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DUPIES OF THE COMMITTEE

Seotion 8 of the Public Accounts. Committee Act 19511966 reads es
follows :~

8, The duties of the Committee are -

(a) +o oxamine the sccounts of the receipts and
expenditure of the Commonwealth end each
statement and report transmitted to the
Houges of Parliement by the Auditor-General
in pursuence of sub-section (1.) of section
fifty~-three of the Audit Act 1901~19503

(b) +o report to both Houses of the Parliament,
with such comment as it thinks fit; any
items oxr matters in those accounts,
statements and reports, or any circumstances
connected with them, to which the Committiee
ie of the opinion that the attention of the
Parliament should be direoted;

(6) %o report to both Houses of the Parliament
any alteration which the Committee thinks
desirable in the form of the public accounts
or in the method of keeping them, or in the
mode of receipt, control, issue or payment of
public moneys; and

(&) +to inquire into any question in éonnexion
with the public accounts which is referred to
it by either House of the Parliament, and to
report to that House upon that question,

and include such other duties ss are assigned to the Committee
by Joint Standing Orders approved by both Housos of the
Parliement.
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Joint Committee of Public Accounts.

One Hundred and Thirteenth Reports
The Report of the Auditor~General
Financial Year 1968.69

Chapter 1

Introduction

The first duty of Your Committee as set down in section 8
of the Public Accounts Committee Act 1957-1966 is:

(a) to examine the accounts of the receipts and
expenditure of the Commonwealth and each
statement and report transmitted to the Houses
of the Parliament by the Auditor-~General in
pursuance of sub-section (1.) of section
fifty-three of the Audit Act 1901-1950.

The second duty of Your Committee is:

(b) to report to both Houses of the Parliament

with such comment as it thinks fit, any items

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

sghould be directed.
24 Each year since 1959 Your Committee has conducted a separate
aeries of inquiries related specifically to matters raised by the Auditor=

General in his Reports to the Parliament.

e In recent years the Reports of the Auditor-General have
been tabled during the latter half of August and consistent with thias
pattern the Report for 196869 was presented on 19 August,1969. As in
our previous reports, we would again pay tribute to the Auditor-General
and his staff for the sustained effort that they have made over the
years to achieve this very commendable objective.

4 On 27 August,1969, Your Committee discussed with the Auditore
Genersal several items on which he had commented in his Report. Written
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statements were then obtained from departments and after a selection had
been made were examined in detail by Your Committee.

Se The items which were selected for detailed examination and
which are referred to in Chapters 2 to 4 of this Report were made
the subject of a Public Inquiry held at Parliament House,Canberrs,

on Tuesday 16 September,1969.

6. The following witnesses were sworn and examined by Your
Committee in relation to the matters referred to in this Report:

Department of the Army

Colonel J.A., Munro - Colonel Co-ordination,M.G.0.
Group,Army Headquarters.

Mr. J.W. Numn - First Assistant Secretary,
Finance and Logistics.

Colonel J.I.Williamson ~ Director of Signals, Army Headquarters.

Department of the Navy

Captain G.A.Bennett(RAN) - Assistant Chief, Naval Technical Services,
Design and Construction.

Mr.C.M.Colgan ~ Assistant Secretary, Finance.

Mr. R.a.Grieve ~ Civil Assistant, Naval Technical Services,

Department of Social Services.

Mr,C.Calvert - Director,Finance.

Mr. A.P.Carey ~ Agssistant Director,Data Processing
and Accounts, Sydney,

Mr.H,A. Nla ~ Assistant Director, Data Brocessing

and Accounts, Melbourne.

Hr.R.G.Willians Acting First Assistant Director-General,

= Operations.
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Te During its Inquiry Your Committee was assisted by the following

Observerst

Auditor-General's Office
Public Service Board

Department of the Treasury

Mr. W H.Scotts
Mr.G,N.Vanthoff
¥r.G,S.Davidson
Mr.J.I.Maunder
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Chapter 2
Department of the Army

(a) Purchase of Utility Trucks in Australia

8, Paragraph 283 of the Auditor-General's Report contained
the following comment:

A contract was arranged by the Department of
Supply in December 1968 for the supply of 200 utility
trucks to the Department of the Army,

The contract as smended stipulated, among other
things, that the vehicles were to be to the satisfaction
of the Army Inspection Service prior to delivery and
delivery was to be effected by the contractor to the Bage
Ordnance Depot at Moorebank, N.S5.W.

Inspection certificates for 200 vehicles and
voucher-s certifiying receipt of the 200 vehicles were
dated 13 June 1969 and 18 June 7969, respectively.

Payment to the contractor of $629,405, being the full
contract price including delivery charges, was authorised
ty the Department of the Army on 24 June 1969 and payment
was effected on 25 June 1969, The expenditure was charged
to Division 670, Item 02 - Arms, Armament and Equipment
~Transportation and engineer equipment.

According to Audit enguiries and examination of
records at the Depot, the vehicles did not commence to
arrive until early in July 1969, Deliveries continued
progressively and all vehicles have now been received.

If the payment had rot been wade prior to 30 June the
funds available under the Appropriation would have lapsed
at that date in fonformity with section 36 (1.) of the
Audit Acte

As it appeared to my Office that the payment for the



vehicles prior to delivery was contrary to the provisions
of the Audit Act, the Department’s advice was sought

on aspects concerning the propriety of the certificates
which formed the basis of the transaction. A reply was
received that a Court of Inquiry will be assembled to
investigate and report on what appears to be a departure
from authorised procedures.”

9e The Department of Army stated that the approved Army
procurement programme for 1968~69 on which the budget estimates for
Army equipment and stores were based included 200 utility trucks.
A procurement demand for the vehicles was forwarded to the Department
of Supply in August,1968. The contract for the supply of the trucks
was let by the Department of Supply in December 1968 and provided
for delivery to the Army to be completed by 320 April, 1969, Some
components of the vehicles were imported from Britsin and others
were menufactured in Australia. It was stated that industrial
difficulties in Britain delayed the shipping of some components and
water front stoppages in Australia in May and June 1969 further
delayed the unloading of components and assembly of the vehicles.

10. We were informed that in July 1969 the Auditor-General's
Office drew the aticniion of tha Department to the fact that payment
for the 200 vehicles had been made in June 1969, prior to their
delivery. Arising from this advice a preliminary investigation

made by the Department of the Army confirmed that there had been some
irregularity and a Court of Inquiry was convened by the Master~General
of the Ordnance on behalf of the Military Board on o8 July 1969 to
investigate and report on the circumstances. The Court comprised

% regular Army officers, the President being of the rarnk of
Colonel and 2 other members being of the rank of Lieutenant

Colcnel. The Court was assisted by a legal officer of the rank of

Exhibit
113/1

Exhibit

1
1ida gs.12
and 17.

Major. The Court assembled on 1 hugust 1209 and took evidence in Melbourne

and Sydnoy. Its report was received by the consening authority on
2 Scptember and is currently under consideration by the Department of

Army.e
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1. The findings of the Court of Inquiry showed that the 200

utility trucks concerned were not received when payment was made to

the contractor on 25 June 1969 but deliveries began on 4 July and

were completed on 31 July 1969, During the inquiry other cases Exhibit
were disclosed where payment had been made before the vehicles had us/2
been received. These comprised 45 trucks each of 2% tons valued

at $181,920; 16 tractor-type trucks for 20 ton trailers valued at

$419,533 and three wheeled type size 8 tractors, valued at $109,763,

12, The Court found that the irregularities had been introduced
80 that expenditure which had been programmed for the financial.
year 1968-69 would actually occur in that year. If this had not
been done the expenditure for vehicles delivered during July 1969
would have occurred in the financial year 1969-70. The Court
reported that it had no doubt that the actions of the persons
concerned stemmed from the quite considerable pressures from both
within the Department of the Army and without the Army to achieve
full expenditure during the financial year 1968~69 in Division

670, Item 02- Arms, Armament and Equipment ~Transportation and
Engineering equipment. We were Informed by the witness that the
persons involved in the irregularities that occurred in Sydney
comprised nine Army personnel ranging in rank from a Colonel, 3 13/ 2
Lt.Colonels, a Major, a Lieutenant, 2 Sergeants and a private. QB.25-29
Also involved were 5 civilian officers of the Department only

two of whom could be classified as senior in status. While all

of the persons concerned would not necessarily be aware that

payment for the vehicles was bsing authorised prior to possession

the more senior group of officers concerned were aware of that fact.

13, In regard to the pressures evidently exercised within the
Department of the Army we were informed that the examination of
expenditure in the Department is monitored continuously by an
Estimates Committee at Army Headquarters appointed by the Military
Board, The Committee is chaired by the Secretary of the Department
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of the Amny .nd compriser a number of Brigadiers and Colonels, the

Firet Ancistant Secretory(Finance and logistics), the Assistant Qe to 36
Secretary,Finance, and other civilian officers. The aim of the
reviews conducted is to ensure that expenditure programmes are met
a8 fur g possibles.  In this regard the reviews are required to
ensure that the items covered by the funds approved or to be
wxpended are, in fackt, received and secondly to ensure that the
money that hias been sought through the budget is handled in
accordance with the programme for which it was obtaineds The
reporls of this Committee are submitted to that Board on a regular
busis.

Je were informed that there is always pressure on the Fahibit 11377

proecurement authorilies within the Army to obtain equipment as s SEY and
quickly as possible and to this end continuous contget is maintained hahn
throuph the Department of Supply with contractors in order to

maintain production and deliveries. Having obtained equipment, it

is correct form then to cnsure that claims are submitted of
contructors and that payment against these claims is correctly

paid as soon as possible after the stores concerned have been
delivered, However, the officers concerned with the irregularities
had mis-interpreted the requirements. At no time within the
Dupartment of the Army had any suggestion been made or imstruction
1vsued that any irregularities should be engaged in with a view to
nchieving the objectives mentioned. The Treasury Observer, Mr.
Hounder, was unable to suggosl the sources of pressure that might

have been applied from outside the Army to use funds prior to

direct certification of poods being received.

15. In the cases of the 200 utility trucks; the 45 2} ton trucks
and the 16 tractor trucks for 20 ton trailers the Court of Inquiry
found that the irregularities had been made possible because a

number of servicemen and civilians cmployed by the Department of the
Army agreed to raise Certificates of Tnspection and Certificate Receipt
Vouchers before the vehicles had in fact been inspected by the Army

Inspection Service and delivered by the contractors. fThe Certificates
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of Inspection and Certificate Receipt Vouchers so raised were used

to support accounts for payment as proof that the vehicles conformed

to the specifications laid down by the Department and that they had

been received from the contractors and brought to account in the

Stores Ledger, Because the accounts for payment for the cases Exhibit
referred to were supported by Certificates of Inspection and nz/ 2 s
Certificate Receipt Vouchers, the accounts were prima facie

correct and in order for payment when presented to the paying

authority.

16, In the case of the tractors, wheeled, size 8, the Court

found that the irreguwlarity had arisen because servicemen and

civiliana employed by the Department had arranged for a variation

in the reported sequence of deliveries of the tractors in such

a way that the paying authority was misled into paying the full

amount of the accounts for the tractors without deducting an amount

paid to the contractor as a progress payment at an earlier date.

Under the terms of the contract the progress payment should have

been liquidated by the deliveries of the first six tractors. The

account for the first tractor delivered, however, was identified

as the seventh, the second as the eighth and so on. By this means, Ixhibit
the contract, which required the amount of the progress payment to ns/ 2
be liquidated by the progressive delivery of the first six

tractora was circumvented. By 1 August 1969, 171 of the 14

tractors, covered by the contract had been received but an amount

equal to the value of 14 tractors had been paid to the contractors

However, a request for refund of $109,763 was made to the contractor

and a cheque for that amount was provided immediately. This

amount covered the three tractors for which payment had been made

but which had not then been delivered.

17. The Court of Inquiry took the view that at the time of

its inquiry no loss had actually been suffered by the Commonwealths
Vhile woneys were paid before the contracts required it or, more
particularly, before the contractors had completed their part of the
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contract, the evidence at the inquiry showed that the tors
had subsequently completed deliveries in accordance with the contracts
and there appeared, therefore, to be no basis on which to show that

a loss may have occurred, The Court further indicated that if

there had been any loss because the Commonwealth lost the use of Exhibit
the money paid prematurely,such loss, whatever it may be, was not ]é}x% é % 1
N

thought to give rise to any claim by the Commonwealth against any
persons responsible. The Court reported that it could find

no evidence that there was any intent to defraud the Commonwealth
or that any of the persons employed by the Department of the

Army who were involved in the irregularities obtained anmy
personal benefit. It further indicated that, in its opinion,
there was insufficient evidence to suggest that collusion, in the
sense of an intention to defraud,existed in the occurrence.

18, The Court of Inquiry reported that it had found nothing
to suggest that the present system and method of control was
inadequate, provided it was administered by responsible persons
in a correct manner in accordance with the current instructions.
It drew attention, however, to shortcomings in the records maintained
at one Stores Depot and to the need for some further check in the
office of the paying authority concerning progress payments made
under contracts. It also indicated that although it had taken
no specific evidence in relation to initial checking and audit
requirements there was no evidence to indicate that there were
any inadequate areas.

19. The Department of Army informed us that it is clear that
there have been departures from authorised procedures. In regard

to the payment of claims and the delivery of vehicles these procedures
follow a particular order viz: after the purchase order has been
issued and the contractor is ready to deliver his vehicles the
articles are submitted for inspection by the Army Inspection Service

to ensure that they conform to the specifications that have been laid
down. Following this a Certificate of Inspection is issued by the Army

Exhibit

13/ 2
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Inspection Service to certify that the inspection has been made,

The vehicles should then be delivered to the Army Stores Depot where

they are received, recorded and taken on charge in the Stores Ledger,

As a remult of that action the Certificate Receipt Voucher is raised

by the Stores Depot fo certify that they have been received and ?i';‘;";
this document, together with the Inspection Certificate, is used Q.18
to support the claim for payment to the contrgctor for the vehicles

that he has supplied, The amount is then passed to the pay office

in the Army for attention in accordance with Section 34 of the

Audit Act, after which it is transmitted to the Sub~Treasury for

cheques to be drawn and sent to the contractor.

20, Ve were informed that immediately it was discovered

that the irregularities had occurred, instructions were issued

by the Department to the inspection authorities in Eastern Command

to carry out an inspection of the vehicles. This was carried out

in‘ the approved manner. The vehicles were delivered to the Depot

and checked by the Depot ataff responsible. Also, further checks Qolth
were carvied out by the Army Audit Staff in this instance, The

witness stated that the vehicles were in fact received in the

Depots completely in accoidance with the relevant contract.

21, The witness asedired us that the Department is seriously
disturbed by the circumstences reported by the Auditor-General.

He stated that the arrangenents that had been entered into by

a number of staff in the employment of the Department had been Q.24
undertaken without the authority of their senior officers who were
unaware of the occurence ani would not have doned the ar

in eny cizeumstancen,
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Conclusions.

22, The evidence shows that during 1968~69, payments were made prior
to delivery in recpect of 200 utility trucks valued at $629,405; 45, Z-ton
trucks valued at »181,920; 16 tractor-type trucks valued at $419,533 and

3 wheel-type tractors valued at %709,763. In all, the payments concerned
amounted to 1,340,621,

23, Your Committec regards in a most cerious light, the nature of
these transnctions and the motives that were said to have inspired them,

2h, The persons involved in the irregularities were an Army Officer
of the rank of Colonel, 3 Lieutenant Coloucls, a hajor, e Listterant, 2
Sergeants and a trivate together with 5 civilian officers, 2 of whom were of
senior stutus, .e note with great concern that the more senior officers

in this group were aware of the fact that they were committing irregularities
and we trust that appropriate action will be taken in these cases by the

authorities concerned.

25 8o far as the motives underlying these irregularities are concerned,
Your Committee accopts that there will always be pressure within the Army and
indeed within all depurtments to obtain equipment us quickly as possible, to
ensure that claims ore submitted promptly by co.tractors and that payment
agpinst these claims is paid correctly with minimum delay after the stores
concerned have been delivered., hile the Department claimed in evidence that
it had not made any suggestion or issued any instruction that any irregulariti
should be engaged in with a view to achieving expenditure in the year of
Appropriation, we find it somewhat remarkable that several senior Army

and civilian officers of the Department should have misinterpreted the

relevant requirements., If thosv requirementsare capable of ready misinterpretationy

then it appears to Your Committec that they require urgent review.

26, e note from the evidence that the Court of Inquiry took the view
that no loss had actually been suffered by the Commonwealth and it found

no evidence thnt therc had been any intent to defruud the Commonwealth. It
further indicated that there wgs insuflicient evidence to suggest that

collusion in the sense of an intention to defraud,existed in the occurrence.
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In this regord Your Commitee can only observe that several senior officers
had successfully acted in concert to achieve an improper purpose. Moreover,
they haed acted in g manner which, with different motives, could have resulted

in a large scale fraud with substantial loss to the Commonwealths

270 Based on the findings of the Court of Inquiry we believe that the
Department ghould examine, ac a matter of urgency, the records maintained
at its stores depots and that matters relating to progress payments made
under contract should be examined in the offices of paying authorities,

28, The Court of Inquiry indicated that while it had taken no specific
evidence in relation to initiasl checking and audit requirements, there was
no evidence to indicate that there were any inadequacies in these areas.
Nevertheless, Your Committee is strongly of the opinion that the Department
should examine these areas of its administration at the earliest opportunity.

29, Finglly, Your Committee would report with concern, that the present
case is not the first to come to its attention, in which an unacceptable
course of action has been pursued to ensure the expenditure of funds in
the year of Appropriation.

200 In our examinotion of Expenditure from the Consolidated

Revenue Fund,)967-68, the evidence showed that the Department of

Civil Aviation had arranged for the variation of contracts to achieve

that objective. In that case we expressed the view that our Reports

and the relevant Treasury Circular 1967/G3 were directed to the problems PP.219
that arise where claims for work performed and servicea rendered are not of 1968
obtained and puid promptly. Accordingly, we were unable to reach

the conclusion that the Treasury Circular concerned in that case

either intended or sought to encourage the varying of contracts to

ensure the expenditure of Appropriated funds.
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(b) Purchase of Amplifiers in_the United States of America.

.

Paragraph 283 of the Auditor-General's Report also included

the following comment:

"Orders for the supply of 170 and 200 amplifiers
were placed in Hay :1967 and January 1968, respectively,
in the United States of America with the representatives
of the manufacturer. A total of 370 amplifiers was delivered
to the freight forwarding contractor during April 1968
and subsequently shipped to Australia. Payments totalling
8US4L05,602, being the value of 2 orders, were made to the
supplier in April and Moy 1968,

1t appeared from Audit examinations in the United
States of America and Australia that the Department
required an amplifier which would boost the radio frequency
output of radio sets already in use in the Army and be
capable of operation in both a vehicular and manpack role.

The manufacturer however supplied 370 amplifiers
intended for use in a manpack only role. The Department
was not aware of this operational limitation until June
1968; that is, after the payments had been msde. The
Department also b aware, subsequently, that the
amplifiers as supplied were unsuitable for either of the
roles for which they were purchased and were ot capable
of meeting the operational requirements originally specifieds

The 370 amplifiers, except for a small number under-
going evaluation tests, have been held in storage at an
Army Depot since the latter half of 1968.

At the time of compiling this Report, the Department
had indicated to my Office that it is currently considering
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a technical report following an investigation as to the
feasibility of modifying the amplifiers for use in either
role and the probable cost involved."
(1.) The Noed for the Amplifiers.
32, We were informed by the Department of the Army that the
Radio Set AN/PRC 25 was introduced into service in the Australian
Army in 1963/64. Two configurations of it were procured, one the
basic AN/FRC 25 for use in the manpack role and the other,known
as the AN/GRC 125, for the vehicular role. The AN/GRC 125 is a
basic AN/PRC 25 but with ancilliary equipments added to enable
it to be mounted and operated from a vehicle. At the same time,
a higher powered vehicular mounted radio known as the AN/VRC 46
8ls0 became available but procurement of this radio was restricted Exhibit
to the numbers required for armoured corps units. The AN/VRC 46 13/1
is heavier and more expensive than the AN/GRC 125 gnd could not be
deployed outside the vehicle without considerable effort as it was
designed purely as a vechicle mounted set,

330 It was stated that Australian Army concepts of operations

envieage that they will be conducted in arcas where supporting

vehicles sometimes cannot be taken and also with some elements

operating at extended ranges from their base, Although the AN/PRC

25 and AN/GRC 125 radios are a very great improvement on any

previous VHF (Very High Frequency) sets, these concepts still

raise the requirement for a set with an increased range of operation

and with improved performance over marginal circuits without the

necessity of a vehicle to carry the radio. For this reason the

AN/VRC 46, although having increased power, was not an operationslly
acceptable solution for all units. The requirement has been Exhibit
highlighted in Vietnam where it has proved necessary to provide 1M1
additional radio sets on some radio nets for the retransmission of

all traffic. This is often done by using a light aireraft to

carry the retransmission equipment but is expensive in aircraft and

pilot hours. Alternatively, the retransmission station can be
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located on a suitable high point, with the men and equipment that
provide the station being re-supplied at intervals. The physical
security of this detachment is always a problem,particularly when
the area is not secure. Other expedients include the provision
of elevated anlennae and the issue of some of the vehicular sets
AN/VRC 46 for use in other than armoured unite where their use
is feagible.

Bhe It was claimed that the best solution to these problems
was, and still is, to provide an amplifier for the AN/PRC 25 series
of radios to 1ift the power output and so help to provide the
increases in range found necessary for some operations. This, the
United States Army undertook to develop and is identified as the
Amplifier RF AM-4306. The numbers of AM-4#306 amplifiers procured
by the Australian Army were baced on the operationul needs of the
éustralian Army at the time. The first order of 170 was to meet
the basic requirements of the Australian Task Force in Vietnam plus
a smell training ond repair pool in Australiames The next order of

Exhibit
13/ 1

200 sets was to equip a second Task Force in Australia so that
training on the equipments could be carried out prior to duty in
Vietnam. %There was also an element in these 200 sets to meet

more of the training and repair requirement,

(2) Normal Procedure for Introduction of Eauipment into_the Army

350 We were informed that the provision of new equipment into
the Australian Army entails a considerable amount of planning and
co~ordination involving several branches and directorates within
Army Headquarters. Each of these elements plays an active part in
the introduction of an equipment into service starting at the
initial concept stage through to the issue of the item to Army
units. Various directorates within Army Headquarters act as
sponsoxs for certain categories of equipment. Sponsorship
responsibilities are allocated on the hasis of the major user
directorate e.g. the Director of Infantry is responsible for
sponsoring small arms such as rifles; the Director of Signals for
comnunication equipment. The equipment sponsor, taking into account



operational experience, operotional research findings,forward .
operational concepts and related combat development studies,prepares
equipment policy statements. These state the broad requirement

and also define in outline the essential characteristics of

equipments, The equipment policy statements are considered by a Exhibit
screening Committee known as the Army ieadquarters Weopons and 1y 1
and Q.48

Equipment Policy Committee. The Committee i chaired by the

Deputy Chief of the Gencral Staff and its membership comprises a
number of Brigadiers and Colonels, the First Assistant Secretary
(Finance and Logistics) of the Department of the Army and the
scientific advisor to the Military Bourd. The Committee is required
to examine the equipment requirements of the Army, to consider
whether the equipments that have been proposed to meet the

military requirements will, in fact, meet those requirements and,

if not, the courses that should be followed to obtain appropriate
equipment, The Committee screens the equipment purchasing programme
for the Army, usually on the basis of monthly meetings, but it also
meets prior to the commencement of each financial year to consider
the equipment ordering programme in connection with the

formulation of Arny estimates. After consideration by the screening
. committee, the policy statements are submitted to the Chief of the

General Staff for approval.

364 It was stated that the means of meeting the characteristics
required are considered in relation to whether items. available from
commercial sources are acceptable; whether an item developed overseas

should be selected; or whether local design and development should

be undertaken. New types of equipment are constantly being examined Exhibit
by equipment sponsors and the policy and technical branches. These 113/ 1
examinations lead to recommendations for the adoption of equipment.
If approved, the various stages of acquisition including programming
and ordering ore initiated. This process involves several
directorates and existing procedures provide for a logical progression
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of events legding to the receipt and issue of the item to Army
units,

37 It was stated that United States Army classified equipmont
into various categories and these are useful guidelines iu
considerations leading to the selection of equipment. For example
the definition of Standard A and Limited Production (LP)
classifications is used by the United States Army are:-

« Standard A, An acceptable item which will £i1 an
operational requirement and which is being produced
in quentity or could be produced to fill shortages.

» Limited Production An item under development
commercially available or available from other government
agencies for which an urgent operatioaal requirement
exists and for which no other existing item is Exhibit
adequate; which appears to fulfil an approved "y
qualitative material requirement or other Department
of the Army approved requirement and to be promising
enough operationally to warrant initiating limited

procurement.

kguipment which is not classified Standard A is not usually purchased
for introduction into the Australian Army. However, there have been
occasions vhen the urgency of the requirement has justified the
acquisition of items which have not been so classified,

(3) Procedure for Purchase in the United States of America

28, The Department informed us that prior to 1 July 1968, the
following agencies in the United States were responsible for

procurement, to the degree indicated:-

+ The Australian Consulate General (ACG), New York,

This office was the official agency to which all
procurement demands were forwarded. A copy of each
procurement demsnd was also ment to hustralian Army
Staff, Washington (AAS(W)) for information, The ACG
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Procurement Section was responsible for seeking
commercial quotations, requesting AAS(W) to approach
United States Services for a Letter of Offer,(i.e. a
quotation) ag appropriate, and for processing sll such
quotations to the ACG Contracts Board. This Board did
not have any AAS(W) representation. The eventual
purchase order or contract (CG order) was raised by

ACG and a copy forwarded to AAS(W) for information,
Subsequent delivery advices, invoices etc were processed
by ACG, and ghipping arrangements handled by that Office,
No documents relating to these post-contract stages were
provided to AAS(W).

« Australian Army Staff (Washington). Exhibit

13 /1
The procurcment element of AAS(W) did not have any

purchase delegations. Its main tasks were tojmaintain

a watching brief on all demands sent to ACG,New York and,
being accredited to the various United States Service
Military sales branches, to act as an agent for ACG in
obtaining Letters of Offer, onforwsrding purchase orders
raised on the Services, and initiating Service

correspond e as requested by ACG. No member of the
ACG proourement staff was accredited to the US Services,
The procurement element of AAS(W) was also required to
assist ACG procurement staff in New York by obtaining
commercial quotations in the Washington area and obtain
recommendations from Army Headquarters as to accéptance

or otherwise of quotations received.

39¢ From 1 July, 1968, following a comprehensive study by
representatives of the Public Service Board and the Department of the
Treasury, it was decided to close the ACG Defence Procurement Sections
and transfer all responsibilities for precurement to the Australian
Embassy in Washington, A separate Contract Board consisting of an
officer from the Department of Externsl Affairs and one officer from
each of the three Services is now established in Washington to deal



with Defence contracts. The New York Contract Board handles contracts
for Departments outside the Defence Group., When items are ordered
from private contractors in the United States the order raised by
the Australian Consulate General is endorsed with a statement

of the inspection requirements. A typical endorsement would
indicate that inspection by United States Services is required
prior to shipment of the material. The inspection would be
arranged by the Australien Military Attache and the supplier would
be contacted by the United States Government Area Inspector.
Materinl must not be shipped until inspection has i)een completeds
AAS(W) arranges with the United States Army for inspection to be
carried out and for an order to be issued to cover this service,
The United States inspection authority examines the equipmenés

to ensure that they comply with the latest specification issued

for the item,

(4) History of the Amlifiers Purchase

4o, The sponsor for this equipment (Director of Signals) was

aware that the United States Army had been developing the Amplifier

RF AM-4306 and in April 1966 it was type classified by the United

States Army as Limited Production Type. In August 1966 the Director

of Signals sought approval for the item to be introduced into

the Australian Army. At that time he knew that the manufacturer Exhibit
had been awarded a limited production contract in March 1966 by the 22'31/138&9-52
United States Army for 2,561 sets and understood that these equip-

ments were for use in both the manpack and vehicular role. The

fact that the United States Army had decided to abandon the use of

the equipments in the vehicular role first became available to the

Australian Army on 24 June 1968 when officers of the Australian Arvmy

Staff at Washington visited the manufacturer.

41, We were informed that the abandonment of the intention to
use the amplifier in the vehicular role would have been indicated by
a change in the specification which the United States Army would have
set out for the limited production contract. The Australian Army
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would not be supplied with this sort of information. It is not known ﬁ"h}b"

at what stage this change toolt place. The witness added that the
Australian Army does not undertake a great amount of designing
and research on equipment of this nature in Australia due to its

it
Q8.49-56

limited ability in this field and therefore it rclies to a considerable

extent upon the development work carried out in the United States.

b2, The ordering programme for the financial year 1966-67
provided for the purchase of 170 amplifiers. In December 1966,
AAS(W) sought a letter of offer from the United States Army and
also a quotation from Associated Industries, the agents for the
sole manufacturer of the equipment. Ye were informed that it was
normel procedurs to inquirc as to price and availability from both
the United States Army and from private contractors. Experience
has sghown that there is advantage in comparing the terms available
from both sources and it is in accordance with ectandard contract
procedure that quotations should not be restricted other than in
exceptional circumstances. The United States Army did not submit
a quotation but in February 1967 it suggested that the request be
resubmitted in six months time when the quotation. was expected to be
classified Standard Ae

430 The Department informed us that Associated Industries
submitted a quotation for 170 amplifiers wanufactured to the
latest modification which adapts the unit for use with AN/PRC-25
and AN/PRC-~77 (a product improved version of the AN/PRC-25 radio
set), They pointed out that they were unable to quote price and
delivery on vehicular installation kits as drawings for the kits
were not available at that time. Following a recommendation from
AAS(W) and confirmed by the Director of Procurcment and Distribution
in the Ordinance Branch in Melbourne that the Associated Industries
quote be accepted,ACG (New York) issued an order on that firm on

3 May 1967 for the supply of 170 amplifiers. In regard to the
confirmation action that was taken the witness informed us that the

Australian Army would necessavily rely on the information

Exhibit
13/ 1
Q57

Exhibit
13/ 1
and Qs.59-62
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that was being forwarded from the limson officer in the United
States. That officer's contact would not have been with the
monufacturer but rathér with the United States Army.

LT'N It was stated that in response to an inquiry from Associated
Industries, AAS(W) advised the contractor in writing in September,
1967 that the Australian Army required the amplifiers for use both
in the vehiculer and manpack roles. On 17 October 1967, Associated
Industries advised AAS(W) that the basic amplifier was the same

for manpack and vehicular operation but certain auxiliary items,
including brackets, cabling and certain amplifier units necessary
to enable the equipment to be mounted physically in the vehicle,
connect it to the vehicle power supply; connect it to the vehicle
antenna and provide certain monitoring facilities over the
installation itself, would be required when the equipment was used
in the vehicular role.

45, A further 200 amplifiers were programmed for ordering in

the financial year 1967-68. As for the first order of 170 amplifiers,
quotations were sought from both the United States Army and Associated
Industries, At the time the quotations were sought for these

200 amplifiers the United States Army suggested that the request
should be resubmitted in Scptember 1968 when it was expected &Lhat

the equipment would be classified Standard A. As the additional
quantity was required urgently the quotation of Associated Industries
was accepted by the issue of en order from A.C.G. (New York) in June
1968. As it is not customary for specifications to be provided to the
Australian Army when items are not fully developed, the specification
for the amplifiers had not been made available to the Australian Army
and accordingly reliance was based on the broad concept recorded on
t:.he Small Development Requirement which officially launched the product
in the United States Army. That requirement was quite specific in

Exhibit
113 /1
and Q. 65

Exhibit
113/1

and Qs.
66 - 70
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requiring operation of the amplifier in both the manpack and vehicular

roles.

46, It was stated that during 1967 the Australian Army became

aware through informal advices that arose from persomal contact

between its liason officer with individual officers in the United Exhibit

States Army who were engaged on the evaluation of the limited M /1
and Q.71

production equipment, that the United States Army was encountering
problems with the design of this equipment and that a series of
modifications had been incorporated in the specification with &

view to overcoming the problems they were encountering., A letter
from Associated Industries addressed to ACG (MNew York) on 14 November
1967 advised that the equipment had at that stage been fully accepted
by the United States Covernment.

47, The Department stated that on 11 April 1968, acting on

advice informally received, AAS(W) advised that the United States

Army had suspended all action on the amplifiers while they reevaluated

enother equipment. In retrospect, this information might have generated

a more prompt reaction for review of the oxders by the purchasing and
technical staffs than was, in fact, the case. However, in view Exhibit
of the apparent protection afforded by the inspection clauses of the 11‘3n£ &.7}75
two contracts no particular anxiety arose that unsatisfactory equip~

ments would pass inspection and be delivered to the Freight Forwarders

in New York. It was said that this attitude was probably contributed

to by a breakdown in the normal procedure in that the advice of

suspension by the United States Army was inadvertently not referred

to the technical staff concerned. In this regard we were informed

that the relevant communications had been handled on a signals basis

due to the time taken for air mail deliveries, In this particular

case, the Urdnance Branch would probably have raised queries had they

received the advice.

48, On 24 June 1968 officers from AAS(Y) visited the manufacturer
to discuss these equipments. They reported that sufficient evidence
was produced to confirm that the 370 amplifiers supplied to the
fmstx‘alian Army were built to the specifications called for in its
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purchase orders and ihcorporated all modifications called for by the

United States Army. They also established that additional

modifications carried out on the Australian sets by the manufacturer
improved the performance of this equipment in that the amplifier

was less susceptible to tuning changes due to ground plane or antemna
impedance variations and confirmed that the United States Government Exhibit
inspection had been accomplished on all 370 amplifiers. They also 113 /1
reported that al*hough an early brochure on the AM-4306 described

its use in a vehicle mounted configuration and certain development

tock place in this regard, theproject was abandoned when the United B
States Army deleted the requirement from Specification MIL-A-5548U(EL).

The amplifiers supplied to the Australian Army were intended there-

fore for use in a menpack role only.

4y, In view of the advice that the amplifiers had been built

tn_ the approved specification and had been passed by the inspection

authorities and other information that 200 sets had been shipped

4o Australia on 2 May 1968, it was decided to call forward to

Australia the remaining 170 sets which were in the hands of the

Freight Forwarder. An Ixport Licence had been issued for the 200

sets, it was alleged later,"inadvertently", but the State Department .
was reluctant to issue an Export Licence for the 170 seta. In the

event, an Export Licence was issued but conditions were stipulated

that were described as unique, These conditions stated that:

"It shall be understood tha’ by' its review of this
transaction the United States Government does not waive
any rights to which it is now or later entitled,accept
any liability, necessarily endorse any items or statementa
concerning such items, or mecessarily approve the Exhibit
proprietary or amount of any charge or the proprietary 13 d/ Qs1'77-78
of any business arrangements involved in the agreements :
There is no interference with any United States
Government contracts or sub-contracts as a result of
this transaction. Any use of United States Yovernment



owned facilities or special tooling in connection

with this transuction is authorised by the United

States Government contracting officeri™
Unfortunately, these conditions were not conveyed to Army Headquarters.
Had they been it is likely that they would have been considered before
the decision was taken to call forward the 170 sets.

50, We were informed that in this case the usual inspection
arrangements were made by raising orders on the United States

Army to cover both the 170 and 200 amplifiers. In response to

inquiries raised as a renult of the submissions that the Department

of Arny received from the Auditor-General's Office, AAS(W) advised

the Department that all sets were subjected to United States

Government inspection and testing during the production processes o

Invoicen relating to the first order of 170 sets were duly

stamped with the United States Government inspection stamp of

acceptance. The manufacturer shipped the remaining 200 gets to the

Freight Forwarders in New York before obtaining formal inspection
certification on the invoices, alleﬁedly in error. This ervor Exhibit
was not know to AAS(W) until it was discovered in ACG Procurement 12 /1
Section after, it is understood, payment had been made to

Associated Industries.

51, The witness informed us that the provision of documents

to support payments to contractors isc a matter that falls didectly

between the contractor and the ACG (New York). The inspection

documents should have been provided with the claim for payment.

Thus, staff in the Army office in Washington would not have been

aware that these documents had not been provided until they were .ﬁ‘;}biﬁ
informed of this fact by the ACG (New York). AAS(W) thereupon Q5480 and 81
instructed ACG(Hew York) to arrange for the return of the sets to

the manufacturer for completion of inspection formalities but

was later informed that this could not be done as they had already

been shipped o Australia on 22 May,1968. The regional officer

for the United States Government Inspection Authority subsequently

refused to endorse the invoices with his acceptance on the grounds
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that there were no amplifiers to inspect, notwithstanding the fact
that the inspection itself had been accomplished.

(5) Action Followinm Receipt of the Amplifiers in Australia

52, Yle were informed that as advice had been received in June
1968 that the amplifiers were intended for use in the manpack role
only, whereas the Army's requirement was for an amplifier for use
in both vehicular and manpack roles, it was decided that a technical

evaluution of the equipment would be necessary prior to issue of the
equipments to unitc. Consequently, soon after the first consignment

was received in Austrelia in August 1968 the Army Design Lstablishment

(ADE) was asked to assess the feasibility of using the amplifier AM-. .
306/GRC with the AN/GRC-125 in Australian Army radio vehicles. The

report was to provide information on how far the United States Army
progressed in development to meet the initially stated requirement

that the equipment was to be capable of operation by using power Exhibit
from the vehicle electrical system. In addition, the ADE was requestea13/ 1
to examine the reason why the United States Army had deleted this

equipment and provide an outlin. of the design and development

foreseen as being necessary to produce a modification kit for

Australion Aray Amplifiers AM-4306/GRC which will permit their

operation using power from 24 Volt vehicle electrical systems and

utilizing the vehicular antenna system of the Radio Set AN/GRC-125.

530 The report was received in August,1969. The delay in

producing the report was said to have been caused by the time

taken in obtaining and assembling the information received from the

United States and in conducting necessary tests at Army establishments

in Melbourne., Also, the investigation was conducted concurrently

with other important investipations which were carried at by ADE

at that time. The report, which is in technical terr., indicates Exhibit
that the amplifier, in its present form, has the following unsatisfacturyy k

featurcs:



o Difficulty in antenna tuning

+ Bxcéssive weight and poor weight distribvution
in the manpack role,

« Very poor mechanical design of the internal
circuitry resulting in poor maintainabilitye

« Viater leakage into the battery compartment,

oSusceptbilify to output transistor failures.

Sk, In addition the report astated that AM-4306/GRC

equipment is not considered to be of the standard desired for

military comnunications equipments, due primarily to its poor

mechanical design and the departure from the current policy

requirement for plug-in blies, repair d1bility and

minimum down-time. From the size,shape and composition of Exhibit
the assemblies, plus the interconnecting wiring arrangements, "3/
it appears that the AM-43%06 equipments are assembled from
left-overs or common items from other ication equip
with additional fabricated sub-units required, occupying the
}imited chassis and front panel areas available. The resultant
outcome is a repair technician's "nightmare". In general, the
equipments accessibility for repair is considered to be pooe,

, and secondary faults can be anticipated during repair as
dismantling and desoldering will be commonplace even for minor
faults.

55¢ The report also indicated that, although all the difficulties
referred to above could not be overcome, it would be possible

for development of the amplifiers to be undertaken to be used in

the vehicular role. This development, would involve essential

modifications at a cost of $96,000 to increase their reliability and

ease of maintenance, Development of a modification kit for use Exhibit
in the vehicular role would cost $307,000. These costs were said 13/1
to be broad estimates only and would require detailed examination

and justification before they could be accepted as a basis for

undertaking the modification and development. The ADE report

has not yet been finally considered by the superior technical
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authority. aspart from the technical considerations, the high
estimated cost of modification and development make it appear unlikely
that this line of action would be an economic proposition.

56. The Department submitted a statement in confidence indicating
the further action that it proposes to tnke in respect of the amplifiers.

Conclusions .

57 From the evidence submitted it appeurs to Your Committee that,
due to the urgency of the reguirement an order for 170 amplifiers was placed
on a United States manufacturer in May 1967 and a further order was placed in

June, 1968,

584 vhen the first order was pluced it vas known that the United
States army had placed a limited period contract on the same manufacturer for
the same type of equipment. As the Australian Army does not undertake a

great amount of desipning ond research work on equipment of this nature in
nustraliu it relies to a considerable extent upon the development work carried
out in the United States and was therefore guided by the fact that the United
btates Army had placed such a contract.

53 During 1967 the australian Army was aware, through informal advices
that the United States Army was experiencing problems with the design of the
equipment and that modifications had been introduced into the specifications
relating to that contract. Although, evidently, the United States Army accepted
the equipment later in that year, Your Committee believes that the Australian
Army should have been alerted when it was discovered that difficulties were
being experienced by the United States Armya

60, In April, 1968 the australian Army became aware, again through
informal advices, that the United States Army had suspended all action on
the amplifiers while it re-evaluated another equipment. Due to a breakdown
in signals however, this information was not conveyed to the appropriate
tachnical staff. Your Committee tukes a most serious view of the failure of
a signal to reach its proper distination. But for this failure, the

Army could well have avoided the placing of the second and larger ordere
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61s Following a visit by AAS(v) to the United States manufacturer
late in June 1968 it was reported that the 370 amplifiers concerned had been
built to the specifications called for in the Australian Army contract and
inzorporated all modifications sought by the United otates army, The
report also indicuted, however, that the amplificrs concerned were intended
for use in a manpack role only. .e believe that this limitation should have
prompted the Department of the Ariy to a closer examination of the matter
rather than make a decision to expedite deliveries to Australia.

626 Your Committee notes with concern that, evidently due to a further
failure in communication, Army Headquarters in Australia was not made aware
that unusual stipulations had been applied by the American authorities to

the export licence covering 170 of the sets.

630 It appears that the manufacturer shipped the remaining 200 sets
to the Freight Forwarder in New York before obtaining formal inspection
certification on the invoices, mllegedly in error. The error was not known
to AAS(W) until it was discovered by ACG Procurement Section after payment
had been made to the manufacturer. The evidence shows that the inspection
documents should have been provided with the claim for payment but th. staff
in the Army Office in Washington were not aware that the documents had not
been provided until they were informed of this fact by the ACG(New York). At
that stage it was too late for the sets to be returned to the manufacturer as
they had been shipped to Australia. Your Committee believes that this gtuation
should not have been permitted to arise and that it reflects adversely on

the Australian Consul~General's Office in New York.

6lty In this regard Your Committee notes that in its Ninety~eighth Report

it commented critically on the location and administration of the Australian P.P.No,53
Consul-~General's Office in New York office in conmection with accounting of 1968
arrangements in North America and the purchase of destroyers by the

Department of the Navy. Your Committee also notes that,following a

comprehensive study by representatives of the Public Service Poard

and the Department of the Treasury a decision has been taken with effect

from 1 July,1968 to close the ACG Defence Procurement Sections in New York

and transfer all responsibilities for procurement to the Australian Enbassy

in Washington where they will be under the control of a geparate Contract Board.
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This change in ar ts should o the problems that have arisen
in the past in that area.

650 A technical evaluation made of the amplifiers subsequent to their
arrivel in Australia indicated a number of unsatisfactory features which

have been set out in this Report. Apart from those matters, Your Committee
notes with considerable concern the fact that the equipment is not considered
to be of a standard desired the military communications equipments,due primerily
to its poor mechanical design and the departure from the current policy
requirement for plug-in-asgsemblies, repair accessibility and minimum down-
time.

66, After toking into account the estimated cost $307,000 for the
development of a modification kit to enable the amplifiers to be used in
a vehicular role and the further action contemplated by the Department and
submitted in confidence, Your Committeeyrecognising that commercial
alternatives should not be disclosed, believes that the Department should
pursue to the fullest extent poseible the proposed course of action set
out as the first alternative in its confidential submission.

67, Finglly, Your Committee believes that a major cause of the failure
of the amplifiers to meet the Australian Army's requirement has arisen
primarily from the fact that the quipment was not classified ''Standard A"
by the United States Army whemit was ordered but was classified "Limited
Production., While we recognise that instances will always arise where the
urgency of a requirement Justifies the acquisition of items that have

not been classified "StandardA" Your Committee believes that speclal
arrangements should be introduced in the Department of the Army to provide
review procedures additional to those already in operation, to meet

the needs of such cases.
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Chapter 3
Department of the Navy

Paragraph 278 of the Auditor-General’s Report included the
comment:

" Approval was given in May 1965 for the purchase of

2 craft of suitable design to fulfil an interim 'gearch angd
rescue’ role in the Sydney-Jervis Bay area pending the
introduction of patrol boats of the type referred to else—
where in this paragraph. The Department anticipated at the
time that the 2 craft to be purchased would be absorbed
into the harbour personnel boat progremme and be made
available for harbour duties when replaced by patrol boats,

The boats selected for purchase at a cost of $138,386
were 38 foot flybridge cruisers which were being manufactured
end marketed in the United States of America,

Subsequent to their delivery in Australia in 1966,
work involving certain modifications, correction of design
deficiencies and installation of R.A.N. furnished equipment
was carried out at a cost of $#22,001 to £it the boats for
their interim role as 'search and rescue' craft.

The boats were accepted for service at Jervis Bay in
December 1967, 2 years later than origina)ly planned, but
were found to be unsuitable for operation in open waters or
inside Jervis Bay in adverse weather conditions., The 2
boats were returned to Garden Island in June and November
1968 respectively and have since been used on harbour duties.

According to advice received from the Department,
both boats have been out of service for lengthy periods
since their return to Garden Island, because of breskdowns
and non-availability of spares which it had been snticipated
would be readily availobls in Austroiiam
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69. We were informed that the primary function of SAR craft,
particularly in the Jervis Bay area, is to serve at sea whenever
aircraft are operating from the air station at Nowra. The craft,
however, have a large number of secondary functions which include
range clearance for the bombardment range at Beecroft Head; daily
checking of naval moorings in Jervis Bay; fleet marking duties for
missile firing, such as Ikara; fishery surveillance duties as
required; limited training of reservists and cadet mid~shipmen from
the Naval College; target towing duties for the fleot; pilotless
aircraft recovery; simulating fast patrol boat attacke on the fleet,
and assistance to civil authorities in emergencies.

70 It was stated that the 1965-68 defence programme provided
for replacement of the !, overaged, 63 ft. SAR craft in the Jervis
Bay area by patrol craft authorised in that programme, and it was
expected that they would be available in 1967. About October-November
1964 a cursory inspection of the % SAR craft then in use was carried
out and this was followed by a replacement inspection carried out in
February 1965, The latter inspection revealed that 2 of the SAR
craft were unfit for operational service although the witness was
unable to inform us of the length of time for which this situation had
obtained. A further craft had an assessed life of about 2 years and
the fourth craft of about 1l years. We were informed that the 4 craft
concerned had been obtained from the Department of Air in 1963 where
they had been in operation as SAR craft. At that stage they were
about 20 years old. The witness informed us that such craft would,
under normal operating conditions, have a life expectancy of about 15
years. The circumstances revealed by the suriey conducted in February
1965, together with delays in the construction and delivery of the
patrol craft, made it essential to provide an interim replacement for
at least 2 of the SAR craft in the Sydney-Jervis Bay area..

N, We were informed that in the circumstonces three possibilities
faced the Department. The first was to rebuild and re-engine 2 of the
existing SAR craft at an estimated total cost of $150,000 and with a
possible completion date of mid 1966, The second was to construct

new, 63 ft. SAR craft at en estimated cost of $174,000 per

Q. 102

Exhibit
13/ 3

and Qs., 90 -
93, 96 and
99.
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craft and with a possible completion date of November 1966. The
third was to procure two similar interim boats to perform the SAR
function and which could eventually be absorbed into a harbour role.
The estimated cost in this case was #70,000 per craft with a possible
delivery date of August 1965, It was agreed that this alternative
had the most merit because of the need for early replacement of the
SAR craft and the high cost of the first two possibilities as interim

arrangements,

724 The Department informed us that to be effective in the
interim SAR role the boats to be purchased would need to be between
35 and 40 feet in length, of proven design, with a high speed
capability and preferably constructed of glass re~inforced plastic
for long life and ease of maintenance, The Department reguired boats
which could rescue from the sea, people who were possibly injured
and return them to safety. The boats therefore were required to
provide a reasonably soft ride and not expose passengers to
unnecessary siresses, Having regard to these requirements the local
market was investigated, but without success, for suitable boats of

proven design.

i, During its investigation the Department ascertained that
the parent organisation in America of an Australian~based subsidiary

Exhibit
13/ 3

Exhibit
M3/ 3
Qe 94

company had supplied the United States Navy with boats of similar hull Exhibit

form and construction, The Australian Navy representative in
Wrehington advised subsequently that although experience of this type
of boat in the SAR role was not available, the United States Navy was
using 31 ft. bosts of similar hull form in an armed patrol role,

P, Ve were informed that from 7 April to 30 June 1965,
technical investigations and evaluations which necessarily had regard
to both the proposed interim SAR role and the permanent harbour role
were conducted in relation to such aspects as the type of engine to
be installed; the meximum displacement of the boats with diesel or
gasoline engines; alternative steering and engine controls availuble

13/ 3
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for bad weather travelling at cockpit level; navigational and Exhibit
communication equipment; the accessories that would be required and 113/ 3
the naval equipment that would need to be fitted. The investigation Q. 104
determined the probable displacement of the boat after the necessary
modifications to suit the interim SAR role had been completed and

from those details estimates were made of the probable speed which

could be achieved with that weight. The estimated speed at this
displacement was of the order of 19 - 19.5 knots.

75 A procurement demand for two boats at an estimated cost of
$130,000 was forwarded to the Department of Supply on 30 April 1965.

In forwarding the quotation from the United States company on

12 November 1965 the Dopartment of Supply indicated that the delay

that had occurred was due mainly to the time taken by the Australian
subsidiary company in obtaining sufficient data from its parent Exhibit
company in the United States of America, The quotation received 13/ 3
was for on amount of $#142,940 but this was later reduced to $139,586.
Delivery was quoted at 6 to % months after receipt of

specifications, the rate of delivery being dictated by the

availability of the engines.

26, It vas stated that following a request by the Department of
Supply on 9 Morch 1966, that Department was assured that a suitable
alternative craft for SAR purposes could not be obtained locally.
The order for 2, 38 ft. Bertram, Flybridge Cruisers was placed by

the Department of Supply on 13 April 1966. The first boat was Exhibit
delivered in Australia on 20 Scptember 1966 and the second on 1;? {0?
25 November 1966, We were informed that both craft were designed and and
constructed in accordance with the terms of the order that had been Q. 110
placed.

77, On 21 September 1966, following the delivery of the first

boat on the previous day, pre-acceptance trials were carried out
before the boats were accepted from the contractor. A copy of the
report, dated 23 September 1966, by the Naval Architect was tendered
in evidence, The report indicated that, although well-finished, the
boat fell short of requirements for the SAR role. The report also



indicated that during acceptance trials with 14 passengers on hoard,

a speed of 21.8 knots had been obtained st the maximum continuous

rating of the engine and 23,2 knots with throttle wide open, On this

basis the Naval Architect had offered the opinion that, fully

loaded and fitted out for SAR duties, the boats would realize a

speed of 19 knots which approximated the minimum speed for the SAR

role, He had also reported that the boat was soundly constructed, well-
finished and well suited for its role as a pleamsure craft which was

the purpose for which the boat was primarily designed, The report Exhibit
also included the remarks that the fendering of the boat was totally 113/“
inadequate, comprising only a swelling of hull mould at the gunwale

and chromium plated cope bar. Particular care would nced to be

exercised by the crew when coming alongside, The fittings were

found to be light and neat but would not stand much punishment and no

doubt would need to be replaced in the near future.

78, The Naval Architect reported that the boat had been taken

out 'for two runs, There was & moderate sea running and the boat

behaved well, giving no feeling of insecurity, It did, however, give

the usual feeling of discomfort experienced with any planing boat at

high speed in a seaway. Subsequent to the trials a meeting had been

held to discuss additions and modifications to the boat, At that

meeting it had been stated that the SAR craft had about three

emergency calls for service each week and there was an increasing
requirement to assist fishing boats etc, It was envisaged that the Exhibit
most arduous service for the boats would be in attending exercises 113/ 4
which are conducted about 60 miles offshore, For rescue purposes it

was normal practice to streem or lash a life raft alongside SAR craft

and as it was not unknown for one to be lost during a rescue, two

6 or 8-man types would be preferred. When a Captain who attended the
meeting was informed that the boat had no inbuilt buoyancy and that Navy
office thinking was that a 1life raft would not be required he expressed

the view that the boat would not be allowed to put to sea.

9. The report continued that on the basiz of present policies
and the discussions held, it appesred that 26 items would need to be
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added to the boat or replaced in the not distent future. These
included life rafts, radioc equipment, batteries, hand signal lamp,

lead wiring, medical chest, splints, life jackets, fenders and Exhibit
anchor line. The Maval Architect stated that the performance of the 2213'/ 11:)6,
boat depends on weight and the indications were that the list of 107-109

26 items would need to be gruned if the boats were to achieve a
speed of between 19 and 20 knots. He added that the full power
endurance of the boat had been previously estimated to be only 170
miles which appeared hardly adequate if the boat was to operate
60 miles offshore., The boats were accepted after the Naval
Architect had made his report as there was deviation from the
specifications on the basis of which they had been purchased.

80. We were informed that the time between delivery of the

boats (November 1966) and the forwarding of a procurement demand to

the Department of Supply in May 1967 for their modification for use

in the interim SAR role was taken by unexpectedly 10ng technical
investigations and trials, the latter disclosing a number of Exhibit
deficiencies which were of major importance in relation to the SAR 1(;2./ 1]?6 -
role, This delayed the preparation of specifications and guidance 119
drawings, Modifications were completed by the contractor in November-

December 1967, The boats were placed in service at Jervis Bay in

November 1967,

81. In Harch 1968, the Commanding Officer , H.M.A.S, Creswell at

Jervis Bay reported that the two 38 ft. Bertram craft were far from

ideal in the SAR role, but had considered it essential that both

should remain at Jervies Bay to meet the SAR commitment as an interim

measure, He also considered it desirable that one of the boats

should remain at Jervis Bay as a stand by SAR craft on a longer term

basis, Ve obtained from the Department a copy of a further report Exhibit
tendered. on 19 April 1968 by the Commanding Officer of H.M.A.S: Creswell 13/5
That report showed that the Bertram 38 had limitations in the SAR role

when operating in adverse conditions and due to their comparatively low

speeds  For general purposes in Jervis Bay however, the craft were

proving to be most useful and it was felt that when their speed had
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been improved by the fitting of new propellors their value would be

enhanced,

82, The Commanding Officer, H.MsA.S. Creswell added that

before acquisition of these boats the naval officer in chearge at

Jervis Bay had no suitable, presentable craft for the various local
requirements involving the transport of important personages and

visitors to and from ships of the fleet or public relations cruises

in the Bay. In a short period after the acquisition of the Bertrams,

the Minister and a large party of pressmen were embarked, the flag Exhibit
officer second in conmand Far East Fleet was conveyed to and from his 1y 5
flag ship and parties of headnasters and dis_@inguiahed visitors had
been afloat, He observed that undoubtedly the size and appearance
of the Bertrams had ereated a very favourable impression and had
resulted in good public relations for the Navy.

83, The report continued that in the absence of the Bertrams

the only other available craft which could be used for these purposes

were the aging 38 foot motor boat known as the Captain's Barge, or a

work boat. The use of such craft on the occasions referred to above Exhibit
tended to confirm the long held view in the mind of the public at 13/ 5
large that the Navy is old-fashioned. In contrast, the advent of the
Bertrams had provoked favourable comment to the effect that the Navy

is being modernized,

8k, The Commanding Officer, H.M.A.S. Creswell further reported

that just as important as the public relations reasons were the many
supporting tasks that the Beirtrams can perform, such as range

clearance, co-cperating with R.A.N.A.5. Nowra operation and other
exercisesand trials with fleet units in the immediate viecinity of

Jervis Bay, He added that a further important aspect was thet the Exhibit
Bertrams could be slipped at Jervis Bay and routine maintenance 113/5
carried out on the spot resulting in a high serviceability rate. On Qsizéel and
the basis of these considerations he concluded that the retention at

Jervis Bay of one Bertram 38 ft, boat was highly desirable and in the

interests of the service.
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85, VWe werce informed that one of the boats was returned to
Garden Island in June 1968 and the other in Novembor 1968 for duty
as harbour personnel boats; a patrol boat having been allocated to
Jervis Bay in October 1968 as a replacement.

86. The Department informed us that both boats are now
operating in the harbour personnel role but, because of breakdowns

including, for example, damage to propellors and failures of a gear-
box, steering box and injectors the extent of their service has been
limited., It was claimed that the cause of failure of the propellors
is a very common instance of propellor demage in Sydney Herbour due
to flotsam md jetsam, particularly in the case of high speed boats.

The gear box had failed 15 months after delivery, The witness
informed us that the gear-box and the engine should not be
asgocinted with the boat as such, as far as the satisfactory
performance of the boat is concerneds VYhile the gear—box and the
boat comprice a single system, the failure of the gear-box is not
related to the boat, The part required to rectify the failure in
the gear~box was not avasilable in Australia and had to be obtained
from overseas, Similarly, the steering box and injectors, in
isolation, as failures in themselves, were said to be of minor
consequence and would not require investigation to establish the
causes It was stated that the one major period when the craft was

not available was attributable to the gear-box failure. During this

period, advantage was taken of the opportunity to refit the boats,

a process which would normally have taken about 8 to 10 weeks but in

the present case kept the boat out of commission for up to 2 or
3 months waiting for parts.

87. In a general comment the Department claimed that the

procurement of the 2 boats from the United States for use in an
interim SAR role with eventuol permanent utilization as harbour
boats was a correct decision on the grounds of need and economye

had established that this family of boats was being used by the
United States Navy on ardous duties such as armed patrols.

Exhibit
13 /3

Exhibit
Investigations made through the Australisn Naval Attache, Washington,113/ 3
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88, Doubts began to emerge after the craft were accepted and

after the full extent of the modifications necessary became apparent ,

as to whether, when the craft were modified after delivery, for use

in the 8AR role, their speed would be adequate to handle the extreme
conditions which could be met in that role. It was considered,

however, that their anticipated performance could be improved by

fitting modified propellors, eliminsting zll unnecessary weight and

by using special light-weight equipment. Accordingly the craft were
purchased and modified for the SAR role. The craft are now being Exhibit
used in their permanent role as harbour personnel boats with a long :2153./ 1239_
and useful life expected. It was stated, however, that if the Navy 131 and
were to require craft purely for harbour personnel duties, which in 136
fact is the purpose for which these craft are being used, it would

not require craft of this type. The Navy, however, required craft

vhich would £fill an interim SAR role and then have a useful purpose
afterwards. The witness claimed that if the Navy had not acquired

craft which could fill the SAR role, all flying from Nowra would have

ceased when the SAR Airsprite was not available., It was further

claimed that the craft had in fact performed a useful function as

interim SAR craft for a period of sbout 12 months,.

89, It was stated that the question of what further modifications

if 8nY, moy be required or are necessary to enmable the boats to

continue to be used with maximum efficiency as personnel craft has
not been finally resolved. It was said that the only modifications
which would be considered at this stage would comprise the removal.

Qe.142 to 145

of the radic equipment and some of the life saving equipment that was
necessary for their operation in the open sea but which is not.
necessary for operating in harbour. This equipment has not been
removed up to this stage and it is still a matter for negotiation as
to whether it should be removed or whether it should be retained so
that the craft can be used in an SAR emergency when no other craft are
available, The boats are considered by the officer responsible as the
most suitable in the area, other than the patrol boats, for the
saving of life at sea outside the harbour.
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Conclusions,

90. There are several features of the evidence in this case to
which your Committee would invite attention.

91. In 1963 the Department of the Navy acquired 4 craft from the
Department of Air for use in the SAR role off Jervis Bay in New South Wales.
Following a cursory inspection in October~November 1964 a replacement
inspection carried out in February 1965 showed that 2 of the craft were
unfit for operational service and had been in that condition for an

unknown period of time; the third craft had a life expectancy of 2 years

and the fourth craft a life expectancy of 11 years., Your Committee believes
that the Department of the Navy should have inspected these craft

thoroughly before acquiring them from the Department of Air, particularly
when it was known that they had been used by that Department in the SAR

role and were 20 years old at the time of acquisition, While we recognise
that each of those boats should have been assessed in relation to its
particular condition at that time, nevertheless the expert evidence tendered
indicated that, under normal operating conditions, the average life
expéctancy of a boat used for SAR work is about 15 years. We bellieve that

a proper inspection made at. that time may have resulted in the non-
acquisition of 2 or perhaps 3 of these boats, The acquisition of these
boats, in the circumstances at that time, suggests strongly that forward
planning on the part of the Navy in relation to the SAR role had been
inadequate.

92, Your Committee also notes that the decision to acquire the 2,
28 ft. Bertram craft was influenced in large port by the fact that a
United States company had supplied the United States Navy with boats of
a similar hull form and construction to those comtemplated. While those
craft were being used in an armed patrol role they had not been used in
an SAR role. Your Committee believes that this was an inadequate basis
for assessment, particularly in view of the report made by the Naval
Architect subsequent to the delivery of the first boat. .
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93 While Your Committee takes cognisance of the fact that

the 2 Bertram craft were required to perform in an interim SAR
role only, pending the acquisition of new patrol boats, the fact
remains that they were required to be adequate for SAR work including
rescuing from the sea, people who were possibly injured and return
them to safety. The boats therefore were required to provide a

reasonably Soft ride and not exp s gers to Yy
stresses, The report of the Naval Architect, however, based on the
trials referred to,showed that the boat produced the ususl feeling
of discomfort experienced with any planing boat at high speed in a
seaway., The report also indicated that, fully loaded and fitted
out for SAR duties, the boat would achieve only the minimum speed
required for the SAR role; it was insufficiently robust in certain
important respects, for SAR work; substantial additions and
alterations would need to be made to the craft but these would have
an adverse effect on its speed. The report also indicated that its
full power endurance was estimated at only 170 miles which appeared
hardly adequate if the boat was to operate, as planned, 60 miles
offshore.

9k, On the basis of that report, Yoar Committee believes that
the » boats that were acquired were unsatisfzctory Sor use as SAR
craft, even in an interim role. Your Conmittee accepts the view of
the Naval Architect however, that the boats were well fitted for
their role as a pleasure craft which was the purpose for which they
were primarily designed. In this regard, we have noted the report
made in April, 1968, by the Commanding Officer of H.M.A,S.

in which he feferred to considerations that had evidently been taken
into account prior to the acquisition of the boats. These included
the fact that, at that time, the naval officer in charge at Jervis
Bay had no suitable, presentable craft for the various local
requirements involving the transport of important personages and
visitors to and from ships of the fleet or public relations cruises
in the Bay. The advent of the Bertram craft had overcome these
problems, however, and had created a favourable impression regarding

the modernisation of the Navy.
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95, ‘The evidence shows that following protracted delays
connected with their modification for the SAR role the boats went

into service at Jervis Bay in November 1967. One boat was returned
to Garden Tsland in June 1968 and the other in November 1968 for

duty as harbour personnel boats, a patrol boat having been allocated
to Jervis Bay in October 1968. 1In these circumstances it appears that
one boat fulfilled its function as an SAR craft for only about 6
months and the other for about 12 months, after extensive modifications
had been made to them for work in that role. The evidence also shows
that, subsequent to the return of the boats to Garden Island for
harbour duties, their service in that role has been limited due to
breskdowns, mainly to failure of a gear-box but also including

damage to propellors and steering box and injector failures. In

this regard Your Committee is unable to accept the claim made in
evidence that a failure of a gear-box is not related to the failure

of the boat in which it is installed,

96, Your Committee is also disturbed by the statement made in
evidence that if the Navy were to require craft purely for harbour
personnel duties, which is in fact the purpose for which these craft
are now being used, it would not require expensive craft of this type. This
indicates that not only were these craft inadequate for interim use
in the SAR role but also thay are inappropriate for the long=term
harbour duty role which was also contemplated when they were
acquired.

97, Your Committee regards the circumstances surrounding this
matter as most unsatisfactory and believes that the Department of the
Navy has a clear responsibility to ensure that they are not

repeated in other areas of its administration.
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Chapter 4
Department of Social Services

98, Paragraph 230 of the Auditor-General's Report containa the
following comment:

"In paragraph 240 of ny 1963-64 Report, reference
was made to the problems inherent in any attempt to reconcile
certain departmental drawing accounts due mainly to the
volume of cheques issued. These accounts included the
No.2 Drawing Accounts of the Department of Social Services
used for the payment of pensions., It was also indicated
that the concern evinced by the Audit Office at this
situation was shared by Treasury, and that the latter had
expressed the view that there did not seem to be any real
prospect of the position being rectified until the use of
electronic computers,coupled with magnetioc ink character
recognition devices, could be implemented.

Since 1965, the application of automatic processing
techniques to cheque issues and paid cheques, including
magretic ink character recognition devices, has been
extended to most departmental drawing accounts and in such
cases regwlar reconciliations have been effected. In the
case of the Department of Sccial Services, computer process—
ing has been progressively introduced since 1967 and for
this purpose new drawing accounts were opened to process
the bulk of the Department's cheque isswes. However,pend~
ing complete implementation, the Department found it necessary
to continue issuing cheques for certain types of benefite
from the unreconciled drawing accounts referred to above,

RBarly in 1969, by which time the volume of cheques
processed through these latter accounts had decreased
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considerably, it became apparent that the balances
remaining in the Sydiey and Melbourne accounts would be

+ st and

insufficient to meet all cheq still ing.

The Department instituted a detailed investigation
into the position and calculated that the deficiences
were expected to approximate $127,250 and $241,000 in the
Sydney and Melbourne drawing accounts, respectively. The
total of $368,250 was made available during 1968-69 from
the Consolidated Revenue Fund,Special Appropriations -
Department of Social Services for payment to the National
Welfare Fund in relation to expenditure authorised by the
Social Services Act 1947-1968,

The Department has stated that, because all
documents for early years are not available, it is unable
to determine precisely all the factors which contributed
to the discrepancies but considers that, as protection
against loss was maintained by other means, the discrepancies
were mainly attributable to errora in departmental
accounting which arose from a change in the procedure for
reimbursing the drawing accounts,introduced from 1 July
19671, These errors led to a failure at the time to lodge
the required funds to the credit of the accounts, As
observed by the Department, the discrepancies are emall
relative to the magnitude of trausactions processed through

the accounts for the payment of pensions.

Issues of cheques from the unreconciled accounts
bave now ceased in all States except Tasmania and the accounts
will be closed when all outstanding action has been
completed. The Department has indicated that, in respect
of Tasmania, cheque issues against the accounts will cease
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early in 1970. Under these circumstances, the possibility
exists that further discrepancies may be disclosed before
final closure of the accounts, although the Department
considers that any such discrepancies are likely to be
comparatively minor.

Aspects regarding these drawing accounts were
under correspondence by my Office with Treasury at the
date of compilation of this Report."

99 We were informed that the Drawing Accounts under review have
operated continuously since 1941-42, when the Department of Social
Services assumed responsibility from the Treasury for the issue of
pension cheques. In that time over 200 million cheques have passed
through the Sydney and Melbourne No.2 Accounts, Until 30 June 1961
the method of operation followed principles formerly applied by the
Treasury and introduced in March 1940 in order to save the very
large amount of work that would have been involved in reconciling
the account during a period of staff shortages The value of c‘hequaa
issued was credited to the Pensions Suspense Trust Account from
which the value of cheques paid by the bank was withdrawn to
reimburse the Drawing Accounts  Therefore, at any time, the balance
of the Suspense Account should have equalled the value of cheques
yet to be presented at the bank. The Drawing Accounts

continuously in overdraft to the extent that the bank had not

been reimbursed for cheques paide

1000 On 1 July,1967 the normal practice of reimburasing the bank
accounts daily for all cheques drawn was introduced at the request
of the Department of the Treasury and phasing out of the Pensions
Suspense Trust Account commenced. We were informed by the

Treasury Observer, hr, Davideon, that, at that time, the question
of opening new bank accounts had been considered by the Department
of the Treasury but as the Department of Social Services was

Exhibit
13, 6
and Q.158
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holding extensive stocks of cheques relating to the existing Exhipit
accounts and as the lead time in cheque production was approximately 134 Qi 158
.
three months and as it was not considered that the retention of to 166 and
1784

the existing bank accounts would pose serious problems, it had been
decided to retain those accounts, on the basis of reconciled
balances as at 30 June 1961, While the Department of Social
Services witness informed us that the bank accounts were known

t0 be correct as at 1 July 1961, the Audit Observer, Mr. Scott,
stated that the accounts were not, in fact, reconciled at that

date in so far as proving the amount of outstanding cheques was

concerned,

1010 The Department stated that because the same bank accounts
continued in use it was neceasary to distinguish between cheques
issued under the 'old' and the 'new' systems, Subject to the _ﬁc%—n}bi
bank being correctly reimbursed for 'old' system cheques, the
balances of the Drawing Accounts should, at any time after 7 July
1961, have equalled the value of cheques issued under the ‘new!
system and unpresented at the banks As pald cheques were

received from the bank they were sorted (aftor summation and checking
to prove that all cheques end amounts were properly chargeable to

the drawing account) into the categories "issued prior to 1 July

1961 and "issued after that date", For the former, transfer of
funde from the Pensione Suspense Trust Account to the credit of

the relevant Drawing Account Was necessary.

102. We were informed that the onerous work of dissecting the
great volume of paid cheques (then being issued at the rate of
400,000 per fortnight in Sydney and Melbourne) was not perfectly
performed, with the result that insufficient funds were paid into
the Drawing Accounts in those centres to meet 'old' system cheques
and credit balances remained in the Pensions Suspense Trust
Account in both cities. At that time all other States reported
deficiencies in their sections of the Suspense Account. On
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closure of the account in 1962-63, the position throughout the: Exhibit
Commonwealth disclosed a net surplus of $203,648 which was transfertedﬂ;/ 6
to Revenue as an unrequired balance of a trust account.

103 The Department stated that when the reasons underlying the
surplus were examined the short.reimbursements referred to were
obscured by three factors viz -

° the bank balances varied substantially
from day to day within a 28 day cycle
embracing daily,fortnightly and four
weekly issues for various benefits;

° the account balances changed from overdraft
to credit in July 1961. They remained in
credit at a high fluctuating level until
196869 and it was not apparent, in the
absence of listings of unpresented cheques
that the credits were insufficient; and

° the discrepancies are small relative to the
transactions involved.

10k, It was stated that because of the lengthy period over which
the Suspense Account had operated, all relevant documentation was

no longer available and it was not poasible to establish conclusively
the extent to which each of a number of causes had contributed

to the discrepancies. The same factors which affected the Suspense
Account in respect of cheques issued prior to 1 July 1961 dfected
the Drawing Accounts when the cheques were issued after that dates
The principal avenues for error were a failure to reimburce the
Drawing Accounts for cheques issued under Suspenge Account procedures
in mistakes in repaying to revenue, cheques which were listed as
stale; and omission to adjust the Prawing Account when original
and duplicate cheques were both paid. (Recovery of excess payments
is effected in these cases).
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1056 In 1965/66, the Regerva Bank of Australia regionalised certain
accounting functions upon ite Sydnoy und Melbourne branches and the

No.2 Drawing Accounts operuted in four States were closed with a relatively
Gmall surplus which was tronsferred to Revenue. Regionalisation of Exhibit
Reserve Bank accounting did not cause closure of the No.2 Drawing Accounts 113/6
in Sydnoy nnd Melbourne. In those cities issues made after 1 July 1961, totalling
approximately 55 million cheques to the value $1,360 million and 40

million cheques to the value of $9N0 million respectively, together with the
surplue referred to above, yiclded discrepuncies estimated at $127,250 and
$241,000. The combined results arising from the closure of the Pensions

Suspense Trust Account and in respect of the Drawing Accounts that were

operating concurrently with that account revialed a debit balance of

$147,507.

1060 In regard to mistakes that occurred in repaying to Revenue

cheques that were listed as stale, we were informed that it had been

necessary to replace every cheque damaged by the public, during bank

prccessing or during depsrtmental proving operations with a substitute

card. Failure to do so or omission to file a card in place of a paid

cheque extracted to satisfy a query would lead to the stale cheque

ligts carrying excess entries and to greater repayments to Revenue Exhibit
than should be made. Records showing the value of stale chegues 1/6
repaid to Revenue in each year from 1941-42 are no longer available
but the Department was aware that from 1961-62 the aggregate exceeded
$100,000 each year. Hence it had beon assessed that the overall
total from 1941-42 would exceed $2,000,000,

107, In connection with the omission to adjust the Drawing

Account when original and duplicate cheques were both paid, the

Department informed us that further deposits are not made when duplicate
cheques are issued, funds having been provided on issue of the original

cheque, ‘Yhen both original and duplicate cheques are paid, the Drawing Account
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should receive a deposit to adjust the second withdrawal. Occasionally,
prior attention to the matter of recovery of the amount of dual Exhibit
payment has resulted in Drawing Account adjustment being overlooked. 113 / 6
However, the Department claimed that, in the absence of documentary

evidence, any attempl to assess the effect of this factor over the

years would be purely speculative,

108, The Department admitted that all errors of the types
mentioned could have been detected with certainty only by a full
reconciliation of the accounts. Under conditions existing prior to

the advent of automatic data processing, however, this would have

involved very heavy additional expense. The cost of introduction of

full reconciliation under punched card methods was estimated by the

Department in 1964 as approaching $200,000 per annum, In the absence

of full reconciliation, protection aga.uo. 1ues was maintained by

means of stringent controls over cheque forms prior to issue and by

proving operations upon returned paid cheques. These operations

included checks on counting and/or listing to ensure that all cheques

debited were received from the bank and that bank totals were correct;

checks against fraudulent alteration (for punched card cheques by Exhibit
machine reading of values punched prior to issue combined with double 113/ 6
punch detection); checks on currency of serial numbers and on any

duplication of numbers; and examinations to ensure that cheques issued by
other State offices or chargeable io other accounts were not included.

109. During recent investigations to determine the causes of the
discrepancies in the Sydney and Melbourne Drawing Accounts, particular
attention was given to the question of whether they might reflect loss
of Commonwealth moneys due to fraudulent withdrawals from the account,
including fraudulent alteration of amounts of cheques; omission by the
bank to credit deposits correctly; or incorrect chargings to the
accounts by the bank., Ve were informed that fraudulent withdrawals
and incorrect chargings to No. 2 Drawing Accounts are avoided by the



system mentioned above which provides for proof that cheques paid are
bona-fide issues by the department, not fraudulently or inadvertently
altered as to amount, and that debit entries to the account are
supported by paid cheques. Omissions to credit deposits or to make

adjustments as ry in ¢ q of departmental examination

of paid cheques are guarded against by reconciliation in accordance
with Treasury Regulation 99, which proved that debits and credits to
the account were valid but did not extend to proof of a listing of
unpresented cheques against the bank balance. It was stated that the
investigation had revealed no evidence of unauthorised or irregular
drawing of cheques on these accounts, nor any weakness in procedures
providing for strict control over the custody and issue of chegques.
These aspects were, or course, subject to intensive, continuous
internal audit checking throughout the years that the accounts

operateda

110, The Department claimed that for years it has maintained the
objective of achieving a full and effective reconciliation of all

drawing accounts as soon as this was practicable and economic.

Introduction of computers permitted those sections of issues from the

Drawing Accountnwith highest volumes to be brought under the

Treasury reconciliation system within months of installation of the

equipment in all mainland States. Necessarily, because of the

magnitude of the task and the limited programming resources available,

the change to Automatic Data Processing methods has been effected in

stages, the latest being a system for capture of data relating to Exhibit
cheques issued in payment of unemployment, sickness and special benefitaﬂ}/
in Sydney and Melbourne, which cheques ceased to be issued from the

No. 2 Drawing Accounts on 1 August 1969. Issues from unreconciled

Drawing Accounts have ceased in all mainland States but the accounts

will remain open until twelve months have elapsed from the last dates

of issue as cheques remain current for 12 monthse The possibility,mentioned

By the Auditor-General, of further discrepancies arising was not
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denied by the Department, The greatly reduced volume of transactions
however, allows very close attention to be paid to accounting for
outstanding cheques and the discrspancies are expected to be small.

111, It was stated that Hobart is now the only centre where

issues are being made from an unreconciled account, Earlier this

year & system specially devised for economical capture of issue data

in respect of the most common rates of pension and endowment cheques

was installed to enable reconciliation to be undertaken through use

of the Treasury computer, pending installation of a computer in the
Department's Hobart Officey The Department claimed, however, that

it is not economically feamsible for the remaining Hobart issues,

(cheques of variable amount issued by punched card or by manual process

on a variety of due dates) to be brought under the Treasury system

and it will be some months before the objective of wholly eliminating

issues from unreconciled accounts is achieved. Since less than one~ Exhibit
third of cheque issues hy the Hokart Office were sald to be in that 113/6
category and reconciliation of the bulk of ocurrent issues will relieve

the gituation, very close attention can also be paid in this centre

to aocounting associated with the unreconciled No.2 Drawing Account

112, The Department informed us that the problem of reconciliation
of high volume Drawing Accounts which has caused concern is now

virtually overcome by the use of modern computing equipment. The Audit
Observer, Mr. Scott, confirmed that in general, the deficiency has been
liquidated al'though there is a likelihood of small deficiencies continuing
to be discovereds, The witness informed us that, currently, new accounts

operating under computer methods are fully reconciled. As regards Exhibit
past years, it was claimed that the book discrepancies which are :\;g/g,sn
attributable to accounting errors, represent a fraction of the real 172 to 178,

coats which would have been incurred in avoiding them. The Treasury
Obgerver, Mr. Davidson, conceded ‘that, viewed in retrospect, the
decision taken in 1961 to retain the bank accounts operative at
1 July 1961 was possible not a correct judgment or the best decision,
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Conclusions
113,

From the evidence submitted it appears to Your Committee that
the decision taken by the Department of the Treasury in March 1961 to
retain the existing bank accounts under the new Drawing Account
arrangenents operative from 1 July 1961 and based on a reconciliation
of these bank accounts as at 30 June 1961 was an unwise decision.
Vhile the accounts concerned were known to be correct as at that
date, they had not been reconciled in so far as proving the amounts
of outstanding cheques was concerned,
114, . .

The evidence shows that investigations carried out early in

1969 by the Department of Soclal Services revealed no evidence of
unauthorised or irrepular drawing of' cheques from the Sydney and
Mel_bourns Drawing Accounty nor any weakness in procedures providing
for strict control over the custody and issue of cheques. Vhile we
note that these aspects were subject to intensive, continuous internal
audit checking throughout the years in which the accounts operated,
other evidence suggests that over those years there were, in some
areas of the Department's accounting operations inadequate standards
of performance. The evidence indicates that following the introduction
of the new Drawing Account arrangemenis the onerous work of
dissecting the large volume of paid cheques was not perfectly
performed, with the result that insufficient funds were paid into
the Drawing Accountss Also, the same factors which affected the
Suspense Account in respect of cheques issued prior to 1 July 196
affected the Drawing Accounts when cheques were issued after that date.
Thege errors included failure to reimburse the Drawing Accounts for
cheques issued under Suspense Account procedures; mistekes in repaying
to Revenug cheques listed as stale and omission to adjust the Drawing
Account hen original and duplicate cheques were "b_oth Paid. It also
appears that occasionally, prior attention to the matter of recovery
of the amount of dual payment resulted in Drawing Accountadjustments
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being overlooked. #Although these ting errors have not resulted
in a loaes of Commonwealth moneys Your Committee believes that they do
not refleot creditably upon the Department's past financial administration.

3 Your Committee notes with satisfaction, however, that the

problem of reconciliation of the high volume Drawing Accounts has
besn virtually overcome and that new mcoounts operating under recently
iatroduced computer methods are fully reconciled,
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Chapter 5.

Conclusions,

116, Due to the pending dissolution of the House of Represontatives
Your Committee's Inquiry this year covered only four matters involving

three departments and constitutes one of the smallest of the inguiries
conducted by Your Committee in this important area of its work. The evidenow
taken during the Inquiry, however, relates to matters of considerable
importance in terms of the responsibilities vested in Your Committee under
the Public Accounts Committee Act,

117. Your Committee's conclusions relative to the matters included
in this Report are set out as follows:

Department of the Army
Purchase of Utility Trucks in Australia Page 15
Purchase of Amplifiers in the United States of America ~ Page 31

Department of the Navy

Interim Search and Rescue Craft - Page 43
Department of Social Services

Deficiencies in Drawing Accounts ~ Page 55

118, Your Committee's deoision to inquire into only four

items on this occasion has inhibited inquiry into & range of

matters referred to in the Auditor-General's Report that would,in other
circumstances, have led to public examination, Your Committee would
therefore refer its successor Committee to other ‘matters mentioned in
that Report, for evaluation in the context of further public inquiry.

For and on behalf of the Committee,

el
'M ZMQ" ,‘l //“/M/— AL ooens
David N.Reig, —fichard Cleaver
Secretary, Chairman

Parliament House,

Canberrae
23 September, 1969, Kz Z(/é‘ A j,u-xh)‘d/



Appendix Nos 3

List _of Exhibits

Exhibit
No, Title

1 Submission by the Department of the Army -
Purchase of Utility Trucks in Australia,

2 Supplementary Submission by the Department
of the Army =~ Purchase of Utility Trucks
in Australia.

3 Submission by the Department of the Navy ~
Department's Explanation in Relation to
the Purchase of 38 ft, Boats to Fulfil en
Interim Search and Rescue Role,

4 Submission by the Department of the Navy ~
38 ft. Bertram : Interim S.A.R. Craft,
Notes on pre-acceptance Inspection.

5 Submission by the Department of the Navy -
38 ft. Bertram ¢ Interim S.A.R., Craft.

6 Submission by the Department of Social

Services relating to Deficiencies in
Drawing Accounts.



