use of mechenical
cids in hondling the prottly incrccsed work-load.  In- this
rogerd drrengeuents werc mede for an officor of the. Postmesteir.
Genorelts Dopertment to Lo mede aveilable on loan 10 the
Adninistretion for o poriod of five wecks. This officer
vigited Noxfolk Island during June ond July 1967 ond conducted
o review of tho completo renge of Post Office procedures,
including those of philatolic selos. On¢ result of that
roview wes thet philetelic e.c;counﬁs were to bo processed on

on glectric c.‘ccounting‘ nechine which wes purcihosed by the
ldninistretion shortly beforo our inguiry.  Although the
Administrator had recognised thot in some accounting ercas

the instructions wore no longor current, he proposed to

leave their revision for' & short time pending tho o.éq_uisi’cion
of this machine.

{b): _Custous Section

147 The Augit Obscxzver, Mr., Scott informed us that in
Septomber 1966 the fudit Inspector had ‘discovered a lag in the
poayment of Customs duty; wony menifests hed not been correleto
ed with inport. entries; some delivevies hdd been mode of goods.
without poyment of duty end import entries knowm ag "Adminis-
trotor entrics* under vhich the Adndrd syrcitor im;éorts liquox.
for scle to the residents of the Islend, were in errears.

148 In November 1966 the indit Inspector hod found it

Exhibit.
AOR1966-67/11
and Qs
708, 713,
and 721
to 729

»
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difficult to ascerbtain the dete on which action in xegard
to ships' popers hed been completed in the Customs Section.
Entries wore not recorded cgeinst most of the items tested
by the Inspoctor from o vessel which hed berthed on 17th
Scpbenber, 1966.

149 We were informed that the police officor on the Exhibit
Island is olso the Collector of Customs. Ecrly in 1966 ‘Ba:;ﬁ“"/ "
o now police officor wes sppointed who, being fairly fully T31 to 733
occupiod on police work and new to the duel responsibilities ,?';g 737 to

of his position, concentrated his cttention on his police
duties. At thet stege the Police Officor wos cssisted on o
pert time besis by cnother officer on tho Customs side of his
worke The ocrrcors in Cugboms work hod been Lrought to the:
notice of the Administretor who hed endocvourcd to correct
the situction by providing more part timo cssistence from
his other stoff vhenever procticeble.  As this was found to
be ineffective, howover, o sccond customs officer wes
appointed cexly in 1967 and cxrongements wore made fox the
newly eppointed assistont to the Philatelic office to
provide cdditionol cssistance on customs accoxding to the
volume of work. On 30th June, 1967 the Administrctor hod
advised thet the work wes up-to-daote ond boing processed

smoothly.
(o) Liguor Store
150 The Departmont informed ue that all liquor is

impated by the Administration and sold both to business

howsos and direct to the generel public. . Beles arc mede from
tho Administrotion's liquor store vhich is locztod in the

01d guoxrd houge constructed during the Island's convioct settle- Exhibit
mont erc, It wes olaimed thot the oxponsion of treding
activity in xocent yoors hnd nocessitcoted tho ccrrying of
cdditional sbocks end tho position hod boon pesched when.
storage space wag soverely streined. The Tesulting oon-
gestion within the store o.dvcrsciy offectod: stores contzol’
and accounting.

151 The hudit Observer, Mr. Scott, informed ue that.
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an instruction vhich provides thet o treding end profit end

lose nccount should be propored =t tho conciusion of each

finonciel yeer hed not been corried out ond thet without such

v Stotenont it is not possible to cscertein whether percont-

agos. of profit fxén quu.or scles ore metisfectory. He oddéd Qs 717
thet the store of liquor  on $he Islend hed beon roported end
by the Audit Inspoctor cs being in o cheotic condition,

the stedkdng of ligquox in the store wes irveguler and in
disorder ond the guentity stored wes such theb somo stocks

hed to be held in theé 0ld prison cclly some distence from

the liguor storo cnd undor rothor incdequete sceurity. Twonty
three bottles of Iiquor could not be loceted when the. stuck‘
$eke wos nedé.. . R

152 The Doporthent informed us thob corly in 1967
oxtensions, to the Ii'q,uér store lied been coumencod os e Livet
step in o plon %0 oliminote the defocts zeported. These

747+

extensions designod 4o horzmonisc with existing convici-con- L
structed buildings wore under consiruction ot the time of

our inguiry cnd wore scheduled forr-completion in Decomber

1967. I3 wes cloined theb complotion of the exbonaions

would sllow roorgenisebion of store layout end thet stock Exhibit

novorent ond conérol in bhe mbore will be improved throwgh the  AGR1966-67/11

uwse of plotforn trucks and unit shelving. Provision hod

been nede in the Administration's Bsbimotes fox 1967-68 to

cover the. purcheoe of this eguipment. It was stebed thet

invontory coxds for oll liguor stocks ave now machine

posted on the cloctric ccoounting mechine ond control

over aocounting for liquor sclos is to be improved further .
by the purchase of o cash regisber ox pdding nmochine with

dupliocto popor tope. .

(3) Internal Audit . . .

153 The Deperboont stated thet Audit criticism thet

tho Internel Auditor had beon required to cosist in othex
arees of Adiministrction hes been ovorcoms by the reeruitment
of . dditionel steff in the Philc.téiic ond Customs Sections.

On 30th June, 1967 the Administretor hed zdvised thet copies
of the Internal Auvditor's monthly repoits were being forwarded:
$0 the Commonwealth Audit Office.



82,

Sonclusions

154 Whilst your Committee im not uneyupathetio to

the. problens of a small administration with a limited tudget
and the uncertainties as to the futuve which would have oon~
fronted the Administrator as activity on the Island inoressed,
it is clear from the evidence that at least some of the utto:‘u
thet attracted Audit oriticism proceded the increased activity..
For example, accounting instmuctions had becoms .outsmoded :and
were in need of revision and, notwithstdhding ‘the ‘require-
ments laid down in the existing instructions, trading and
profit and loss accounts releting: to liquor sales -which are
required &s aids to-mahegement, were not being prepared. We
believe that these matiers should have heen detected by the
Department!'s organisation and methods review which was con-
ducted ‘as early as 1964 at the Féquest of -the Administratoen
end that eppropriate action should have ‘been teken @t that
tioe to Gorrect them.

" 155 I% slpo gppears that the failuve to implement the
accounting instruction which requives philatelic mail %o be
opened in the presence of another officer may have preceded
the increase in Island activity and should not have oocurred.
These instances, coupled with the evident need for the Departe
ment o point out +o the Administrator theb existing adminis-
trabive procedures rvequired improvement within the resources
currently evailable reflect a laxity in administration.

156 With reference to the combined police. -and Customs
functions, the circumstances revealed in evidence indicate
that the Administration should have ensured that both-elements
of this work were adequately implemented.

157 Your Committee also notes thet the point made in
evidence that the increase in business on the Island between
196263 and 1965-66. ind not been matched by a corvesponding
inorease in staff, partly because of the difficulty in obtaining



sdditional . ateff. | As tho otoff wes incrocscd from
nino -to twolvo in 1966-67 folloving the criticiems mede. by *
ho Audit Inspoctor in 1966, We Tind the Administration's
seference to diffioulties. of wiaf? :ueruih.nt to ba
unconvineing. -
158 In rogexd to tho circumstonces roveclod ot tho
liquor storo your Committoo would oxpross ite dissntinfuo{ion
thet, notwithatonding thet sclos of Liquor end stocks hold:
hed increesod .subspenticlly, stocktéling hed not boon ccxriod out.
on ¢ rogulor bosis, stocks wore in. o disordored stobo and sood
stocks were hold under incdoquote socurity.
159 ‘On meny occuaions in tho pest your Connittoeo hu.a
oxprogecd iis aind on. o iaportence of the Intornol 4udit
function, Situctions whore membors of Internel Audit etoffs
ere direetod t0 otho: cdointotretive dutics cro to be deplored. *
- Yo clso note with concorn thet, Quring rocont yeoxs prior to
’ 1966-67, coplos of the Intoinel Auditor's monthly zoporta‘waro
m:lidon’aly not hoing forvoxded to tho ‘Conmontranlth Audit 0ffico. -
160 Finolly vo vould conmont on tho following romork
offercd in cvidoneo by the Dopcrimont of Torrito;,’ics‘ in
rolction to this nobtor -
"Hotwithotending tho unseotisfectory siturtion
brought to light by tho Audit roport, thore is
nothing in the roport to indiccto ¥t it ro-
sultod. in any loss of funds or adninistrotion
otoren. :
161, -In this rogoxd Your Conmitteo would invite
ottontion to the foots sleted by the Audit Obsorvor that
twenty threo bottles of liquor cduld not bo locoted vhon the
Audit Inspoctor conductod his suocktoke cud thet duports had
boon dolivored without poyuent of dutys Vo would add thab,
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oven-if’ 16smcé had not &, tho wosknossos in cdninies
trotion rovorlod in 6vidonco wove of such o kind thot con-
sidorablo lomsos could heve ceourrods  Your Comnittoo will
not. accopt. tho pzmlitibn,tlwt & fedluro 4o incur lossos .
:mmm the effeckivensss of ai adninistrative arrangement.

. »
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CHAPTER 7

POSTHASTER-GENERAYL'S DEPARTMENT

Losses ond Stores,

162 The Anditor-Genexal mede the following -comment, in: Exhibit
respect of losses from stores in the Postmaester-General's AoR196 6'67/ 10
Department, in pavagraph 236 of hig Report for 1966-67.
“Paragraph 229 of my 1965-66 Report indicated that the
Depaxtment hed reported 284 instances of locses of stores
by theft or robbery; of a value of §100 or more, amounting

to. §62,693, compared with the 189- instencos involving
868,766 in 1964-65.

Mention wes also mode of the inguiry by the Joint Committee
of Public Accounts vhich followed the reference o this
matber in my 1964-65 Report. The Committee’s. Seventy-
eighth Report, Chapter 6, is relevent.

As shown in Appendiz C' of this Report, the number of
losses in 1966-67 rose to 356, with & volue of $75,838.
0f this emount, approximately $15,300 represents e tobal
of fourteen thefts of copper wire, cable end lead, vlilst
a {ront-end loader, stolen in Victoria, sccounts for
$6,078.

The majority of the thefts ocourred in Mow South Veles,
vhere 284 instances of $100 or more in velue, J.nvvlvmg
approximetely $50,900, were reporied.!

163 The Deparfmental submission stated thet of the 356 lowses
sustained in 1966-67, the number of cases volued in excess of $100°
amounted to 284 in New South Vales, 40 in Victoris, and 32 in the
remaining Stetes. In totel terms these losscs cmounted to $50,904 Exhibit
in New South Vales, $15,289 in Victoria ond $9,649 in the other a?gf;g;/ zg sad
States. In regard to the relabively high number of cases of loss 762
in New South Weles, particnlarly in relation to public telephone
coin boxes, we were informed thet it appeared to the Depariment
‘that an upsurge of thefts had oocurred in New South ales about
two yeors ago end has exbtended %o other States. The timing and
geogrophical locations of thefts suzgested that they conld be the
vork of organised groups.



(»). Pupzic Petenhones

164 Thefts and damege to public telephones were said to Exhibit
present o constont problem to the Department, In many cases, the  AGR1966-67/10
damage resulis from acts of sheer vandslism cnd the velue of the.

equipment lost is much greater than the amount of money stolen.. In

addition, damage to.the equipment involves. serious. public

inconvenience. I+t hes been the policy of the Department not to

publicise the problem, however, ez it was felt that this could

provoke further ects of vandalisms The increasing incidence of

theft rother than vendslism elone in the Sydney area hes prompted

the Department to seek expert cdvico on appropriaote mecsurcs to remedy

this situation. Advice on the matter had been obbained from Q.752
criminologists, sociologists, the police and other business

undextalings, Differences of opinion were scid to oiist es to the

extent to which each act or series of acts of vandelism should be

publicised, Some consider that publicity could encourage end incite

further acts of vandalism., Exemples of tiis vesult heve boen found

by both the British Post Office and Ausizalian public undexrtalings.

On the other hand the Postmaster-General's Department has sought“ to

enlist co-operation in thig problem from the police. ,

the public, sexvice oxgenisetions, progress associabions and

residents in areas. vheve acts of vendelism are taking place. The

Department endeavours to secure mesrimum publicity for offenders who

are exrested ond convioted perticulixly vhere the sentences given

are pevere. Tt uas cleimed that evidence both in Australie end

Britain points to fthe fact that a strong deterrent hos some

restrictive influence on vandelism,

165 Ioasures, hovever, heve been baken to ‘Drevent

both theft end vandalism. For exemple a new type of

Jpublic telephone cebinet haes been devéloped recently Q.756
which providds better visibility which should. make ‘it more. diffioult
to brsek exponsive equipment: ih order to extrect ccins. In
addition, ordexs have been placed for a type of equipment which
incoxporates. coin tins which will prove very diffionlt to open
without a considexsble smownt of noise. Several thousends of these
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.

telephones arve to be inslalled as part of the Depertment's standard
equipment., This measure lhies been necessery, not to prevent the loss
of coing, but to obviate the need to replace equipment and avoid
inconvenience to the public. While the Department hes not wished
to creete a feeling of importance throush notoriety in the minds

of vandels, it has endeavoured to obtain the meacriwum of publioc
assigtance in oxder to winiuise theft and vandalism. The

Depertment co~operates with pap and other communication Bxhibit
media. by providing information when it is requested to do AGf:z“"g:’ 81'?

so0 ond any essistance that is given by the mass wedia of

commnication in thie respect is weloomed. Tilms heve been showm by

‘the Department in schools at resulor intervals. Durdng the pest ‘Bix

yeers, notices have been displeyed in Public Telephone Cabinels

offering a reward of $40 for information from the public leading %o
conviction fox- damige to or removal of equipment. In areas vhere the  Q.759
incidence of theft ox vandelism is apparent, notices of rewerd for
information heve also been placed outside telephone cabinets in

-oxder to drav the attention of the public to. the fact thet the

equipmont; is public property. It wes padd that twenty-six rewards

hed been paid in i:éspeot of vendelism or theft from public telephone Q.756' -
cabinets in 1966~6T.

166 Of the 284 instances of theft of depaximental equipment
in Few South Veles: in. 1966.-67, 226 inyolveq the theft of equipment.
from public telephone  cebineta. The total value of the equipment
involved amounted to $29,486 while the velue of the coins vas
estimatad to be gome $1,31Q0. The location of the publio telophones
from which the thefts cocuryed is shown in Appendix No. to this
Report. In mpny osses, more then one theft oocurred at locations
listed.

167 There were ten inotences of losses involving equipment Exhibit

and coins in excess of -3100 from public telephone installations in AGR1966-67/10
Viotoria in 1966-67. The equipment concernedwas valued at.$1,439.

Phe locetions involved were Hoxwell, Coburg, North Pitzroy, t

Balls "et, St. Albans, Carnegie, Wodonge, Sunshine and Deexr Park.
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(b) Stores
. Exhibit
168 Departmental stocke of stores at 30th June, 1967, were AR1966-67/10

velued at §59,983,000 and meteriels issued for Telecommnicationg
Capital Works throughout Austrelie in 1966-6T were valued at
$106,500,000.. Assets valued at $7,400,000 vere recoverod and returned
to stores during the year pending re-use, repair and restoration, or-
disposal. The total velue of fixed assets at 30th June, 1967 was
$2,040,000,000.

169 It wes said that departmentel stores are housed with full
regard t0 security but there are practical and economic limits to
‘the extent of this security, and also that losses of stores are
investigated fully and extra precustions to prevent losses are taken
where these are appropriate end ¢

Ve were informed that it is normel prectice within the Depart-
ment for smaller items, or those possessing considersble commercial value
in relation to size, to be stored in buildings which are securely
locked during non-working hours, and under conditions vhere the number of
people having access is vestricted at all times. ILerge heavy items
such. as cable, poles, conduits and mechenicel aids ave, of neccessity,

housed in yards, under cover where necessary, to vrevent deferioration.
These yards ere enclosed, and menproof fencing, flood lighting,

elarm circuits and othex secuxity aids are used wherever practical

and economic,

770, Procedures for stores accounting, imspection and stocktaking Exhibit

are comprehensivesnd subjeot to closc and crxifical review at frequent ﬁg'lg?gggv 10
intervals. The reviews are conducted first by the Supply Brench of the

Depextment, which is responsible for holding stocks in the main stores;

secondly by the Engineering Works Division, which is xesponsible for

holding the stocks in the engineering stores line depots and other stores;

‘thirdly by the Finauce and fcoounting Branch, particulerly through the internal

audit staff, and finally by the Auditor-Genersl who is to satiafy

himself that the Department's reviews and procedures axe adequate and

satisfactory.
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171 Ve were informed thet the procedures followed in the Exhibit
inspection and surveillance of stores are those coniained in the AGR1966-67/10
Vorks Proced and Cost A ts Instxuctions, Stores Accounting

Instructions amd the Internal Audit Manuel of the Depavtment, .

In corrying out these procedures, it vas ssid thet close

collaboration e:iicts in all pheses of Stores Inspections between

the Costing Soction, the Internal Audit Group end the Finance and

Costs Sections of the Accounts Dranch.

172 It vas claimed that, in an effort to reduce thefts, the Q's.765 and
Department: hos its security methods constantly under review. In

most ceses, however, thefts ocourred in circumstances which could

heve been avoided only if expensive cnd evon elaborate precauntions Exhibit
had been adopted. It vao eaid thot the economics of providing 4821966-67/10
security measures in 2 large Department widely dispewsed and having

& rapid turnover of matevials, nceds to be assessed aseinst the

number of stores maintained. These include 37 mein stores, as well

as Engineering Stores' which include 47 divisional Stores, 464 Line

Furemens Stores, 613 Technicisns Stores, 52 Vorlkshops Stores and

211 Tool Stores. It wag glso claimed, however, that the mumber of stores
does not reflect the trme position. On many occasions, vehicles,

trailers end nebferisls ere left at o location overnight beceuse e

return to the depertmental stors would be uneconomic or impracticable.

In these cases, nmaximum prachicel measures are teken $o guard against

theft.

173, Vehicles end trailers vhich ere left oi the site of woxk
overnight are sceurely locked, pedlocks and oheins being cpplied to
vheels and other parts of the squipment. If practicable, they ave
parked off the street on privabe property if the ovmer or occupier
of prenises pexmits this. Should they bo lefi on footpaths ox
nature sirips, they cve: plaoced in well lighted areas on main or .
'busy stoeels if the location of the work permits this to be done
vithout undue costs or Gelays. to worlmen at the beginning or end
of a working day.
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174 4 large numbor of losses diring 1966-67 involved ceble
and, copper wire. It was suggested that this ves motivated by the
continuing high prices of base metals, particularly copper, during
the year, Special action wos taken by the Department to expadite
the wecovery of surplus coppex yire from trunk routes in order to
winimise the extra costs involved., It was said thet an alewm
cireuit is used on routes not in sorvice bui this has not proven.
to be a complete deterrent end there vere several instances whexe
coppe;r: wire was stolen from pole routes.

s In New South Viales, 58 thefts of various ibems. occurved. Exhibit
from departmental line depots and exchanges folloving unemthorised
end in most cnpes :forced entry,as.well as from work locabions,
subseribers’ premises on which work was being undortaken and from
other locations including pole xoutes in the course of being dismantleé,
contractors' premises, New South Vales Govermment Reilwsys whilst in
trensit, and from Supervising Technicians vehicles and semi-trailexs.
vhilst in transit. Details of twenty typicel cases of theft from
the departument :Ln New South‘\Tales: weore submitted in evidence. These
inoluded a vehicle opnteining tools and equipment vhich wes stolen
from the exchange porking avea at the xear of the St. Leonard's
telephone oxchange during the evening of 18th Januexy, 1966..
Although the vehiocle wes wiitten off, it wes recovered from the
Lone Cove River on 25th Apxil, 1967.

Victoria

176, There were 30 instances of losses of stores in exdess of
$100 in Victoria to & totel value of $13,850. The most importent .
single loss related to a front-end loader valued at $6,078 which
vas stolen from outside the Broazdmeadown Town Hell on the night

of 24th October, 1966, whilst in the ohorge of the Department's
Conduits. Division.



91,

77 It wes stated that because the Looation of work carried.
out by that Division may be at any point in the‘uetropolitan Aven,
end beosuse the curation of each project ic botwean 2 and 3 months,
1% ig not practicel for plant and hish usage-rate materiels: to be
returned to the depot for storage and sefekeeping. Instead a
mobile camp is established at conventent locations vhere movable
equipment. may be left 6vernight. Suall items ave locked in the '
tool ceravens, It io usual practice in items. of equ:i.pmént such. as
front end loaders, back hoes and compressors, for bs.’tte:w loads to
be removed and placed in the locked ool caravan. T woy gaid thet
further precautions cen oply be cesured by leaving this equipment in
loclk-up depots. 'i'he Conduits Division has 157 items of mobils plant
in the field end it was said {hat. 1o take these in and out.'of depobs
each day would require the purchase of ndditionsl vehicles. In. '
addition, the time lost if this. vere to be done would emownt to some
130,000 man hours' per ennum. It was olzimed therefore thet the
present system of safeguerding mobile plant is the optimum allowable
on on eoonomic bagis. It vas also scid that on. the dlsabling of
plant for secirity purposes, a balance. must be sought between the 774
disabling of the equipment and its aveilability for operation the
follouing morning, . ’

oyl In the case of the front end loador stolen at Essendon, Q'a.771 to
the machine had ceaséd work at 4.30 p.m. on 24th October, the. 714
ignition key was vemoved cnd the bettery leads were disconnected

a.ml,_retuzned to the Depot cs reguired by the relevant departmental
ingtrudtions. The machine wes stolen during thot night. De.spit.‘a

full inquiries made by the Pogtal Investigation Section and the

Victorim. Police, no trace has boen found, as at the date of this

Report, of the oifenders or the .m:iclxine.

€0 S10,

19 Your Committee examined the Postmaster-General's
Department in relation to the thefi of stores in conneotion with
the Report of the Auditor-Genezal for the fincncial year 1964-65.

&
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In its Rel.zor‘!; foll‘orrj.r'xg that Inguiry, Your Committee expressed its
apprecietion of the necensity for the widely-spread distridution

of departmental stoé!d:oldiz_ng end the goncomitent diffioulty in

providing maximm security messures. in every insbance, In the

cizrcumstances at that time,, Your Committee indicated that it was

satisfied thet the practices adopted within the Department . Pp. lio.274
constituted the most redsonable and ad quate safeguards that of 1964'65'
may be economically p'rovided over the property concermed and

commended the Départment for its eﬁ‘ort;s to xeduce its Losses to a

minimum extent. :

180, The nuuber and value of." losses that Liave ocourred between
196465 end: 1966-67 are shown in Table Ne, 4

Table lo, 4

Post Office Losses of Stores
196465 to_1966-57

Yoar No, of Losses Value of Losses
. $
196465 | 189 68,766
1965-66- | 264 62,693
1966-67 356 75,638

Source: Auditor-Generalls Reports

-~181 Thig taeble shows that while there has been a gharp inorease
in the incidence of thefts, and slthough the value of thefts declined in 1965-66
it rose again in 1966-67..

182 The Aunditor-General's Report for 1966-67 and the evidence
tendered in this inquiry showed that the greater paxt of the losses
sustained continued to occur, as they hed in 1964-65, in New South
Tlales. Of those losses, the most significant related to public
telsphone equipment and vere associated mainly with acte of ‘
vendalism itself end or attempts. to steal mcney from public telephone
cabinets.
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{83'»  The evidence shows ihat the Department regards vardalism
in & serious light and has eupleyed a mumber of devioss incluling the
fuil soale exsmination of the effects of publiocity te combat it.
Your Committes trusts. that tbe Department will be sucoessful in
this regard,. Bo far a8 other losses sxe -concexned, Your:
Commitiee has noted the sction taken by the Department to .
safoguaxd the property under its control and apprecistes that .
sbsolute protection of that property could be achieved only st

& substantial econmic oeat., At the saxe time, it is clear that
the Depertment recognizes the need, within those economic limits,
1o minimise losses srising from theft and we trust that it will
contime to devets its effexrts to nh.}wo“thsf objeotive.
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] 4 CcC
164 In Paragraph 236 of his Report, the-Auditor-General made
the following comments
"Pransactions of the Trust Account, which was established by

the Treasurer under mection 62A. of the Audit 4ct, for the
- years 1966-67 and 1965-66 were -

196667 1965-66
. $ $
Balance 1 July . 107,325 | 3,136,330
Receipts 194,600,118 | 172,771,117
194,707,443 | 175,907,447
Expendituze 194,653,949 | 175,800,122
Balance 30 June . e o» 53,494 107,325

In addition to the expenditure showm above, departmental
records show that, at 30 June 1967, unpaid claims in respect
of stores received to that date to the value of $5,041,289
hed been certified and passed to Account Branches in the
several States for payment.

The working advance to the Trust Account remained unchanged
at $37,824,070 during 1966-67.

According to departmentel records, the value of the Trust
Account stores held at 30 June 1967 was 538,286 644
($34,500,837 at 30 June 1966)."

185. Although the Auditor-General's comment contained no oritical
’ remarks and although Your Committee had, in various contexts
conducted previous examinations in this area of the Depertment's
administration, we noted that in his Budget Speech for 1967-68 on
15%h August, 1967, the Tr r had foreshadoved changes of an
accounting end procedural nature which would assist the Post Office
to oparate as & business underteking. Leter on the same day, vhen
introducing into the Parliament the Posts and Telegraphs Rates
Bill 1967, the Postmaster-General hed made further reference to these
proposels. Accordingly Your Committee felt that it would be
degirable to obtain from the Department a submission relative to
the current operstions of the Stores and Services Trust Account.
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A luhniuic;n was duly obieined and a sexies of epecific questions
eddressed to the witness as the besis of & further suppleméntary
submigsion. These submissions showed that the Post Office Stores and
Sexrvices Trust A \1 all ¢ tione associsted with procure-
went, holding and sgles of stores and materials used on Pest Office works
and services programmes. Because of the continuing nature of these
programmes and their scope and range, it is essential to organise
neterial supply and stock levels to permit ordexly and economie
iwplementation.

186 The need for holding xeasonably adeguate stocks was
recognised by the Royal Commission of 1910, which recommended that

six to nine months resemve stocks be held, even: though the
remifications of the Post Office were much narrower than. at present.

187 The control of stock levels, the planning of purchasing
needs end oversight of commiiments foxz naterisls have been aided. by
the Trust Account, which was originally set up in 1933+ In that
year, the Tireesurer appreved that, as from the st July, 1933, &
Trust Account be established under Section 62A of the Audit Act,
entitled “Post Office Stores Suspence Account”, and that the purposes
of the Account be defined as follows =

"For the purchase of Stores and Materiels for works and

services of the Postmester-Generel's Deperiment”.

Later in 1933, a Committes under the Chairmanship of Mr. J.T. Pinner,
Public Service Inspector, was set up to examine the . form of the
Pogt Office Estimates and th xepor?t on improvements considered
necossaxry. On the 18th liey, 1934, the Ti‘easu.rer‘ approved that the
neme of the Trust Account be ealtered as from the 1st July, 1934, to
"Pogt Office Stoves and Transport Account™ end thet the purposes of
the account be amended to raad es follows =

"To meet expenditure in connection with. -

5.
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(a) ‘the purchase of stores end materials for the
Postmaster-General's Department, including stores
and umeterials for sale to other Commonwealth
Departments and to State Departments; and

(b) transport services of the Postmaster-General's
Department."

188 The Post Office Stores and Services Trust Account was set
up on the 1st July, 1954, to replace the Post Office Stores and

by port Trust A % which hed operated since the 1st July, 1933.
The purposes of the account, which wes constituted by the Treasurex
undex Seotion 62(a) of the Audit Lot, ave -

(1) for expenditure on ~
(a) the purchese and acquisition;
{n) the receipt, storapge, issue and conveyance; and
(o) the processing, manufacture, assembly, recondibioning,
conversion and repair of stores, material and
equipment for -
(1) the Postmaster-General's Department, end
(1i) sale to any Commonweslth or State Department,
Authority or Instrumentality and any yeraon;'
(2) for expenditure on the maintenance, upkeep and running of
transport services and transport equipment.

It vas claimed that: the adventages of the Trust Account include -~

£1) it petmits the Post Office to maintain the equivalent
of & wholesale werehouse, with appropriate accounting
arrangements, to assist the best possible use of resources,
not only for normol reguirements but zlso to meet
emergencies such es floods, bush firves, etc.;

(2)‘ in agsociation with appropriate forward ordering
authority approved by the Treasurer, it enables the.
Pogt Oifice to oxder in advence, under the most
favourable contract terms. possidble, stocks of
speclelised. communications equipment which could not
be securod. on’a short term basis;
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3) it aids menagement by -
(a) sllowing standerd issue rates to be spplied over
all projects throughout the ‘Commonwealth, even
though freight costs may vary hetween areas; thus
essinting comperisons of job costss
(b) facilitating estimates for projeots on & comparable
Yasiss
(c) sinplifying accounting procedures; and
(d) ensuring miniwm store holdings consistent with
efficiency.
189, Ve were informed that the advance to the Trust Account at
the. 18t July 1954, was $35,118,000 end at the 30th June, 1967, stood
at $37,624,000. A further advance of $4,000,000 is included undex
Division 974 in the Estimates of Expenditure for 1967/68.

190« 'The movements in the Txuet Account. advence since 1954/55,
zelative to the BEngineering Capitel Works Programme, to which most
of the materials held on charge to the account relate, are set out
in Appendix No, 1 to this Report. It alsu includes the value of
unpaid claims in respect of stores received at the: 30%h June in each of
the financial years. This statement shows that the value of Mpin Stores
stocks on charge to the Trust Account has increased by only 34 per cent
since 1st July, 1954, although the Engineering Capital Works Programme
has increased more than three-~fold. The statement also shows that Main
Stores stocks have decreased from 59 pexr cent of the Engineering Capital
Woxks Brogremme o 24 per cent over the pexiod., The Depariment claimed to
have achieved these economies in stockholdings by very caveful
attention to the methods and timing of puxchases, as well as to more
efficient distribution of materials to works projects. In terms of
stook turnover, this ratio hes been improved from 1.5 in 1954/55
© 40 3.1 in the past yeax.
491.  The Department stated that a large portion of the materials

purchoses is made solely for Post Office use. 4s well, because much
of it ig technicelly complex, and often to new designs, long
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memufacturing cycles are common. 4s a result, expected delivery
dates ere subject t0 a desree of error. fthere s time lapse has to
oceur between the date of order and delivery, such that the payments
will be made in & su‘bsfequent‘ yeexr, appropriste fomverd oxdering
euthority is obtained fxom the Trcasurer. The limits of this.
anthority were said o be meticulously observed., A comprchensive

" system of liability registers ensuves that commitmenits ond
expenditures on materials during any period are kept under close and
continuwous scrubiny and every cere is taken to relete purcheses to
‘the year's usege of materials on the approved Vorks Prograpme. It
wes said thet there are difficulties in ensuring thet deliveries in
& particuler month of 2 financial yeer flow to the Department exactly
in accordence with the plemned fimetable for purchasing, This cen
oceur in any month, including the last month of a financial year,
elthough every effort is made to ensure that coniractors adhere to
the schedule delivery times.

192' . The total value of materisls used by the Post Office in
1966~67 was $163,800,000 of which $106,500,000 was essociated with the
Engineering Capital Vioxks Progremme. Puwchases were spread ovex

more than 1,000 contractors, many of vhom had 2 numbex of contracts

to fulfil. The unpaid cécounts. of §5,841,209 on the 30th June, 1967,
represented only 3.6 per cent of the usage of materiels in the financiel
yeer 1966-67, equivelent. to about. 9 working deys.

193 The Depertment assured us that it will continue to meke

evei’y effort to relate its material purchases as closely as possible
to the usege of materials on its cepital, maintenance and' operating
'programmes ond, at the same time, keep the level of its stocks to a

winimum consistent with efficient opewations.

194 We questioned the Department s to why expenditure on the
waintenance, upkesp and running of transport serviceé sheuld not be
sbsorbed direct into transport expenditure heads and vhether a
Prust Lccount might not conceal transport costs. We were advised
that costs of -operating the motor vehicle fleet, i.e., overhead,
running end xepair costs, axe charged to Section "C" of the Trust
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Account. 'The Depaxtment!s motor vehicles are deemed t0 be hired

to the verious Branches/Divisions, with charges sssopsed by
applying appropriate hirve rates intended to recover the actual cash
costs aggociated with vehicles operations. On the Lasis of costing
advices the credits cre taken to Section "C" of the Trust Account,
the debit being distributed. over the relative Ordinary Services and
Capitel Yorks Votes. The Depariment stated that the exismting
arrdng {8 do not 1t port costs. Indeed, they reveal'
such. cogts clearly, not only to the central g"zoup‘ responsible for
trensport work, but also to the various user Divisions and Branches.
It would bo possible to eliminate the recording of transport pervices
from the Trust Account. However, this would alter the approved
purpose of the Trust Account ond, from a mansgement viewpoint, has
not been considered desirable, particularly as an overall review of
{inencial arrangements for the Post Office was in prospect..

195. A Cc 1th y of the t tions that passed
through the Trust Account during 1966-67 wes obtained from the
Department end ig included in Appendix .

196. We dvew ebtention to the fact that the Auditor-General's
report hed referred to an amount of $5,800,000 as the value' of unpaid
cloimg for stores xeceived as at 30th June, 1967 end asked vheiher
these lisbilities are added to eny analysis of annual expendifure.

Ve were infoxrmed that the Stores and Services Trust Account is
debited only as payments are mede for stores received. However, the
stock level at the end of e finencial year, as shown in the commerocisl
accounts of the Post Office, includes all stores held, irrvespactive
of vhether payments are made to suppliers. The analysis of anmmual.
expenditure on materials necessarily tekes into account not only
payments against the Trust Account but also the full extent of
current liabilities, including those represented by unpald accounts.

1975 When questioned os to vhat the working advenice of
$37,824,070 to the Txust Acoount reelly reprosents, we iere informed
that the approved advance now stends b $41,824,070, including an.
Appropriation of' $4,000,000 approved by the Parliement in. 1967-8. The
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total repiesents the sum of the amounts apyropriated by the Parliament
over & mmber of years. At any given time, the advance must be
sufficient to cover the value of -

{e) stores held in Mein Stores Stock; and
(b) mamufecturing and reconditioning work in progress
in the Postal Workshops.

Bince the acoounts aleo are used as & clearing house for transport
operating costs, theré may be a residual balance arising from these
operations in the account at any one time. To illustrate the
situation in the account at the 31st January, 1968, the following
details wexe supplied - )

$m’s
Total advance to Post Office Stores and.
Services Trust Acoount - 41.824
Legg oxedit in Account «102
Advance utilised at 31,1.68 414722
Plug credit balance in Transport Opereiing
Section «267
41.989
This emount of $41.989m. repxesents -
Velua of Stocks in Main Stores 34.018
Value of menufacturing and reconditioning
work in progress in iorkshops T.971
41,989,
198" Vhen ssked whether, there is. a siuple reconcilistion to the

working sdvance or to any pther figure if. t?m departmental records
disolome a stores value of $38,286,644, st 30th June, 1967, the
witnesa informed us that the Post Office Siores and.
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Sexvices !!m‘tuAcooupt‘hu throo’ separate ssotions as follows -

Section A ~ Stores mnd Materials
B - YVorkshops Suspense:
¢ = Transport

199; It is M’r all times pmct:l.csblc; to- effect a reconciliation
betveen the atores vaiue (Main Stores Stock Ledger) and the working
advence. The oonf;ini;ing reconciliation im carried out by reconciling

 the Storés Stock Ledger. with. the Commercial Ledger Control Account
“Stores Stoik!, the  latter, in tum, being veoonciled with the
Torling Advanca to the Trust Account. The direot reconciliation at
the 30th-June, 1967, wea = ’ S

. ) $m,
Mvance to Trust Awseunt . 37.624
_ggp_ oredit in account 4053
374771
Plus oredit balance in Tra.nsport
Section - . 315
38,086

This .amount zepresents tha velue of Stores and Materiels cherged to
Section wan ($30,878,000) plus the value of work in progress at

Torks! harged. t0 Workshops' 5 Seotion BN ($7,208,000) «
The reconoilie.tion ‘between the. val\xe shown on Seotion “A$30, 878,000)
end the valus of tock in Main Stores ($38,267,000) wes -
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Stock at Main Store at 30th June, 1967
(a8 pex Stores Stock Tedgex

Plug amounts paid to suppliers in advance
of the receipt of materials -

Overseas.
Vithin Australia

Stores taken off Main Store ledger but
which remain as e charge sgainst
Section "A" of the Trust Account.

Interstate transfers

(in transit)
Stores on loan (Schools etc.)
Stoxes. sold (scrap) for which
payment not yet received

Minor items of reconciliation including
end of year adjustments

Lesg Stores held on Main Store ledger
but foxr which payment not yet made
(outstending accounta)

Assessed value of Stoxes
Administration loading on Stock in
Main Store at, 30th June, less
minoxr adjustment for over~
distribution

Balance Trust Account - Section "AM

Su..

0.550
0.079

0.206
0.008

0.113

5.868

2,576

$n.

38.207

0:629'

0.327

0.079

39.322

g

30.878
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200 In vegard o inventory p dures for stores, we were
informed that an inventory of atock is meintained in each State
through machine posted ledger cerds. A ledger card is held for
each item of sbock and. all receipts, issues and edjustments are
pooted to this caxd with both quantity and value being shown.

Lach card is in <turn totalled to & control cerd which enables the
value of tobal stocks held to be Jmown at all times, in addition

‘o the quontity and value of each individusl item. There is a
ilt-in *alarm' system which operates if stock of eny item falls
below a specified level, A Central ledgex, under computer operation,
ismintained in Central Office. This ledger records the stock level
of all mejor items held in each Stete as well as the Commonwealth
total. There is a monthly compnter print-out vhich shows issues,
gtock on hend and sbock on order. If the level of issues indicate
thet. stock on hand plus stock on order will be insufficient to meet
the rate of usage for a particular period in a particular State,
then the computer prints out en excepbion report. This report
includes information relating to the stock position of the
particuler item in each Stote which enebles: the Stock Controller at
Central Officé to decide whether additional supplies are required

in the State and, if so, if it is possible to avoid ordering
additional quantities by diverting supplies fromother Jtates. It
vies said that the system allows the maximum conitrol over Commonwealth
stocks end provides sdequate warning of impending shortsges. The
posting machines in use were claimed to be the most modern equipment
avallable at the date of purchase and, es each machine is due fox
replacement, an exeminetion is mede of the latest ' types of machines
avellable. To date only the Central Ledger operations have been
computerised but it is expected that computer techniques will be
introduced progressively throughout a vhole supply operation.
However, changes. will not be made. without a complete cost analysis.

20% Questioned as to vhether the Depantment considers that
its stores methods ore completely up to date, the witness atated
that it is difficult to oloim that all Stores methods are completsly .
current at any specified. time. Meberials hendling methods are
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rapidly chianging. A new store house recently comstructed and
equipped with the latest materials handling equipment could be
expacted to operate more efficiently than one built 20 or 30 years
ago. While the standard of the Department's store houses and
equipment vary, it has modern, well equipped, buildings. and also
has some older buildings. It was maid that during 1965 the
Department had studied in detail the latest developments in
meterial management in Britain, the United States of America and
Canada. As the rosult of this visit, a new system of requisitioning
and distribution of meterial is being introduced progressively
‘throughout. the Commonwealth, The system of reguisitioning material
hes been greatly simplified, with documentation being reduced to
& minimun end maximum use being made of telephones. and teleprinters.
Processes vhich vere taking deys have now been reduced to mimutes.
Procedures for the issue and delivery of materisls from the Main
Stores to the field have been streemlined, the control of material
in the field and control of tremspoxt strengthened, and the standard
of service to field operations improved. New methods of holding end
issuing of materiel are also being developed. One of the Main Stores
buildings at Melbourne has been completely re-orzanised with a new
leyout of material and new type of racking. This was claimed to have
resulted in increased efficiency in operation and also +to have increased the
effective storage space by approximately 40 per cent. This new
system of warchouse layout will be extended progressivelyio other

. states., The Public Sexrvice Board hes approved of new positions of
designation of Worehouse Manager in Victoria, New South Vales and
Queensland end similar proposals in respect of Vestern Australia and
South Australia are under consideration. The Depertment confidently
expects that the siwengthening of management in thé warehouse area
will result in a marked increase in operational efficiency. The
Department claimed that its Stores metheds compare fevourably with
nost Australian Stores installations and a jzreat deal of attention
is being given to improving thelr operations to bring them to a
still higher stendaxd of efficiency.
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in regard to the Depertment's stock turnover ratio of
3.1 in 1966-67, it was steted that it is not practicsble to draw
oomparisons with normel commercial wndertskinss. & manufacturer
operating in one centre maliny a fairly limited range of items and
with ell his supplies available from local mouxces can operate with
& very low margin of stock. Some major mamfacturers xequire theix
suppliexrs to hold a specified level of reserve stock. Some American
wenufacturers operate with as low as one day's stock but this vequives'
immediate availability of supplies and & high degree of programming end
menagement supervision. It was said that the Post Office usen some
30,000 different items of material with usege spread throughout the
vhole of the fommonwealth. Most of the high. velue material purchased
is specialised telecommunications equipment which is manufactured only
for the Pogt Office end has no commerciel market, Much of the more
complex equipment hes a long lead time end this involves considexable
fornaxd plenuing. The whole supply opexation of the Post Office is a
complex one, with consideration having to be given to probable levels
of future Capitel Works Progremmes, the composition of such
programmes and the material required to meet them, manufacturing lead.
time, optimum levels of factory production, conservation of
stockholding funds, holding end distribution conts, etc. The operation
diffexs greetly from a manufactuxing or reteil operation.

203 Ve vere adviged that in 1965 the British Post Office held
four months stock in Main Stores, which: meant that the stock wes turped
over three times per annum. There was a furthex two months stock in
field Stores, The area to be serviced was much smaller than that of
the Australien Popt Office und ‘he manufacturing support much greater
than in Austra;Lia. The Bell Telephone Company in the United States

has a fairly complicated system of stockholding with differing levels
of stock being held for various operating companies depending on
location. Generally, it oould be stated that the Bell system operates’
with approximately 60 deys stocknoldings. The Bell system,hovevex,

hes its owm manufacturing orgenisetion .for most of its equipment needs,
For bought-in items, thet is items not menufactured in its om
factories, the Bell organisation has a wide range of suppliers
available.
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204 'It vas claimed that improvements now being introduced will
keop stock in the field to a minimum, will reduce operating costs,
end by lkeeping weterial shorteges to a minimum will increase
productivity in the fiocld. )}‘urthsr improvement in turnover rates
will be attempted but overall economics, ineluding efficiency in
the Tfield, will have to be exanined carefully.

205 During the Inquiry we sousht specific information
regarding the Forward Ordering Authority obtained by the Department
from the T rex ond the in which this Authority operates.
Ve were advised thet the Department is required under the provisions
of the Audit Act end Treasury Divection 31/4/B to cbtain the approvel
of the Treasurer before ontering into commitments for subsequent
finencial years. DBecause of' the complox nature of its equipment eand

need for manufocturcrs to plan their ovm programmes of materials
procuremeﬂt and production, it was seld to be essential for meny
orders to be placed for delivery in subsmeguent years, especislly
for the yoar immedictely following the placing of the oxder, The levels
of these sdvance orders are determined by the Post Office for ail majer items of
equipment bheving regard to rvelevant factors, including the scope
end emphasis of the Works Progremies wvhich are planned for
implementotion in those financial years. These levels take into
account the stooks considered necessary to provision a Works
Progromme economically as well es the ability of monufacturers to
oupply on the basis of short term orders. It is nocessary to talke
into acoount the total planned usese of materials and equipment so
thet the foruerd ordering progreamme may be developed in a. manner
vihich will ensure balcnced supplies in the years shead. Vhen the
Dopartment. has completed this work, an approach is mode to the
Department. of the Tressury seeking approval of the Trcasurer to e
Forverd Ordering Authority for orders up to a maximum level in the
yeor immediately following ‘and. clso for later yeers. The latier
approval is necessexy 1o cover certain materials and equipment
vhich must be ordered two or three years in sdvance of reguirements
to ensure celivery by the date they will be needed for the Vorks
Programme. The Treasury considers: the Depariment's wequest and
£l) supporting information required by the Treesuxy is supplied to
that Department.
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206. After ithe Treasury has considered the roqueat, the
Troasurer appiroves a Forward Ordering Authority considored appropriate
in 2ll the clrcumgtances. It is made clear that this approval is
glven on the undenstonding that it does not involve o Treasury
conmitnent to support a Popt Office Capital Vorks Programme of any
partioular level, and that it is the responsibility of the Poat
Office to arrange ite commitments for materials in such a manner

that these con be met ocut of vhatever amount is ellocajed for Post
Office Capital Works in & particular year,

a1 It vas sadd that the Post Office hos intemrmsl procedures
and controls which ensure that the value and volume of forvard oxdexs
for pertioulor metericls uxe consistent with Worlks Progrommes. planned
for the years in question. Bach propesal to purchese nust De agoompanied
by & certifiocate which indicates. that' the liability to. be incurred will
not result in the meximum suthority approved by the Wreasurer Leing
exceeded, Un no occasion hes the Treasurerts cubhority boen exceeded.
208 Finelly, ve coked. the Depertment to demonstrote where
vwrite-off action for losses cnd theft is roflocted in the accounts.
Ve wore informed that losses and thefts of sioxes on charge to the
Stores and Services. Trust Account are written oub of stores stock
cs o charge %o glores: odminiptretion. The velues written out become
a part of the total stores administration coste chaxged progressively
to the Trust Account. The total atores administration choxges ave
oventually meb from Cepital and Oxdinary Sexvicos Yoles through
appropriate losdings on issues of meterisls md equipment £rom store.
In the oase of Verkshops Stores, any deficiencies in stock ave
accounted for by debiting Bngincering Administration and orediting
of the Trust Account. The value of lomses end thofte fzom:
Engineexs! Stores are written out ageinst Engineering Overheads
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Chapter 8

DEVARTMENT OF SHIPPING AMD PORT

209 Poragreph 157 of the fuditox-Genexcl!s Report for
1966-67 included the following observation s

" In June, 1964, o controct wos let on o vorichble price besis.
for the construction of the lighthouse supply vessel
1LV, "Noel Buxton". The estimated cost at thet time wes
$428,000. Subsequently, certein clterations cnd modifio-
ations in the desizm were effected.

During 1966-67 expenditure cherged to Division Wo.948-1,
Item 02 lighthouse supply vessels ~ xeplacement, included
$175,504 in xespcot of the consbrmuction of the M,V, "Noel
Buxton". This expenditure, efter cdjustment of §9,837
administretive expenditure from the previous yeox, brought
totel expenditure to 30 June 1967 om the vessel to $717,574.

The M.V, "Noel Buxton " wes commissioned in July 1966, but
hes been in effective sexrvice for epproximctely six weecks
only since that dete. At the time of preperction of this
Report, the vessel wes undergoing further tests of euxile
iery equipment. Tho Deportment has adviged. that the vessel
is scheduled 40 re-enter service towecrds the end of August
1967 end thet the mcbter, generally, is under exominction.

210 v were informed thet construction of the Lighthouse
Vessel 1.V. "Noel Buxbon™ was ordered from Wellkers Limited,.
Maryborough, Queonsland, in September 1963, Botween enxly
November 1963 ond 2nd March 1964, ten minor emenduents were
node to the conbtraot, three of which &id not involve a voriate
ion to the contract price. These were in respect of o xeductw
ion in the size of watertight hatches. to fit in with the
ghip's structure, the installotion of o redio tolephone in
the wheelhouse, ond mmsericl for the crew radio. Also the

Ehibit.
AGR1966-67/3
Qs 232 &
Committes
File
1967/1
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funnel wos reduced in size to provide a more convenient acoess
fox the removal of equipment from the engine room, ot o credit.
of §532, The remiining smendments involved incressed costs
emounting to $2,247. This zepresented the instclletion of an
eleotxicel dirtribution cupbonrd in the mein deck ncoommodation
et o cost of (2803 the ingtellation of o kattery box and
charging rosistors on. the boat. deck ot o cost of {160; the
repositioning of o medicel locker costing ,j25; repositioning
of furniture in the cccommetotion flot ot o cost of $200; the
TE~LITOE t of ac detion on tho mein deck ot o cont of

$450; cnd the re-crrengement of cceommodetion on the boot

deck ot a cost of $600, It wes said thet while it ig not Q.233
desireble for cmendments. to be made to plans soon ofter the

plecement of en oxdewr, in prectice it is not umusucl for this.

to occur. In this cesé there wos virtually no effect on the
construction time~toble as & conseq of the dment:

(2) Desien
211 The design for the vessel wes doveloped by the Ausbralian Ship-
building Bornd., It wos saif thet generclly clients present
complete specifications to the. Boord should thoy have their omn
consultants, or aliernctively they supply the Bocrd with o
number of requivements for the ship's ocpeeity. In the latter
case, which applied to the H.V. "Noel Bwiion", the design is.
developed by the Shiptmilding Boexd and. discussed with the
client until agrecmoxrtis reached. Caleuletions and cereful
checks oxe then corried out by the Bocwd in respect of cerboin
capects such as speed end stability. The deaizn is then. subw
nitted to- the ovmer os being o proper representobion of the )
operctionsl requivemenis of fthe vessél. It was seid, however,
thet this procedure was not followed in the oase of the M.V..
*Noel Buxton®.

212 In the cose of passenger ships the Depertment of T Q289
Shipping & Tronsport tokes o perticuler intemest in certeoin

capeots of the design such as sofety messures nt ses but this

ves not 80 in the cese of the M.V. "Roel Buton™, except for

8 broad check of the desizu which wes coxried out by the



110

Department in Melbournae,

213 Ve were informed thot the Department of Shipping ond. Q.290
Trensport hes two functiops in relation. to the design of a ship.The first.
is to acquixe en opercbional unit, Uhen the desisn is sub-

mitted by the Shipbuilding Boerd the Department's only concern

is to ensure that the chip vill perform the functions required

of it. The sccond matber relates to sofety measubves end is

the specific. concexn of the llerine Sexrvice Branch of the Dep-

artment, In the case of cargo ships there cre only & few

sefety mensures involved, but in tho case of a pessenger ship

there is o much laxger body of instructions,

The 1LV, "Hoel Buxzton" ig not a passengex ship. The vessel

wes built under Lloyds' supervision end the errangement . in

thege circumstences in’that the Department cccepts the

certilfizete given by Idopds in reapect of a great many items,

214 ope witness wes esked if it Wore normsl Peactice fora  g,77
ship to have its enchox chein locker sbove the weterline, os
shom in Plen P, submitted t0 your Committee, and for this te
be eltered in e revised plen to a position below the waberline,
Ve were informed thet this wes not nommel proctice end thet
the location on the originel design is the normel position.

In the cese of the M.V. "lool Buxton" this altexntion chonged
the position snd height of a very significant weight, o great
mess of chain cchbles, to o louex position which grectly helped
the stability of the ship without adversely effecting its.
functioning.

215 Ve wexe informed that os the H,V."Noel Burton" operetes  Q.285-
h .

‘o service lighthouses, p zer detion is required for 267

officers such as Reglonal Lizhthouse Engineers end Deportment

of Vorks representetives. Vhen asked why aocommodction for

+vwo pogsengers in Plen P had been increased to three g 'in Flan Q,
we were told thot at zll times the ship is required to corxy a
technicel officer cnd usuclly also carries a Regioncl. Engineex.

It was found in the pest thal accommodation had been limited

ond an cttempt was wade, in this case, to provide as much
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P ngex : tion ag possidle for officisls and passengers
within the dimensions of the ship. It vins peid thet the inorense
in cost. of providing additional ger cec detion would

be a neglimible proportion of the increase in the cost of the
ship.

216 It wag said thet frequently vhen tenders ore onlled, Q.276
builders put forverd clternative. designs to that sought. For

the seke of stendardised tendexing, however, the Departments

tenders must be strictly in accordence with specifications.

Frequently vhen attention is directed to weelmesses in ox

improvements thab. could be mede in designs, suggpostions. are

adopted.

(b)_Stability

217 Ve were informed thet the determination of the stability Q's.

of' & ship requires. detailed study involving g congidersble 276-278
length of time. Vhen it originntes o designl: the Shipbuilding

Board socepts. the responsibility for stebility and othex

factors being correct end shipbuilders ave not expected to

investigote this exres.

216 The H.V. *Noel Buxton® wes seid to be somevhet unique Q.242
in that it is a complex small ship. ihile smell ships are

licble to have stability problems ond o need permanent ballost

0 meintain them in o steble condition, the IL.V. "Noel Buxton'

hod a lot of cocommodetion and other heavy items high up in

‘he ship vhich from the point of view of stability were not

considered %o be desireble.

219 In the design stege, an essessment of the stebility of Ebd\:lgae:l.ts
the M.V, *Noel Burton™ wes made by a comparison with a mumber mﬂ; Q'-s 7/ 3
of somevhat, similer ships xecently completed end for which 236~

acourate siebility dete was eveileoble. This comparison
indicoted thav the stobility of the M.V. "Noel Buxton®
should be within occepted. limits aliliough it was recogniged
thet there would be o need for the fitting of some permenent
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ballost, which is not uncommon in smell vessels, The ships
vwith vhich the comparison hed been mede hed not been regquired.
to undexge ony desizn modification in regerd to stebility.

The sen tricls in respect of theme vessels comprised normel
inclining exporiments, and .were cerried out in ideecl wenther
conditions, i.e. flet, celm gea conditions with no wind. In
the light of the anelysis carried out, technicel officers: of
the Department of Shipping & Pronsport felt thet debeiled
stability celculetions could be postponed until the time when
there wes porticuler pressure for work in the hull-design
seotion., Velkers Limited hed not wecised any doubis in xrespect
of the stcbility of the ILV. "Hoél Buxbon" vhen the plans

end specii‘_:‘!.‘cc.tiom vere boivy considered, before the order wex,
placed. Phe witness added thet the plons hed not been exemined
by ony other shipbuilders hefove the conbruct wes let.

22¢ Ia June L€ Invessigeiion was cuceied tut Eschibit

AGR1966-67/3-
ond Q.245

Yy the il desigs sechion of %he office of she Shipbuilding
Bocxd in respect of the normel complete investigation of the
stebllity cherceteristics of the ship. The investizebion
indiceoted that tho stebility of the vessel would not be X
satislactory without. clterctions to the general srrangemont of
accommodetion, which, in turn, was responsible for o number of
consequenticl veriations, 21l of which odded to the cost of

the vessel.

221 Viith a view to providing essenticl stebility twenty Exhibit
nine mpdifications were decided upon ent undextcken &t & cost MCR1966-67/3
of §68,898.. Details of each.of the modifications are given in

Appendix ¥o.2 o this Reporbt. One of the consequentiel veriat-

iong which hed e significont affect on the cost of the vessel

wes the inbtroduction of air-conditioning. WAlthoush considerat-

ion hed initielly been given to this mattor, it was decided

thet, with the original desisn, mechanical venbilation of the
eccommodation would be edequete, ond more simple in operation

and meintenence. TWhen alterations in the generel arrangement.
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of sccommodation bocome ossonticl, it wes considered thet air
conditioning should be introduced. The witness said ‘thot air
conditioning hed not been considered necessexy or desirsble in
the initicl design stoge beccuse it would lhove been cn. added
complicetion to the ship, Howevex, the alterations to the
shipts ac detion had reduced the effectiveness of notural
end wechanicel ventilebion end it wes decided theb air condit=
ioning wes necessery to improve the hebitability of the accomme
odation.

Q.246

222 The incorporation of air-conditioning equipment resulted. Exhibit

in the need for a lorger electrical genorating plant. The 3 4 6?5%262"67/ ‘

decision to instell lewger generctbors wos mede by the Depext-
ment of Shipping and Transport but the acquisition of the
generstors wes the responsibility of the shipbuilder. It was
sedd thot, es equipment of this type is not menufactured in
Austrelia, the generctoxs hed to be obteined from oversecs ond
o8 & result e considexrchble deley occurred in their delivery to
Vialkers shipyerd. Howaver, the owiginally plonned diesel
engines were used end the only direct difference in cost was
for the electricel generctors themselves, the additional cost
emounting to 5700, Vhen the need for larger genereting equip-
ment became apparent, tonders hed alrecdy been accepted by

the builders for smellexr generators.

{c} Costs

223 + Estimoted end Acbuol Cosbs,

It wos said thet it is recsoncble to expedt a fairly
accurate estimate for shipbuilding costs cnd that in gene:éal
those made by the Depertment of Shipping and Trensport wre
patisfectory. In this oese, however, the incressed costs:
were xeloted to the additional work involved. The estimeted
and gotucl cost of construction of the vesael cre shom in
Teble No. 5.

Committee
File
1967/7

Q. 25%

Exhibit
Aempsegez/‘

e
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Zgble No. 5
Y. "Noe) Buxton”

E, ted Act Cost of Comstructio)

Cost
Component
Estimate Actual
‘ $1,000 $1,000
Builders tender price 385 473
Inspections, supervision,suxveys,
edministration,drawings eto. 24 34
Contingencies 19.5 210.5
| Total ' 428.5 175

Source 3 Depariment of Shipping and Transport.

224 The incresse in the builders tender price, $88,000 or Q296 and
22.9 per cent, represented an i of $12,215 or 13.9 per cent gﬁ‘:i:;g; 5
for materials, and $75,785 or 86.1 per cent for wages. The incresse
of $10,000, 42,7 per cent in the copt of inspeotions, supexvision,
surveys, administration, drawings, etc., were said to be cosis which
were within the control of the Shipbuilding Board. It was olaimed
that the estimate for this component had heen too low, but that the
aifference between the estimated and actual cost was related to the
design chenges incorporated in the construction of the vessel.

225 The term "verieble price besis'" is used to distinguish Q.279
the type of contract entered into for the t\:onﬂt:mction of the
M, V."Noel Buxton" from one let on a fixed price basis. 4
variable price contract contains a clause which provides for
inoreasing costs. in, fox example, wages and materials, while a
fixed price conbract varies only in acoordance. with. approved
modificetions to & vessel and is fixed in relation to costs such
a8 weges-and materials.

226 With respect to estimating a varisble cost component it g'ggi
wes said that allowance would have to be made for the length of
time involved in the conmstruction of a vessel.
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227  Then esked %0 explain the use of the oomtingency Q.281
Atem in the cost structure of the vessel, the witnesm steted 262
thot provision is wmode in 11 of the Department's ,l.hipbuild.ing i
estimates to take mccount of small difficulties that crise

vhich. involve cost vaviations. due to cuissions eand exrors,

The: contingency item. is provided to meet changes in cost which

exo held to be the respohsidility of the Shipbuilding Doord.

Hoviever, the contingency item wes not designed to cover

additional costs such cs thope L:ivolved in the present Inguiry.
Deteiip of the actusl contingenoy coste axe given in Table No. 6.

Teble. Yo, 6. .
1.V, "Noel Buxton™
Contingency Costg
Sem ‘ Contingency Cost
H ‘ ¥, 000
| §tebility modifications 695.0 (1)
Eztros ¢ 84.0
Modifications for positioning of ain
conditioning equipment ) 37.0 (1)
Additional extros ' ] 20.5
. 210,95

(1), approzimate. anount.:
Source: Depertment of Shipping & Transport

» Alx Conditionins Equipment
228 The cost of the additionol aix conditioning equipment, its
installation ond the laxger capacity generators is given in

Teble No. 7 o ' P
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Deble Moo 7.
M.V, "Noel Bixton®
Add_it;onal Cogt of Air conditjoning Fouipment

Ttem Amount Comittee
i 3 File
: . - 1961/5
Air conditioning equipment 10,908
Air conditioning instellotion including
‘minor materials end txunking, 9,756

' Chongeovex' from 40 K7 to 65 K

.generators, including modificetions
to couplings, re-running of piping
etc. and installetion 8,416

Amount 29,080

Source: Department of Shipping & Trensport

229" It yas seid theb the dimorganisation of the dookyord Exhibit
programme resulting from the deley ceused by the genexators ‘GR19§6’67/
being obbained fxom ovemes provided the need for a xe-
agsessment of Yextras" for which quotebions hod been submitted
by the shipbuilder ecrlierson the basis of prompt completion
of the work,

230
The re-~assessment of Mextras" waos undertoken by o ‘GRE:nghg.gz_ié% /3

cost Investigator of the Department of Supply. The findings
of this investigetion, submitted in o 41 poge report, were '
examined by and for the most part, endoxsed. by officers of
the Shipbuilding Division of the Department of Shipping and
Trensport. The cost investigabors report deslt mainly with
proper scoounting of the costs that hod been incurred by the Q257 to
builder but the objective of the officers of the Shipbuilding
Division waes to see that the costs which hed been brought to
account for the ship were appropriate. In fact, there were
reesons releted to the effeotive use of time for reducing the
cost by $15,000. The adjustment figure 'agreed upon was
$15,535 less then thet recommended by the Cost, Investigator,
end on this besis on edditional payment of $84,40L was made
to Vialkers limited.
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23 The provision of mpace for the air conditioning equipment Exhibit
involved the installation of  bulk bead in the hold of the ship ana ASR1966-67/3
the al of the which hed been looated adjacent to

the engine room. It was decided that the equipment should be
instelled in the space previcusly allocated to the store room as
this allowed the hold of the ship t0 be used for the caxriage of
gas oylinders. The cost of these modifioations amounted to
$36,824..

Other Extras
232 Additional extres shown in Table No. SBwere decided upen at
various times duiing the constmiction of the vessel.

Teble No, 8
V. "Noel Buxton®
Selected Additio o the: Contr:
: Exhibit
Iien Amount i AGR1966-67/3
$
Instellation of redex | 4,842
Ingtallation of standby refigeration unit| 2,850
Improved gear box. ‘ 2,620
Tmproved workboat davits ' 4,018
Additional spares fox' the main engine
and suxilary engines . 2,136
Other "extras" 44124
Total 120,590

e Souxces. Department. of Shipping and Transport

23 14 was seid that the installation of Tedex is provided Q92
for in all ships designed by the Shipbuilding Board, howsvex,
while it was considered to-be desirable for M.V. '"Noel Buxton"
o small vessel, ‘when the oxiginal. specifications had been
grepared, it was not included at that stage becsuse it was °
thought. that it would have been unvelisble as thexe is &
lack of wexvicing fecilities for redax in New Guines, whers the
ship wes intended to cpexmis. It was weid that: the advent.ef
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transistorised end more relisble equipment influenced the
decision to instal ‘reder.

234 The gear box ratio was changed in conjunction with Q294
& change of the propellor from four to three blades in order

to improve the propulsion of the ehip. It was said that thie Q295
change wes not due to an original design weskness. end thet

in general the slower the propellor the grectex its efficiencys

It venume y to i porate a slower propellor with e

changed gearbox rctios

235 With. vespect to the improved workboet, davits the original
proposal was thot the workboat should be handled into the water

by & derrick which is provided on the foremast. It was found

by experiment, however, thet the handling of the boat into

rough sess by the derrick was dengexous, inefficient end slows

Foxr this reeson improved devits wexe installed.

(&) Tho History of the Vessel Subseguent to Delivery

Exhibg.t

236 . AGR1966-67/3

On 19th July 1966, $he Department accepied delivexy of and Q's

the vessel following satisfroobory ses triels which rewmealed 300 '
to 304

‘nothing more thon minor difficulties. On 29th July the vessel
departed from Brisbone fox gervice in Papua/New Guinea.,

237 The M.V. “Noel Buston" ia fitted with e Rolls Royce

mein engine and two elootrical generating sets supplied by

Smith Merkwell Pty.L¥d.  each comprising a Rolle Royce diesel

engine coupled to a generator supplied by Hewker Siddeley Brushe,Pty.Lid.
It wos said that o grect desl of trouble had been experienced

with these generating sets. Between 30th September cnd 4th

Octobor 1966, the engines of both genersting sets Yecame \\\
unsexvicecble when the.ship was in the vicinity of Madeng due te |

troubles which developed in the engine balancer gear.We were informed thnt‘v
a balancer gear is locabed in the orenl: of fourwcylinder.  Q.305 to

type engines to reduce vibration. In this instonce the baluncer3°7
gear collcpsed, rendering the engine unsexvicecble. The areas
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in the vicinity of the keases vero d d, sitoting:
replacement of the engines. At the time of replecement one
engine had completed 650 hours work and the other some 900
hours.. Detweon 2let October andl7th November 1966 the engines:
were vepleced by new engines. On the lst December, however, the
Port engine failed due to trouble vhich dgveloped. in the balancexr
geaxr, end on 2nd December 1966 the gtarbosrd ongine failed after
598 hours of operction. On lst March 1967 the vessel wes. tolen
in tow to Erisbane vhere the fromes were stiffened end modified
to accommodete resilient mounts supplied fxee of cherge Ly

Rolls Royce, Aust.Pty,Ltd., the pord engine was replaced by a new engim

because its balencer geet had fajledjthe starboard engive wes overhenled

to "as new" condition; e mew type flexible coupling wes providedsy
the govexnor end fuel pump of each engine wore adjusted to operate
at 1,500: : Tepomijensh eloctriccl generator srmeture was dynamicolly

belanced; and the rollex beevings of both gencrctors were xepleced:

by Deep Groove Ball 'l‘yi)c Bearings. Initielly it had been thought
Yhat the coupling wos suspect, but in dus course the beerings
of the generctors were found o bo femlty brinelled. fhis is a
condition erising from vibretion on the rollers. It couses.
grooves, and severe vibration on rotchion. After consultations
betweon the supplicr of the bearings, the momfocturer of the
generators, and the menufacturer of the enjines, it was decided
0 eliminete every possible influence thet might be responsible
for feilure in the bolancer geer. This progromme included
gstiffening of the sub fremes. Resilient mounts wewve provided
to fit deep groove ball bearings in place of xollex beerings
cnd to chonge the type .of flexible couplings. The dynamio
baloncing of aexrmctures wes requested by the diesel engine
builder as “out of balance" forces could heve been & contribut-
ing cense toward conveying vibrations back into the engine.

238 Between 20th end 22nd June 1967 . the engines vere
instelled and on 30th June tests were “cerried owt, the results of
which were sctisfactory. On 4th July a vibretion test wos

V12

Q's 342
and -
343
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carried out by an engineer of the Asronsutical Research
Leboratories. The vessel depurted from Brisbane on 23zd @17
July 1967 for New Guines and on 24th July 1967 an electricsl
failure occurred in the starboard generstor, due to the faot

that the rigers on the srmature commutators had been fractured.
At the time of oux inquixy the ceuse of this failure had nét been
determined. It was muggested, however, that vibration may have
ceused fatigue of the risers on the commiators. On 25th. '
July 1967, the vesgel returned to Brisbane and between 26th

July 1967 and 26th August 1967 both generators were overheuled,
dynamically balenced and reinstelled. This second overhanl and
balancing of the generstors was said %o have been necessery
because of the repairs that had been carried out in the arnatures.
end algo b of the repl % of the roller bearings.

239 On 28th and 29th August the engine generators were
inspected by rep tetives of Lloyds and Rolls Royce Aust. Pty.Ltd,
':nd a furthexr vibration test wes carried out by an engincer of the
A tical Ri h Leboratories. The veséel doparted from Brisbane
for service in New Guinea on 2nd. September 1967 end at the time of
our_Inquixy,‘ (6th. Octovex, 1967) was operating satisfactorily, no
serious. problems having arisen.

o)  Payments.

240 We were informed that no payments have been withheld @21

from the shipbuilders pending the determination of responsibility

for the problems vhich have been encountered. The contract for the,

supply of the motors and generators was agreed vpon by the

shipbuilder and the suppliers of the motors end generators. A N

failure or breach of werranty would therefore be a matter to. be. ~
settled between Walkers Limited and the suppliers. The terms of .
the contract entered into by the bhuilder provided that most of the Q.32% N
items supplied would be guaranteed for a period. of twelve months.

241 Ag there was o doubt about the ceuse of the belancing gear  Q.324

failure, Rolls Royce Aust. Pty.Ltd. considered that before it released
new engines, some form of an oxder was needed to safeguard the



121.

Company. The Department, tharefore peid for one new

angine and also for the restoration of another to "as new"

_oondition. We were told that the total cost to the Department

including labour and equipment, for the replacement of engines:

wag of the oxder of $20,000. Details of this cost were not

available and we were informed that they had béeem invorporated in.

the operatint costs of the vessel. The cost of repairs and replacements.
Tor the vessel in 1966/67 smounted to $12,680 and from 1st July 1967

to 27tk October 1967 $2,590. Details of the amounts ave given im
Apperdix No. 3 1o this Report..

242 It was said that many adjusimenis heve been made to the
equipment and the matter of pajment had not been finalised.

The Department has entered into an arrangement whereby after
1,000 hours operation, the equipment will be exemined to
detemine where the fault mey lie. It was indicated that while
it moy be difficult to determine,it could result in recovery

by the Deparimont of some of the money which had slready been
spent.

(4) The Couges of the Problems

. Exhibit
243 In its submission to the Committeec. dated Tth September. AGR1966-67/3

R.325

Qa33e

1967 the depariment of Shipping and Trensport stated that the gig oxd,

- fund tal cause ox of the various difficulties related
to the gererating sets and their engines had not been determined
and that the matter of xesponsibility was still under examination. ’
The engine of the type concerned has nob been used by the Department.
vefore. Initially Rolls Royce fust. Piy.Ltd. and the generaton
builders. accepted responsibility for the feilure which occuxred
and it was not until & doubt had arisen as to the cost and cause

of feilure that queries in respect of responsibility arose.

244 It was soid that the suppliers of the engines have co-

operated in evexy possible wey to assist in the determination

of the cause of the trouble. When the two engines feiled, Rolls

Royce fust. Btyw Ltd. quickly acknowledged its responsibility and axranged

Q322 and.
32y

L]

e
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for new engines to be delivered to Msdang, When the third Q 324,
engine failed Rolls Royoe Aust. Pty.Itd. again acknowledged ita 337 and
Tesporsibility and it was not until tie false brinelling of the kL))

bearings was discovered that Rolls Royce Aust. Piy.Ltd. thought

it might not be responsible. Because similar engines operating

throughout the world were glving satisfactory service Rolls Royce

Aust, Pty.Lid. felt from the beginning of the problems under !
digenssion, that the balancer gear failure resulted from

contributing causes external to the engine, and that it was

not & fault in design. The witnoss admitted that the assessment

by Rolls Royce Aust. Pty.Ltd. may be correct but indicated that

until observations are made after 1,000 hours of sexvice has been
conpleted it will not be possible to ascertain where the fault lies,

245° Ve weve informed that should the feult be found to be Q349
in the mounting of the bearings this would indicate that an

exrror had occurred in the initial design and in such ciroumstances:

it would be diffiocult to place the responsibility.

246 The witness distinguished between the two aspects of Q350
the M.V. “Noel Buxton" problem. The first was the basic design

and the mecond was its history since it was coumissioned. He

claimed that the design. is entirely satisfactory both from the

point of stebility and also from the point of view of machinexy.

He also maid, however, that it remains to be ween whether the

curious and unexplained. technical problems which were under

investigation when ouxr inquiry took place will he xresclved.

247 It was said that while Lloyds provides a certificate
foxr the whole of the installation, the Australien Shipbuilding, .
Board camnot shelter behind such a certificate as Lloyds arve gxx’l';;g

interested in cextain festures only of the design of the ship.
The Board designed the ship and Lloyds endexsed cerbain feastures
of the design. It was also said that Welkers Limited,
Maryborough, was congidered to be an efficient shipbuilding yaxd,
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The Deportment of Shipping end Transport meintains e resident Qs 270

engineer in Brisbane vho mekes froquent visits to Valkers &.331
shipyerd vhen vessels. ore beiny constructed for the Dapartgnant.

248 It ves adnitted tilat the M.V, "Noel Buxzton" hod been a Q4355
most. unfortuncte project from many yaiixts of view end og far ag

the Ausfrelien Shipbuilding Beard is concerned much has been Zearned which
has boen end. continues to be put into opexction with respect to

methods, procedu.es and other mettors,

CONCIUSIONS

249 Although the ceuses of the problems thot hove avisen in
relation to the M.V, “Noel Buxton" hed not beon detexrmined vhen
Your Committee conducted its inquiry, there nve certoin fentuves

of the metter on which we would meke comment.

250 Vhilst ve eccepl thab it is not. wmauel £Or minor modifications
to be mede o ship design after the letting of the contrect, it is
aifficult to apprecicte vhy Gertoin amendments theb were mede
ot that stego were not effocted previously if the deteil of th:
design hod been adequate. For extmple, it. would seem that the
size of woterbight hotches to £it the ships structure, and the
pize.of the funnel necessery to provide convenient: access fox
the vemovel of equipment from the engine room should hive been
appexent before finel drewings were completed, Similerly, ve
beliove that the amount ond locetion of eccommodetion for the
cxew.cnd passengers should hove been determined firmly at an
early stege of planning.

25t Your Committee nobes. thet it is normel prectice for
cclonlations ond oorefil checks +o be mode by the Auastralion.
Shipbuilding Booxd in relstion to certain ‘features of degiga
such. a3 speed and stobility but thot in the cese of tl_a,e“‘,.l\_i_:V;
“Hoel Buxfon® this procedure was chondoned cnd insteed stobility
vas esgessed initinlly by o comprrison mede with o number of
somewhet similar shipe recently comploted and for vhich adequete

)
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stability dats was svillsble.. We believe that events,

which. subsequently involved: considerable re-desil'gnﬁa.nd cont, )

point to the inadvisability on the pert of the Board, of
abandoning its normel proceedures for ing' stability.

252 In regard to the: history of the ship in service,
Your Conmittee notes: that large-scale modifications arose
from the need to achieve stability. Because the causes of
failure of the ship in sexvice were under examination at the
time of our inquiry, Your Commitiee desires that when the
factoxs causing failure have been determined, the Austrelian
Shipbuilding Board should furnish it with a full report on
the matter, ' '
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CHIPTIR 9

DEPARTLERT OF SUPPLY

253 In paragraph 229 of his Report, the suditor-General included
the following comment:

" YEAPONS RESEARCH ESTABLISINENT ~ TOOMERA COIRZUNITY STORE
Since 1963~64, successive. Reports have referred to the legal

aspects relating to fhe disposition of profits of the Woomers

Commnity Stoxe.

My Repoxt for 1965-66 mentioned that, following an edvising by

‘the Attorney-General's Department, the Treasury sugjested to
the Depariment of Supply that the Commonweslth's inberest in
the Store would be satisfied if it were leased to the Austm

ralien Services Canteens Orgenisation in consideration of a

rental, The question of the profits would then be a matter

for Ministerial direction,

Then this Report was compiled, r'xo further progress had been
made in wesolving the situetion whereby the Department of

Supply receives and credits to a head of Trust Fund the profits

of the Store and expends such moneys, without specific
eppropriation, on commmnily emerdtios. The mabter was still
under consideration by the Departments of Supply and the
Tressury,

254 Following the incepbion of the Long Mange Teapons Project Exhibit
in 1947 as & joint errangement between the fusiralian and AGR 1966-67/8

British Governments, the Teapons Range and associsted facilities
were established at Voomera. In the early stages of Voomera.

the Army accepted responsibilily for general administration of
the area and arvangements were mede for the operation of a,unit
of the Army Canteens Sexvice, which provided confectionery, stat-
ilonery, small goods, tobacco, cigavettes and liquor, etec. for
personnel in the area. On the recommendetion of an inter-
depaxtmentel Committee, comprising representabives of the Depert-
ments of Supply, Preasury, Works and the Intexior, a Village
astore wes established in 1952 under the control of a Store
Comrities appointed by the Voomers Board, The Voomera Board had
been set up by, the Minigter for Supply to advise the Range
Superintendent, Voomera, on matiers concerning life, healih,
amenities and welfare of the xresidents of Toomera.

L4
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255. Bxtending considersbly beyond the service given by the Army
Canteens Service, the Village store met the needs of the general
commnity with e large xange of goods, including clothing, foot-
wear, stationery, 1k ey ies, vegetables and
genexal household goods, A submission by the Department of Supply
to the Department of the Treasury in Jaymary 1952 advised of the
decision taken by the Minister for Supply, that the Village store
was to be d th h the W Board and sought approvel for advasces
being made to that Beard to & limit of £11,000 (522,000) for the
purchase of stock and equipment, The Department of the Treasury
was advised, inter alia - "The Store will function as & separate
entity, employing its ovn staff, and any surplus after all
liabilities have been discharged will be utilisud by the Woomera
Village Board on maint and 1 improvement of conditions
affecting the community generally."

256 In its reply, the Department of the Treasury advised that the
Acting Treasurer had approved ~ AGR %26-67 /8
» the making of advances, up to & meximum of £11,000 and
repayable within 5 years, to the Woomera Village Board;
. interest at 4} pexcent per annum %o be cherged on the
advances. made; and
«charges to be made for rent, electricity and water used
by the store.
In 1952 advances totalling £3,233 were made for stook purchzses.
and equipment which were repaid in, August 1955.

257 It was seid that after & period of negotiation which touched on

the obligation of the Amy Canteens Service to continue to provide

& canbeen service for the large number of Service personnel in

the area and the provision of what was, in some respeots, &

similar service by the Commnity Stoxe, the Minister for Supply

agreed in 1955 that the Axmy Centeens Service should take over all

trading activities of the Woomera Village shopping centre,.

The general conditions then approved were -

-« The Army Canteena Sexvice to itake over the complete trade,

wholesale and retail, at Woomera, incliding all provedoring,
both to houscholders and to various messes;
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« The Army Canteens Sexvice to provide the staff to operate all
irading activities and to purchase all sock and plant owned
by the Stoves.

» Sundry Debtors and Sundry Creditors sccounts outstanding on
18th June 1955, to be taken over by the Army Canteens Service;

« The Army Canteens Sexvice to pay & rental in respect of all
premises occupied and to landlord plant end equipwment, The
rental charge was to cover all costs of power, light, water,
etec, used in conducting trading activities within the Village;

.« 4n anmal fee to be agreed upon by the. Secretary, Department
Of Supply, (currently 2} percent. of sales) to be. paid to the
Aryy Canteens Service to cover general administrative expenses by
vuay of head office and buying expenses, store costs, interest.
on capital invested by the Service,etc.

» The Army Canteens Sexvice to make inéerl.m profit distributions
cach month equel to 33 percent of non-discountable retail sales. in
the Commnity Store. The amounts so paid were to be held by
the Department of Supply for use by the Woomera.jillnge Board
in providing amenities in th_s area,.

On 18th Jamary, 1956, the Minister determined the oat: 1es of expen-
diture on which funds availeble to the Woomera Board comprising mainly
store profits, could be disbursed,

258 The policy decision in xzespect of the transfer of all trading.
activities to the Army Canteens Service Organisation in 1955. was
given by the then Ministexr for Supply and. the detailed directives
to the Organisation were drawn up in the Department. 4 copy of
the direotives including those classified as confidential, were

Q.836

Q.839 and
Committee
Pile 1967/7

*
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submitted to us. It was jndicated in evidence that the Q.838
Asgistent Crown Solicitor, who was attached to the Department gmi““

of Supply at that time,would have been involyed in the prep-~ 1067/7
eration of the directives. Ve were informed, howevex, that an
examingtion of the relevant files did not show that any formal
consultation had taken place with the Tressury or the Attorney-
General's Department in 1955 in respect of the accounting for
store profits. The principle of store profits being used by the
Yoomera Village Board had been established in 1952 when funds
were obtained from the Wreasury for worlking capital, It was said
that the view apparently taken in 1955 was thet the Department
was acting as trustee for the Voomera Doard and the use of Trugt
Fund - Other Trust Monéys was the proper course for accounting
action to follow,

259 Ve were informed that one of the prime objectives of the Exhibit
Departuent in concluding negotiations with the Amy Centeens Aok 1966-67/8
Service,now the Australian Services Canteen Oxgenisation, was 810 to 812
to ensure the contimiance of the earlier arrangements wvhich

provided Voomera residents with direct eocess, through the

\loomera Doaxd, to moneys vhich accrued as a result of theixr

om expenditu:.:es in the Community Store. Given the special
circumstances of the Voomera commmnity - an isolated Government
~contzolled area with an itinerant population.it was olaimed

‘o be Vital that the community should have a sense of civic

pride and responsibility. It was said that due to the imperm~

ement basis of residence of all members of the community, in which only
personnel employed ab Woomera may reside, it cannot be expected

thet residents will achieve that sense of civic pride and res~
pronsibility and give expression to it through voluntary con-

tributions for the provision of amenities, It was algo said.

that it was not ressonable to require them to contribute

compulsorily since in mey, if not most chses, they would have

left the area before their contributions could bemefit them,

and that the desired result would moxée likely be achieved

should members of the community be able to recognise them-

selwens rather than the Government as being the sounce of the

smenities fund. Since 1952 Store profite amounting to some
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$40,000 anmually have been transferved to the Board.

260 Ve were told thot et all times the Department of Supply
has been aware bf the need to ensure that the monies received
from the Army Canteens Service Organisstion have been handled in
anc# with well-established procedures. In practice, the profits
peid over by the Organisation iere credited to the Trust Fund~
Othex Trust Honies by the Department of Supply and expendituies
anthorised by the Voomera Board vere disbursed-fion the same
Trust Fund.

261 The Audit Obsexver, Mr,Scott, informed us that the mannex

Exhibit
1966/67/8

acoord.

Q.614

in which the profits were being transferred to the Woomers: Village

Board had first came under notice in 1961, Inquiries in respect
of the matter proceeded until 1964 when a logal opinion was
sought on the mattex,.

262 Inlay 1964 the Department of the Treasury exprgssed the
view thet the profits of the Commmnity Store should bve paid

into the Consolidated Nevenne Fund, In his report fox 1963-.

64 the Auditor-Genexal stated that, heving regaxd to differing |
aspects advanced by the Department in subzajuent correspondence,
the Audit Office had sought an advising from the Attorney-
Generel's Department. In August 1965 the Department of Supply
was furnished with a copy of the advising given to the Amditow. .
Generells Office by the Seoretary, Attorney-General!s Department,
That advising stated, inter alia - "rhe ansier to your question
is not clear beyond doubt, meinly because the material now
available does not show unequivosally in vhat capacity the
Cormonwealth received the profits.in question, Hovwever, I think.

Exhibit -
AR 1966-67/8

the better view is that these moneys have not been dealt with in

dance with the requi 8 of the Comstitution end the
Audit Act."

263 It was eaid that this advising that profits should be
paid to the Consolidated Revenus Fund and.be subjeot to
appropriation, seemed to derive largely from the several

Exhibit,
AGR 1966-67/8

e

>
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Directives issued. to the Australisn Services Canteen Organisation’
by the Ipartment of Supply in 1955-56 when the menagement of the
store was transferred to the Organisation, The legal view of the
Directives was that, in xespect of any profits, the Department was
not an agent or trustee for the Woomera Bosxd because M...... the
Depertment intended to. exercise strict control over the disturaement
of monies received from the Australien Sexrvices Canteen Or .aisation
even to the extent of determining vhether these monies showld be
available for particuiar proposed expenditures of the Wocmera
Village Board." Mr, Scott indicated thet in view of the legel Q.820
opinion subsequently obtained, which expressed considersble doubt
about the matter, it wes not surprising thet this matter had not
arisen earlier,

264  The witness representing the Department of Supply stated Q.821
that the legal opinion indicated that the profits from the store
should have been paid into the Consolidated Revenue Fund and
should then have been approprieted under the arrangements as
they then stood, He said that his dpartment had placed the metter
before the Joint Project Board, which is a Statutory Authority.
This was done in March 1966 and that Board fevoured the contimance
of the arrangement whereby the Woomera Bourd would receive the funde
end be able to disburse them onm.its ovn account, It was thought
at that time that little delsy would be involved in the fommlation
of & nex constitution for the Woomera Board.

265 In April 1966 the Department of Supply informed the Depertment Exhibit
of the Treasury of its inbention to vary the directives to the :ﬁg 3?32567/ 8

Australian Services Canteen Organisation in order o allow that
Organisation to pay any profits arising from the operation ofthe

Store directly to the Woomers Board instead of being paid to

the Department. of Supply on behalf of that Board, It was considered
that statutory authority for these arranpements existed in the Australian
Services Canteen Organisation Regulations and could be formelly

extended to the W Store, We were informed in evidence that the
directives are in the nature of an agreement between the
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Department of Supply and the Austrelian Services Canteen
Orgenisation as well as specifying the conditions under which
the Orgenisation would operate the store, It was indicated that
Regulation 24 made under Statutory Rule No. 40 of 1959 provides
thet the distribution of profits arising from the sctivities

of the Canteen Organisation may be disposed of for the benefit
of members of the military forces and members of the Air Force
and other porsons from whom the canteen organisation has derived
income, as the Minister for Defence, afier taking into con-
sideration the recommendations of the Council, directs,

266. In June 1966, the Department of the Treassury advised the Exhibit
departnent of Supply that in its view the course propesed by Aar: 1366-61/8
that Department was inconsistent with the legal opinion
given earlier by the Attorney-Céneralls Department, The
Department of the Treasury slso stated - "It is considered that
the Commonwealth's interest in the Store would be satisfied if it
were leased to the Ausiralian Services Canteen Orgenisation in
consideration of & rentel, It would then remain a matter for
arrangement between the Ministers for Supply and Defence as to
how the profites of the Store are dealt with. It is suggested that
the Department might investigate the practiocabjlity of incorporsting any
arrengements for disposal of the Store profite in the lease documents, lub;)c;ct‘
to this course being lawful and satisfactory to the Minster for Defence."

267 The. Depaxtment of the Treasury Observer, Mr, Cowie, in- Q.823
formed us that the previous legal opinion said, in effeot,

that once the monies had been paid from the Australien Services

Canteen Organisation to the Department of Supply, they should

have been credited. to the Consolidated Revenue Fund, not to

Trust Pund ~ Other Trust Monjes. The tranafer of money for use

by the Woomere Board would then have required a Parlismentary
Appropriation. He said that the proposals made by the Dep-

avtment. of Supply in April 1966 were designed to overcome this diffioulty

-

»

>
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and the man’gements envisaged would have eliminated the need

to pay money into Trust Fund - Other Trust Moneys and also for
weking a Parliamentary dppropriation, IMr, Cowie indicated thet
when these proposals were made, there was some doubt as to
whether the suggesied procedures would provide a correct legal
basis for the payment of ys to the Wi Board, Ee said,
however, that he was not cextain,st the time of our Inguiry, that
the same opinion would 8till be held by the Depsrtment of the

Treasury,
268  The matter was referred by the Department of Supply to Exhibit AGR1966-67/8
the Assistent Crown Solicitor to meke the necessaxy legal Q.825 and

Committee File
arrangemenis to ensure that machinery was available to pay the 1967/7

money dirvect to the Woomera Boaxd, The Assistent Crown

Solicitor however, expressed some difficuliy in understanding the
elleged inconsistency. A4 request was made by the Depertment of
Supply to the Department of the Treasuxy on 29th Maxch, 1967

for elucidation of ite attitude, and the Treasury provided

further informetion in the form of & memorandum dated 13th

July, 1967 which stated. "It is notedthat the Department. has.
commenced to progress actions outlined broadly in the memoren.

dum of 4th April 1966 and that you would appreciate advice

of any Treasury objections before: taking formel steps.in this
regard, It is not cleax, however, that what is proposed has

& legal baais or precilsely how it is intended to ocarry out the
proposal. It will be recalled thot by the Treasury memorandun of 18t
June, 1966 it was suggeted that. the practicability of in-
corporating eny arrangemente for the disposal of store profits

in the lease. of the premises might be investigeted, subject to.
this course being lewful and satiafactory to the Minister for
Defence, I1f, however, this 't be a d your. \ 4] .
wight please be given. In the event of the alternative being to
issue a fresh directive to the Australian Services Canteen Organisation,
would you please furnish a copy of the proposed document snd advise
the legislation under which it is propesed the directive should
isgue, It has been suggested to the Treasury
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that there might be difficulty in. the Woomers Boaxd issuing &
valid receipt for profits handed over and your corment upon
the Board's legel status would therefoxe also be appreciated,

Delay in replying to your: dum is regretted. A copy of
this dun is being L ded to the First Assistant
Auditor~General,"

269 Ve were informed that finality had besn reached in regard Q.826

to the ateps that needed to be taken to place the Acoounting
ts of the V Store on a proper legal basis, It

was said that the Assistant Crown Solicitor was formlating s dreft
constitution for the Wocmera Board to operste as a propexrly
oconstituted body, providing for its right to receive snd expend
moneys, for iie assets to be placed in the hands of trustees,
and for sound accounting principles to be cbserved, To aasist
the Boaxd in this maiter, the Department of Supply bed recently
prep detailed ting instructions which provide for the
direct flow of profitsfrom the Austrelian Services Canteen
Organisation to the Woomers. Board,

270 ur, Cowie indioated that the main concern of the Dopart- Q.818
ment of the Tremsury throughout the megotiastions xelating to
this matter haslbeen that the ting ts should
be placed on & proper legal basis, He said that the Treasury
had never opposed $he intention thet funds be made aveilable to
’ the Woomera Board.

277  The departmeritdl witness egreed that it would have heen . Qsgo

normal administrdfive,p d for the 4 ts relating to
the administrative chmnge in 1955 to hive been approved by the.
Auditor-General before being submitted for the approval of

the Department 6f the Treasury and that if this course hed been
adopted, the rTeldked administrative procedures would probably °
not have attracted attention,

Q.827
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Conclusjons

272 The evidsnce sulmitted in relation to this matter indicates
that the arrengements. entered into in 1955 whereby, subject to
certain conditions, the Army Canteens Sexvice should take over all
trading activities of the Woomera Village shopping centre, we o
embaxked upon without. formal consultation teking place between tlio
Depaxtment of Supply and the Depexrtment of the Treasuxy, notwith-
standing that specific approval had been sought' and. obtaeined. from
the Treasurer in 1952 in xelation to a different foxrm of arrange-
nent whereby the Toomera Villegs Store was to be managed by the
Woomera Boaxd. Your Committee believes thet hod this Dopartment of
Supply consulted the. Department of the T 'y a8 a prelude to
introduoing the new axrangements in 1955, the full financial conseq-
uences of the change might well have becoiie apparent and appropriaste
ection taken which would have avoided the embarrassments that arose
at a loter stuge‘ in 1964 when the Auditor-General found it necessary
to seek legal advice on the manner in vhich the profits from. the
store were being transferred tq .the Woomera Village Board.

213 The circumst of the p t case highlight both. the
need, . Sor departments. to consult the. Department of the Treasury in
the formiletion of administrative proposals vhich contain socounting
changes, and to seek early legel advice regarding ihe validity

of auoh proposals..
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DERIRTMEHP OF ORI »
274 In parcgroph 205 of his Report for 1966-67 the Auditor-General
mede the following commont s .
NOUSPUS HOUSE, MSIBOURKE
Provision wes nndo in the.Civil }Torlm Progeiane for 196263
£ox. tho oroction of o now Customs House in Molbourne ot an oetlmnted cost
of $3 ,600,000._ )
Tho' enount origimily wthorisod, in May, 1963 for oxponditure
on the project wes $3,867,104, Tho .nc.jor contract for tho project wes ':Let
in thot nonth for en cmount of $3,857,871 9..n<1 wos 0 bo completed,by
June,. 1965, Howover, when"this Repor!‘;‘ wan pr'o'pe.raa,‘ the wain ocontroct
hod not been couplobed ond the premises, whicl hmte be,e;r progrosgively | v
occupiod fron Moy, 1967,. woro not aveilable for full ‘occupation.
At 30 June, 1967, the amount cuthorised by cumpetent éuthority .
in vespeot of the project ucs $4,790,646 end oxpentitwie to thet dote
Sotelled §4,470,930. ) ‘
In roapoﬂse to inguiries by wy 0ffice, the Department advised
-thet the deley end the expandituxé in cxcess of the orizinal cuthorisetion

were due to o verioty of frotors, including desisn enendnente y foundotion

difficulties, shortegos of cortein meburicl, 1 wob ther, industriel
disputes and other difficultics encountered. during comstruction, cwll"eho
opexation of the. coutrect provigions fox "rise and-fell" in weges and cost.

t ~
of motoriclse M . , -
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275 275 As in mome oases, the mutiers xefexred 'to in-evidenoe as heving
oaused delays and having added ‘to expenditure .axe .sither identiosl
or closely relsted, ‘these patters are considerell :oncurrently -in
relation to. both elements of ‘oriticisn-mentioned by the Auditor-
General, Details of extensions of time to 'the main contract
arising from Tequests made by 'the Departwent :of Werks as at Tth
September,1967 are given in Tdible No,9 while details :of similar
extensions dus to other causes .are given in Table 'No, 10 Details
of committed expenditure .on ‘the building as :&t Tth Baptesber, 1567
and of .estimated totel expenditure ms @t 23rd Novesber,1967 mre ;given
in Table No,11

dbstitution. of insitu for precast N

| -ooncrete 1 3/
ound proofing ! 1 21
\1teration to sprinkler heads. 1 1-3/7 ; -26.9.66
1terations to penels and Christmas '

Table N
D of W House Byi Y
‘Melbourne,
Dime Extensions of Main Contract Arising from
Comgo .th Requests . oved £0 749 g
[Reason for Extention lzengthor |  Deteat
|Extention || extemded o
‘Var.;llution to Foptings and Vet Vsather g -3-4% (@) (6.7.25
' ' 1 -4 | 194485
Strike and extra work 1 /7)) | 290065
iBteel. 2 3 1“1,3:11.:65
[Pesign variation to porch ki |
JAlterations to floor layouts 30 {
ié1donance for public holideys 577 i
g f

B 4
olideys 20477 ) 21,2467
Miterations to sprinklers 1 =/ i 28.2.67 ;
Jlterations to partitions and 1light | ) 1
Hittings. 1152/ ! 13,7467

{&) There was an sdditionsl .4/7 weeks delay due o other :omuses,
(b) There was en sdditional 1/7 weéks delay -due Ho other causes.,
Bource: Department .of Works..
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. (approved to- 7;9g1967)'

 Reason for Hxtension Length- of | Date :
- Extension | Extended to)

Footings and wet weather | 4/7 (a) |~ 6.7.65
Delsy in steel delivery ©10-4/7 | 30:9.65
'Strike and extie work i) | 2.10.65
Delay in Steel dolivery 4 - 30.10.65
 Weather ) ’ 3/7 . 3.11.65
Ty Vo | e
Delay in Steel delivery 9 . 18,8,66
Extra week of lesve granted | 1 | 26.8.66
| Powex failure . i /T " 27.9.66

(*) There was an additional 1/7 week delay due to departmentel
. requesis. .

(b) There was an additionsl 1/7 week delay due to departmental
requests..

Source: Department of Works.

K
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Table No, 11,
Departgent of Works: Customs House, Melbowrne.
Copmitted Expenditure as at 7th September, 1967 apd
Eetimated Tote) Fxpendjture as st 23rd Noverbor.1967
Iten Committed Estimated ~
Expenditure Totel
. Expenditure
$ $
Originel Prograume provision
(1962-63) 3,600,000 3,6 0,000
Amount originally authorised,
May 1963 3,867,104 3,867,104
LESS credit adjusiments in
respect of money provisions 11,024 11,024
3,856,080 3,856,080
PLUS additiona] works for which
client Depariment was responsible
Partitioning 314,122 362,922(a) |
Change to complete air
conditioning 209,819 209,810
TOTAL 523,932 572,732
PLUS for contract variations
&s_contingencjes under control
of Department of Works, 362,663 420,000
' PLUS for payments to Ci actor
under Rise and Fal) Provisjons 73,954 150,000
PLUS for_ possible payments Variable
.arising from arbitration - Nil-100,000
4,816,629 4,998,812
to
. 5,098,812
‘Estimated Meximm Cost 55100,000

(a) Includes $48,800 for alteration to partitioning on 10th,11th end 12th

floors.
Sources Department of Works,

Expenditure suthorised in May, 1963, amounting to $3,867,104 comprised
the mein building contrast, $3,351,590; the mochanioal services contract,

$458,414; and miscelleneous dtems amounting to $57,100.
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(s) Ploor Javout apd Pactitislag

276  Although tho building wes designed os o Cusbons House

it was envisaged vhen the documents on which tenders were invited
in Merch 1963 that the Depwtmen;; of Customs and Excise would
occupy initielly the thirzd 6 tie seventh floors as office
decomodetion and tho fourteonth. to the .sixteonth floors. ns
lehorotory arees, It was elso envisgge! Shet throwgh

nzturel expension the Deparimont would ovcupy the whole of

the building over e potivd of twenty-five yeers. In these
circumstences the floors which were not to be ovcupiod initially
by the Dopertmont of Customs end Excime wore to bo left vecant for
future subdivision end occupency by other depertmonts., The :
Depc.rtuént of 'C‘ua'l:or.m ond Dxcise wes advised ot that time that
ninor emondnents would. be acceptoed provided thoy were lodmod
with the Dopertmont of Works by 15th. Juno, 1964 .

In Soptenbor 1963 tho Dopartment: of Prinety Industzd

. advised the D;zpo.rtment of Customsg and Excise that it foresow o
considerchle inoreanse in the omount of cnelyticel worle that veuld
bo undorteken in regord to Austrclion expurts of i‘o;bdntui‘fs o8
importing countries wore weising thoir stonderds of bolerance

T 3leted to pesfi‘ciﬂes sﬁoh es Melothon used in wheat., 4s the
Dopertnent of Customs and Bxecise pexforned such cnelyticel test-
ing for the Deporibent of Priunry Industry this odvice gove rise
to the neod to consider mejor chenges in. lzboratory xoéwl.re—-
nents 23 1t involved ‘new work %o which the Depextment would be

committed end also involved exbensive research. The Deporinent. of

Q@52

»

)
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Custons and Exoise edvised the Department of Works i.n October
1963 thet chengoes would probn't;ly be required énd megotiations'.
in pect of these. ¢h continued until '23rd. June; 1964 when

L&

the Depertment of Custo.r.\s ond Excise provided the Department of.
Vo;‘ks with deteils of mejor: anendhantﬂ to the floor layouts,
including o complote re-cxrangement. of the threc':-luborntor}'
floors, an aodditionzl 1abo.rr_tcr5; floor cnd tho“ pertitioning
of the aighth floor. Thessé reguests resulted in compliccted
enondments to the contract f?r machonicel end electrical services,
217 Inguly 1964 the Depar.tment of Works odvisel the Cone
tractor thet theso m.;:»,jor cmondments to {1oor l:-you%s would be
reguired and the Conbrechor requested thet he 'bc? supplied with
full doteils of the chenzges by the 20th September in oxder to
cvoid delays. We wore informod thet deloys oceurred in thei xo-
designir[g of floor loyouts cnd cc.nsequent altoxctions beoczuse, Exhibit
ot thet time, the dea:.L;.;n officers of ‘the Depexbtment of Works war{am:;gsg:gg{‘;
heavily committed to high priority defence works. Consultants
were engnged o zesist with the relesign of nechonieal services
and the emendnents. to the Bill of Quantitios. In this regci‘d the
witness representing the Depraxtuent of Works st:;ber-l that his
Depertniont employs the sorvicos of priv.s:be consultents to a
foirly lerge extent whewe this im consilexed ni)propz:ic;be ond
whexe suck ocssistonce is nequiwed to cumplote projects by a siven
dete. In the prosent case, hovcver; officers of “the Doportment
hed been engeged on the owigined layouts, hod worked very closely
on them snd hod the Leclground eveileble o them which the Dopexte.
ment consideled plaoced them in a positlon to be :z.ble to handle the

work noro efficiently. Unfortunhtely, tho Depertment had. been unchle
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{0 allocate the later documentation work to these officers,

278 In August 1964, the Department of the Interior advised the

Department of Works that, based on & decision taken at tliat time, .
the Depertment of Shipping sad Trensport would oocupy the unslloted Exhibit
floows of the building, Discussions then tock place between the ﬁ‘gf;éf’/‘ »
Departwent of Vorks and the Department of Shipping snd Transport j
to determine the latter's dation requi Some delay

was said to have occurred in reaching an accepteble layout sa.

" several arrangements had to be submitted for consideration.

Detailed requirements for the ninth and tenth floors wers pro-.

vided to the Contractor in November 1964 and details in respect of

the eleventh and twelfth floors were provided in Jamwry 1965.

The Bill of Quantities was amended. in February 1965.

279 In June, 1965, an additional amount of $180,000 was provided

for the extra work on: the building required by the Department of

Customs and Excise and a further $80,000 was provided for work

required by the Department of Shipping and Transport.

280. At an interdepartmentel conference held on 3rd lay,1966

‘between officexs of the Department of Shipping and 'franspo:t,

the Department of Customs and. Excise, the Depariment of Works, Exhibit

the Department of the Interior and the office of the Public ﬁ?ﬁ?;g;/ :nd
Service Inspector {Victoria), it was decided that the central 938

office of the Départwent of Shipping and Tramsport, for whom.

partitioning work wag then being cerried out on the ninth, tenth,

aeleventh and twelfth floors would not occupy those floors.

The conference was said to have been abv the project.
~architect had heoxd that the Department of Customs end Excise may

require en 2dditional floor of the building which indicated that

partitioning work on the ninth floor would become vedundant, We

were informed that it was during this conference that. the Departa

ment of Works first learned thet the centrul office of the Department

of Shipping and Transport would not oceupy the four floors concerned.

d

w
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It was adee decided at the conference that the ninth floor would

in fast be occupied by the Department of Customs and Exoise, the
tenth floor by the office of the Public Service Inspector,(Viotoris)
and that the Department of the Interior would loocate another tenant.
for the eleventh and twelfth floors, That Department allooated. these
two floors to the Department of Primary Industry,

281 During the period May~September 1966 Briefs were received from

' the Department of Customs and Excise regarding the re-allocation of
space. on the eighth and ninth floors, together with further
modifications to layouts on the ground, first, third, fifth and
seventh floors, Design action and negotiations with the contractor
in respect of an ascceptable price contimed until 13th Jamary 1967
when, authorisation was sought. by the Departaent. of Works for $17,512 Exhibit
to cover the requirements of the Department of Customs. and Bxoise m19;i~67
on the eighth and ninth floors, During March 1967 prices were
received from the contractor for alterations to the ground, first,
third, fifth and seventh floors, and authorisation was sought for
$36,622 to cover this work. The work was commenced on receipt of
the authorisation on 26th April, 1967 on. the basis that the
contractor would require ten weeks to ocomplete it.

282 At the fime of our inquiry, suthorisation of $43,000 had been
sought to commence the partitioning of the tenth, eleventh and
twelfth floors for the Public Sexvice Inspector (Victoria) and the
Department of Primery Industry.,

283 The delay in the completion of the building, asgociated with Exhivit
changes in floor layout snd partitioning as ob Octoher 1967 amounted ‘GR1956"67/ 4
to 49 weeks ay well as additional expenditure of some $362,922 on
partitioning as at 23rd November 1967.
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() 4B commIonw

264 During the course of work on the Building, the Department Exhibit
Av3.Re
1966467/

of Cugtoms cnc Excise no&;ht»‘mm obtoined the necesoary epprovals
for the dnstellation of full air conditioning in the building.
Doteils of the additioncl costs incurred in respoct of this
installetion axe giveu. in Teble No, 12,

Peble Mo, 12
Depaxtnent of Workss Customs House, Melbourne

Inobcdlobion of YWl Air Conditioninm: AdCitional Costs_ Incurred

Ttom ,Anount
i $
JAltorstions of mochenieccl ewitehboerd . 2,03
l:ur—condition nmechonlosl subemedins | 1,981
Nodifioation to air handling plent X 23,000
Control veriction ' 11,000
hdcditionel oebling 2,000
Sopsrete tondor for rofriseration plent | 169,796

Pobel : " 209,810

Source: Departmowt. of Works .

285 Dobeils cud costs of full oir conditioning Tor the building 0505264
were given o tho Perlivmuntery Vorks.Committeo vhen the Commibtee 865
wes exonining proposcls for the building in 1960, Ib ies maid thet
thet Committee. inquikoed feirly '.f.‘ully into the need for air condition-
ing, including the toking of évidence from the then Prenident of the.

Royal Ixmt'i."c;ute of Architocts. On the Reocomendetion of the Depext.
uent of Works, howevoz'-‘,‘ the Committee daé;ﬂed thet cir conditioning

'Y

i
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- 10 -
would not be required for the building, Q 943
. Conmi.ttee
286" ‘At our roquost tho Depurtuont of Works subnitied a Filoe 1967/7

copy of the estincted ch:t of mecheniecl gervicos for the building
whici had beon subaitted in evidence +0 the Earlismentory Fublic
Works Committee inMay 1960, Detrila of these coste arc showm,

in Teble Jio, 13,

'J':'able Yo, 13,

Departuont of Works: Cugtons Houge, Melbourno,
Bstimated cont of Mochanicel Services

(May 1960).

Tten ’ lamount
4

Ventiletion, including eveporcting ccoling 220,000
Space Hanting including boilor plent 60,000
Mochanicrl Ventilsbion (fume cupborzds ote,) | 25,000
Domostic. hot wabex ' . 8,000 |
gﬁﬁﬁ%ﬁﬁ% inecluding toa preperation : 10,000
Drinking wetor coolews. 8,000
Incinerctoxs 3,000
Autonctic sprinkler system " 53,000
Laboretory services . . 13,000

Tobel . : 400,000

U Source t Dopavtment of Works. .

287 e first two itoms .in Teble No. 5, amounting to. Q.868 and
$280,000 represon’ the cost of noohc.nical vantilation ond heeting ,,3?‘:;2,‘; /
of ‘the building. This figure was given Yo the. Parh...mentnry Public
Works Committee &8 boing an slterncbive to the coat of full civ
uond:.t;.oning.

269 The subseguent deocisivn to install full cix conditioning
erose fron o subniseion by the Ministur for Customs and Bxcise
which, it wes seid, scined Cebinot approvel on 18th August,1965.
In this pegerd ve weve infoxmed thet followiny o Government Q 954

Q.863
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decision that air conditioning should be installed at stage two

of the Melbourne Coamonwealth blook project, a request had been
made for a similar installation for the Customs House building,
When the decision to inatedl air conditioning was made,construction
of the Customs House had commenced, tut 1iftle work had been done
on the ventilating system which had been provided for the building.

289 It was said that had it been decided in the eaxrly stages of the
project that full air conditioning was to be installed, then the
1960 estimate for mechanical Sexrvices would have been $520,000.
The mechanical services of the building as tendered, i.e, with
mechanioal ventilation and heating, was let in April, 1963 at a

cost of $456,414 as against an estimated cost of $400,000 in Mey 1960,

The tender figure was analysed by the Department of Works and it

was established that the cost of ventilation, including evaporative
cooling and space heating smounted to $329,400: of the total cost of
$458,414. The ocost of fully air conditioning the building was ther-
fore, $539,210, i.e. the original cost of evaporative cooling and
space. heating, $329,400, plus the additional costs incurred amounting
to $209,810.

(o) CONTRACT VARTATIONS

290 Ve were informed that it is oustomaxy to provide contingency
sums. to cover ocontract vaz;iutions that commonly oocur in works under
construction and that this applies throughout the entire building
and construction industry including the private sector., This
procedure is recognised, as faxr as C 1th Gov t works are
concerned, by the inclusion in the Commonwealth Works Budgeting and

Q.863

w

d

o

L1



146,

Adwinistrative procedures cpproved by the Sove: t,
of & contingency sum, oven for minor projects, The omount provided Exhibit
s for this purpose is autometicclly cvailoble Yo the Depariment of ‘“‘E? 6~

Works on the conmitment of coch project. ~Any increese in the
emount of ‘the initicl contingency cllownnce is subject to
Txcasury approvele.

(v)

291 Some mojor verictions to tho origincl contrect, origincted
by the Department of Works as denign amendments sre shovn in
oble Ho.14s

Zoble To.14-

Depoxtmont of Works: Cusioms Louse, Melbourne

> Dosian smenfments Ori~inated by Deportment of Vorks
]
Iten Amount
‘ *
Alterctions o Spandmel pancls ‘ 68,180
Veistilation to air locks for toilets 3,754
[Undor measurement in Bill of Quantitios fox 2,036
rorioveble ponels
AWltoretions to gteir brocds 3,276
Alberod; 50 Tight Littin - and ‘
H’gg%.}igrgg)to Light fittings,(Ground and 6,26_5
Tobal 1 83,511

Source : Deportment of Works..

« Spundrel Panels, 50
292. A spandred panel i defined rg boing tho in-fill ponel be~ gﬁi

- twocn the top of & wirdow axnd the windlow sill of the floor tbovoe.
The fucace of the building, vhich vivturlly consists of continuous
sintows around the building, divided botween floors by spemdrel penels,
b forms the extorior weether berrice of the building. The spandrel
penels originelly proposct wone spid t0 be of o sondwich typa,
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comprising en outor skin of eluminium, & core of m’éestos cenent

end an inner skin of zincermesl. The panel that wes ovenbually
used hovevor, cnd which resulied in additional expenditure of
$68,006 vias composcd of 3/16M. 80lid plete cnodised cluminium,
It wes said that tho originel spocificstion would hove served the
purpose for vhich it had boen intended, if the panel could heve been
nenufectured sobisfectorily. Exhemstive investisetions ovor an
oxtensive period were unlertaken by the Departmont of Works into
thie nspoet of the building, Héwever, the contractor hed been
uncblo to provide the pencl thet hed beon onvisesed,

293 The speeificobion hed proviced for a.. sendwich. type of pancl Exhibit

comprising 10 suege alwniniwa on the front, en asbestolux coxe ‘:ég'éRé?/
and £ 26 gauyo zincamnoal sheet on tho back, In the originel and ga.

selection of tho pewols the Depertment of Works hed been 913 and

advised by the Augtrszlian Aluminiun Coupany. Reports on the 914

poenels wore received by thet Deprawtment from subusidieries of
this Company and associated firms in'the United Siates of
Auerice cnd in Conado end on bhe rocommendcbions of these firms
the Dopexrtment inventigeted tho use of sluminium for the ponels,
The Doparbment of: Torks hied net been able to escextein, however,
vhothor elupinivm sendwich poncls hed been used satisfactorily in
Augtrelin.
294 The Dopartment of Worke civised the Coumonweclth. Bxperimentel Q.920
Building Station in 1962 Sr the typo of metericl proposed for the
spantérel pancl. At thet dime the Stetion tented and inspected
for the Dopertuont, penels vhich hod boon Cobricated by or for the
Augtrelien Aluminina Corpeny, The specification requi:éod the Exhibit
contrector to subnit panels for tosiing aul es o zesult of these AGR1Z66'67/
tests boing corried. oub the dosign of the ponuls wos modified

+o prevent Gelemination which ocourrsd during 'hl{o toata.
295 Senple penelp febriceted by the sub-contrector were tested  Q.920

by tho Expurimentel Building Stetion during July-December,1963.

he two mein tests carriod i;ut on tho pencls were a weather test Q.915
end o thermel oyclical test. The vweether teat dealt with ponetration

of zein through pencls in o curtein well Lremevork and with. the

ebility of the pencl to withetond wind prossure as well as. rain
penctretion. Tho thermal cyolicel test simulebed tomporatura

w

©
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Gifferontiels votween the outoide and tho inside skin ond the
ebility of the panel to withatend induced siresses.
296 It wes seid that cubscquent to the decision being made thet Q.920
the testz vore sctinfactory, the curtein-will sub- for P d
cd with the manmfueture of tho panels, but that some time elapsed

during the process,

297  The witnoos ropresenting the Deportuent of Works stated that Q919
his Departmont had been ussisted in evexy wey possiblo by the

Coumonyieclth Biperimental Building Station. He also indicsted thét Q919
the Station hed pointed. out thet cccelersted tests oxo not o sub-

stitute for actuzl long term exposure zs a wocther barricr.

298 A quotetion of §25,096 was submittod by the combrector

for tho pancls end, with o view to roducing this extrs cost, the

design wes egain cneuded to omit the folding over of the edge of

the. facing shoeot. At the request of the Department of Works, the
contractor cubmitbed en ecmonded price of $14,900, Tosts indicoted

thot the nov type of penel wes apperently sctisfoctory ond the
contractor's price wes accordingly accopbed on 16th July,1564.

sufficient dime for the penols o be febricetol for placing in

position when recuired.
299 About Mid-Maxch 1965, inepection of the first ponels

delivered to the gits Jiuclosed thet thoy wewe deteriorcting

in the sun. The Depextnont of Yorks cdvised the contractor to gzﬁ'g:" ég-qz/z}

corse thuir installetion cnd informed him thet as the penels were and 1?-
delamineting the athesivo wes considorod o be unsabisfactory.
4 check made with the Commonwerlth Experimonbel Buildiny Stotion
shoved thot the tost pencls had wlsu Golapinebed, In this regerd
the witness represonting the Department of Works said thet
edvice hned been received of deleminetion in rospéct of the original
porels which had boon specified cnd as ¢ result of this the
specificotion for the poanels hed Leen chenzeds He seid thet this
eltoration had involved the substitubion of on nabestos cement cors
in liou of en asbestelux core boczuse of the chewracteristic of
aghestolux to Oxpoliction ’

A’éfi"?ﬁég-s'//

300 In the perisd March to Augnst 1965, the Deportment carried
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out exhaustive investigations and testing in order to eliminate ail
problems which had been éncountered with the sandwich type panel to

vhich 1% was committed by the specification., The use of alternative

glue formilations was examined.and advice was obtained from the

Dafonce Standaxds Leboratory, Further testing of the panels with

various glues was coniucted both in the sub~contractors workshops

en: through the Commonwealth Experimental Building Station. Ve were Q,922
informed by the witness vepresenting the Department of Works that Q.923.
everybhing possible had been done to achieve success. with the. panel

but that thie could not be attained, He algo: said that because the Q.922
meterial was at hond, his Department had persisted ian the use of the
proposed panel longer than it should have,

Exhi]

301 On the 19th August, 1965 a decision was made to change the . bit
AGR1966-67/4

whole design concept of the panele and o use aluminium plate in lieu
of the sandwich type panels, Prices for alternative de;aigns in
aluniniwa were obteined from the contractor and a price of
$59,114 ves oted on Tth September, 1965. As a stoge in the
building operitions had been weached thet reauired the tuilding to
be made weatherproof in order o permit internal finishing tradesmen
to proceed, vnd as this was not possible without fixing the spandrel
panels, thecontractor was able to-subgtantiate & claim for an
extension of time., The contractor claimed an extension of 113
weeks in wespect of this delay, but the Department granted an extension
of 20-4/7 weeks only as being ble, having regird to the overall
progress made,

« Air Locks, Stoir Treads, Light Fittings. Exhibit
302 Variation of the oviginel contract bo provide for AGR1966-67/4

ventiletion to air-loocks for toilets at a cost of §3,754 was and Q.885
necessary as this had been omitted, in error, from the bill of
quentities, while the variasion incurring additionel expenditure
of $2,036 in respect of removable panels wes said to have been due to
an error thet had been made in the bill of quantities, Exhibit
. AGR1966-67/4
303  Alterations to the apecifications in respect of terazzo and Q.889 to

stair treads involving additionsl expenditure of $3,276 wexe. 892

&
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uniertaken on the recomeniation of the nonufacturer that a
thicker trecd be used in the two staircoses throughout. the
seventoen floors of tho buiiding. It woo sedd thob becouse the
Bopertment of Works ves ewere of cracking ont demese o similexr
treads in other buildings it hnd been consicered prudent to epprove
the recoumendation of the penmufrcturer,

304 The voristion of the contract to provide for clbterations. to Exhibit
Light £itbings on the gromd cul fimet floovs involving adaitions &F54196¢/
exponditure of $6,265 proved necensnry efter models of the light gﬁ&sgg 49‘“6
fittings hed boen mede. It wes ooid thn.‘ these oxe spocial fittings
and that whilo otrilp lighting lad hoen specified, o deteiled
specificction had net been given. Vhen the fittings were being
manufacbured it ves found that various changes wore needed to
inprove the volume end officioncy of ithe lighting. The oryr:l.nn.l oot l:imate
made by tho conbractor to covor the cost of lighting on the two floorg ﬁ‘i t o
wes 85,214, In view of the additionel experditure incurred it wes
seid that the contrzctor hed unlevestinatod the costs involved on
this itom.

(1) Contract Veriabions originntod by tho Deprrtment of Yorks
o8 Construction Recuirements..
305 Vewiotions to the comiract involving najor items originated ﬁéﬁ‘gég_
by the Departnent of Works s constraction reguivements are shoumn 67/4
in Teble Moo 15.
Tgble o, 15
Depaxtmont of Woxks: Customs lousa, Molbourne

Major Gonbract Varistions Orisdnated by the
. Deporiment of Works )

Item Anount

'
Increaso in foundetion sizos anl dopths 237970
Add:.tionc.l wider-pinning to adjoining build- 2,080
Toﬂt:m{- of pre-cest £loov umnits 1,310
Total . 28,160

Source : Dopratment of Works.
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306 Before the building wes designod the Departmont of Works Q3.895
had rectivod sdvice from oxpert foundetion engineors. who had %o 698
conducted bore tests on the porimeter of the site, Although ‘these
tests could not be carried wut over the whole' areo beccuge of the
prosence of builéings on the site ¢t thet time, it was oxpected,
when the tests were underteken, that o well founded stratc would be
aveilable at soue fifty to soventy foet below ground level, Aftex
egeh foundation wes punk, tests were nede o ensure thot suitcble
atrata hod bacn fecched end theoe indiccted the neel in some ceses for
Geeper foundotions then hed been expected. Wnile the deopoet bore
in the founlotions of the building is some 113 feet in depth, the
increcso in the nize of the foundabions of the building when compered
to the increcsc in dopth vios seid to be slight end the varistion to be
little from thet expectods Vhon zsked whether the additional . Q.899
expentiture of $24,000 on foundntions for bhe building wes reasoneble
the witnuss stobed thet additionel ezpenditure of this type has to be
enticipeted with evory building combrect. end that provision is made’
in the bill of quentitiee fox edjustment by o rote gquoted by the
contractor, bofore wccopbonce cf a téndor to covexr any variance in the
dopth of foundations from thict expected.,

307 Ve wexe informerllthat the need for under-pinning to an %.ggz
sdjoining builéing vas known vhen the contract ducuments were
prepered, but the oxtent of this roquivement was not knosm until the
pround had been openod up by excevetion, It wes cloimed to be o normal
practice to provide e varisble smount for under-pinning.

(i1i) Contract Variations Originated by the: Client Department,
308 Major Comtract veristions originated by the client depextment
ave shown in Teble Mo, 16,
Teble Ho, 16
Depcarbnents_of Works: Customs House, Melbourne, Exhibit
Mejor Contract Voristions Oriszdnated b AGR1966~67/4.

Ttenm " Amount

. $
Extre. Counters 2,902
‘Provision for "sgmpac’l:us in basement 2,968,

Incrersed Lighvine in documentss ond stetionery
storer for cBupockus

Total 8,360

Source: Department of Vorks.

[t}
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309 The exact date on which the client department advised the Q.905
‘Department of Works of the changes shown in Table Ho. ‘was not

known by the witness representing the Depsrtment of Vorks tut was

said to have occurred subsequent to the letting of the contract and

prior to ths construction of the finish to the basement area, These

changes involved the provision of a special track for compactus

shelving equipment which led to the installation of additionsl

lighting facilities. It was said that inetead of being a storage

area, ag planned, the basement became a filing aresa.

(iv) Contract Varjations Originated by otheTAuthoritjes.

310 Major Contract variations originated by authorities other Exhibit
than those already mentioned are shovm in Table No.17. AGR 1966-67/4
Table No 17
Department of Works: Customs House, Melbowrne
¥ejor Contract Veriations by Other Authorities,
Itenm Authority Amount
$
Additiond#l rising water | Fire Undervwriters
main Association - 2,996
Additionel manhole pits | Metropoliten Board
| of Works ! 700
'Lead flashings to sinks | Metropolitan Board |
of Vorks 966
| TOPAL 4,662

Source: Department of Works.

311 The proposed drawings for the building were submitted to the 9.907 and
Fire Underwriters Assocoiation before tenders were invited in 908

Mexch 1963. However, firm recommendations were not received by the

Department of Works from the Association until 20th Jamuary 1964. At

thit stage & specific request was made for an additional rising water

mein and four other items to be ingorporated vn the congtructiow of the
building, It was admitted that in invitiné tenders before a clearance
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a8 rgceived from he Fire Underwriters Association, tho -
Depaxrtment of Womks would have beon nvare thet 2 request of this

kind was 1likely. - >

d) ‘Rise gl £ Exhibit

- : : ’ AGR1966-~
312 At the time of owr Inquiry en amount of $81,727 had been  67/4

paid %o the contractors to covor cise and £211 vexiations in
weges end noberials custo. Obhwr claims bo the velve of ¢
$20,000 wore boing invest

od and it wos oxpected that fuxther
claima anounting to botween 320,000 and’ $25,000 would be incurred,.

313 In accomicnec with Preasury vrovedures for Vorks Progzromming,
no financicl provision for rise ond £2ll wen made in tho original

euthorization for this projects The Frocsury obscxver Mr, Hunter, 1. Q909
acid thet on mejor bnildings of this neture, purticulerly thosom?:hcre
congtruction time is likely to exceed one yecr, 1% is considemed

%0 be eogenticl, ord is provided for By thé egproved works pro-

graming proccduros, that provision for rise end fnll olaims should LY
be made, He n06id thot no fim pzloviaion for this could be mode in the
ecrly steses of tho coustruction project, becsuse rwelioble estimetes

of likely claims could not be cssessod. The procedures provide v
for claims to be mede by the contractor, and if these oxe
epproved by the Dopertment of Works the cuthorisel expenditure for the
project is inereesed. The vitness representing the Departuent of Works
irformed. ug that there has been consictexchle discuseiun belvean the
Master Builtors! Associction enl crchitects senerally on the
question of rise and fell ond thot mustor builders would not tendor
on gizdeble projects unless provision was mede for this conbinzency.
Contracts entored into by the Dopextment of Worl:s' and excecding
tuwelve months duretion provide for - schedule of mato:iais ot fixed
prices ot the time of tonder and for wages at tho provailing awerd
ratos. It wos seid thet there wwe other mesns of adjusting rice ond
fall, such as percontoge increesos, which spe used by prectising
architects end buildevs @nofoily.
314 At tne time of cur Iuguiry euthorizebion wes being sought Bxhibit
for cxpenditure of $43,000 on woxk essociated with partitioning 25;[}1966— -

of the tenth, oleventh end tuelfth floors to seet the needs of new
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client depertmonts. As noted previously it wes expected

s furthor costs zepocisted with Rise und Fell, cmounting to
betwesn $40,000 cnd §45,000 could be oxpected,

315 Thio approved provision for construction contingencies on Exhibit
the project was $420,000 ot the time of our Inguizy of which acm1966-67/*
%362,663 hod beon commitied. It wes vipected that the balence of tho
cortingency provision would be roruired bofore the coumpletion of the

project dnd thet oll disputed cladus Lor oxtra work would be

xesolvel.

316 The Depertuont of Worls exprossed no doubt that it would Exhibit
zoceive substuntial cleims from tho contrrctor for lesses of over—

heeds end inercesed cipensos clleged 1o hove been incurred due to

the deleys vivich have effoctol proswsus on this conbruct, It hed

alreedy roceived from the conirector, claims submitted on bohelf

of n number of sub~conixactors, the tobzl cnount involved being
approxinctely £136,000, . it expected that the weount which the

contractor would clzin in hic ovm right would be subsienticl. The
Dopcxtuwent of Jorks inforaed us that wdle thewe ore soue clements Exhibit
ich it woule Mot bu prepaxed to consider, themu AE‘}}E“'
secmed to Do Lithle dowdt that others vould he substentiated

of thesu clains i

by the contractor on hiy own behalf end on behelf of sub-contractors
oand that in due couxsc, the Dopurtmort would ve froced with the tesk
of mogotiabing o settlement of the claim. It wes scid thet o vitod
factor in thore negotiations would be the question of time ond. the
rosponsibility for delay.

in Completion of the Buil

347 &b tho Bime of our Taguiry, the medn building contract hod Q 910
been extendod Lo 13th Juno, 1967 subsegu.nt to the Dopertment of

Vorks having ;;:"ine-'l posgession of portion of the building.

Accommodation wis male cveileble progrecsively for occupction by

tho cliont deportment frow the end of April 1967 until fincl completion of
the building in NHovembor of that year. Duriac the course of the

contrect muny ovorlepping ¢loime werc mode by the controctor..

Where an extension of ftimo was noughi for one foctor an exbension

of time hed net been mede for omother thet van concurrently. 4Also

the contrrctor hud made. claims for oxtensions of time for which he
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himself was responsible and which had not been granted, The
mein oontracts for the Customs House Building, Melbourne are
shomn in Table No, 18

Zablo No,8
D Vorks: ©: H, e Exhibit.
Detasls of Main C ’ AGR1966-67/4
Dates of Completion |
Main Contract Date of Original As . Probable.
Acceptancel . Currently | Finish
Extended |

Builoing-K.G.Bocker B/ | 13.5.63 | 21,665 | 13.7.67 | 30.9.67

Mech, Service -A.E.Smith
: B/L 4.9.63 24.5.65 30,9.67 15.‘11.67

dir Conditioning-A.E. | ‘
Spith B/ 19.9.66 748,67 30,9.67 | 30.11,67

Source: Department of Vorks,

318 Causes of delay in the completion of the building, other
than those discussed previously, were related to the laying of the
foundations and the delivery of steel. These are discussed below,

319 The contract required the foundations of the building to be Exhibit
corried dovn to & s0lid footing by meens of bored piers. As noted AGR1966'67/ 4
in an earlier section of this chapter some of these piers hed to be
taken to much greatexr depths than had been previded for in the
documents, The difficulties involved in {this work and other
foundation enc: ts resulted in a deley of 3-1/7 weeks in
the completion of the building.

Progress on the building was deleyed by 23-4/7 weeks during

the initial stages because the contractor could not obtain steel
supplies in the required sequence for the building due to a-Ghange
in the rolling progremme of the supplier, Broken Hill Pty,Ltd.,
arising from industrisl difficulties, It wes also said that in-
sufficient notice of the changed programme hed been given to the

Exhibit
AGR1966-67/4

“

1y
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stoolwork febricetor by the supplicr of tho 8toel,

(&) Pert by the C £
320 It wos sedd thet it would e duposcible to oaspees to what Exiibit
oxtent the ooniracterts mensgenent. of the. project: moy hayo: 2{‘7“/"41966'

contributed to the delay in the completion of the building: An
cnalysis of the "Instructions to Contrcotor! issued on site by

the Depsrtment of Vorks during the couxsc. of the contract revecl that
ovor 50 pox cont (soms 600 in numbox) decl with either roctifiestions
of fauldy work ox give inctructiong uhich. the Deprriment of Works:
considored would hevoe dbeon unnguossary if the contract hod been
atoquately and. conpotontly menngod..

321 ¥hen quontioned about the mumboz of nutrucf;zozm iosued Q955
by the Deportument on this building tho witness informed us that o
totel of 1,371 had boen givon of which 57.7 wero of o puroly
aduinistrative nature cnd 794 doslt with technicol items. Of the
la’ctur; 365 vere instructions from the Depertment of Works to

the controctory while the remeining molpted to items. which the
Depexfnent of Works considored thot tho conbractor wics

regponsidle for correcting or for which tho Departuent cunsiderod
thet it was not responmible,

322 % wes said thet mony wore instructiono hod heen. ingued by 93?1 to
the Depcrtment of Works on this building then would normally have
bhoen igsued on o cuapexcblo project. However,. the. complated
building variecd considorebly from thav fer which. tonfers hod
been invited ond the scope of tho work hed 2lso boen. inoyeasoed

considerably.
323 We wvowe cdviged thit the sub~controciors hed ropectedly Exhibit
rogquentod informetion, from tha Department of Works supervisory AG}'t' 12§6'67

staff regerding the cowordination of vork, thoruby indicoting that

the medn contractor wes not performing sloquebely this function uhich

is considered essenticl for good managemunts The contractor hed to

be inetructod xopestodly to toloon up! the site, o simm of poor W51 o
maacsseucnt in o high rise building. 957
324 The conbradtor responsible for the building hed undextokon

work other than the Customs House building for the Department. of Qgg”
Vorks, ond, prior Yo commencing the Customs House Building had 940
been engaged on a major hiilding costing more than $1 million for

the Departmént of Viorks at Monash University, We were inforned that,

in general the problems that ercse hetween the Department of Works;

and the contractor in respect of the Customs. House Building were-
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been engaged on & major building costing more than $1 million for the
Department of Works et Monash University, We were informed thet,
in general, the problems that arose between the Departwent of
Works and the contractor in zespect of the Customs House Puilding
were similar to those which had arisen on the Monesh University
Building,

325 We were informed that the Depariment of Works was proud Q949

of the Customa. House Building and that it had been well regarded
by those who had viewed it. It was glso seid, however, that some
features of the building were disappointing. While the contract

had been extended at several stages becouse of wet weather, the Q.954

Department of Works had hoped thet the builder would have perw
formed better than he had on this project. E r, the ber of
variations to the contract which the Department had found necessary
to impose on the builder were much greater then the contractor

would heve been entitled to expect.

326 The witness representing the Department of Customs and
Exoise accepted that his Department had been responsible for

involving additionsl expenditure of $524,000 nemely, for

$314,122 in respect of partitioning and other alterations, and
$209,810 in respect of additional costs incurred in the installabe
don of full air conditioning.

CONCIUSIONS'

327 The evidence shows that as at November 1967 estimated
expenditure on this project stocd at $5,100,000 compared with the

originel estimate of §3,600,000 representing an inorease of about

42 per cent and thet the delay in the completion of the project was in
excess of two years.

328 In regerd to the problems escociated with f£loor layout and
partitioning of the building, it appeaxs that although tenders wexe
invited in Mevch 1963, it was not until some six months later in
September 1963 that the Department of Primexy Industry advised +the
Department of Customs and Excise of its chenged needs in regard to
analytical work end thet the design conseq of this changed
requirement could not be conveyed to the Depaxtmery of Works until

June 1964. On the evidence it would seem that during the initisl design
stege of the building there was & lack of propor liaison between these.
two client depar A3 a qQ of this delay the Department of
Works was unable, due fo pressing commitments on defence works, to
supply the Contractor with full details of the required changes in
floor layout and laboratory design uintil early 1965.

329 Your Committee notes that it was not until August 1964 that a
decizion was made that the Deperiment of Shipping and Transport

Q.929
and
changes made to the building, after the contract had been let, 930

™

LN

(Al
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would occupy the remaining floors of the building. This.

decision having been teken we are somewhat concerned af the need
for an interdepartmental conference to be held in May 196 re-
lative to occupancy of +the building snd the consequences of that
conference. Ve believe that the Department of Customs and

Excise should have advised the Department of Works that it would
require additional floor space in the building as soon as this
heed became spparent and that this information should not have been
acquired on & hearsay basis by a. Departﬁxent of Viorks Architeot,
The need to provide additionel accommodation for the Deporiment of
Customs and Excise clearly involved & large scele accommodation
re-arrangement involving several departments. and left the
Department of the Intexior with the problem of locating new
tenante for two floows, Circumstences of this nature are dis-
ruptive and costly in terms of administrative effort.

330 In regard to air conditioning of the building your Committee
notes thet when the Customs House project was before your Publio Works
Committee thet Comeitiee decided on the recommendation of the Depart-
ment of Works that air conditioning would not be required, The
subéequent decision to install aix conditioning however, was made by
the Cabinet after representations by the Minister for Customs and
"'xcise and following an earlier Govenment decision that air
Qonditioning should be installed at stage two of the Helbourne
Commonwealth bloock project.

331 The evidence show that the principle contrect variation
originated by the Depariment of Works related to spendrel

panels, Although the ponels specified originally had evidently

proved satisfectory in use in overseas countries it appears from the
evidence that it was not possible for them to be memufactured locally
to the reguired standard., We believe that the inability of the Depart-
ment of Works o 2scertain whether aluminium sandwioh penels had been
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used satisfactorily in Australia should have alerted it to this possibility.,
Although tests were carried out by the Commonweslth Experimental
Building Station both on the originelly proposed psnels and on penels of
revised structure we note with concern that the Station evidently did
not advise the Department of Works thet tedts carried out on the latter
panels had shown evidence of delamination while under test. Production
of these panels commenced and deliveries to the site began in March
1965. At this late stage it was digcovered that the panels were
delaminating. Ve believe that the probléms experienced with the
spandrel panels were such that the Department of Works ought to have taken
& decision prior to August 1965 6 change the whole desigm of the panels
and to. use aluminium plate in lieu of the sandwich type.
332 In regard to other contract variations originated by the
Department of VWorks we consider that proper care shonld have been
exercised to ensure thet provision was included in the bill of
quentities for air-locks for toilets to ensure that a correct pro-
vislion was. made foxr removeble penels. It apsears that the Department
of Works was aware that in the case of other buildings, cracking end
damage had ocourred o stair treads of the type specified for the
Custons House and we believe therefore thet this information should have
guided the Department during the design siuge towards. the use of thicker
stoir freads.
333 It appears from the evidence that, during theplenning stage,
insufficient cave waes teken in the selection of lighting for the
building and we note that while strip lighting had been specified,
a detelled specification had not been given.
334 So faxr as contract variations originated by the Depaxtment of
Works as construction requirements are concerned, we believe, on the
besis. of the evidence, that the need to measure the sizes and depths of
foundetions and. the need to provide additional undef-pinning to adjoining
buildings could not reasonebly have been foreseen. In regard to contract
vaeriations originated by the Department of Customs and Excise und comprising
additional. counters, provision for a compactus unit in the basement and
dncreased lighting in doocument and stationery stores the evidence suggests
that the client Depariment had takeén insufficient care during the eaxrly

¢

&
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basement ara-‘.. Although the amount involved in contract variations
nitiated by other authorities is small, the variation required by

the Piré Underwriters Association is of some concern, It appesrs that.
the Department of Works submitted plans o the Associstion and then.
proceeded Yo invite tenders prior to receiving & clearance from the
Association but hé;ng aware at that time, that the Association might
request changes to be made in reaspect of rising water mains: and othar
items in. the bu.{l’ding‘.‘ We believe that, in the circumstunces, the
views of the Association should have been obtained before tenders:
were invited, ' ’

335 There can be little doubt, based. on.the. evidence, that. the
Department of Works will be required to.meet. st least. some claims

put forward by the Contractor ‘and sub-contractors: on this project, At
‘the same time, however, it is elso evident that some of the costs
associated with delays. that occurred. on: the contzact, will need to

be sustained by the claimants, It appesxs. that during the course of
the contract meny overlapping cleims were made by the Contractor

and in some cases, when an extexiaion of' time had been sought for

one factor, extensions of time had not been sought' for other factors
that operated concurrently.

336 Finelly, we would comment on the evidence tendeved: in relation

%o the performance of the Contractor, It was claimed that about one
helf of the instructions that the Depariment of Works hed found it-
necessary to issue to the Contractor dealt in some cases with either
rectifications or faulty work and generally reflectedsn inedequacy

in the menegement of the contract, This view was Te.inforced by the.
frequency with whidaswb-contractors had sought informsation direct

from the Department of Works' supervisory staff regurding the co-
ordination of work and the need: for repeated. instructions to be given
to the Contractor o clean up the site. 4 disturbing festure of this
aspect of the evidence is thai;‘ vhen. the' Department let the: contract it:
had experienced similexr diffioulties with "ths Contractor concerned in
reletion to work: at Monash University in Victorda, .
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CONCLUSIONS
/337 In'the 1), duction to this Repart we stated that
the Report of the Auditor.General for 1966-67 had heen.
presented to the Paxliamsnt on 17th August,” 1967, Your

Committee expreases its appreciation for the early tabling of
the Report and egedn pays tribute to. the Auditor-Cenersl dnd his
staff foxr the effort they have made to achieve that cbjective.
338 Our inquizy into the Auditor~Genersl's Report for 1966-67

concerned eleven departments, In some cases, such as those

relating to ting ts in New York end naval procurement

problems, the matters exsmined related to current issues 4
requiring early solution., In regard to the matter of fraud
that occurred. in the Commonweslth Police Office in Sydney,

Your Comnittee felt that while the immediate problem had been
8olved, the oircumstances in which the fraud had occcurred should

be exapined fully and reported on ad & guide to departments

generally regarding weaknesses in administrative arrangements

that permit frauds to occur. In the case of the Stores and
Services Trust Account operated by the Postimaster General's
Department on the other hand, we felt. that, with accounting
and procedural changes pending in the Department a useful

purpose would be served fox the Parliament if we were to obtain &
subnission relative to the curwent operatious of thet Account.
339 On the basis of the evidence submitted during this inguiry

Your Committee sees no reason to depart from its practice
established in 1959, of critically examining each year the

Reports of the duditor-General snd, where the:oiroumstunces. sppear

to warrant, of conduoting & public examination of matters
referred to in those Reports.

For and on behalf of the Committee,

(Rychard Cleaver)
Chairpeg
David N. Reid,
Secretary,, :
Joint Committee of.Biblie Accounts, B!

Paxliament House,
CANBERRA,  A.C.T.

30th May, 1968,

.3
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3.

4.
5.

6.
7.

8.
9%

10,
11,
12,

13.

14,

15,

16..

17,

18,

163. & Ho, 2

ficat tg _the Lighthoyse Vesse;
M.V, 'Noe p'_Degided upg Septe;

¥Wood Sheathing on Wheelhouse Top deleted,

1" Navy Board fitted to underside of Wheelhouse Top,
Width of Wheelhouse reduced to line of house side,
Fixed wood awning over Wheelhouse Top deleted,

Chain locker lowered to below Store Flat, Chain pipes extended
to suit,

Spare anchor to be stowed at tank top level.

Funnel reduced in size and manufactured from 1/8" in lieu of +30"
aluminium, Silencers Iowered in Casing.

Deckhead linings. deleted from accommodation spaces.

The deck coverings are to be made up of a 1/16" thick (max,)
Semtex underlay covered with 45 gauge Poly-Flor Vinyl sheet

or tiles in all cabins, messrooms ete., and 3/16™ thick

mosaic tiles in the washplaces and. Galleys.

Wood' sheathing deleted at after end of Main Deck,

3/16" thick Fleximer Deck composition fitted in lieu of Item 10,

Double roller fairleads. are to be fitted in lieu of triple roller
fairleads,

Bollards are to be welded direct to the deck plating - no base

- plates are requixed,

The emergency steering equipment is to be located on the Main
Deck abaft the capstan, Access hatch to the steering gear
compartment deleted and access provided through a W.T. door
at W T.B.H,

Alummium awnings to be fitted in Iieu of painted canvas
sheathed awnings.

The rails on the Wheelhouse top are to be arranged to suit the
repositioned ladder on the starboard side of the Boat Deck.

Mast scantlings reduced from that. proposed by Walkers Ltd,,
and rigging mod:fl.ed.

Boat Deck guttemgys are to be 2',9" wide abaft frame 21¥%,

1%

¥
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20,

21,

22,
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Open guardrails are to be fitted in lieu of a steel bulwark
from about 14°~0" abaft amidships to the stern on the Main Deck,

The underside of the Boat Deck abaft frame 13 inside the
deckhouse is to be lined with 1" thick Navy Board,

A signal and aerial mast is to be fitted at frame 13 in lieu
of an extension to the funnel structure,

The accommodation is to be arranged in accordance with Drawing
No, 105~33. issued on 2nd October, 1964, The arrangement is
as follows :

(@) The house on the Boat. Deck is reduced in length and is to
accommodate the Wheelhouse, one Official, the Master and
an external W.C.

(b) Three lockers and a food hoist are to he located
immediately abaft the Boat Deck house. The top of the
lockers and hoist is to be below the window level,

{¢) The area previously covered by the aft end of the Boat
Deck house is to be sheathed.with 24" timber..

(d) The fixed aluminium awning is to be extended to cover the
area previously covered by the aft end of the Boat Deck
house,

(e) The forward section of the Main Deck house between frames
214 and 36% is to be carried out at the sides to within
12" of the ship's side and arranged internally as follows:

(f) A fore and aft passageway is to be fitted between frames
213% and 36%.

{g) Port side, reading forward to aft - Engineer, One
passenger, Officers’ Wash and Laundry,

(h) Starboard side, reading forward to aft - Two passengers,
Saloon and Dfficers® Galley.

(i) A wood door is to be arranged at the aft end of the fore
and aft passageway at about frame 26.

(§) The crew's laundry is to be re-arranged to give intexnal
access, two wash basins being deleted,

(k) The two berth crew's cabin on the starboard side between
frames 13 and 20 has been re-arranged to provide internal
access,

(1) Watertight steel doors are to he fitted as follows:
(1)  House Front,

(@) House side P. and S, st about frame 21,
(3)  Access to stores flat - Port side aft,

(m) The Accommodation Flat has been re-arranged as follows:

(n) Port side, reading from forward to aft - cabin for four
crew, cabin for two crew, dry store and deep freeze unit,
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24,

25,

26.

27.

28,

29,

165,

(o) Starboard side, reading from forward to aft. - cabin for
four crew, cabin for four crew,

() A wood bulkhead and door is to be arranged in the fore
and aft passageway,

Permanent ballast is to be fitted as follows:

Concrete - Frames 27 to 39 - 16,76 tons,
Cast Iron - Frames 35% to 40% - 26,00- tons,

Air Conditioning machinery is to be installed. The Freon
compressor and condensing unit is to be located in the

engine room, To be provided with unit driven condenser, S,W.
cireulating pump, and oil separator,

The conditioning unit comprising fans, cooling and filter
sections and pressure regulators is to be located in the aft
end of the hold.

A unit driven drain-water pump is to be provided to pump
collected drain-water from the cooling section overboard,

Due to the addition of air conditioning fitted to the above
vessel it will be necessary to increase the generator
capacity from 2 at 40 K.W. to 2 at 65 K.W,

The fitting of the air conditioning will involve the addition
of the following:

=~ 15 H.P, Refrig, compressor

1
1 - 1,7 H.P, Condenser circ, pump
1 -~ 2JLP, Supply fan
2 <« HKHP, Exhaust fans,
Modifications to the main switchboard will be Ty as

indicated in Drawing No, E.816 Revision No. 2,

£
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1o 2 QOctober, 196
Ttem Amount
E 8 3 i 3

(1) Costs associsted with repairs to air | :

conditioning plant 880
. (2) Modification to stern tube to reduce
operating temperature of gland, 163

(3) Yodifications to generator sub-frames, 4,143
fitting of resilient mounbings,modifying '
necessary piping and fitting flexible
sections in piping as necessary, together
with charges fox light, power, water,
berthing fees, ete, incidental thereto,

(4) Charges for crane hire etc. necessarily 89
incurred to effect repairs and modifications| ]

(5) Minor items of consumsble materials ete. 253
required as part of repair activity.

(6) Purchase of new diecel engine and overhaul, 7,152
of existing diesel engine to 'as new* A '
condition, together with necessary transport]
charges,

$12,680}.
Finanoinl year 1967-68 ‘

{1} Further crane hipe charges (refer item 184
(4) above)

(2) Farther charges for minor items of
consumeble meterials (refer item (5) above) T3

‘ (3) Furthex freight charges arising out of i
. Ltem (6) above 1,225
i (4} Charges for tug hire in Brisbene, 203

(5) Charges incurred by Lioyds representative

in oonnection with repsir adtivity 265
$ 2,590]
Sourcet: Department of Shipping and Transport



