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DUTIES OF THE COMMITTEE

Section 8.(1) of the Public Accounts Committee Act 1951 reads as

follows:

8.(1) Subject to sub-section (2), the duties of the Committee

ares

(a)

(as)

(ab)

()

(c)

(d)

to examine the accounts of the receipts and
expenditure of the Commonwealth including the
financial gtatements transmitted to the Auditor-
General under sub-section (4) of section 50 of the
Audit Act 1901;

to examine the financial affairs of authorities of
the Commonwealth to which this Act applies and of
intergovernmental bodies to which this Act applies;

to examine all reports of the Auditor-General
(including reports of the results of efficiency
audits) copies of which have been laid before the
Houses of the Parliament;

to report to both Houses of the Parliament, with such
comment as it thinks fit, any items. or matters in
those accounts, stetements and reports, or any
circumstances connected with them, to which the
Committee is of the opinion that the ettention of the
Parliement should be directed;

to report to both Houses of the Parliement 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 connexiecn with the
public accounts which is referred to it by either
House of the Parliament, end to report to that House
upon that question,

and include such other duties as are assigned to the Committee by
Joint Standing Orders approved by both Houses of the Parliament.



PREFACE

This Report on the administration of the Government
Aircraft Factories arose out of unfavourable comments of the
Auditor-General in his Report for the year ended 30 June 1980.

Following examination of submissions from the
Department of Industry and Commerce, the Committee took
evidence at Public Hearings on 26 May 1981 and 2 June 1981.
this was supplemented by an inspection of the Government
Aircraft Factories' facilities at Fishermen's Bend and Avalon
on 4 August 1981 and visits to oand discussions with the
Commonwealth Aircraft Corporation at Fishermen's Bend,
Victoria and Hawker de Havilland Pty Ltd at Bankstown N.5.W.

Attention im this inquiry focused on three mein

areas:

. Issues raised by the Auditor-General.

. Efficiency of the management of the factories
including level of B8support received from the
Department of Industry and Commerce in Canberra.

. Issues arising from the inquiry including the future

of the Maintenance of Production ~Capability
appropriation and the current structure of the
alrcraft industry.

During this inquiry, the Committee experienced
copsiderable delsy on the part of the Department of Industry
and Commerce in the provision of information requested during
the public hesrings. The Committes would remind all
Departments of the Committee's requirement for all information
which may be requested to be provided in & timely and
efficient manner.

For and on behalf of the Committee,

David M. Connolly, MP
Cheirman

M.J. Talberg

Secretary

Joint Committee of Public Accounts
Pariiement House

Canberra

9 March 1982
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DEPARTMENT OF INDUSTRY AND COMMERCE

GOVERNMENT AIRCRAFT FACTORIES

CHAPTER 1

pdalaln i LA

Introduction

1.1 Since the early 1970's the Government Aircraft
Factories (GAF) have come under repeated adverse criticism
from the Auditor-General with regard to accounting, financial
control and management procedures followed at the factories.
Since his 1977/78 Report, criticism of GAF has become more
detailed and specific in nature primarily because of the
recently adopted practice of GAF submitting deteiled financial
statements to the Auditor-General for audit. In peragraph
2.18.2 of his report of 1978/79, the Auditor-General stated,
inter alis that:

#,,., collectively the unsatisfactory seeounting
disclosed by Audit represented a critical state of
affairs.

The results of the extensive audits, particularly
over the last 2 years, confirm the need for a prompt
and thorough revision of the accounting and related
management and control systems at GAf with positive
early sction by manasgement to effect _control
measures.” (PAC emphasis)

1.2 The Committee has for same time been seriously
concerned about the continuing inability of GAF to rectify
preblems in their basic accounting procedures.

1.3 The aim of this inquiry was to examine the more
serious chservations of the Auditor-General identified in his
1979/80 Report, and then to examine in some detail the
management operation of the Factories in an attempt to
identify the reasons and suggest possible solutions to the
continuing problems found at GAF.

l.4 In his Report for 1979/80 the Auditor-General agein
drew the Parliament's attention to continuing problems in
accounting procedure and practice at the Government Aircraft
Factories (GAF) in Melbourne. The criticism related largely to
the inability of the Auditor-General to express an opinion on
whether the financial statements show fairly the financial
transactions for the year and state of affairs of the factory
at balance date, to_accord with the recommendations in the
34th Report of the Joint Committee of Public Accounts ("The
Trust Fund") and to comply with the provisions of Section 41D
of the Audit Act which states:



410.(1) A Department, being s Department of State of
the Commonwealth, shall, if 8o required by the
Minister keep such accounts and prepare such
financial statements in respect of such of its
operations, and in such form, as the Minister
determines.

(2) Accounts kept and statements prepared under this
section apd all records relating to those accounts
and ststements shall be subject to ingpection,
examination and audit by the Auditor-General.

(3) The provisions of this section shall be read as
in addition to and not in derogation from the other
provisions of this Act.

the potential technical life of individual assets or
groups of assets,

In addition, the Auditor-General identified the following

items

of accounting principle and procedures as

unsatisfactaory:

Reconciliation of control 1ledger accounts with
subsidiary records;

unexplained discrepancies of $32,242 within a balance
of $1,762,317 in the reconciliation of the Factories
Trust Account with the Department of Finance Ledger
system;

: . . 3 i tificat
Major impediments to the issue of an unqualified certificate Cﬂ’%gﬁ;e§°e;§fg§e§§?”9tl’ taxation group certificates
on the Financial Statements of the Factories were identified ?

as:

prescribed reconciliations of certain control ledger
accounts were not effected;

a significant proportion of issue vouchers for
materials issued to production were not brought to
account;

procedures for control of goods despatch advices were
defective and & relatively large number of these
documents were not accounted for;

administration expenses included in notional costs
were calculated on the basis of a rate derived from a
survey of administration costs in selected
departments during the year ended 30 May 1976;

not all accruasls relating to sales, debtars,
creditors and costs of production were brought to
account;

work~-in-progress {(WIP) and stores are not valued at
the lower of cost or net realisable value. WIip
includes profits and losses on various orders and
stores stock includes obsolete and surplus items;

repairs and maintenance funded by the Department of
Housing and Construction included as notional
operating costs are based on the financial year ended
30d3una 1979 instead of the Factories' balance date;
an

the approved depreciation charge in respect of plant
and machinery was calculated as a percentage of the
total historical cost without sufficient reference to

2

1.5

contrels over the Register of Unclaimed Wages to
prevent manipulation;

absence of proper delegations to engage or discharge
employees and approve overtime;

security of payroll during distribution;

the need for regular checks upon leave records and
paysheets;

review of excessive recreation leave credits;

the need for regular medical reviews of compensation
cases vwvhen the person concerned continues in
employment;

the reserve rcapacity cost subsidy had been claimed in
advance of entitlement in several instances; and

profits and losses on operations had not been debited
or credited to the Reserve Capacity Maintenance
appropriation within a reasonable time after the
accounting period had ended.

There was some duplication of items in each of these

categories.

1.6

In accord with normal practice, the Cammittee

received a written response from the Department of Industry
and Commerce addressing the matters raised by the Auditor-

General.

It revealed that e number of the issues had been

successfully resolved. However, many major matters were still
outstanding, Below are the findings of the Committee and our
related recommendations.



CHAPTER 2

THE AIRCRAFT INDUSTRY IN AUSTRALIA - AN OVERVIEW

Historical Perspective and Structure

2.1 Apart from a small number of locally designed and
built aircraft, local manufacture of aircraft in Australia was
not commenced until World War Il. It reached its peak during
1942-45 building fighters, bombers and treining aircraft of
both overseas and local design.

2.2 The Australian aircraft industry consists primarily
of three major organisations concerned with production and
meintenance activities associated principally with military
eircraft. These organisations ere:

. The Government Aircraft Factory (GAF), eatablished in
1939 (see below).

. The Commonwealth Aircraft Corporation {(C.A.C.) was
established in 1936, It is a consortium of Australian
and British companies including B.H.P. Nominees Pty.
Ltd., North Broken Hill Holdings Ltd., B.H. South
Ltd., Rolls~-Royce Ltd., P&0 Australia Holdings Pty.
Ltd. and I.C.I. Australia Investments Pty. Ltd.

. Hawker de Havilland (HDH) is the wholly owned
Australian subsidiary of the Hawker Siddeley Co. of
Britain, established in 1927.

2.3 The three organisations make use of a wide range of
sub-contractors. The 1975 Industries Assistence Commission
Report into the Aerospace Industry! indicates that there are
some 30 private organisations of this type including
Amalgamated Wireless (Australiae) Limited, E.M.I. Electronics
(Australia) Pty. Limited, Australien National Industries
Limited and Dunlop Australia Limited. It is clear however
that the work of these orgenisations generally constitutes
only a minor part of each firm's overall activities.

2.4 Research and General Support facilities ere provided
by the Aeronautical Research Laboratiories (ARL), Weapons
Research Establishment (WRE) and a number of other government
factories. In addition, there are a number of airlines,
including Qantes, that repair and modify civil and military
aircraft engines.

1 Austrelie, Parliament, Aerospace Industry - Industries
Assistance Commission Report, 21 October 1975.
Parliamentary Paper No. 39/1976, Canberra 1976.



2.5 As at 30 June 1981 employment in the three major
manufacturers was 6112 brokepm down as follows:!

C.A.C. - 1882

G.A.F. - 2466

H.D.H. - 1774
2.6 Regarding skills retained within the industry, the

1975 IAC report steted that:

"Aerospace manufacturing tasks call for a high
proportion of skilled labour. This includes
designers, engineers, draftsmen and technical
officers as well as sheet metal workers, tool makers,
machinists, fitters, welders and electricians.

Some skills are so specialised to aerospace work
that they are not readily transferable to ather
industries. This applies particularly to maeny of the
technical and professional skills involved in design
and engineering., In general, skilled tradesmen would
have little difficulty in finding employment in other
sections of manufacturing industry, although some
retraining may be required where trade qualifications
are not interchangeable.

In some instances, the skills involved are unigue to
aerospace work and unless they are practised
regularly cannot be maintained."

Government Involvement in The Industry

2.7 The involvement of the Government in the aircraft
industry is substantisl, mainly because the industry exists
primarily for and is heavily dependant on defence work. Apart
from owning G.A.F., it has agreements with private companies
which establish the bases under which they undertake work for
the Commonwealth and make use of government provided assets.

2.8 The government owns a gsignificant propertion of the
combined assets of CAC, HDH and BGAF in land, buildings, plant
and equipment and it continues to provide to the private firms
those assets necessary for defence work.

1 Committee File 1980/9, Auditor-General's Report 1979/80
Part B(6). H.D.H. includes 50 employees at De Havilland
Marine at Homebush Bay in New South Wales which
manufactures various types of small and medium boats.

2.9 The Government also provides capital ﬂor the
continusnce of the serospace industry through the provx?ion of
funds through the "Maintenance of Production Capability" (RCHM)
vote (Division 385).!

2.10 The urpose of the Maintenance of Production
Capability appgopgkation, which has existed since 19§5~46, is
to meet various costs which are incurrgd in maintaining
production capability in defence factories for emergency
defence needs but which are npot covered by receipts arising
from current use of that capability. Simply, the
appropristion for RCM is provided to compensate for Fhe costs
which capnost be absorbed for a variety of reasons in prices
charged to customers. The amount of appropriation required is
influenced to a large degree by:

. the level of overheads to be carried as & result of
defence related capgbilities;

. the workload levels expressed in forecast production
hours, ie the extent to which they fall short of
instslled capability;

B the workload mix - rates at which customers are
charged for work varies between classes of customers.
Commercial customers are charged at higher rates than
Department of Defence and therefore contribute more
to overheads; and

. different overhead costs between factories owing to
the differing natures of the products and the
indirect support required.

2.11 In 1980-81, expenditure for RCM in the aerospace
industry was $22,517,152 broken down as follows:

GAF $12,722,632

CAC Ltd 4,731,220

HOH Pty Ltd 5,063,300

$22,517,152

Details of the background and administration of this
appropriation are attached at Annex A.2

1 1981-82 Budget Paper No. 2, Appropriation B8ill (Na.
1), AGPS Canberra 1981, p. 89. .
2  Public Accounts Committee File 1988/9, oap. cit.



CHAPTER 3

GOVERNMENT AIRCRAFT FACTORIES

Background

3.1 GAF was established by the Australian Government in
1939 for the purpose of manufacturing the Beaufort Torpedo
Bomber Aircraft. The Factories are administered by the

Aircraft, Guided Weapons and Electronic System (AGWES)
division of the Department of Industry and Commerce. The
prime objective of the AGWES division is to develop and
maintain an Australian defence serospace industry with the
maximum achievable capability for support of the defence force
requirements in peace and war. In support of the AGWES
objective, GAF is responsible for the design, development,
production and marketing of serospace products end associated
equipments. The Factories also provide services to meet
defence requirements and undertake such other approved
Government and civil projects as will contribute to the
maintenance of capability and capacity and the retention of
skills. The functions of the Factories imclude:

. design, develop, produce and market aircraft, guided
weapons and other aerospace products for local or
overseas markets, including spares and options and
after- sales supports;

. develop, produce and install modifications and repeir
schemes for service aircraft and guided weapons;

. develop, produce and instal modifications and repair
schemes for civil aircraft of factory origin;

. provide technical support services to the operators
of factory products;

. provide repair and maintenance services for service
aircraft;

. produce eerospsce components arising from Government

offset agreements and invitations from overseas
principals; and

. market special skills and capabilities otherwise
acquired or developed for aerospace requirements.

Major items of GAF design include:
. Jindivic Sub-sonic Target Drones

. Malkara Surface to Surface Anti-Tank Guided Weapon;



. Ikara Shipborne Anti~Submarine Guided Weapon;
. Turena Target Drone; and

. Nomad Aircraft

3.2 At the end of the 1979/80 financial year employment

et GAF was 2,430 and the turnover for that year was around $45
million.

3.3 Administratively, the GAF or
ganisation structu
comprised of five sections responsible to the Gener;i Me;:;ei?

3.4 Within the AGWES organsistion the General Manager GAF
is responsible for the efficient, safe and ecoétmical
operations of the Factories. A chart of the GAF organisation
together with functional statements of the five sections ié
attached at Annex B. !

3.5 The Factories operate at two locations, Fishermen's
Bend and Avalon. Fabrication of detail parts and major
component assembly is undertaken at the Fishermen's Bend plant
whilst e limited amount of aircraft fabrication, aircraft

final assembly, servicing and flight tests are conducted at
Avalon,

Financial Statements

3.6 GAF is responsible for producin

g9 two types of
financial statements on its operation. There is a sigtutory
obligation for the General Manager of GAF under the Supply and
Dﬁviéngegt Act 1939 (Regulation 44, of Statutory Rule No. 59
) o:

"before the thirtieth day of September of each
year, submit to the Board or the Administrator,
as the cese may be, a report on the working of
the undertaking or undertakings under his charge,
together with a atatement of accounts and
balance-sheet."

These annual financial statements are pre ared and pres

te the Production Board but are not cegiigzed by thepAudfgggf
General. The operating statements bring te account
transections through the Factory Trust Account only, thus
exc}uding non-cash costs such as superannuation, interest on
capital and support services provided free of charge by ather
Government instrumentalities such as the Department of Housing
and Construction, Department of Health etc. The balance sheet
records capital items such as Plant and Machinery provided by
appropriations.

3.7 Since 1978/79 GAF has been requi i

i quired under Section 41D
of the Audit Act to submit to the Auditor-General a Memorandum
Trading Statement and a Memorandum of Assets and Liabilities

10

for each financial year. These are essentially the same as
the balance sheets submitted to the Production Board, but
include estimates of notional costs for operation of the
factories.

3.8 In Jdune 1969, following a re-examination of the
financial statements of Government Factories, the
Auditor~General’s office informed the Tressury that the
memoranda financial statements did not appear to meet the
qualifying conditions suggested in paragraph 162 of the 34th
Report of this Committee, particularly those in sub-paragraph
(i1} and (i1i). Therefore, in December 1970 the Treasurer
directed the Treasury to convene a Working Party, comprising
representatives of the Treasury, Supply, the Auditor-Generasl's
Office and Defence to prepare & report aimed at recommending
measures to overcome deficiencies in the accounting
arrangements and financial statements which had been referred
to by the Joint Committee of Pgblic Accounts and the
Auditor-General over previous years.

3.9 The first interim report of the Working Party of
September 1971 foreshadowed the need for financial statements
to be prepared by Government Factories containing a record of
8ll costs and all income so as to eccurately reflect the true
annual cest of their operation. It was resolved that the aim
should be to have & form of finencisl statements which would
be useful and meaningful in the area of manegemgnt decisions
and for the information of members of Parliament.

3.10 In September 1974 a draft form of financial
statements comprising a Statement of Assets and Liabilities
and a Memorandum Trading Statement was presented as part of
the second interim report of the Working Party. Subject to
minor amendment, this Fform of accounts was subsequently
recommended and accepted as part of the final report of the
working party which was presented in November 1976,

3.11 The Trading Statements make provision for the
inclusion of all costs, the omission of which had been
criticised by the Auditor-General. The notes to the statement
provide the breek-up of overheads into amounts charged to
current production end the reserve capacity appropriation; an
analysis of variances; any profit or loss made (based on
prices charged and costs allocated under the adopted costing

1 Australia, Parliament, Joint Committee of Public Accounts,
34th Report, The Trust Fund, Parliementary Paper 69/1957.
AGPS, Canberra 1957, p. 39.

2 Joint Committee of Public Accounts, Auditor-General's
Report 1979/80. Government Aircraft Factories, Minutes of
tvidence, AGPS, Canberra 1982, p. 313.

3 Ibid. p. 366.
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system); and explanations of items such as depr

xntgrest _which gre shown as notional expeneeapfcmi::t’:.::d Brt;d
notional income. 1t should be noted however that at the timz
9?‘ Ppreparation of the Auditor-General's report, his Office
indicated that while it was in agreement with ,the form and
lﬁcmtent of the Statement of Assets and Lisbilities and
emorandum Trading Statement adequately supported by 'notes
attached thereto, one possible area of difficulty would be the
assessment of the accuracy of support (notional) costs. and
that ttu_s would probably involve 1n-d§pth examination of the
calculation bases used by departments. (A copy of the final
report of the working party along with a copy of the approved
forms of accounts are attached at Annex C and D respectively.)

3.12 G.A.F. first submitted the new i
t rescribed f
accounts, for the financiasl year 1978—79.p The f979-ggm sgz

was, at th time of inqui i
examination.g quiry, in the process of Audit

Parligmentary Serutiny

3:15 The major issue apparent from i
financial reporting az‘ran;epments faor Gn.lj‘r.:F?xeimeingrl:éor;bosf‘;hﬁ:s
lt?ck of the opportunity for the Parliament to scrutinise the
hnanclz.al achievement of GAF or any other Government
f‘actungs, outside the Committee system. Whilst recognisin,
that this issue is not confined to the Factories, or indeed tg
the Department of Industry and Commerce, this is cause for
some concern to the Committee.

3.1'4 The two lines of financial reporti

being Fhe annual report of the nger;?EM:?\zegrev:dt?)t Erﬁ
Production Board and the Memorandum Treding Statement and
Memor{mdum of Assets and Liabilities do not receive the
:.acrutnjy of Parliament. The General Manager's annual report
mclud:.r:ng summarised balance sheets are presented to thé
Prgductzon Board of the Department of Industry and Commerce
v‘4h1cl"\ may then pa455 them on to the Minister with any comments
it wishes to add. The Financial Statements presented to the
Auditor-General, following examination are sent to the

Eexm:nent Head of the Department and a copy is sent back to

3.15 The Committee was concerned th i

L e at it could find n
gv;dence. of anythlpg more than the most rudimentarg
information on the financial affairs of GAF which had been
presented to Parliament, particularly since the Working Party

Minutes of Evidence, an. cit. -
Ibid., p. 342, ’ SiEer PP 340-341.
Ibid., p. 243.

Ibid., p. 243.

BN
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mentioned above stated that it saw no impediment to the
Memorandum Treding Statement and the Memorandum of Assets ond
Liabilities being tabled in Parliapent in accordence with
paragraph 162.(v) of our 34th Report.’

Obgervations of the Auditor~General

3.16 Notional costs are those costs which are not actually
incurred by G.A.F. but represent a charge on the Commonwealth
for the operstion of the factories. These may include such
items as the provision of one doctor and three nurses to the
factories the cost of which is bourne by the Department of
Health; the maintenance of the factory buildings which is a
cost to the Department of Housing and Construction;
Commonwealth contribution to the employees superannustion
fund; cost of Head Office support which is a cost to the
Department of Industry and Commerce.

3.17 The Committee was informed thet those notional costs
are not a part of the factories' costs in any way. The only
time that they appear are as an entry in the Memorandum
Trading Statement and the Memorandum of Assets and Liabilities
for each, financisl year which are presented to the Auditor-

General. As mentioned above, this was one of the prime
recommendations of the Working Party on accounting in
Government Factories {See Annex C and D). The day to day

operations of the factories are controlled through the trust
account which is the equivalent of a cash account in e normal
accounting system. The trust account does not include
provision for notionsl entries.

3.18 The Committee expressed concern that while G.A.F. was
not itself paying for some of the services provided at the
factories; such as maintenance end the provision of medicel
gervices; this was nevertheless a cost to the Commonwealth
that was not being reflected in the prices charged by the
Factory for their product. The Department stated that this
was indeed the case for work done for the ODepartment of
Defence but that in relation to the costing of work done for
commercial customers, excluding work on .the Nomad, costs sre
allowed for those heads of expenditure. Funds received by
the Factories from commercial work under notional heads of
expenditure are, where a profit is achieved on the order,
credited direct to the Factories Trust Account. In the case
of the Nomad, special arrangements have been formalised with
the Department of Finance where funds are peaid into
consolidated revenue.

1 Minutes of Evidence, ap. eit., p. 347
2 lbid., p» 233.
3 I1bid., p. 240.
4 241,
5 237.

13



3.19 In his report for 1979/80, the Auditor-General noted
two problem aress in G.A.F.'s handling of notional costing.
Firstly, it was reported that administration expenses in
notional costs were calculated on the basis of a rate derived
from a survey of administrative costs in selected departments
during the year ended 30 May, 1976. Secondly, repairs and
maintenance funded by the Department of Housing and
Construction included as notional operating costs are based on
the fipancial year endfd 30 June, rather than the factories
balance date of 27 May.

3.20 In relation to the first query, the Department
claimed that the working party which conducted the 1976 survey
recommended that a review of the charge was only necessary
every three years. The three years used in the first instance
includes 1978/79, the year to which the Auditor-Geperal's
comments relate. In addition, the Department claimed that in
view of the three year limitstion, they referred the matter to
the Department of Finance concerning the need to reassess the
figures for 1979/80 and was advised that there was no need to
review the figures until a review of further experience with
the operation of the format of the Memorandum Trading
Statement and the Memorandum of Assets and Liabilities was
finalised. In the light of this, G.A.F. was instructed to
apply a percentage of total operating costs to cover this
charge. Therefore, while the percentage was based on the 1976
figures, the actual charge in the 1978/79 financial statements
was upgraded in line with current costs.?

3.21 Regarding the second query, the Department in its
submission points out that the Auditor-General's office was
advised before the Financial Statements were finalised that
the Department of Housing and Construction was not able to
supply the figures for the factory financial year. Both the
Auditor-General's Office and Department of Finance agreed it
would be acceptable to use the figures to 30 June. A notation
was included on the Financial Statements to the effect that
the period covered by the figures was 1/7/78 to 30/6/79. The
Department of Housing and Construction was subsequently
requested to make the necessary arrangements to supply the
figures for 1979/80 to accord with the factory financial year
and they have complied.’

Valuation of Work In Progress and Stores
3.22 The Auditor-General noted that at G.A.F., Work In

Progress (WIP) and stores were not valued at the lower of cost
or net realisable value as would be normal accounting practice

1 Report of the Auditor-General for year ended 30 June 1980.
2 QGPS Canberra, p. 112, para., 2-19-2,

inutes of Evidence, op. cit. pp, 217-218.
3 Ibid., p. 218. ’ !
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and that WIP includes profits end losses on.various orders and
stores stock includes absolete and surplus items.

3.23 In reply, the Department stated that WIP at GAF is
valued at selling prices and stores stock at cost. in
accordance with Departmental accounting manuals. In additlgn,
the Department cleimed that a review of the beses of valuing
WIP and stores stock will be conducted this year to assess the
merits of alternate bases of valuation.

3.24 When questioned by the Committee on this issue the
Depsrtment acknowledged that in the strict accounting sense,
stack and work in progress should be valued at the least of a
number of alternatives. In the case of WIP at G.A.F. when a
pricing loss is made, an estimate of the actual cost uflthe
item is made. When authority is given to quote a salg price,
which is lower than the actual cost, the difference is tak?n
up in WIP over a period of time. That is, the yalue of WIP is
reduced over time to the least of cost or realisable value in
that perticular situation.

: : N
3.25 Regarding the valuation of stores, the Depertmen

claimed th;i they are valued on the basis af.what lt.COSF,
irrespective of what its realisable value is. This is

i i iffi i the actual
rimarily because of the difficulty of determining
gealisable value without selling the goqu. The Deperﬁment
does however intend to undertake a review of the basis of
valuing WIP and stores stock to assess the merits of alternate
bases of valuation.

Depreciation Charges

3.26 The Auditor-General reported that at G.A.Fn the
approved depreciation charge in respect of plant and pachxnery
was calculated as a percentage of the total histor%cal c?st
without sufficient reference to the potential technical life
of individual assets or groups of assets.

3.27 The Department advised that in yiew of Audit's
dissatisfaction with the current system, various systems were
considered and a submission was made to the Department of
Finance in November 1979 concerning a system based on the
potential life of specified catagories of plant. It e@erged
that no change would be made in the basis pﬁ depreciating
plant pending a joint assessmen§ of matters arising out of the
audit reports on the factories.

1 Minutes of Evidence, op, cit., pp. 218 and 280.
2 1lbid., p. 280.
3 Ibid., p. 218.
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Reconcilistion of Control Ledger Accounts with Subsidiary
Records

3.28 As part of the audit of the Factories' financial
statements for 1978-79, a review was conducted of reconcili-
ations required to be performed each eccounting perfed in
accordance with factory financial procedures. The review
disclosed an unsatisfactory position. The Auditor-General
advised GAF in September 1979 that of some thirty control
accounts involved, ten had not been reconciled during the year
and six had been reconciled at other than the prescribed
intervals. The reconciliation of the Factories’ Trust Account
with the Department of Finance Ledger system also revealed
unexplained discrepancies totalling $32,242 within a balance
of $1,762,317 as at 27 May 1979, The Auditor-General noted
that since the seme transactions are required to be posted in
both the Department of Finance system and the factory
subsidisery 1ledger, it is a matter of concern that such
discrepancies arise.'

3.29 The reconciliations mentioned by the Auditor-General
related to the Factories' control account and the subsidiary
accounts and that failure to reconcile these accounts on a
regular and timely basis would result in the control account
not necessarily refle%ting the true position of the Factories!'
financial operations. In its submission to the Committee

the Department stated that all control ledger accounts have
been investigated and reconciled and the frequency of
reconciliation has improved although not all reconciliations
are being effected at the programmed intervals, primarily each
manth,

3.30 The Department claimed that at the end of the GAF
1979/80 finencial year (27 May 1980), all accounts were
reconciled to ensure the financial statement for 1979/80
reflected the true situation. Also, the Department cleims to
have formalised a statement reporting to higher leve of
management that the reconciliations have been undertaken.

3.31 The Committee is particularly concerned that such an
important mechanism in the financial control of GAF was
allowed to fall into such a state of disarray. The

Departmental Accounting Manual clearly lays down the
requirement for regular periodic reconciliation of control
accounts at GAF in Section 2, paragraphs 10.4.10 to 10.4.15,

3.32 The Committee feels that this issue highlights an
unacceptable level of lack of insistence on control in the

1 Auditor-General's Report 1979/80, op. cit., p. 110 para
2.19.2.

2 Minutes of Evidence, op. cit., p. 219.

3 1bid., pp. 228 and 212.
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finance area of GAF. The Committee is however heartened to
observe that some effort is now being made tu‘reconclle these
accounts regularly and to introduce a reporting mechaqism to
ensure that this is being done. TYhe impact of this action
will be closely monitored by the Committee in future Reports
of the Auditor-General.

3.33 The paucity of financial control at.GAF was further
highlighted through the issue of the unexplained dis?repancy
of” $32,242 ip the reconciliation of the Factories' Trust
Account and the Department of Finance Ledger System. The
Department provided the Committee with a breakdown of the
$32,%42 and stated that the discrepancy hed now been accounted
for:

Debits
. Salaries Clearing 19,858
. Wages Clearing 5,807
. FSC Clearing 2,844
. Deductions from Wages 37
. Payments from Vote instead of Trust
Account (Corrected subsequently) 185

Transfer A/C Vote and Trust A/C
(Appropriated in one period but
posted to the Trust A/C in a

later period) 8,000

. Unexplained variation 381
Debit 37,112

Credits

. Overseas Variation 4,210
. Salaries Unclaimed 660
Credit 4,870

Total Discrepancy Debit 32,242

3.34 The Committee shares the concern of the Auditor-

that since the same transactions are posted tq both
gzge?zttnries” Agcount as well as the Department of Finance
Ledger that a discrepancy of this order ghould emerge.
Further, the department stated that considerable effort is nﬁw
being directed to completing the timely reconciliation of the
Factories Trust Account.

X Public Accounts Committee File 1980/9, op., cit.
2 Minutes of Evidence, op. cit., pp 212 and 252.
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Issue Vouchers

3.35 In his Report, the Auditor-General found that a
significant proportion of issue vouchers were not brought to
account. The department in reply to the Committee’s questions
stated that the problem with issue vaeuchers was not that they
were lost or not being brought to account at ell, but rather
that there was considerable delay in bringing them to account.
The deley was ascribed to the fact that in the manual system
in operation at GAF, it tekes time to move the dockets from
one point to another, to record them and to bring them to
sccount.

3.36 The Department steted that it had been aware of the
problem of the issue vouchers being behind for s considerable
time, and certainly before the Auditor-General's Report on the
matter. They claim that strenuous efforts are being directed
towards rectifying the problem and that the time lag in the
processing of these documents has been reduced from about 12
months in some ceses to two factory accounting periods
(approximately 8 weeks).? This means however, that at any
peint in time, there are epproximately 4,000 issue vouchers
outstanding,® which would make it almost impossible to do e
reconciliastion of stores holdings due to the enormous number
of adjustments that would be necessary. The Department
acknowledged this point as valid but pointed out that there is
very little that could be done manually to improve the
situation beyond about a 3 week or 2,500 issue voucher delay.4

3.37 The Committee on the other hand feels that with the
large number of staff aveilable in the Supply Section that
this situetion represents a gross inefficiency. The Committee
was informed that 305 personnel are employed in the Supply
Section broken down as follows:’

1 Minutes of Evidence, op. cit., p. 223.
2 Ibid., p. 272.

3 Ibid., p. 223,

4 Ibid.

5

Public Accounts Committee File 1980/9, op. cit.
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1
pply: Perscnnel Persoanel Total
Supply Section (Wages) (Salsried)

Managerial and General Services 5 5

Procurement and Inventory 75 ’s

Recording and Control

Management Co-ordination 34 34

?:gqii;oEiZ'Production, 90 30 120

General Stores 62 9 71
152 153 305

onnel service eround 30,000 Component lines and
lgiii g;i%ﬂﬂ General lines (stationery, general fuppliii
etc.). The department exploined that as a general :u e, wagnd
personnel in the Supply Section are generellx : o:emelint
those associated with moving goods from poin o p 0;
whereas salaried staff are those in the clericel aieﬁ:ther
procurement, purchasing, in{entory control and variou
associated accounting operations.

supply Secticn,
.38 of the 305 personnel emp%oyed in the »

362 handle identifiable transactions. Other staff in ‘the
Supply Sectien are attached to Managerial and General Segv1ce?
(5) and Management Co-ordination (34). The average number o
transactions per employee is as follows:

Transactions GAF Supply Section

Staff Transactions Transactions per

per period employee, per day¥

Procurement, 75 18,440 12-13
Inventory 4 Control
Recording an ontro
Stores General 71 11,370 gﬂ**
Shop Stores 120 72,900

266

. tod
* b 4 on 20 working days per 4 week perio
*# {ﬁiasactiona in shop stores would involve simply the

issue of items to production.

1 Public Accounts Committee File 1980/9, op. cit.; Minutes
f Evidence, 0p. cit., p. 2@6.
2  Public Accounts Committee File 1980/9, gp. cit.
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3.39 Regarding issue dockets, there are around 3,200 made
out per period. The goods received notes (equivalent of an
invoice) are 740 and procurement demands are 20.

3.40 The Committee does not regard the workload indicated
by the stestistics presented to it as excessive. Transactions
numbering between eight and thirteen per employee per day for
the General Stores and the Procurement, Inventory Recording
and Control ereas and up to 80 per employee per day in the
Shop Stores areas should be well within the capability of a
well managed, efficiently organised Supply Section, even with
a manual accounting system.

3.41 CAC on the other hand has a total inventory of around
96,947 geparate line items and the stores area employs a total
of 47 people carrying out eround 216,300 transactions per
annum. The Purchasing Section employs 15 personnel purchasing
around 20,167 lines and issuing 8,050 items each year. The
total value of orders issued from 1 July 1980 to 30 June 1981
was $11,153,802. For the purposes of comparison with BAF,
these statistics may be broken down as follows:

Transactions - CAC Stores and Purchasing Areas

Staff Transactions per employee
per day*
Stores and purchasing 62 162

* These figures are calculated on 12 periods per annum
with an average of 20 working days in each period.
Adjustments to take account of recreation leave, long
service leave, sick leave and public holidays would
increase these figures to arcund 20 transactions per
employee per day.

3.42 X The situation at GAF compares most unfavourably with
the situation at Hawker de Havilland. Hawker de Havilland has
a total parts inventory of around 125,000 separate items. The
complete purchasing operation at Hawker de Havilland is run by
a total of around 25 people, buying in each year around $12M
worth of goods. The relative efficiency of Hawker de
Havilland is reflected in the raetio of indirect to direct
labour of .%/1 compared to the GAF ratio of_ around 1.3/1.
(Commonwealth Aircraft Corporation is on .92/1)°

Goods Dispateh Advices

3.4? As with the matter of issue dockets, the
Auditor-General noted that procedures for control of goods

1 Minutes of Evidence, op. cit., p. 224.
2 Committee File 1980/9, op. cit.
3 I1bid.
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dispatch advices were defective and a relatively large number
of these documents had not been brought to account. A goods
dispatch advice is & document used by GAF when dispatching
goods to external organisations. It accompenies the goods.
Depending on the nature of goods being dispatched and the
relationship between GAF and the receiving organisation, the
dispatch advice may lead to the rendering of & debit note
(invoice). These documents mey therefore form the basis for
charging, although this may not always be the case.’

3.44 Goods dispatch advices in GAF sre generally raised at
the point of issue. Once the goods have been dispatched,
copies of 8ll dispatch advices are sent to the Debtor Section
irrespective of whether or not they will be the subject of a
debit note. From the Debtors Section, debit notes where
appropriate are raised and forwarded to the customer. The
Department stated on average 700 dispatch advices are prepared
in each accounting period.

3.45 In March 1980, there were approximately 2,500
outstanding dispatch advices representing a backlog of some
3-1/2 months. The Department has however, been directing
considerable effort to reducing the number of outstanding
documents which has resulted in only sbout three of the very
old dispgtch advices being still outstanding at the time of
hearing.

3.46 As previously discussed in relation to issue dockets,
the Committee is amazed that the management at GAF could allow
such a backlog of work to accumulate, particularly since a
goods dispatch advice is an accountable document and that in
meny cases, digpatch advices are used as the basis for billing
customers. Further, the Committee is very concerned at the
effect this situation must have had on the factories' cash
flow situation. Also of concern to the Committee is thet if
the system of goods dispatch advices breaks down, as it
appears has happened at GAF, possible consequences might
include opportunity for the theft, loss and misseppropriation
of goods to go undetected for some considerable periods of
time.

3.47 The Committee notes thet the department introduced
new control procedures for dispatch advices in March 1980 and
has & continual follow up program but is nevertheless
concerned that this may well be a situation of "closing the
gate after the horse has bolted". It should not be necessary
for departments to wait until their operations come under the
scrutiny of the Auditor-General, or this Committee, before

1 Minutes of Evidence, op. cit., p. 275.

2 Public Accounts Committee File 1980/9, op. cit.; Minutes
of Evidence, op. cit., p. 276.

3 Minutes of Evidence, op. cit., pp. 217 and 277.
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instituting updated and more efficient procedures. The
process of review must be constant. The Committee's belief
that the department must have been aware of the problem with
the goods dispatch advices prior to the report of the
Auditor-General was confirmed at public hearings. The
Committee therefore cannot excuse or Justify the lack of
action prior to the Auditor-Generel's Report on the part of
management at GAF to determine s solution to this problem.

Stocktaking of Stores

3.48 1t emerged from the Committee's inquiries into the
stores and supply areas of GAF that procedures for the regular
and timely stocktake of stores may not be sufficient to meet
the needs of a large and complex organisation. The Committee
vas informed that stocktaking of stores at GAF is carried out
by a Stocktaking Section of the Regional O0ffice of the
Department of Industry and Commerce utilising & statistical
sampling method. Under this method, a statistical sample of
stores is selected and checked through a system of random
numbers. Where the statistical sample fails to meet certain
specifications, a full stocktake is done. These statistical
stocktakes esre undertaken annually-|

3.49 The Committee concludes, that with the large number
of store items at widely ranging value, that an annual
stocktake based on statistical sampling is inadequate. It is
felt that at some point throughout the GAF financial year, a
complete physical stocktake is necessary to provide a
benchmark or a start point for a more regular stetistical
stockteke. In any event, the Departmental stocktaking manual
states in para 13.1.5 that:

"Stocktaking by statistical sampling can only operate
effectively where there are high standards of
internal control, storekeeping and accounting.”

The Committee is not of the opinion that this situation exists
at GAF, particularly in the light of the foregoing discussion
of Reconciliation of Control Ledger Accounts, Issue Vouchers,
and Goods Dispatch Advices.

3.50 The Committee is also concerned that the department
was unable to satisfy the Committee that adequate procedures
exist for the identification and subsequent disposal of
obsolete and surplus stock.

Reserve Capacity Maintenance

3.51 The Auditor-General advised the Department in March
1980 following a review of transfer accounts posted to the

1 Minutes of Evidence, op. cit., p. 221.
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Maintenance of Production Capability appropriation that the
reserve capacity cost subsidy had been clasimed in advance of
entitlement in several instances and that profits and losses
on operstions had not been debited or credited to that
appropristion within & reasonable time after the accounting
period had ended.

3.52 The Department responded to the Auditor-Geperal in
tiay 1980 that in future the reserve capacity cost subsidy will
be claimed at the end of each accounting period. With respect
to adjustments for profits and losses on operations the
Department commented that before profits end losses can be
isolated, various operastions have to be performed by other
sections of the factories. The Department did however
acknowledge audit comments as valid.

3.53 The Committee was informed that the instances to
which the Auditor-Genersl referred where the cost subsidy csme
to be claimed in advance of entitlement related largely to
instances where GAF experienced short term liquidity problems.
Since GAF is wunable to swell working capital by obtaining
short term bank overdrafts as would be the case in a normal
commercial undertaking, they cleim on occasions the reserve
cspa?ity funds at the beginning of the month rather than the
end.

3.54 Given the cumbersome accounting system in operation
at GAF, the Committee was not surprised to learn that
liquidity problems were experienced from time to time. It did
however have some sympathy for the management at GAF for being
unable to operate in a normal commercial fashion as regards
short term finance. Further, the Department stated that the
reserve capacity cost subsidy is now claimed at the end of
each accounting period.

3.55 With regard to the debiting or crediting profits and
losses to the RCM approprietion at other than prescribed
intervals, the Department steted that these instances relate
mainly to instances where there has been a price overrun on
various operations. Under normal circumstances, these
transations would be actioned within a few weeks of the end of
an accounting period. However, when a cost overrun occurs,
GAF has to undertake 8 series of investigations to determine
whether or not there is a possibility of recouping all or part
of the cost overrun from the customer. Where there is a
possibility, negotiations commence and the cost overrun is not
declared a loss and written off against RCM until all
possibilities h?ve been fully explored. This process may take
up to 6 months.

1 Minutes of Evidence, gp. cit., p. 261.
2 Ibid., p. 266 and p. 268.
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3.56 The Committee accepts the Departments argument in
this instence as, in essence, reasonable. However we feel
that mechanisms might be explored to expedite the process of
negotiation for the recoupment of cost overruns on projects.
The point of question to the Committee was the rationale for
RCH in the 1980's and possible alternstives to achieve the
same end result; the safeguarding of Australia's defence
industrial cepabilities. This will be taken up and explored
later in this Report.

Issues Satisfectorily Resolved at Time of Inquiry

3.57 As mentioned above, a number of issues raised by the
Auditor-General in his report for 1979/80 had, at the time of
inquiry, been satisfactorily resolved. These points, along
with action teken by G.A.F., are listed at Apnex E.
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CHAPTER 4

MANAGEMENT OF GAF

4.1 The second masjor part of this inquiry relates to
effectiveness of the management of G.A.F. In order to explore
this question the Committee selected various areas of
management practice for inguiry. These included management
reviews, staffing levels and structure, internal ‘audit
coverage and computerisation.

Management Reviews

4.2 four major reviews of GAF have been undertaken by the
various Departments having responsibility for GAF since 1971.
The first of these was conducted during 1972 by a Departmental
working party established under the Manager Administration,
GAF and comprising various departmental officers. The terms
of reference of the working party were to undertake a detailed
analysis of funds control on production orders, initiate
action to resolve problems in the short term, recommend long
term solutions and prepare a full report for submission to the
Finance and Management Services Section of GAF.

4.3 The second review was a consultancy review conducted
by the Director of Accounting Policy and Systems of the then
Department of Supply covering:

. payment of accounts
« production order overspending
+ collection of debtors accounts

This review was conducted during the second half of 1973.

4.4 The third and by far the largest management review
was Kknown as 'Project Phoenix'. This review, undertaken
between 1973 and 1976 had as its objective the improved
management of all operations at GAF involving changes in
management structure together with the definition, design,
implementation and operation of improved management
information, control and reporting systems. Because of the
breadth and complexity of this review, it is discussed below
under separate heading along with a brief analysis of its
effectiveness.

4.5 The fourth review took the form of a departmental
working party chaired by the Director, Accounting Policy and
Systems reporting to an executive steering committee chaired
by the Operations Manager, GAF. The review was directed at
the accountebility of stores and documentation, non-processing
of documentation, delays in processing documentation and
payment of accounts.!

1 Committee File 1980/9, op. cit.
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Project Phoenix

4.6 For some years up to late 1973, GAF mansgement and
others had been seeking to upgrade GAF computer system and
herdware and were alsa concerned about organisation in
relation to the changing nature of activities. Between
November 1973 and January 1974 a team comprising GAF and
Departmental personnel examined this issue and from a review
of the teem's findings the concept of Project Phoenix emerged.
In Janusry 1974 the use of consulting assistance was
considered. The objectives of Project Phoenix included the
improved management of all operations at GAF involving changes
in menagement structure together with the definition, design,
implementation and operstion of improved management
information, control and reporting systems,

4.7 In May 1974 P.A. Consulting Services Pty Ltd was
retained by the Department to provide key resources and manage
a joint team to develop and implement plans to achieve Project
Phoenix goals.

4.8 The development and implementation of Project Phoenix
was divided into two phases. Phase 1 was undertaken between
May and August 1974 and involved the investigation and
analysis of the then pmesent systems and business
requirements; the definition, ranking and detailing of
specific objectives; and the preparation of a comprehensive
plan for implementation (Development Cost Plan). Phase 2 was
planned for between September 1974 and March 1976. It
involved the progressive development and introduction of the
various changes. recommended in the Development Cost Plan; the
development within GAF of its own ongoing capability in this
area; and the provision of training and experience for other
departmental resources, so that these might be applied
elsewhere.

4.9 The team size averaged the equivalent of twenty
people over the period, of which about 40% were computer
analysts and programmers. The gross benefits were estimated
at a total of around $IM per annum in tangible terms. Equally
important objectives were the operating effectiveness at GAF,
providing service, satisfaction commitment to GAF customers.

4,10 The specific objectives identified in the DCP for
implementation in Phase 2 included:

. Restructuring and Redirection of Organisation.
The organisational structure and direction required
major changes to emphasise customer market
requirements and the project nature of GAF's
business.
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Project Oriented Systems. This major
organisational change also required new systems
concepts and detailed procedures so that project
planning, control and cost/schedule reporting would
be effective.

Functional Systems. Within functions, most
existing defined procedures were found to be
adequate but ineffective either through misuse,
inaccuracy or tardiness.

. ADP Support Services, ADP service was seen as
providing the only effective long term answer to
GAF's information processing requirements.

GAF Self Sufficiency in Systems Development.

A key aobjective stated in the Development Cost Plan
was to develop a capability at GAF to maintein and
extend its system dynamically to meet its future
business needs.

4.11 Eighteen months after the development of the {nitial
Development Cost Plan in Phase 1, and as forecast in the
Development Cost Plan, a further development program with a
horizon of two years was drafted by the Project Phoenix tgam
with the detailed participation of a GAF executive steering
committee. Its major components included;

. Organisationaslly, extension of the definition and
establishment of certain new functions, and
clarification of modified functions with the
development of flexible manpower pooling, planning
and related procedures. This programme was the
responsibility of the GAF Personnel Manager.

Systems development of present and future modu}es
of two major processing systems, one cavering
costing and financial aspects, the other covering
physical tesk planning and control. These were
also intended to provide the basis for project
management, planning and control.

Control. Responsibility for ongoing monitoring and
control of this programme, as a formal GAF
management process, wes undertaken by the GAF
executive.

4.12 The total cost of the development and implementation
of Project Phoenix excluding the cost of GAF and Departmental
participation in Phase 1 and 2 were in excess of $930,000.
This can be dissected as follows:
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4,13

Project
Towards

P.A.
Proje

their implication.

Management consultant's fee $450,310
Supply of computer equipment $463,224
Airconditioning and building
alterations to house
computer equipmment $ 17,587
TOTAL $931,121

The implementation of the Development Cost Plan for

Phoenix encountered a number of mejor difficulties.

the end of their involvement in the project,

Consulting Services Pty Ltd
presented a review of ¢t
ct conteining a dissection of problems encuunter:d a:g

These are examined here in deteil as it is

the Committee's belief that they tend to highlight
difficulties under which GAF operates as gwelg Bgagiesglgzi
management attitudes in the factories.

« Industrial Bans. The start of implementation
the Deyelopment Cost Plan coincided mith a separsgg
investigation of industrial relations at GAF, in an
atmosphere of employees concern about GAF and their
future. Project Phoenix and industrial relations
rapidly became entwined. As a result various
demands, with bans on Phoenix activities, were
introduced and lasted till mid 1975, These
affected developments in several areas.

Computer Systems and Acceptance. It was considered
when preparing the Development Cost Plan that
procurement of the required new computer equipment
could Qe arranged extremely expeditiously, with
some significant shortcuts 4in Public Service
cgmputer.acqulsition procedures. In the event, GAF
did obtain its computer approvel much faster than
normal but not as quickly as originally planned,
Thia delay, along with other factors, led to delays
in the detsiled ADP design and implementation
phase., The result was that operation of the
planned computer system was delayed by nine months.
Similarly, the implementation of several ADP
systems wag almost concurrent rather than phased

zxth consequent impact on the users and projecé
eams.

Top Level Opganigsation. Approval for the new top
level organisational structure was planned for
Harch 1975, Through changes in planned
arrangements and detailed requirements, the formal
proposal was not submitted until October 1975,
P.5.B. approval to the new structure was given on
!0 September 1976, The five executives commenced
in the newly appointed positions during the last
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quarter of 1976. In the interim, ad hoc
arrangements were introduced from December 1974 to
align available staff resources to the required
structure with emphesis on what were seen as
priorities and on practical action in the short
term. P.A. Consulting Services Pty Ltd indicated
that these arrangements were only marginally
satisfactory.

Appointment of Manager ~ Project Phoenix. The
Development Cost Plan aimed for appointment of a

manager during Januasry 1975, his progressive
induction during the next six months, followed by
formal transfer from P.A. to him of a project
management responsibility by July 1975. The
position was established in January but used on an
ad hoc basis. In April-June 1975, arrangements for
advertising the position for final appointment were
commenced but inferviews were not held until
November of that year. After further delays, an
acting manager was appointed in February 1976. The
major effect of this was that the project as a
whole was viewed by many GAF staff as external and

probably temporary in nature. In addition,
valuable time for training, experience and transfer
was lost.

User Resources in Support. P.A. Consulting
Services Pty Ltd noted that in most cases, despite

agreement during the vreview of the draft
Development Cost Plan, the planned commitment of
user resources from affected sections at GAF was
substantially defficient. The reasons given, claim
P.A. Consulting Services Pty Ltd, were wusually
other priorities and in some cases these were
acknowledged as valid. The result was however that
system development and implementation was seen too
often by sectional management as external and
imposed.

4.14 There are a number of major points to be drawn out of
this examination. Firstly, the industrial bans which plagued
the implementation phase of Project Phoenix between November
1974 to June 1975 would appear to confirm Committee views that
GAF lacks an enlightened approach to industrial relations.
The issue of industrial and staff relations was addressed in
depth in para 5.7 of the Development Cost Plan and covered
such areas as redundancy and relocation of staff, demarcetion,
attitudes and communication with staff end resistance to
change. Nevertheless, problems emerged. Whilst recognising
that in any organisation undergoing change resistance may be
encountered from staff for many reasons including strong views
on maintenance of the status-quo or because they do not
understend the proposed changes, it is the strongly held view
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of the Committee that problems of this nature are up to a
point, avoidable. Mechanisms for e two way dialogue between
staff and management will alwsys reduce resistance to change
and provide a basis for common understanding and purpose.
This was not evident from the evidence presented to the
Committee. The theme of industrial relations will be further
examined under specific heading later in this chapter.

4,15 The second major point to emerge was that of ther
length of the GAF decision chain. Being part of a Government
department, GAF lacks autonomy in the decision making process.
Unlike a private organisstion, factory management was unable
to proceed to immediate equipment purchase for the necessary
computer hardware, nor was it able to act with sufficient
speed to effect the necessary organisational and staffing
changes. These points are demonstrated clearly in the
Decision Flow Charts attached at Annex B. It is the
Committee's observation that at almost every stage of the
management process, the General Manager of GAF is in the
position of being 'second-guessed' by other departments of
Government, remote from the realities of the factory's day to
day operation.

4.16 The point of greatest concern to the Committee was
what would appear to be an almost negligent lack of commitment
to Project Phoenix on the part of factory management. This is
evident firstly from the laxity in filling the position of
project manager resulting in the loss of 12 months of valuable
training aend experience and s8econdly through the lack of
support from user resources. The present day attitude of
management to the project was further highlighted at the
inquiry when the senior management of the factory or the
Department were unable to display more than a most rudimentary
knowledge of the project. Beering in mind that the project
cost almost $1M and was designed to be an on~-going system of
review with potential savings of around $1M per annum, the
Committee regarded this situation as most unacceptable.

4,17 From the evidence presented to the Committee it is
difficult to meke an assessment of the efficacy of Project
Phoenix. What is spparent however is that problems in many
basic areas of financial control and accounting procedure and
practice persist. In addition, the Committee's experience
during the inquiry was that the management of GAF was often
unable to provide to the Committee elementary commercial
information on the workings of the Ffactory that Project
Phoenix was designed to produce.

Effectiveness of Management Reviews

4,18 From the evidence presented to the Committee, there
is little reason to believe that the four management reviews

1 Public Accounts Committee File 1980/9, op. cit.
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undertaken have contributed significantly to effecting
corrective action in the accounting irregularities ot GAF.

4.19 The first two reviews discussed asbove were directed
specifically to the financisl areas of GAF and ip particular
the issue of funds control on production orders. Recommend-
ations implemented from these two reviews included:
. A special investigation cell wes created within the
Costing Section to identify and breakdown costs on
all overspent orders. The informetion was then
passed to the Sales Order Section which had been
placed under the control of the Assistant Maneger,
Administration.

In the Sales Order Section, information was sought
from the various Cost Centres concerned as to the
technical or other reasons for the over-expenditgre
incurred. Upon receipt of this 1nformat%on
requests were initiated to customers .seekxng
additionsl funds to cover the over-expenditure or
recommendations were made to Hanagement to write
of f the over-expenditure as a loss on operations.

Longer term recommendations of this 'sya@em
addressing the introduction of ADP monitoring
systems and Departmental pricing policy on the
inclusion of contingencies in factory quotations
were considered within the broeder spectrum of the
terms of reference of Review No. 2 undertaken in
1973.

The recommendations arising from Review No. 2 form
the basis of the present operationsl arrangemgnts
for the three Finsnce Sub-Sections, Commercial,
Debtors and Creditors. This review highlighted the
need for, and introduced improved systems.and
procedures to monitor the flow of documentation,
and critically examined management attitudes at the
middle and lower management level in the accounting
area. The Depasrtment claimed the introdqction of
fixed price-quotations at this time signlfi?antly
reduced the incidence of production overspending on
orders.

4.20 In the light of the efforts of the mansgement of GAF
to effect corrective action in the area of overspending
against orderas, the Committee was very disturbed indeed to
note that every report of the Auditor-General from 1971/72 to
1977/78 contained criticael reference to this issue. Indeed,
in para 3.21.2 of his 1977/78 Report, the Auditor-General
noted thet:

1 Public Accounts Committee File 1980/9, op. cit.

31



". Over-expenditure against orders showed little or no

improvement on the position reported in successive
Reports since 1971-72 (paragraph 3.18.1 in 1976-77)
and to the situation recorded in the one hundred
and forty-sixth report of the Joint Committee of
Publie Accounts presented to the Parliament in
October 1973.

The defects in accounting control in respect of
over-expenditure against orders were similar to
those disclosed by Audit in the general accounting
and management controls with which they are closely
integrated."

4,21 The issue was again critically vraised in the
Auditor-General's Report for March 1981 and as far as the
Committee is aware, the situation still exists.

4.22 Clearly then the first two management reviews have
been ineffectusl in achieving their aims. ~Of more particular
concern to the Committee though is the fact that it would
appear that successive managements of GAF have at no time
successfully directed effort toward rectifying the situation.

4,23 The fourth management review, aimed at the
accountability of stores and documentation, delays processing
documentation and payment of accounts, would appear to have
experienced little more success. Earlier sections of this
Report examine in detail the continuing irregularities in the
stores and accounting areas of GAF,

4.24 With regard to the efficacy of this series of
management reviews, including Project Phoenix, the Auditor-
General in para 2.18.2 of his Report for 1978/79 said;

". It is a matter of continuing concern that,
notwithstanding the number of mejor reviews of
accounting undertsken by the Department since 1971,
the results of audit as reported above indicate
continuing serious deficiencies in accounting
procedures and practices and management control. A
perticularly disturbing aspect is the effect the
continuation of this situation will have on the
factories' ability to prepare and present accurate
financial statements, pursuant to the determination
made under section 41D of the Audit Act, in view of
the demonstrated failure of the financial and cost
accounting systems to ensure all costs are brought
to account correctly and distributed properly. As
long as the deficiencies in these systems persist
it is evident any financisl statements prepared by
GAF will also be deficient in material aspects."
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Staffing at GAF

4.25 Of the 2466 personnel employed at GAF, approximately
50% are employed under the Public Service Act! and the

remainder under the Supply and Oevelopment Act 1939. These
may be broken down as follows:

. Publie Service Act Staff

Executive [
Engineers 173
Other professionals 10
Technical Grades 386
Drafting Grades 68
Quality Assurance 60
Foremen 105
Clerical/Admin 357
Keyboard 67
Other 16

1248

. S&D Act_Staff (Operative)

Skilled 600
Semi-skilled 324
Unskilled 126
Apprentices 168

1218
Total 2466

4.26 The Committee was interested to examine a number of

staffing issues at GAF as it believes that in many areas,
staffing policy can impact upon the efficient functioning of
any organisaetion.

Working Conditions

4.27 The first observation of the Committee in this area
was the conditions of work of employees, particularly those in
the clerical fields. The Committee was concerned about some
of the interior condition of sgome of the buildings, the
condition of furnishings, floorcoverings and general staff
facilities. We would say without hesitation that at the time
of inspection, these facilities were among the worst the
Committee had ever seen in any Government orgenisation and
certainly comparing most unfavourably with any similar
facilities inspected in other areas of the aircraft industry.
It is the Committee's opinion that this is the result of
decades of serious neglect and that this obvious lack of

1 Public Accounts Committee File 1988/9 op. cit.
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concern an consideration or employees on. e par ]
d id ti f . th t f

management must impact upaon management/staff ation
t/ relations and

4.28 In response to questioning from the Commi

issge! Fhe General Manager of GAFgacknowledgedmé::fepz;sggzi
facilities, particularly those of salaried staff are not u to
standard but stated that programs to redress this eituezion
have Pe?n submitted for inclusion in the works program. He
identified current budgetary exigencies and the need to get

a p
pgg;g::}lfrum central office as possible impediments to this

Remuneration

4.29 Remuneration paid to senior and middle

GAF 15 ancther area of concern to the Commit?::?gemagglgg
accepting Qhe fact that at GAF there are many able and
dedicated individuals, the Committee believes that as a
general proposition, a commercially oriented organisation will
only attract and retain the best available personnel where
sglaries and working conditions are at least on a par with
s1m11qr organisations elsewhere. In response to questioning
an thzslissu?, the department acknowledged that in the two
lgvels 1mped1§tely below that of General Maneger the salary
differential in favour of private industry would be in the
oFder of }0% to 30%. Further, in the more junior levels, a
differential of more than 30% may occur in some areas. ’
g?:endegggggent added that becsuse of this situation it is
e S:rvfzg{t to recruit quality staff from outside the

4.30 By way of comparison, the Comni

independant advice from ane of the major :ii?aa:ggggi
personnel consultancies and diacovered that the position of
G?ngral Managey at GAF, which is currently a level III Second
Division position with a salary of $45,400 per ennum (as at_22
October 1981), would attract a significantly higher salary.3

Industrial Relations

4,31 As foreshadowed in the foregoin 8 i
management reviews, the Committee is of th;;opigioneai$?2h322
is considereble' scope for improvement in the field of
éndustrial rglat;nns at GAF. During inspection of GAF, the
ommittee gained the strong impression that morale at the
factories was not good. This was confirmed by the General
Manager of GAF during the inquiry who ascribed the situation
to & number of Ffactors including the working environment and

1 Public Accounts Committee File 1980/9 > ites
M%nutes of Evidence, op. cit. p. 457 /7 oo cibes and

2 Minutes of Evidence, op. eit., p. 449,

3 Committee File 1980/9, op. cit.
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the uncertainties that apply from time to time in the vorkload
of the factories. The Committe feels that these factors also
contribute to the level of industrisl dispute at GAF.

4.32 The Department acknowledged that industrial relations
at GAF were not easy. They stated that over the last several
years there has been a continuing active involvement including
dispute in a number of areas. One of these resulted in a four
week strike in March 1980. The Department did claim however,
that industrial action at GAF was more in response to the
larger community trends on the industrial scene (35 hour week
etc.) rather than on local issues.

4,33 The Committee noted that at Hawker de Havilland,
where the factory is dependant to much the same degree on
defence work as GAF, industrial relations were by and large
far more successful. It was the Committee's impression that
through various consultative mechanisms including regular
monthly staff-management discussions, many potential areas of
dispute had been avoided. This is evidenced by the
significantly lower level of industrial confrontation at that
organisation. We believe that management at GAF has not been
as aware as it might have been to the trends in the area of
industrial relations over the last several years and that
considerable scope exists to ease the situstion.

4.34 In addition to a lack of awareness of recent trends,
the Committee believes that industrial relations at GAF are
greatly hendicapped by the length of decision chain and lack
of autonomy of the Generel Manager in responding to industrial
issues. Under current arrangements, the General Manager, GAF
has only limited authority to respond to industrial issues and
no authority to enter into collective bargaining arrangements
involving wages, salaries or conditions. He has only limited
stand down autharity (one day only). To resolve major issues,
he is required to involve the Department of Industry and
Commerce in Canberra who then co-ordinate a response from the
Public Service Board, Department of Industrial Relations and
the Public Service Arbitrator. Major decisions in disputes
are usually taken at Ministerial level.'

Internal Audit at GAF

4.35 With the criticel state of affairs with regard to
adherance to established procedures and managerial
efficiencies at GAF, the Committee was concerned to examine
the level and efficiency of internal sudit arrangements. The
Committee was informed that GAF has no internal audit faecility
of its own, but rather shares a facility with ather Government
factories in the Victorian region and the regional offices of
the Department of Industry and Commerce.

1 Committee File 1980/9, op. cit.
2 MWinutes of Evidence, gp. cit. p. 440
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4.36 Under the arrangements in place when Department of
Productivity had responsibility for GAF, the Victorian
Regional Directorate had an Internal Audit staff with an

establishment of eight but with
conaisting of: g a ceiling of seven persons

. Senior Internal Auditor Gr. 2 (Class 7)
. Senior Internal Auditor Gr. ) (Clsss 6)
- two positions
. Internsl Auditor Gr. 2 (Class 5)
- three positionps
. Internsl Auditor Gr. 1 (Class 4)
-~ two positions

The average annual occupancy of this unit during the past four
years was 5.16 persons. The regional directorate reparted
direct to the Chief Internal Auditor (Class 9) within the
Finance and Meanagement Services Division of the central office
of the Department.,

4.37 With the abolition of the Department of Prod

in November 1980, the regional integnal audit p;;igtgﬁgi:z
Victoria were transferred to the Department of Science and
Technology. Support was provided to the internal audit
progream in the Defence production areas of' the Department of
Industry and Commerce in the regional areas by the previous
gepartmeni of tzioggcﬁﬁvity etaff under cross servicing
rrangements un une 1981}. 1]

not filled during that period. noceupied positions wers

4,38 As at the time of the hearin the 0

siti
availeble for internsl audit Ffield sta%? in pJLpectog:
Department of Industry and Commerce activities in the
Vietorian regional directorate comprised:

. Sepior Internal Auditor Br. 2 {(Class 7) one position
~ occupied on Higher Duties basis.

. Senior Internal Auditor Gr. 1 (Class 6) one position
- occupied on temporary transfer.

. Internal Auditor Gr. 2 (Class 5) two positions - oane
unoccupied.

The workload for these positions includes ei

r ght production
establishments (including GAF) plus other De;:rtmentel
activities. Although at the time of the hearing these
positions had not been created within the Department of

Industry and Commerce, the de artment clai t
organisation action wa; in hand.q med that urgent

1 Committee File 1980/9, op. ecit.
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4,39 The Committee is concerned with the low number of
staff in such a large, critical and complex area of Government
operation as the Defence production areas. It considers that
even under the previous Department of Productivity
arrangements that seven auditors, mostly at a relatively
Junior level, would have been sufficient only for the most
simple and cursory audits of operstions and certainly not able
to carry out investigations of the breadth and depth required
at an organisation such as GAF. The schedule of internal
audits actually undertsken st GAF over the last three years
attached at Annex F demonstrates this point clearly. Current
interim arrangements of four positions are clearly inadequate.
The Committee will await with interest the result of the
organisational action currently in hand with the Department.

4.40 The Committee is also concerned at the high level of
staff turnover in the internal audit areas in the Department
of Industry and Commerce servicing GAF. Turnover in internal
audit in the Victorian Regional Office of DIAC has averaged
70%p.a. over the last four years, not including internal
movements. Whilst recognising that this phenomenon is not
canfined to that department, the Committee is concerned at the
lack of continuity of experience which it considers would be
particularly necesssry in Government factories.

4.41 Steff turpover statistics in the internal audit areas
having responsibility of Defence production undertakings, from
1 July 1977 to 30 June 1981 are at Annex 6.

Computerisation at GAF

4,42 The level of computerisation in stores and financial
administration areas of GAF is the cause of some concern ta
the Committee. As mentioned previously, computerisation for
GAF was an outcome of the Project Phoenix review. The system
purchased was a Burroughs B1726 business computer. The
programs run on this computer are listed at Annex H.

4.43 At the time of inquiry, negotiations for the purchase
of sdditional computing equipment were well advanced with
delivery expected around October 1981. The Department
expected that the new equipment would significantly enhance
the computing capability of GAF. The Committee is however
concerned about the continuation of the hias of allocetion of
computing resources away from administrative type functions
towsrds the scientific and technical production areas. This
bias is evident from the programs listed at Annex H and also
from the priorities identified by GAF management for the
introduction of the new facilities. These priorities were
identified as:
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1. Numerical Control Programmin

g Assistance which is th
control of movements of a five axis milling macbinse b?f
meang of data held on the computer, This has significant
adventages for GAF in terms of complexity of shapes they

are abl
uperate.e to produce and the speed with which they can

the Burroughs computer so that the

y are avail
m?re timely menner. These will inelude thevestsgﬁshlmneni
of a bill of material which is a fundamentel document for

gzggégr Blc9t8i1°.n and planning. This will commence around

3. Order processing, which will be concern
progressing of the procurement f’unct:.{on.e‘j wTihtiha t?:
concerned with relating the progressing of actions within
the procurement function with the schedule of parts and
equipment in the production line.

4. The fourth priority is in the area of product
ion
planning. This involves the storing of p':.‘oduction
techm?logy on computer, rather than in the individual
experience of employees. It is anticipated that this
;:gg:ss will begin in mid 1982 and continue for many

which is the beginning of the com
puterisation of the part
and materials inventory and the transfer to cumputepr‘ o?

the manual stock records. This i
araund mid to Late 19353 8 is scheduled to commence

4.44 Whilst the Committee eccepts that the al

limited computing resources to comp';ting pricritiealsliiiii?-ln Gl?;
is a difficult task, particularly within the caontext of the
nnrk anticipated under offget arrangements associated with the
ew Tactical F:f.ghter project and the work associated with the
new RAAF trainer it cannot accept the neglect of basic
accounting and control functions. The maintenance of out of
date manual accounting systems is, in the Committes's view
totally 1n9nnsistant with the requirements of large scale
manuFac'tu_rlng undertakings, perticularly those with
responsibilities to the Perliament and the taxpayer.

1 Minutes of Evidence, op. cit., p. 422,
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CHAPTER 5

ISSUES ARISING FROM THE INQUIRY

5.1 It became obvious to the Committee throughout the
course of this inquiry that there are a number of general
points to be made with relation to GAF. These include
principally the organisation and rationalisation of the
aircraft industry as a whole and the future of the current
arrangements for funding feserve Capacity Maintenance. The
Committee in this section is not seeking to make a definitive
statement on these important issues but simply to highlight,
from our experience, sreas worthy of further detailed
objective examination by government.

Structure of the Aerospace Industry

5.2 The structure of the airecraft industry in Australias
and particulerly the relationship of GAF to the other two
major contractors (Commonweslth Aircraft Corporation and
Hawker de Havilland) is open to some critical discussion. In
1975 the Industries Assistance Commission (IAC) made 8 series
of recommendations an the organisation and structure of the
aerospace industry. These included, inter alia:

. Implementation of the proposal for consolidation at
Bankatown of Hawker de Havilland facilities currently
located at Lidcombe and Bankstown.

. Implementation of the Commonwealth Aircreft Corporation
restructure proposal at Fishermen's Bend. This proposal
involved the restructure of Commonwealth Aircraft
Corporation operations and reduction of its aize by about
50%. It proposed that its role as a defence contractor be
reduced essentially to that of Jjet engine overhaul and
manufacture on the understanding that it would be the
chosen jet engine contractor.

. Scaling down of capacity at GAF to the level consistent
with both the likely volume of future workload and the
Government's Defence production requirements.

. GAF to be made a statutory corporation and GAF,
Commonwealth Aircraft Corporation and Hawker de Havilland
to continue to operate as separate entities.

The basic thrust of the IAC recommendations were that each of
the major contractors (in its rationalised form) should be
autonomous and specialise in those fields of defence work in
which it had already acquired expertise. Whenever possible
however competition should be encouraged under a system of
competitive tendering particularly in the areess of airframe

1 Industries Assistance Commission Report, op. cit., p. 59.
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sheet metal manufacture eneral ma
electronics and avionics’ ogverhaul. shine shop menufasture and

5.3 Under current arpan
d gements, GAF lack
Sr‘:ger?éi,i‘.rj;g1li%%ronuuzmatl{hfeq;’ired by a larsgeth:omamuet:gf,a”{
. ghou 8 Inquiry we have touched
number of areas which, in our apini ted in oAr
have resulted in GAF
being at a considerable disa’::iv 4 A
i antage relati
compe.tlto.ra. It is the Committeeg’s be).iet've tht:t i:ﬁ
:;ganxsaimn. such as GAF' which hes, by the nature of its role
unr:x‘:te:fc:eénffe ci%rr:lnﬁrtcml denvir:onmen(:, should have the Bﬂmé
nre X Yy and autonomy as has its t
Similarly, the Committee believ per orCte:
es that the
zgcountlng problems at GAF must reduce if it wgizb?;ub,joerctt?g
€ same cash-fiow/profit making incentives as a i
corporation. privete

5.4 Whilst th '
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Reserve Capacity Maintenance

5.5 Apart from the
. . problems identified
3ud1t9:-Gene.ral, associated with the administration or‘bfz’eseicg
e:g;;;fy il‘rt]alr;thqnanﬁe within GAF which have been discussed
i 1s Report, the Committee was int t
examine the efficacy of this appro i Toving ito
xam priation in achie i
:;;n; :?eirr]n‘?eisnf'enegice of Defence production capabilit;’.mg Trlm‘if:
h lgation is closely related to and i t
the strategic need for the industry and its currentmziz:iuitgg:?

5.6 It would appear that the attitude of
the
g:sil)ce;aflelnyceurf:ha:lg:d stft;ategfézl:.] tneedt for the industrDyep:;r:::?::
1 om a stated in issi

ig;gtegw considerations put to the IAC and apubsluibsmhlesdmf: itog
e Drepurt on the.aernspace industry. Briefly summarised
e epartm'ent considers that the primary defence role of thé
gero5pace_ industry is to provide effective support to the
ervices in the areas of design and development, servicing and

services. It regards such support as

¢ A necessar f
Sf;ectxve peacetime operation of military aircra{‘t g[): :::
1.e :ncé Force and as px:oviding the base from which expansion
1 an emergency could, if necessary, be implemented.

5.7 An  indigenous ca ili
. pability to redesiqn exist
equipment to meet changing operational requigrements, irgg
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correct inherent deficiencies or to adapt designs to locsal
enviraonmental and operating conditions is regarded by the
Services es essentiel, The maintenance of this capability,
which provides a meesure of gelf-reliance and independence
from foreign organizations, requires the local availability of
aeronagutical design skills across all the relevant disciplines
such as aerodynamics, structures, meterfals, avionics systems,
propulsion and menufacturing processes. Occasionally there is
a need to draw on these skills to satisfy specific
requirements which might not be adequately met by products
obtainable from overseas (e.g. lkara).

5.8 from the viewpoint of the Services it is not
esgential that their aircraft or other prime equipment be
produced locally. It is however accepted thet in the case of
indigenous design projects there must obviously be the ability
and capacity to manufscture and evaluate prototypes and to
carry through the subsequent production programmes. It is
also recognised that the Services have benefited from the
better level of technical and meintenance support behind those
afircraft or engines of overseas design that have been
manufactured locally.

5.9 The continuing objectives of the Depsartment of
Defence as expressed in the 1976 Defence White Paper include
".+.. the sustaeining of an aircraft industry sble to provide

support and selective manufacturing capsbility”.

5,10 Within this context of need, it would appear to the
Committee that a considereble amount of excess capscity might
exist within the industry, much of the cost of which is being
borne by the Maintenance of Production Capability
Appropriation. In addition, the Committee is not convinced
that sufficient planning has gone into releating the
technological capacities being retained st GAF and the defence
needs in terms of the various potentisl threats to Australia’'s
strategic ennvironment and the warning times associasted with
each possibility.

5.11 A further area of concern to the Committee is that
many of the components required and most of the raw meterials
for the manufacture of aircraft in Australia including Nomad
are imported from overseas sources. Those then are equally as
vulnerable to the possibility of an interrupted supply line as
the supply of ready made aircraft. The Committee believes
that considerable scope exists within the aerospsce industry
for the rationalisation of technological capability to accord
with real defence needs coupled with a redirection of reserve
capacity maintenance funds to develop within Australian
private industry the capability to produce in-house a grester
proportion of components and raw materials required.
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Conclusions and Recommendations

5.12 The Committee realises that any judgement of a
critical nature regarding GAF must be tempered with an
understanding of the many problems that a commercially
oriented organisstion operating within a Publiec Service
framework must face. We are concerned particularly with the
extraordinarily long decision making process between the
General Manager, GAF, the head office of the Department in
Canberra and the various Government instrumentalities which
have an input to the decision making process such as the
Departments of Defence, Finance, Administrative Services,
Public Service Board etec. We believe that this process
severely limits the General Manager's ability to respond in a
timely and effective fashion to day to dey management
situations. The inflexibility and inefficiency caused by thig
approach should, in our opinion, be eliminated. (Attachments
at Annex B refer).

5.13 However, the Committee feels that the multitude of
problems facing GAF is due to the lack of a co-ordinated and
integrated approach to their responaibilities by factory
management over the last decade and a lack of prompt action on
factory issues by the Department in Canberra. The Committee
cannot Justify or excuse the neglect of many of the basic
accounting procedures and functions of GAF (issue dockets,
reconciliation of 1ledger accounts, goods dispatch advices
etc). Nor cen it excuse the lack of action by the management
at GAF to rectify these irregularities, particularly since
many have been the subject of repeated comment by the
Auditor-General over the last several years. The Committee is
in no doubt that there has been a lack of commitment by senior
manegement at BAF and the Department of Industry and Commerce
to the observations of the Auditor-General and a regrettable
tardiness in the control of existing systems and
implementation of new systems to take account of the changing
requirements of modern business practice.

5.14 Management at GAF have consistently proven over the
last decade their inability to react to criticism directed at
implementing remedial action, or even to rectify problems of
this nature that they themselves have identified. In addition
to this, given the collective magnitude and reqularity of
problems at GAF, the Committee believes that any specific
recommendation would be simply a 'band-aid' approach when what
is needed is a complete overhaul of management practices. The
recommendations the Committee has made therefore are
restricted to the larger issues of our inquiry.

+ Review of Role and Structure of GAF
5.15 The Committee is of the firm opinion that if GAF is

to function efficiently in a commercial environment then many
of the encumberances of its formal attachment to the
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mainstream of Government Departmental administration must be
removed. Whilst recognising that there are a number of ways
by which this objective may be achieved, possible options
might include:

N GAF be reformed into a statutory corporation.

. Negotiate a tripartite aerospace corporation with
Hawker de Havilland and Commonwealth Aircraft
Corporation with 1/3 of shares being vested in the
Commonwealth.

. Rationalise some of GAF's activities and establish a
company with a majority shareholding vested in the
Commonwealth.

5.16 The Committee recommends that GAF be sgb;ect to an
immediate high level review with the object of eliminating the
many and veried problems that we have identified and place GAF
in an environment where the possibility of their recurrence is
minimised. To this end, the Committee considered the options
for the structure of GAF and concludes. that the most
acceptable solution would be to reform GAF into a statutory
corporation.

. Financial Statements

5.17 Irrespective of the outcome of any review of GAF, the
Committee recommends that the Department of Industry and
Commerce, in close co-operation with the Department of’Fxnance
and the Auditor-General's Office develop mechanisms @o
rationalise the financial reporting arrangements of GAF. This
could include one set of accounts prepared and aubm;ttgd to
the Production Board as statements examined by the Auditor-
General, which are then presented to the Parliament as 8
record of the fipancial achievements of GAF. In its
examination, the Department of Industry and Commerce should
address the related issues of the methods and formulae used to
determine notional costs and e common practice for use in all
factories for the veluation of Work In Progress and Stores.

. Accounting Procedure and Practice

5.18 The Committee recommends that as a matter of
priority, an expert team be formed which may comprise officers
of the Departments of Industry and Commerce and Finance, the
Auditor-General's Office and the Public 5er¥1ce.Board, headed
by a firm of private consultants, to examine in detail the
adequacy of all administrative procedures in GAF and in
particular financial reporting and inventory control

procedures. This team should make recommendations on @he
updating of procedures with a view to the early implementation
of a workable system, preferably computer based. The

Committee further pecommends that a prime task of the team be
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to supervise a complete stocktake of stores at GAF and to make
recommendation on the development of new systems based
atockteking procedures with adequate mechanisms for the
identification of obsolete and surplus stock items. The
Committee 2xpects to be advised within six months of the
tabling of Tthig Report of the results of this investigation
and the timetable for implementation.,

+ Maintenance of Production Capability

5.19 The Committee racommends that, in the absence of any
comprehensive review of Defence aerospace needs within the

and expertise required to be retained for Australia's real
defence needs in both the short and the long term. In
addition, such a review should address the related issue of
eéncouraging Australian manufecturers to produce the raw
materials for eircraft maintenance and production.

« Defence. Purchasing Arrangements

5.20 To secure a viable long term aircraft industry in
Australia and to minimise the effects of periodic fluctuation
in workloads at the Government Aircraft Factories, the
Committee recommends that the Government consider, subject tg
normal commercisl considerations, the greater wutilisatian by
Departments and Statutary Autharities, the production
capabilities of GAF.
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MAINTENANCE IN GOVERNMENT FACTORIES
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DEPARTMENT OF INDUSTRY AND COMMERCE

CANBERRA, ACT, 2600 TELEGRAMS DEPRODY TELEX: 62083 - TELEPHONE 48 2111

in Reply Quots

The Secretary,

Joint Parliamentary Committee of
Public Accounts,

Parifament House,

CANBERRA A.C.T. 2600

EXPENDITURE FROM THE ADVANCE TO THE MINISTER FOR FINANCE
1980-81 ~ RESERVE CAPACITY MAINTENANCE

Reference is made to your memorandum 1981/5 of 17th August 1981.

The requested statement on the current policy on estimating for the
appropriation and on financlal administration is set out below.

Regserve Capacity Malntenance

With the exception of Clothing Factory Coburg and Alrcraft Engineering
Workshops Pooraka, which are both self-supporting, recovering full factory
cost from customers, all other DIAC factories receive an appropriation

for RCH to enable full recovery of costs in conjunction with the operation
of the factory Trust Accounts.

The purpose of the Reserve Capacity Maintenance (RCM) appropriation, which
has existed in one form or another since 1945-46, is to meet various costs
which are f{ncurred in maintaining production capability in Government
defence factories for emergency defence needs, but which are not covered
by receipts arising from current use of that capability.

If full factory costs were charged to customers, prices would be at such
a level that it could appear more economic for them to go elsewhare,
particularly overseas, for thelr requirements. Thus the appropriation
for RCM is provided to compensate for the costs not absorbed in prices.
This method of charging relieves the equipment and stores appropriation
of the Department of Defence of the burden of wmaintaining production
capability.
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The requirement for funding of unabsorbed costa in Governmeht Factories
from this item varies from factory to factory. The amount of appropriation
required is fnfluenced by:-

. the workload levels expressed in forecast production hours;

. the workload mix - rates at which customers are charged for work
varies between classes of customers. Commercial customers are,
charged at higher rates than Department of Defence and therefore
contribute more to overheads;

. different overhead costs between factories owing to the differing
natures of the products and the indirect support required.

The budgeting process is the means by which funds required from RCH are
determined. It 1s also the means by which pricing rates are determined
for recovering costs from customers.

The method of determining the RCM requirement has changed over the years.
From the late fiftries until 1976/77 all factories arrived at their RCM
requirement via the same method based on a charging rate at Normal. The
Normal rate is an assessed rate which would recover all costs if the
factory was reasonably fully employed on a single shift basis. There is
only one factory that still operates under this method of 'Normal’ and
that 18 the Government Aircraft Factory.

In 1976/77 the Munitions factories workloads were at a very low level and
a new basis for charging defence customers was approved by the Treasurer,
and the Ministers for Defence and Industry & Commerce. This charglag rate
13 described as the the Defence Munitions Manhour Rate (DMMR). The
underlylng assumption was that a very low charging rate (lower than Normal)
would encourage Defence procurement officers to place orders with the
factories rather than elsewhere resulting in overall savings to the Defence
Vote which was already meeting the cost of reserve capacity.

The new basis entailed a different method for arriving at RCM requirements
for 'DMMR Pactories’. The DMMR factories are:—

Ordnance Factory, Maribyrnong
Ordnance. Pactory, Bendigo

Small Aramg Factory, Lithgow
Ammunition Factory, Footscray
Muaitions Pilling Pactory, St Mary's
Explosives Pactory, Maribyrnong
Explosives Pactory, Albion
Explosives Factory, Mulwala

The DMMR rate is set in accordance with a formula and is agreed by the
Departments of Finance, Defence and Industry & Commerce. It is determined
prior to the commencement of each financia) year and remains fixed for

the whole of that year irrespective of any cost variations which may occur
during the year., This has administrative benefits particularly for Defence
who do not have to provide additional funds on numerous individual orders
to cover price increases.
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There is one rate charged to Defence customers by all Departmental Munition
factories. Customers other than Defence do not obtain benefit from this
low charging rate as prices are determined on what the market will bear.

Calculation of RCH

The RCM is arrived at through the budgeting process under both accounting
methods (i.e. Normal and DMMR). Details included in the calculations for
each method are:—

DMMR - Munition Factories
The principle of recovery under DMMR is that all direct costs are funded
through the Trust Accounts and the indirect expenses are funded from the
RCM appropriation.

The following costs are charged to RCM. They are estimated at the
commencement of the year on budgeted information.

(1) All salaries, except those employees who actually undertake work
which is r ble from .

(2) Wages of all indirect labour support except those employees who
actually undertake work which is recoverable from customers.

(3) All overheads such as indirect supplies, power, telephoues,
stationery etc., except those directly recoverable. from
customers.,

{4) Time of direct employees not hooked to recoverable work.

(5) Losses incurred on work undertaken for customers. These losses
can arigse from many causes, e.g. unforeseen exchange rate losses,
usage of materials or labour in excess of the amounts provided
for in selling prices, etec.

(6) Cost escalation during the year. Once the costing and pricing
rates are get at the start of the financlal year, they are fixzed
for the year for Defence customers and consequently National
Wage decislons ete., during the year are not passed to these
customers but are funded from RCM.

(7) Any variation between the costs actually funded by the Trust
Account and the budgetted amounts recovered by the application
of the DMMR.

The DMMR is a weighted average departmeatal rate which results
in variacions from factory to factory. Also the DMMR is based
on factory budgets. Any variation of actuals from these budgets
for items such as available effective manhours, overtime penalty
payments, leave bonus, sick/repatriation/compensation leave etc
will be reflected in RCM.
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A recent change to this method has resulted in an amount of overhead
being recouped via the charging rate and thus reducing RCM requirements
in categories (1), (2) and (3) as menticned above. By 1978/79 the then
Department of Productivity was dissatisfied with the DMMR because as
Defence workload increased the effect was to Increase the charge to RCM.
The rate is now based on the rate for a direct worker plus an incremental
ad justment to cover additional budgeted indirect costs resulting from
the movement in workload and employment levels above that existiag in
1977/78. However all cost escalation during a year remains a charge to
RCM.

Normal - G.A.F.

As mentioned previously GAF ig the only Departmental factory using this
rate for all factory costing.

Under Normal, all costs are initially paid through the Trust Account and
the RCM portion is reimbursed to the Trust Account. RCM under this method
1s the result of the application of Normal Maahour Rates, (which are
calculated at the commencement of the year and updated for National Wage
Decisions etc) to the current level of operations.

The Normal rate (which is defined as the cost per manhour for direct labour
and factory service cost which would be experienced if the factory was
working at a reasonably fully employed level on a single shift basis) is
assesgsed. The Factory Service Cost and Reserve Capacity Cost Budget is
then prepared, which forecasts the cost, at current rates, of Direct Labour
and Pactory Service Cost appropriate to the level of activity expected

in the budget year. By the application of the Normal rate to the Factory
Service Cost and Reserve Capacity Cost Budget, a forecast Ls made of the
amount chargeable from customers and the amount to be recovered from RCM.
Estimated usage/pricing losses, and estimated varlations from standard

are added to arrive at the total estimate for RCM.

Financial Administration

The above methods provide the basis for the Department's estimates for
RCM. Reviged budgets are prepared throughout the year in line with
Dapartment of Finance requirements for estimates review.

The accounting operations of the factories are decentralised, i.e. each
factory prepares its own operational budgets and from them assesses the
amount required from various appropriations such as RCM. These budgets
and appropriation bids are then submitted to the controlling Division for
further review and consolidation.

The bids are subject to further review by senior departmental management
and Department of Defence. The Defence involvement stems from the fact
that the expenditure is part of Defence outlay. Department of Finance
also critically examines the bids as part of the budget process.
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Whea the appropriation is decided each factory is given an-allocation and
13 required to operate within it. EBach factory has a prescribed officer
and an authorising officer sppointed under the Audit Act. The factory
receives a commitment limit and warrant advice and is responsible for
managiog its allocation. There is regular reporting to Central Office

of achievement against allocation and the Department of Finance IMS ledger
system is structured to provide detailed information for each factory.

[\W‘/
K. HcRNOWN

Assistant Secretary
Finance & Property Branch
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ANNEX B

Organisation Charts and Functional Statements at Government
Aircraft Factories including:

Part 1 ~ GAF Organisation Chart
- Personnel and Administrative Section
-~ Program Management Section
- Finance Section
- Design and Development Section

~ Operations Section

Part 2 ~ Diagrammatic Representation of Major
Major Involvement of Government Instrumentalities
in the Management of GAF
- Acquisition of Machinery and Plant
~ Industrial Disputes

- Staffing
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PERSONNEL AND ADMINISTRATIVE SECTION - FUNCTIONAL STATEMENT

The. Personnel and Administrative Section is responsible for the
execution of all matters relating to the Factories' personnel and
enmployment practices and for the Factories' administration and
administrative services.

The functicms of the Seetion include:

development of factory policy and related procedures covering
personnel, industrial and establishment practices;

development of long and short term manpover plans to satisfy
factory requirements and implementation of such plans;

planning and direction of employee/staff training programs
having regard to the present and future needs of both the
establishment and the individuasl;

administration of conditions of employment, pay, allowances,
leave, inceative schemes etc. and the maintenance and
promulgation of related procedures and regulations H

of good ind 1al relations and promotion of the
best features of industrial democracy within the Factories,
education of sub-ordinate and other staff in the maintenance
of & harmonious and productive industrial climate;

participation in industrial negotiations with unions and staff
assoclations;

continuous review of the organisation to ensure the best use
of human resources and the achievement of factory plans and
objectives;

development and establishment of personal welfare services for
all members of the Factories' work force;

the mai of high dards of working conditions
throughout the Pactories (health, safety, heating, ventilation,
lighting etec.);

maintenance of administrative services of high sthndard
throughout the Factories.
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PROGRAM MANAGEMENT SECTION —~ FUNCTIONAL STATEMENT

The Program Management Section is responsible for the continued
acquisition of new work, Including contract uegotiation and fuading, and
the application of project managenent techniques over all current work
within the factory to ensure satisfaction of contractural obligations.

The functions of the Section include:

ensure that the factory satisfies agreed customer requirements
of cost, quality and delivery through the application of project
management of tasks assigned to functional areas, negotiate on
specification of work and placement of contracts, ensure
availability of project funding;

plan long term business strategies and progpose new lines of
factory business, {nitiate action on long texm changes to
capacity and facilities;

control product specification, performance and cost through the
application of configuration management to factory projects;

facilitate internal control through the provision of work package
and project budget information and accurate and timely overhead
recovery forecasts;

provide information services to all areas of the Factory, ensure
that information systems are effective and meet user
requirements, ensure effective operation of factory computer
installation;

1

plan marketing acd p support ies for factory

products;

monitor performance of distributors carrying out local marketing
in defined regions, determine customer needs in chosen market
sectors;

promote factory products on a world-wide basis.
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FPINANCE SECTION - FUNCTIONAL STATEMENT

The Finance Section is ible for the mai of sound
financial practice within the Pactories and the provision of expert advice
to the Gemeral Manager on finanmcial policy, and support to both the project
and. functional organisations by the supply of timely and accurate cost
i{nformation and financial guidance. The Section is responsible also for
formal accounting activities, provision and control of funds and
maintenance of finance services for the Factories as a whole.

The functions of the Section include:

establishment of general financial policy and the adwinistration
of financial accounting practice in accordance with requirements
of Pinance Regulations and Directions, Departmental policies
and sound comaercial practice;

34 d

o= ion, prep ion and ion for approval of
capital and trading budgets and the direction of funding
arrangements;

control of product costing and administration of the collection,
recording, snalysis and distribution of cost information;

development of product pricing policies and contractual
conditions relating to funding, payment and cost escalation;

control of factory overheads and the implementation of necessary
control procedures;

of all projects in the Factories;

P to ¥ o

control of cash flows, and administration of accounts, wages
prepartion, and budgets.
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DESIGN AND DEVELOPHENT SECTION ~ PUNCTIONAL STATEMENT

D

The Design and Development Section is responsible for the design
and development of new aircraft and gulded weapons systems in response
to service requirements or market demends and the provision of post-design
engineering support to users and to other functional areas of the Factories.

The functions of the Section include:

develop feasibile and ecomomic configuration in response to
approved aircraft and guided weapons design enquiries;

design and develop selected configuration of aircraft, guided
wespons and related systems through to testing and type
certification;

undertake major redesign of basic aircraft or guided weapons
types to meet chaoging service or civil user requirements;

provide engineering support to local design and production
projects during the service life of the aircraft, weapon or
equipment;.

provide specialist engineering expertise to the services as
requested and to other Departments and authorities as approved.
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OPERATIONS SECTION ~ FUNCTIONAL STATEMENT

The Operations Section is resp ible for the £, of
aerospace products to furnished designs, within cost and delivery
quotations aund to ptable quality dard it also has responsibility
for mai of production capability and capacity, both internal and
external, to suit predic:ed factory work trends.

The functions of the Section include:

provide estimates of cost and delivery for the production and
procurement content of assigned enquiries;

plan for production and p of items of furnished desigus
within project master plans and schedules;

produce and/or procure goods to defined technical specifications
and within cost and schedule authorizations;

Introduce and maintain effective production technology;

obtain, instal, and maintain tooling, plant and equipment in
support of factory tasks, provide and maintain buildings and
services within the factory area;

develop, utilize and maintain internal and external resource
capabilities and capacities in support of production workload;

maintain adequate comtrol over the qual:l.cy and reliability of
factory products, continually explore avenues for improved
methods of assuring gquality;

undertake developmental, certification and production f£light

testing and demonstration flying of Government Alrcraft
Pactories' projects.
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PROJECT/PROGRAH_APPROVAL

Establishnent
identifies
need

Division
ncludes in FYDP
Proposals

Yes

Dopartmont Production
submits bid Board endorses
to Dsfenco PYDP bid

DFDC
‘endorses. pro-
gram limits
proposad

Controlling Divi-‘|
aions, ptnpzn No

annual” progran(Ynl,
for Prod, Bd.

Board
endorses

project
(item)

Annual Pro-

gram to
Minister for|

3
first bids'! O
to Dept of
Finance
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Controlling
Division

adjusts
18

Item
value
xceods $50,000

Contxolling
bivision

Production
Board

BPPROVAL OF EXPENDITURE

(h) Program
1(fund

Cantral Financ: {zatablistment
Branch advises pares tendar]
zseablishment [specitications
of (a) Project

approval

r

Prescribed
officar
certifios
that funds

aze
available

over
$75,000
Yas
Qver Ho
$250,000
Yes

Mana
approve

Controllar
approves

Daputy Sec.

Procuramant

action
initiated

approves

over
$500,000
Yos
ovar ¥o
$500,000
Yes

over
$1,000,000

Prod, Board
approves

Secratary
approves

Miniater

approvas
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STAFFING ATTACHMENT 2

From time to time, because of the fluctuatin
of the workload at GAF, the General Manager may wish gongggﬁit
his staffing levels. Theoretically, under the Supply and
Developmegt Act, he has authority to Adjust S & D Act Staff
but th@s is rarely if ever exercised. For P.S. Act staff, rules
governing P.S5. Act employment apply. Set out below is a
simplified f£low chart of departmental procedures to alter
staffing. Both S & D and P.5. Act Staff at GAF are subject to
departmental and overall Public Service ceilings., Staffing in
excess at requirement for correct workload is a charge to RCM.

Need to adjust
staff perceived,
General Manager
GAF has no GAF - Fishermans Bend
authority to
shed or gain
staff independ-
ently.

DIAC ~ Central
Management auth-
ority~has limit-
52;2:2:":;!;3% DIAC Head Office
Bulk Establish- | Canberra

ment Control Sys-
tem (B.E.C.S.)

:

All major propo-
sals submitted
to Public
Service Boaxd
for decision.
Approves or
‘rejects.

Public Service Board
Canberra
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ATTACHMENT 3

INDUSTRIAL DISPUTES

In the resolution of Industrial disputes, the General
Managexr GAF has only limited ability to respond independently.
He is unable to make a decision on any issues involving
salaries, wages or conditions. He has authority to stand staff
down for one day at a time only. Set out below is a simplified
flow chart of procedures for the resolution of industrial
disputes:

l DISPUTE AT GAF l

General Manager has limited
ability to respond. Can stand
down staff fox one day only.
Cannot make any xesponse ox
agreement on any issue involv-~
ing pay or conditions.

DIAC - Central Co-ordinating
authority. Cannot make deals
but co-ordinates liaison
with other Public Service
Organisations.

|
s &b Ac%“staff P.S. Act Staff

Public Service Board has
responsibility and carriage
for all industrial disputes,
claims, etc. regarding
public sexvice staff, *

Matters referred to Depart-
ment of Industrial Relations
and/oxr Public Service
Arbitrator for Decision., *

* With both categories of staff, Public Service industrial and
related legislation applies. (CERR, CEEP, etc).
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FINAL REPORT TO
THE TREASURER, THE MINISTER FOR DEFENCE
AND THE MINISTER FOR PRODUCTIVITY
BY THE WORKING PARTY

OoN
THE ACCOUNTING ARRANGEMENTS AND FINANCIAL
STATEMENTS OF THE UNDERTAKINGS CONTROLLED

BY THE. DEPARTMENT OF PRODUCTIVITY

NOVEMBER 1976
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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

PRESENT ACCOUNTING SYSTEM

The Working Party concludes that the pressent

ing system adeq ly meets the needs of the
Department and £ >4 for

ing inf; lon and v ing
requirements under the Supply and Development
Regulations (paragraph 8).

COSTING BASIS

the working Farty reccmmends that the Goverzment

Al £ Factories, the 1lian Government
Clothing Pactory, and the Australian Government
Engine Works continue for the time being to use the
*Normal® level of producti ing basis pendd
resolution of certain external considerations )
affecting these factories (paras 15-16).

NOTE: The Working Party has not found it necessary
to d with regard to the Munitions PFactories

of the i Juction of the Def
Munitions Manhour Rate (DMMR) approved for use in
these factories from 1 Jun 1976 (paras 19-23).

PRICING POLICY

The Working Party recommends the following pricing
policies:=

70

(a)

(b)

PFor application to ~

(€3] Service orders on the Government
Alzcraft Pactories and the Clothing
Yactory; and

(44) at all % jes,work chargeable to the

pefence Outlay through Department of
productivity Appropriaticns,

the recovery of cash costs of direct labour,
direct materials, sub-contract and other
direct costs, plus fixed and variable cash
overheads at rates based on normal capacity.

NOTE: A secommendation for Sexvice orders on
the munitions factories is- not necessary in
view of the recently introduced charging
policy associated with the DMMR = this
provides for recovery of direct costs only
{labour (plus personal overheads) and

ials, sub ct and other dizect costs
(paxagraph 21)).

For application at all factories, for other
customars - when the work is taking up
capacity which would otherwise be unused, the
recovery of at least the f#ollowing, subject to
the proviso that higher prices are always
charged where theses can be borne by the
mazket:
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(€3} labour costed at the direct manhour
rate such rate being the cash cost of
direct labour plus a calculated
allowance to recover variable
oveczheads;

({1) a loading of 158 on labour costed at
the direct manhour rate to cover
non-cash costs such as superannuation,
interast on capital etc;

(iii) the cash costs of direct matsrials;

(iv) the cash costs of direct expenses not
d by the all for variable
overheads, An example of direct
expense would be travel specially
undertaken for the execution of a
customer's ordar; and

(v) an element to amortise, over the
expected production, the cost of plant
and production development specifically
incurred as a zesult of accepting an
order, (Paragzaph 18.)

FINANCIAL STATEMENTS

The Working Party recommends that the format of the
£inancial statements at Annex B be adopted for use at
both the Government Aircraft Pactories and the
Clothing Factory, and that those at Annex C be
adopted for use at the munitions factories utilising
the DMMR, for reporting on their activitias
(paragzaph 28).
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ha Working Party recompends that subject to any
unforeseen problems that may arise at individual
sactories, the new formats be applied to tha trading
results for the yesr ending May 1977 (pazagraph 29).

NOTIONAL COSTS

AUDIT

he Working Party recoxmends:

{a) the costs of services/facilitiss provided to
the factories and such nonecash costs as
depreciation, interest, insurance, etc be
shown in the factories financial statements on
a notional basis; -

(b} the notional costs of adninistrative support
should be calculated for each factory as 2
percentags of the total factory costs for that
factorys

(@) it would be appropriate for the initial
percentage factor to be based on the support
costs alrsady gathersd for all the factories
as a by-product of the pilot studies togethsr
with some further details being ascertained;
and

[(-Y] a raview of the parcentages for each factory
to be undeztaken periodically, say each three
(3) years (paragraph 34).

The Working Party believas that it should new be
possible to progress much earlier than had praviously
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been contemplatsd to the point whare the Auditor-General
can give an unquelifisd repart on the financial statements
{paragraph 36).

JOINT COMMITTEE OF PUBLIC ACCOUNTS

. The Working Party concludes that preparation of the
Statements at Annexes B and C will satisfy the
pertinent gualifying conditions of the Joint
Committee's 34th Report « with the possible sxception
of audit (parvagraph 28).

. The Working Party recommends that the factories’
annual reports, panied by £ ia)
in the new formats, after review by the Board of
g for duction, be submitted to the.
Minister, It sees no impediment to the reperts being
tabled in Parliament (paragraph 39).

RESERVE CAPACITY MAINTENANCE

. The Working Party concludas that the US system is not
zelevant to the Australian situation and that because
of the high degrae of under-utilisation of capacity

at the lian factories, the UK sys is not
ppropriate at p t (paragraphs 44-46),
FUNDING
. The Working Party recommends thats
{a) the amounts required for maintenance of

reserve capacity continue to be appropriated
{paragraph 41); and
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(b}

existing procedures for the appropriation of
amounts required for working capital, plant
and machinery, production develor and
assistance, etc, be continued (paragragh 5.
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FINKL REPORT

BACKGROUND

On 24 Dec 1570, the then Treasursr wrote £o the Minister for
Supply (copies to the Minister for Dafance and the

Audi 1) ing that a Working Party be
established to carry out an enquiry with the following terms
of raference:~

"ess t0 produce for us & report on the acoounting
arrangemants for the def duction und ings
operated by your D.pl.:hnt.( ). I envisage this

P as coverisg ing and pricing practices, the
tzaatment of resexve cap ‘t-y mai » Zunding
and, as containing recosmendations di.:ocud towards
early achisvement of the aim stated in paragraph 14
of the attached submission to the Joint Committee of
Public Accounts ~ namely, that of hsving the system
‘of accounting and costing developed along 1lines which
would enable compliance with the qualifying
conditions d in pa h 162 of the
Conmittea's nu:‘; £ h P and pted &8s
guidelines in the Tre Yy Min th + and which
at the same time would provide the most satisfactory
basis for policy and management decisions as to the
pricing of the P of the und kings, new
investment in the undertakings and operation of them
genarally.”

4 Note « Annex E %o this report lists the nndnrt:akinql
currantly under the control of the Department
Productivity and covered by this zeport,
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2, Sepresentation on the Working Party has been provided
by the Departments of the Trsasury, Supply (now

ductivity) and Def The Auditor-Gensral's Offics has
heen Tepresentad by an cbserver,

3. Two interim reports have been submitted to Ministers,
Tha fizst vas P d in Sep 1971 and the second in
September 1974, Copies of these raports are attached as
Annex A, In brief, the first report indicated that praesent
Tecords 4id not rsflect the total cust of the undertakings
4o the Government, and that a need existed to reappraise the
zanner in which Government assistance is provided to the
undezrtakings to maintain their capacity for quickly

duction in the event of & war, Mention was
made of the complex nature of many of the subjects &0 be
exanined by the Working Party.

! ing p

4. The second interim report detailed some of the
complewities involved in a full examinztion of this type.
The position then reached was that the Working Party hadi~

(&} agzreed on the pricing policy to be adopted;

(b} agreed in principle on the form of Zinancial
to be produced by each factory but
propesed that these statements would not be certified
or reported on by the Auditor-General initially
although they would be made available to him for any
commant he wished tc make:

{e) Prog d that appropriations would still be weguired
for reserve capacity maintenance, additional working
capital, plant and machinery etc; and
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{d) supported in principle the concept of the Practical
Capacity level of production as +he costing base
(refer paragraph 11) but noted further investigation
would be required before its adoption could be
recommended,

SIGNIPICANT DEVELOPMENTS SUBSEQUERT TO SECOND INTERIM REPORT

S. The Working Party initiated pilot studies of 12
months duration at the Ordnance Pactory, Maribyrnong end the
Munitions Filling Factory, St Mary's, to test certain of its
proposals, viz, ical Capacity ing, and to assess
the adequacy of the format of the proposed financial
statements. Costs not presently included in factory

st ¢ €g, dep iation, int on working capital,
edministrative support provided by other departments, were
included notionally in the statements, The studies
concluded in May 1976, having been run to coincide with the
factories’ ing periods. Comment on the trials.
appears later in this report,

[-18 As a result of concern over the declining work load
available to Government Munitions Factories, certain changes
were introduced towards the end of the pllot studiex that
supplanted Working Party P ls ing a 4
basis - the Practical Capacity concept = and a Pricing
pPolicy for these factories, These changes invalved the
establishment of a “Critical Labour Level® (CIL) for each
factory = that is the minimum labour level raquirad in the
munitions factories to maintain a core defence production
capability = and the subseguent introduction of a special
Defence Munitions Man-hour Rate {DMMB} ¢o be charged by the
munitions factories for Sexvice work. Purther details are
given at paragraphs 15 to 23.
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THE ACCOUNTING SYSTEM

7e The Working Party examined the ing pr d ,
£4 1al and the ing manuals of defance
production undertakings of the then Dapartment of Industry
and Conmerce and notsd the provisions of Supply and
Development Regulation 13, which statses:~

*gubject to the Audit Act 1901~1973 and the
ragulations made th der, the 8 'y shall be

ible for and d i the ng method
and practice to be adopted and cbssrved by all
officers in relation to the accounts and business of
the Department, the Boards and the undertakings
established or deemad to have been establighed under
the Act.”

8. The Working Party observed that the Depariment's
factories operated a uniform accounting system that provided
cost records which were integrated and reconciled with the
£inancial accounts, and concluded that the system adeguately
nests the needs of the Depaxtment and factory managements
for management accounting information and statutory
accomting requirements under the Supply and Development
Regulations, Annual financial s are prep d and
submitted to the Board of for duction but
thess statenments are not certified by the Auditor=-General
and the cperating stataments bring to account transactions
through each Pactory Trust Acgount only, thus excluding
non-cash costs such as superannuation, intsrest on capisal
and support services now provided without charge to the
factories, ey, legal hwalth etc, The Balance Sheat records
capital items such zs Plant and Machinery provided by
appropriations,
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COSTING/PRICING BASES

9, Costing: The costing procedures and pricing policies
of the undertakings make allowance for the fact that the
levels of defence production capability, and therefors the
facilities and skills these undertakings are Tequired to
maintain, are in excess of those reguired for peace time
production, The additional costs of this excess capacity
are met from the appropriation item "Reserve Capacity
Maintenance - Government Factories®,

10. For many years the costing syatem of the (now)
Department of Productivity has been based on a "Normal®
level of producticn during ime in with the
criterion of full employment on a single shift basis,
"Normal Level of Production® is defined agi-

"A lavel of plant activity expressed in terms of
standard labour hours, appropriate to the number of
exployess. or volume of producticn accepted by
managenent. as “normal®,*

11, The Working Party found that overhead rates
calculated on the basis of "Normal Capacity” tended ¢o
exceed those used in commerce bacause the latter do not

incur overheads in respect of ity - ie
commercial organisations are free to reduce plant and
1 in D to chang in the k place., The

Working Party investigated modifications to the concept of
the Normal level of production in an effort to overcome this
problem but found that only marginal improvement could be
obtained., an investigation of an alternative costing basis,
the Practical Capacity level was then made. The Practical
Capacity level is described, again in terms of a single
shift, ass=
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e o)

And

{a) all machines cperating to the i 4
for each machine or production line, as appropriate;

(b) all p 1 ded to op the machines in the
above manner present and working; and

{c) allowances to be made for noneproductive time and
leave of direct labour, and mechine repair and
maintenance,

12, In its second repert the Working Party supported the
adoption of the Practical Capacity level of production as
the costing base because the Practical Capacity level could
more precisely be defined, would be easier to computs, would
give a b of the of & capacity and
would be less subjective than Normal Capacity lewels which
bhave been scmewhat Aifficult ¢to assess and justify in the
past, Additionally, products cost would be lowsr, bopefully
attracting additional workload to the factory.

13, Eowever, the Working Party considered that further
investigation of the Practical Capacity concept was required
befors its adoption could be recommended, To this end pilot
studies to enable of the effects. of changing, for
costing purposes, from the Normal to the Practical Capacity
level of production wars undertaken at the Ordnance Factory,
Maribyrnong and the Munitions Pilling Pactory, St Mary's,
during the factories’ 197576 financial year,

4. Review of the trial revealed that calculation of
Practical Capacity for each factory was achieved
satisfactorily and confirmed that it was in fact easier to
determine than Normal Capacity, The extent to which the
application of the Practical Capacity concspt had besn
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ful in attracting additional Service orders was
unable +o be d with any ble deg of
due primarily to variaticns in ordering pattezns azriging
£rom budgetary uncertainties during the "Supply® period and
economic constraints during the subseguent period of the
trial.

34

15, Notwithstarding these problems the Working Partcy
considers that the trial & d that Practical
Capacity costing is an acceptable costing basis and, but for
the evants indicated at paragraph 6, would have recommended
its adoption into the munitions factories in lieu of ™Normal
Capacity”.

16, With this in mind the Working Party then considersd
¢hether the Practical Capacity pt should be applied to
the remaining factories, viz, the Government Aircraft
Pactories {(GAF), the Australian Government Clothing Factory
(AGCP) and the lian Gov Engine Works (AGEW).
For the following remsons the Working Party recommends that
these factories continus for the time besing to use Normal
Capacity costingie

(a) AGEW - Negotiations for the disposal of this facility
are currently being uadertaken by the Department of
Administrative Services., In these circumstances 2
change of costing bage from Normal Capacity would not
be appropriate,

(») GAF ~ Consistent with its conclusions on the benefits
of Practical Capacity over Normal Capacity, the
Working Party saw merit in the application of the
Practical Capacity concept to the GAF, Howavar, the
Working Party noted that other external factors
presently had 2 bearing on this question., It had in
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(¢}

mind i dep 1 committee
considerations on whether GAP should becowe a
statutory auvthority and that, in coajunction with
concurrent considerations on rationalisation of
facilities at GAP, there was to be a review of

ing g + including the operation of

the reserve capacity mai h to apply to
the three major 32 in the & ic def

;- ind 2 2 { ad £t Factoriss,

[- 1th Al ££ Corporation and Eawker de
Havilland) . Notwithstanding its attraction to the
Practical Capacity concept, the Working Party
concludes that pending the outcome of these matters
the GAP should continue to utilise the Normal
Capacity costing basis.

AGCF = The factory enjoys 2 high and continuing
workload with little reserve capacity maintenance
although there are occasional pockets of
under-employment, eg, the embroidery section, In

these ci the ing Party saw little real
in adopting ical Capacity bearing in
nind that one of the banefits d of Practical

Capacity - the attraction of Service orders which
otherwise might be placed elsewhere on grounds of
apparent cost = is not particularly relevant ¢o the
Clothing Factory., AaAdditionally, the Working Party
was informed that Service supply authorities are
reguired by the Department of Defance to give first
consideration to placement of clothing orders with
the Clothing Pactory.

The Working Party also noted that, for the present at
least, utilisation of Practical Capacity at the
Clothing Factory would mean that this factery would
be the only one so cperating, While this in itselZ
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17.

was not regarded as a valid reason for maintaining
the status quo, it was felt that in view of the
prasent comfortable workload situation at this
factory and 1 consid ions affecting the GAF
and the other major contractors in the aircraft
industry, @ departure £xbm the Normal Capacity basis
of costing at the Clothing Factory st this time would
not be wazzanted,

pricing:s The second interim report to Ministers also

indicated that a pricing policy had been agreed by the
Working Party which recommended:=

(a)

(b}

for Service orders, the recovery of cash costs of
direct labour and direct materials plus fixed and
wvariable cash overheads allocated by the costing
systam adopted; and

for other customers, when the work is taking up
capacity which would otherwisze be unussd, the
recovery of at least the following, subject to the
proviso that higher prices are always charged whers
these can be borne by the markets

(1) labour costsd at the direct manhour rate such
rate being the cash cost of direct labour plus
a calculated allowance to Tecover variable
overheads;

(il) a locading of 15% oa labour costed at the
direct manhour rate to cover non-cash costs

such as sup ion, 4 + on capital
ate;

(iil) the cash costs of direct matexials;
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(iv} the cash costs of direct expenses not covered
by the allowance for variable overheads., An
exanple of direct expense would be travel
specially undertaken for the exscution of a
customer's ordar; and

{iv} an element to amortise, over the expected
production, the cost of plant and production
development specifically incurxaed as a result
of accepting an order.

18. The dation at p h 17(a) has, of couxrse,
besn supplanted with regard to the 8 Munitions factories by
the adoption of the Def itions Man-h Rate (DMMR)}

however, it remains applicabls to the Government Alrczaft
Pactories and the 1ian t Clothing Pactory.

Under the agreed arrangements for the introductica of DMMR,
thers is £o be no change in the basis of charging to Defence

for Department of Productivity (DOP) work chargeable to pefence
Outlay through DOP appropriations, Thus, the pricing basis

in paragraph 17(a) applies also to this work. The
recommendation in 17(b) is not affected by adoption of the

DMMR rate and remains applicable to all factories.

DEFENCE MUNITIONS MAN-HOUR RATE (DMMR)

13. As indicated earlier ~ paragraph 6 - thers have been
develop ts in t hs that have afZected quite
significantly the work done by the Working Party. The
Critical Labour Level (CIl), which is a major facter in

d ining the i pable cost of maintaining the
muniticas factories, is presently an interim assessment only
pending the outcome of 2 Depariment of Defence/Department of
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Productivity study of core defence capability requirements
in the munitions factories. In order to utilise the
factories as econcmically as practicable at the CIL, a
variation in the method of charging the Services was
intreduced, designed to attract Service orders which
othexrwise might be placed slsewh on ¢ ds of app
cost, The Services have sought to stretch their Egquipment
and Stores appropriations as far as possible which has meant
they have opted to p elsewh if ¢ y charges for
equivalent goods have been d . y b the
factories have had o be maintained frow within the total

£ outlay whether or not any orders wers placed with
them, the effect has been that whilst the Services'
appropriations have benefitted from ord placed elsevhere,
the overall cost to the Defence budget of many of the orders
has been greater than if the orders were placed with the
factories.

20, The 4 ination of an app fate basis for
charging for Service orders was made by the Treasurer and
the Ministers for Ind y and C and Def who

subsequently agrsed to the application of the Defence
Munitions Man~hour Rate (DMMR) for Service orders placed on
the eight muniticns factories and to a basis for the
calculation of this rate with effect from the start of the
factories' 1976-77 financial yeax,

21. This agreement enables Service orders to be costsd on
the basis of direct costs only - labour (plus personal
overheads) and materials, sub-contract znd other direct
costs, These costs ave to be met from the respective
Defence appropriations., All other costs associated with
factory op ions and main . such as indirect labour,
salaried staff, indirect materials ete are to be classified
as overheads and charged to the item "Reserve Capacity

Main: - Pactories™ under the Depariment of
Productivity.
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22. The direct labour charge (DMMR) will remain firm for
¢hs vhole financial year and be calculated on prices and
wage Tatss in existence at the commencement of that
f#inancial year., Appropriste adjustments are to be made for
d ding beyond the end of a financial year vhen a
revised man~hour rate will apply. This will enable cash
requirements for the raspective Defence appropriaticns to be

i d more ly and zed considerably the
adninistrative burden involved in pective adj
of costings to take of 4 in h rates.

A copy of the method of calculation of the Defence Munitions
Man=hour Rats is attached at Annex D,

23, The introduction of thess nev arrangazents is subject
to close itoring of the eff on Service ordering
pattarns and to further interdepartmental review and report
to Ministers before the end of the 1976=77 fiscal year,

PINANCIAL STATEMENTS

24, Prior to submission of the second report to
Ministers, the Working Party had devised a form of financial
statements to be used by the Zactories ccmprising a
Statement of Assets and Liabilities and a Memorandum Trading
Statement. These financial statements wers used to present
the results of the pilot studies.

25. The Trading Statement makes provision for the
inclusion of all costs, the cmission of which had been
criticised by the Auditor-General., The notes to the
Statement provide the breakup of overheads into

harged to 4 ion and the resarve capacity
appropriation; an mlylis of variances; any profit or
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loss made (based on prices charged and costs allocated undexr
the adopted costing system); and explanations of items such
as depreciation and interest which ure shown as notional
expenges, matched by noticnal income, pending settlement of
policy on & dep 1 pay

26, The Working Party considers that subject to several
minor amendments the financial statements as used in the
pilot studies are satisfactory. Copies of these statements
containing the >4 & ars attsched at Annex B,

7. Whilst the statsments at Annex B.are adequate and
appropriate for application to the Government Aircraft
Factory and the Clothing Y, the ad of the Def
Munitions Man-hour Rate ~ see paragraphs 19 to 23 = has
however necessitated changes to the Trading statemant as far
as the zmunitiong factories are d. These changes are
necessary in crder to adequately disclose the cost of sales
based on the pricing policy inherent in application of the
DMMR as well as the cost of maintaining production

capacity - as provided for in the appropriation "Maintsnance
of Production Capacity®. A sample of the formats to be used
for the muniticns factories is attached at Annex C to this
zeport,

28, The Working Party recommends that the statements at
Annex B be adopted for use at both the Government Aircraft
Factories and the Clothing Factory, and that those at
Annex C be adopted for use at the munitions Zfactorias
utilising the DMMR,

29. The Working Party further yecommends that subject to
any unforeseen problems that may arise at individual
factories, the new £ be applied to the trading results
for the ysar ending May 1977. In this context the Working

88

Party noted that the additional costs of introducing the new
format at the Ordnance Pactory, Maribyrnong and the
munitions Pilling Pactory, St Mary's wers marginal as the
additional workload was absorbed by existing stafs,

0. It is important to nots that in commenting on the
financial statements prepared as 2 rssult of the pilot
studies the Auditor-Genaral’s office indicated that while it
was in agreemant with the form and of the

of Assets and Liabilities, and dum Trading 8
adequately supported by the Notss thereto, one possibles area
of difficulty is the assessment of the accuracy of support
costs., This would probably involve in-depth examination of
the bases used by departments.

NOTIONAL COS?S

31, A past criticism of the factories accounts has been
that: . they did not include all costs incurred by the
Commonwealth in the op ion and mai of
the factories.

32. In regard to the Audit Office comment, paragraph 30,
the ¥orking Party in its second rsport to Ministers had
indicated it expected some difficulty in obtaining
satisfactory estimates of administrative support costs.
This formed the basis of the proposal that the first few
annual statements, whilst being made available to the

Audit 1l fozr any he may wish to make, would
not he certified or reported on by him, 7The Working Party
felt then that the mest practical course of action would be
a2 gradual progression to the point when the Auditor-General
could give an unqualified opinion on the financial
statements.
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a3, The Working Party considers that the inclusion in the
£inancial at 3 and C, on a notional
basis, of non~cash costs such as depreciztion, interest on

capital, sup ion, i as well as the cost of
admind ive support provided by Ccmmonwealth Departments
but not p ly charged inst the £ ies

’
the past criticism, The pilot studies illustrated the

benafit of disclosure of such costs in that they highlighted
what previously had been a substantial "hidden” cost.

34, Following experience over the pilot study period and
further investigations the Working Party beliaves it has
identifisd the significant costs of the administrative
support provided to the factories from C lth
Recognising that there are some forms of administrative
support that could not be costed with any degres of accuracy
(such as suppert from the Public Service Board and the
Treasury) and that in any event it would not be cost
f£fective to end to establish and cost an exhaustive
level of support, the Working Party has concluded, and
recommends accordingly, thatie

{a) The costs of services/facilities provided to the
factories and such non-cash costs as depreciation,
interest, insurance, etc be shown in the factories®
annual financial statements on a notional basis;

(b) the notional costs of administrative support should
ba calculated for each £ Y &8 A p ge of the
total operating costs for that factory:
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(O] it would be appropriate for the initial percentage
facter to be based on the support costs already
gathered for all the factories as a by=product of the
pilot studies together with some further details
being ascertained; and

(@) a review of the percentages for each factory to be
undertaken pericdicelly, say each three (3) vears,

as,. The Working Party noted that the matter of charging
by Government departments for work performed by them on
behalf of anocther is currently under review., Should a
of & d tal chargings be instituted, then

bt
the necessity to assess some of the costs now indicatad on 2
»notional® basis would no longer apply.

36, The Working Party is now of the view that if the
arrangements in p ph 34 are impl ted, it should be
possible to progress to the point whers the Auditor~General
can give an unqualified report on the financial statements
of the production undertaki much earlier than had been
contemplated in the second report fo Ministers in September
1974, It understands that the Treasury will now discuss
this matter further with the Auditor-General's office with a
view to rassolving it in the near future.

COMPLIANCE WITE THE QUALIFYING CONDITIONS PROPOSED BY THE
JOINT GOMMITTEE OF PUBLIC ACCOUNTS IN ITS THIRTY=FOURTE
REPORT

37. The following ars the qualifying conditions proposed
by the Joint Committes of Public A at g ph 162
of its Thirty-fourth reporti=
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*l62,

Your Committee consider that in many cases,

trust accounts in the nature of working accounts have
distinct sdvantages over the system of annual
appropriations. We think that a number of qualifying
conditions should normally be complied with both
before such accounts ars astablished, and in
connexion with their operations=

1)

(i1)

There should be a policy decision that the
body in question (normally it could
appropriately be termed an ®undertaking”) is
to operate on a quasi-autonomous basis (we
have already refi d to this in our
Report on the Canberra Abattoir): and we placs
strong emphasis, in this context, on the word
"operata®., In our view, it connotes the
day~to=day activities of the organization,
activities that in a Department are generally
subject to the direction of the Minister; but
which in these organisations ars usually not
s0: they operate only subject to general
directives as the ends to be achieved,

There should be an cbligation upon the
updertaking to keep a Profit and Loss Account,
and a Balance-sheet, and in other ways to
operate on the basis that its incomings should
match its outgoings {subject, of course, to
any policy direction about the level of profit
or subsidy involved; and the “subsidy®, where
needed, should be shown as such in the
Estimates and shotld be kept distinct from
capitalization measures, which should be shown
in the Capital Works and Services section of
the Estimates).
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(141)

{iv)

v

(vi)

(vii)

The annual Profit and Lozs Account and
Balance-Sheet should be certified by the
Auditor-Ganeral.

The working advance representing the
appropriation to the trust account should be
deterzmined at a level that would facilitate
the efficient operation of the undertaking;
but not at a level such as would enable it to
branch out, without appropriate directives and
additional advances, into new fields of
activity.

Unless policy requi ars exp 1y to
the contrary, the undertaking should prepare
annual reperts. Preferably these should be
made o the Parliament; but thers may be
occasions when report to the zesponsible
Minister would be adsquate., We would think
inappropriate any lesser cbligation than that
of annual report to the Minister,

A regular review of the level of the Advance
should be made by the appropriate authorities
(which, we consider, include both the

Audit 1l and the ) in order to
ensure that it is not larger than is essential
for the efficient operation of the
undertaking.

In any event, the Budget papers should
include, along the lines discussed in
Chapter III above, inf ion ot ing the
balance, level of advance and purposes of the
account.”
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38. The Working Party considers that preparation of the
13 at A B and C of this report will satigdy
the qualifying conditions proposed by the Joint Committes of
Public Accounts with the possible excsption of the condition
concerning audit, The Working Party considers that the
statements can be developsd at an early date to overcoma
that ption (para 36 refers).

39, The Joint Committee suggested that annusl Zeports be
submitted to the Minister and possibly Parliament, and that
Budget papers should include information concerning tha
balance, level of ad and purp of the The
Working Party zeccwmends that the factories' annual reports
ied by £i ial st prep d in the new
formats at Annexes B and C, after review by the Board of
¥ Zor Production, be submitted to the Minister,
The Working Party sees no impediment to such zeports being
tabled in Parlisment, It also notes that the Treasurer's
s t of Receipts and Expenditure new provides the data
vwhich the Joint Committes requasted ba included in the
Budget papers.

40, The Working Party's comments on conditions (iv) and
(vi) are in paragraph 47,

RESERVE CAPACITY MAINTENANCE AND FUNDING ARRANGEMENTS
41. The Working Party recommends that the amounts

required for maintenance of reserve capacity continue to be
appropriated. It has been agresd bstween. Treasury and the

Department of Ind Yy and C (now Productivity)

to include each year, in the departnental explanatory notes

in support of the annual i s &R imate of expected
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production hours, a dissection to show the expected amounts
for subsidy and profits or losses, plus in the case of the
munitions factories, the cost of surplus staff at the
Czitical Labour.level.

42, For the eight (8) Munitions factories at which the

DMMR applies, the hoed of 4 ining the ch for
reserve capacity maintenance has been explained at paragraph
21, As regards the d of d ining resexve ity

for the Clothing Factory and the Aircraft Pactories, there
would be no change under the recommendation mads in

paragraph 16.

43, In the course of its enquiries the Working Party
examined the practices followed by the United States and the
tnited Kingdom Governments in the treatment of excess
capacity.

44, Preliminary axamination of the US situation indicated
that thers was little sinmilarity - both in operation and
policy = with that in Australia, primarily because of the
availability of dal ing organisations and
of the US approach of involving private industry to the
largest extent possible - including maintaining reserve
capacity in private industry, In the circumstances the
Working Party decided that the US system was not relevant to
the Australian situation.

45, The situation of the UK Ordnance Factories differs
significantly from that of the G undertakings in
Australia. The Royal Ordnance Factories (ROF's) are able to
obtain a very high proportion of their turnover freom
overseas customers, for example for the 9 months ended
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31 Mar 1975, sales totalled £82 million of which £44 aillion
(53.68) related to the United Kingdom and £38 million to
overseas. Sales within the UK would alse include commarcial
customers. The current philosophy behind the UX approach to
Teserve capacity is that it should not include any manpower
costs other than necessary costs in care and naintenance of
any under-utiliged buildings and machinery.
Undex-utilisation is now very small and in some cases
igtent b of the of the policy of locking

and competing for private business. Whers a reduced raserve

pacity in is maintained for emergency purposes, the
cost of that ity is und d to be, in the main,
insignificant, A reserve capacity payment is made frem a
Ministry of Defence appropriation but it is not shown
separately in the accounts of the ROP's; it is included in
the sales figure,

46, As regards the Australian factories, the Working
Party notes that determined efforts have been made, with
limited success, to promote the sale of products of the
factories and to attract additional work from non-defence
sources but that it is unlikely both in the short term and
for the foresesable future that the defence factories could
attain a level of utilisation approaching that experianced
by the ROF's, The Working Party concluded that because of.
the high degrse of under-utilisation of capacity at the
Australian factories, the UK system is not appropriate at
present. Should this position alter as a rasult of
increased workload and/or a reduced level of factory
capacity required for essential defence purposes (eg, as a
result of the' study mentioned at paragraph 19) the position
may need to be reviewed again,
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47, Other Punding Arrangements: =Zach of the factories is
provided with a revolving~type trust account to finsnce the
day=to=day operaticns of the factery, Zach trust account is
provided with.x working capital ad A g have
been made for the level of working capital in ea
undertaking to be reviewed by the Treasury ansuslly, in the
Estimates contaxt, with additional ad OF repay o
being agreed. Mors frsq reviews are conductsd,
as required, by the Dapartment of Productivity.
Az, ty for temp 'y repayable advances, to meet peak
or unforesesn devalopments, can he made at any time during
the year, provided of course that the requirement is
essential,

48, Each factory Trust Account has identical defined
purposes viz “Payment for goods and of salaries, wages and
all other exp i d in ion with the
operations of the factory for the production of war
and other production approved by the Minister®,

1xl

49. In addition to the Factory Trust Accounts thers is a
central account titled Munitions Production Trust A
with the following defined purposes:-

*To finance:=

(a) the manufacture of munitions in Govermment
£ ies, tes and i vy for
Departments of the Australian Government and,
other Governments and Authorities; and

(b) any other approved service of a munitions
factory or annexe.®
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This latter Trust Account is virtually a clearing account
for most orders on the Department, many of which are in turn
placed on industry and factories. The account pays monthly
progress claims by the factories and industry and obtains
recoupment from customers.

50. The Working Party notes that there is a proposal
currently under consideration by Treasury and the Department
of Productivity for the amalgamation of the Munitions
Production Prust Account and the individual factory Trust
Accounts with a view to improving administrative procedures.
The Working Party observed that the introduction of a DMMR
at the munitions factories, with all indirect expenses
chargeable to reserve capacity maintenance, can be expected
to permit a reduction in working capital levels and
understands that this matter is also under examination by the
appropriate authorities.

51. The Working Party has also reviewed other funding
arrangements eg for plant and machinery, production
development and assistance. It was noted that, consistent
with the need for adequate disclosure and scrutiny of
expenditures, sums to be expended on these categories are
included under specific headings in the Appropriation Bills
and are subject to examination in the normal manner as part
of departmental estimates., In these circumstances the
Working Party sees no reason to disturb the present
arrangements, and recommends that existing procedures for
the appropriation of amounts required for working capital,
plant and machinery, production development and assistance,
etc, be continued.

(sgd) D.J. Sinclair (sgd) K. McKnown
D.J. SINCLAIR K. MCKNOWN
Treasury (Chairman) Department of Productivity
{(sgd) J.R. Bennett {sgd) M. Woolley

J.R. BENNETT for M.T. HYLAND
Treasury Department of Defence

25 NOVEMBER 1976 98

APPROVED FORM OF ACCOUNTS

GOVERNMENT AIRCRAFT FACTORIES
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AUDIT ACT 1901 MEMORANDUM TRADING STATEMENT FOR YEAR ENDED

19, ..., 19..m0s
I, DOUGLAS JOHMN HILL, First Assistant Secretary, Accounting and Notes 3 £ $ 5
Supply Divizion, Department of Finance, in exercise of powers
und?r Section 41D of the Audit Act 1901 delegated to me by the FACTORY OPERATING COSTS
Minister of Finance, DO HEREBY REOUIRE the Department of
Productivity to prepare financial statements, substantially in Cest of Producticn 2
the form of the schedule attached herete, in respect of the
operations of the Aircraft Engineering Workshop, Pooraka, 5A, Dipect labour (... manhours}
the Australian Government Clothing Factory and the Government
Aircraft Factories. Direct material e weeee
Sub-contract work ceens cesne
Other direct expenses secse
DATED this 20th day of June 1979
Total Cost of Production seeee crere
Reserve Capacity Cost 3-8 ceees erees
Total Factory Operating Costs seves seee

NOTIONAL OPERATING COSTS

Audit fees 9
Administrative support 10 reees veeve
Depreciatim 11 sreae
Interest on capital 12
Superannuatica 13 reese vevas
Repairs and maintenance it
Insurance 18
Qther expenses 16 sasse
Total Noticnal Operating Costs veres PPN
NOW-OPERATING EXPENSES 17 veens taeen
EXTRAORDINARY EXPENSES 18 seaes P

TOTAL £0ST OF OPERATICN AND
RETENTICN OF FACTORY e rees
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Hotes

LESS INCOME:
OPSRATING INCOME
Sales
Defence customers
Overseas customers
Commercial customers
Department of Productivity

Total Operating Income

NOW-OPERATING IDNCOME 19
EXTRAORDINARY INCOME 20
INCREASE/DECREASE IN: 21

Net work-in-progress

Stock of finished goods

TOTAL INOQOME
NET COST OF QPERATION AND
RETENTION OF FACTORY

This cost is met by:
Factory Cost Subsidy 3-3
Notional Cost Subsidy {contra
to Noticnal Operating Costs)
GOVERNMENT COST OF OPERATICN AND

RETENTICN OF FACTORY.
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crees
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MEMORANDUM STATEMENT OF ASSETS AND LIABILITIES

Notes

AUSTRALIAN GOVERNMENT FUNDS
Horking capital advance 22(a) 4.
Factory cost subsidy advance 22(b}  cees
Government investment in fixed 22(e)
assets less notional
depreciation ose
Net Goverr t Funds I ted

These funds are represented by:
CURRENT ASSETS

Balance in Trust Account vees

Cash at bank cese

Cash onr hand

Trade and other debtors 23

Stock 24

Prepayments

Others {specify)

Notional provisions 25
Total Current Assets o

LESS CURRENT LIABILITIES

Trade and other creditors 26 aeee
Acerued Mabilities 27
Customers advances and equity 28 veee
Advances. repayable within

12 months 29 ceen
Accumulation repayable to

Commonwealth Revenue 30 soss

Total Current Liabilities FeeYy
WORKING CAPITAL (Excess of Current
Assets over Current Liabilities) eee

FIXED ASSETS 31

tand and buildings less

notional provision for

depreziation oo
Plant and machinery (including

office furniture and equipment}

less notional provision for

depreciation cres
Qther fived assets less notional
provision for depreciation eos
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Net Fized Assets
Plus Prepayments (advance
payments agalnst fixed assets
vet to be received)

Less Liabilities (amounts owing
fixed assets already received)

Het CGovernment Invesiment in
Pixed Assets

LESS LONG TERM LIABILITIES
Provisions etc

on

EXCESS OF FIXED ASSETS OVER LONG TERM

LIABILITIES

INTANGIBLE ASSETS
TOTAL NET ASSETS

CONTINGENT LIABILITIES
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Notes

19c,e00
3

e

e

19..=..
]

vsen

STATEMENT BY MANAGER AND PRINCIPAL ACCOUNTING OFFICER

To the best of our knowledge and bellef the accompanying memorandus
statement of assets and 1iabilities and memorandum trading statesent
ape drawn up 30 as to glve a true and fair view of the state of
affairs of the Factory ab and a. true and fair view of

the trading results for the year then ended.

MANAGER PRINCIPAL ACCOUNTING OFFICER
/7 /77

(This certificate may be qualified if appropriate)
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HOTES TO AND FORMING PART OF THE ACCOUNTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING METHODS ADOPTED

(a)

(v)

(e}

The attached accownts are drawn up on the basis of historical
costs with the addition of notional cost sntries - being costs
incurred by the Department of Productivity and other
departments on behalf or in support of the Factory but for
which recovery from the Factory is not sought. The noticnal

costs are offset by the entry 'Notional Cost Subsidy'.

The costing procedures and pricing policies of the Factory
make allowance for the fact that the levels of Defence
production capability, and therefore the facilities and skills
the Factory is required to maintain, are in excess of those
required for peace time production. The net additional costs

of this excess capacity are met by the ‘Factory Cost Subsidy’.

(1) Depreciation is calculated by the straight line method
on the historical cost. of the assets, Overall rates
have besn applied to recorded values of plant and
machinery and buildings.
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d)

(8}

(44)  (4r appropriate)
The cost of, or depreciaticn on, Department of Defence
owned items of plant and machinery used by the Factory
on productin work is not {ncluded in the accounting

statements.
(144) (if appropriate)
Bujldings on lessed land have been amortized over the

1ife of the lease.

Tooling held on behalf of customers is not included in the

acoounting statements.

Operating costs and operating income include contra amounts:-

(€3] Funded by Department of Housing and Construction:~

Repairs and maintenance
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(i1} Funded by Department of Productivity:- (€3] Cost of Goods Sold.

%8 Re-arrangement of capital facilities The form of accounts does not show the cost of goods sold'
Production develomment . which for the finsncial year is:
Plant iastallation
1900m.. 190 smas
Plant manufacture $
Minor new works . Hork-in-progress at
Finished goods at
Minor maintenance (if appropriate) ————
Pricing Policy Cost of production for seens sevea
this year [ ——
Work~in~progress at recae sevee
The following pricing bases are used for charging for work Finished goods at cesen tenne tesee veees
(4f appropriate) _ —_— —_—
dones:-
Cost of Goods Scld veone
(1) For Defence orders and Department of Productivity (h) Ccmparative figures for 1977-78 sre not shown as financial statements
orders, the charges are based on the cost of labopr at for that year were not subject to audit report.

a manhour rate which includes a standard normal
component for overhead absorption plus direct
materials, sub-contract work and any other direct

expenses.

(41) For commercial customers (including overseas) when the
work is taking up capacity which would otherwise be
unused, the charges are at current amarket rates but
never less than direct cost plus 15% on labour cdsted

at direct manhour rates.
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NOTE 2 - COST OF PRODUCTION $

Direct labour:
Direct labowr at standard wage rate
Normal manhour absorption
Spending variatiom
Abserption variation

Sub-Total

Direct material
Sub-contract work
Other direct expenses:
Direct charges
Loading on direct charges

Absorption variation

COST OF PRODUCTION

NOTE 3 ~ RESERVE CAPACITY COST AND FACTORY COST SUBSIDY

Factory Service Cost Incurred By Current Production
{as per fimancial records)
Salaries
Salaries overtime
tlages indirect
Materials indiprect
Expenses

Total

110

LESS  Factory Service Cost Incurred By Current Production Recovered

By:

Normal manhour rates

Direct charges

Loading on direct charges

Factary Service Cost Absorbed

PLUS Spending variatiom

LESS  Absorption variation

Hormal manhour rates wrees

Loading on direct charges .....

Reserve Capacity Cost

PLUS  Net Loss For Year

Operating loss Note
Non-operating expenses n
Extraordimry expenses "
Non-operating inceme "
Extraordinmary income "

Factory Cost Subsidy

111

4
17
18
19
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NOTE ¥ - OPERATING LOSS

(2)

Work-in-progress at

Finished goods at (if appropriate)

Cost of production for this year

Work~-in-progresa at

Pinished work at (if appropriate)

Cost of goods sold

Sales

OPERATING LOSS
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senas

eoree

ceses

teees

vrsee

ceses

{b} Labour variatim
Material variation
Factory service cost spending variaticn
Factory- service cost absorption variation
Losses/Gains on pricing

of orders

OPERATING LOSS

NOTE 5 - LABOUR VARIATTON

The labour used in production of fixed price orders

was $..... more/less than estimated.

NOTE 6 -~ MATERIAL VARIATION

The direct material used in producticn of fixed price

orders was $..... mors/less than estimated.
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NOTE 7 ~ FACTORY SERVICZ COST SPENDING VARIATION HOTE 10 - ADMINISTRATIVE SUPFPOAT

3
Variatiens from standard factory service custs Other administrative support provided by
amounted to $..... and comprised:- Government departments. This amount has been
calculated by taking ...% of the total
3 operating cost to cover support by the
Department of Productivity and other
Wages depar s. This percentage was
Salaries PR determined on the result of a swrvey of administrative
Indirect materials ceres costs in cartain departments conducted for the Factory
Expenses vevas financial year ended 30 May 1976,
HOTE 8 ~ FACTORY SERVICE COST ABSORPTION VARIATION NOTE 11 - DEPRECIATION $

The variaticn from standard absorpticn amownted to Plant and machinery at 7.7% venes

$ ..... comprising:~ Buildings at 2%

saens

Leases (if applicable)

$
Over absorbed by: Total
Normal manhour rates
Other direct expenses asees NOTE 12 ~ INTEREST ON CAPITAL

Net over absorption

Caloulated at long term bond rates
on working capital advance.
NOTE 9 ~ AUDIT FEES (as advised by Auditor-General's Office) 3

Rates applied:
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HOTE 13 - SUPERANNUATION

A rate of 25% (assessed by Australian Govarnment
Actuary) applied to the annual salaries and

wages cost of contributors.

NOTE 14 - REPAIRS AND MAINTENANCE

Gross expenditure (Department of Housing and

Constructio)

Less - amownt recovered from Department of
Housing and Construction for work done

by the Factory {See also note 1(e))
Repairs and maintenance cost funded by Department
of Housing and Construction and paid by that

Department to commercial contractors and others.

NOTE 15 - INSURANCE

Insurance costs at rates assessed by the

Insurance Council of Australia.

Fire and general:
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erees

seene

ceran

Buildings and works
Plant and machinery
Stores stock
Work-in-progress

Pinished stock

Consequential:
Wages

Total

Value of buildings, works, plant and machinery
used for insurance assessment is the original

cost of these assets without deduction for

depreciation.

117

cessn

esose

vroae

vosse

sseee



NOTE 16 ~ OTHER EXPENSES (Provisions) 3

NOTE 18 - EXTRAORDINARY EXPENSES 4
Annual provisim for furlough - 8% of ez Loss on currency revaluaticn
total wages ard salaries (Rate advised by Loss on changs in excise duties
Australian Government Actuary) Others (specify)

Less Furlough paid during year cesse
NOTE 19 - NOH-OPERATING INCOME $

Notional provision for year

3 Discount received cesee

Provision for doubtful debts -

Profit on sale of stores stock

increase/decrease allowed for year

— Rent received ereee
Stores stocktaking adjustment erevy
Total cesee Other (apecify)
NOTE 20 ~ EXTRAORDIMARY INCOME $

NOTE 17 ~ NON-OPERATING EXPENSES $
ez Profit cn currency revaluaticn ceree
eg Loss on sale of stores stock ceear Profit on change in excise duties veeee
Loss on sale of finished goods stock vever Other (specify)

(eg disposal of obsolete items)

Loss on sheep trading

Stores stock prices adjustments

Stores stock valuation adjustments

Production written off

Others (apecify) P

i
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NOTE 2% - VARIATION IN WORK-DN-PROGRESS AND STOCKS OF
FINISEED GOCDS (if appropriate)

Work-in-progress Less: Progress Net WIP Finished soad's
payments claimed (L appropriate)
$ $

$ $
Last year ssese  vesen
This year cever seese
Variation ceees veson veves  veses

Workein-progress valued at
Finished goods valued at (if applicable)

This item incorporates the variation in inventories into the
Memorandun Trading Statement to ascertain the net cost of

operation and retention of the factory.
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NOTE 22
(a)

(v)

€]

AUSTRALIAN GOVERNMENT FUNDS

Working Capital Advance $ ieaee
Date of Amount of Amount Amount of
advance advance(s} repaid advance
outstanding
$ $ $
From previous
years
19 to 19 cessans cesenan cesenne
19 to 19 cssovse secesas csovess
Factory Cost Subsidy Advance $oieee
Date of Amount of Amount Amount of
advance advance(s) repaid advance
outstanding
$ $ $
From previous
years
19 to 19
19 to 19

This advance is to cover costs incurred which are
pecoverable from factory cost subsidy but require processing
before recovery is made.

This amount is identical with net Government investment in

fixed assets - see entry under 'Working-Capital' in the
statement of assets and liabilities.
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NOTE 23

NOTE 2%

NOTE 25

HTE 26

TRADE AND OTHER DEBTORS

$ $
Trade debtors veessen
Less provision for
doubtful debts osasass crecnns

Other debtors

(a) Reserve capacity subsidy
{b) Accrued leave
(e) Others (specify)

The provision for doubtful debts was calculated on She basis

of past experience al
outstanding at end of year.

% on non-government debts

Accrued leave will be recovered from customers or from
factory cost subsidy in the year in which payment is made.

STOCK

] $
Stores (state basis of valuation) .......
Work-in-progress srennns veereas
Finished goods 2teeses seesess
NOTIONAL PROVISIONS 3

Furlough - see note 16 and
eontra 27 (furlough)
Doubtful debts - see note 23 contra

No provisions are actually made.
Furlough and bad debts are
accounted for in the factory
costing system in the

year in which payment is made or
the loss written off.

TRADE AND OTHER CREDITORS B

Trade creditors
Other creditors
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NOTE 27

NOTE 28

NOTE 29

NOTE 30

ACCRUED LIABILITIES 3

Salaries ceseene
Wages sseenee
Expenses cossner
Accrued leave - recreation cvsvann
Furlough (see also notes 1 and 25) veessss

CUSTOMERS ADVANCES AND EQUITY

This itenm indicues obligations against orders where
advances ant ’pnplymsnts have been claimed from customers
but goods have yet to be delivered.

ADVANCES REPAYABLE WITHIN 12 MONTHS $
Description and mature of advance

cesvensesann

crceersanvee sasssns

ACCUMULATION REPAYABLE TO COMMONWEALTH REVENUE

Specify nature and composition, eg trading profit from
previous years.
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FIXED ASSETS

Land at .... hectares .... year 19 = cost
ey eees yoar 19 -

Total cost of land
Less amount written off#®

Net valus land

Buildings
at PR year 19 -  cost
at cons year 19 -

Total cost of buildings
Less ~ amount. written off* ..,..
= depreciation vases

Net value buildings

Plant and machinery (including

office furniture and equipment)
year 19 ~ cost
year 19 -

Total cost of plant & machinary
Less ~ amount written off* ....
- depreciation

Net value plant and machinery

Other fixed assets - (including leased land
and buildings thereon if appropriate)

year 19 -  cost

19 -
Total cost of other fixed assets
Less - amount written off* .....

~ depreoiation crese

Net value other fixed assets

Vet Fixed Assets

seaes

This i3 the book value of items actually written off or

dispoded of as distinct from the value of items weittsn

down by deoreciation.
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ANNEX E

issues Raised by the Auditor-Geperal in His 1979-80

Report But Satisfactorily Resolved at Time of Inquiry
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ISSUES RAISED BY THE AUDITOR-GENERAL AND SATISFACTORILY

ADD D L R o e e A e

.

RESOLVED AT TIME OF INQUIRY

Failure to issue promptly taxation group certificates
The Auditor-General noted in his report that reviews
by his office revealed that the accumulation of group
certificates since 1 July 1979 had been cleared and
group certificates were being issued promptly on
termination of employment.

Controls over the Register of Unclaimed Wages to

revent manipulation
A detailed c’ﬁeck is regularly undertaken to prevent

any illegal alteration of the unclaimed wages
register. The effectiveness of the control 1ledger
reconciliation has been improved and reconciliations
of unpaid salaries and wages are being effected at
the end of each accounting pericd.

Absence of proper delegations to engade ox discharge
employees and approve overtime.

Instruments Of delegation have now been issued in
relation to the engagement/discharge of employees and
for approval of overtime and these delegations are
now being followed.

Security of payroll durin_gbdistribution

The concern expressed Dy Audit 1n relation to
security of the payroll was related mainly to one of
the pay teams carrying all envelopes to the first pay
point annd to proper identification of payees. Pay
envelopes for the second pay point now remain in the
pay office while envelopes for the first pay point
are being distributed. Revised instructions have
been issued regarding the identification of payees
either by factory pass or by an identifying officer.

The need for regular checks upon leave records and
paysheets.

Arrangements have now been made for arithmetical
checks of leave records and directions have been
issued regarding the requirements for paysheets to be
checked for bogus names at least once every year.
This check has recently been undertaken.

Review of excessive recreation leave credits

Teave cards are now being reviewed on a regular basis
with advices being issued to supervisors and
employees at the beginning of May and October of each
year for employees who have accrued recreation leave
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credits in excess of 40 hours. Those advices request
that suitable arrangements are made for the leave to
be taken before the end of the year.

The need for reqular medical reviews of compensation
cases when the person concerned continues_in

employment. . .
Extended or frequent compensation sick leave cases

now reviewed regularly.
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ANNEX F

Schedule of Internal Audits Undertaken at GAF.

in 1978/79, 1979/80 and 1980/81
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SCHEDULE OF INTERNAL AUDITS ACTUALLY UNDERTAKEN AT G.A.F. IN PAST
THREE YEARS

1978/79

Personnel Systems — Salaried Staff

Treasury Group

Expenditure - Special Review

Vehicle Fuel and Oils

Vehicle Control Procedures

Salaries

Creditors

Computer Report (C.P. 13)

Special-Task Inspectfon (ADP), Member Working Party, G.A.F. Review

1979/80

Treasury Group
Special Investigations:—

1)  Review of Auditor-General's Office Queries

Undue delay in Payment of Creditors’ Claims
Prepayments

Unclaimed Salaries and Wages

Adjustment of Advances

Debtors

Selling Price ~ Nomad Alrcraft

Sale of Nomad Alrcraft to Douglas Alrways
Development Costs - Nomad Alrcraft
Rearrangement of Capital Facilities Vote.

i1) Review of Tenders for Computerised Payroll Service.

1980/81

Control Ledger
Appropriation Ledger
Personnel ~ Wages Area
Special Investigation

Review of Auditor-General's Office Queries:-

Nomad Aircraft - Calculation of W.I.P. Salaries
Salaries

Assets, Land and Buildings

Work in Progress

Control over Processing of Daily Time Bookings
Weekly Time Bookings - Salaried Staff

Accrued Liabilities

Accrual Accounting
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. Computer Transactions Stage 1

B Orders Over Expended/Under Funded

. Reconciliations - Control Ledger

. Plant and Machinery, Office Equipment and Furaiture.

INTERNAL AUDIT PROGRAM 1979/80 AND 1980/81 GOVERNMENT AIRCRAFT
FACTORIES

The following items were included in the approved internal audit
programs for 1979/80 and 1980/81 for the G.A.F. area:

1979/80

Creditors
Treasury Group

Advances .~ Permanent and Temporary

Public Moneys - Collection and Disposal
Custody of Keys to Public Moneys Receptacles
Accountable Forms

Postage and Franking Machines

Deceased Bstates

Appropriatlion Ledger
Control Ledger

. Debtors
1980/81
a) Victorian Regional Staff
. Control Ledger
. Appropriation Ledger
. Labour Controls
. Personnel - Salaried staff (follow up)
. Personnel-Wages area
. Special Investigation: -
. Assist in review of Auditor-Gemeral's Office Queries
b) Central Administration - Inspectorial Staff.

. Special Investigation:-
Review matters relating to G.A.F. activities raiged with the
Department by the Auditor General's Office since 1 July 1977.
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ANNEX G

Staff Turnover in Internal Audit Areas Having

Regponsibility fpor Defence Production Undertakings -

1 July 1977 to 30 June 1981
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STAFF TURNOVER IN DEPARTMENT OF INDUSTRY AND COMMERCE

INTERNAL AUDIT AREAS

ESTABL, CEILING ACTUAL OUTGOING AVG. ANNUAL
{JUN 81) {CEILING)
CENTRAL - v - :
ADMINISTRATION
Canberra 2 2 2 1 13
Melbourne 3 3 3 3 25
A.C.T. AREA 3 3 3 4 33
REGIONAL STAFF
Victoria 6 5 5 14 70
NSwW 3 3 1 9 75
sA 1 1 0 2 50
TOTAL 18 17 14 33 50
(approx)
Note: The above turnover figures have been calculated on

'lost staff' only - internal promotions within the
internal audit area would substantially increase the
average annual turnover if calculated on a position

basis.

(Committee File 1980/7)

13¢ -

ANNEX H

Programs contsined on Burroughs B1726 System at GAF
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PROGRAMS CONTAINED ON BURROUGHS_B1726 SYSTEM AT GAF

(a)

(b)

{c)

(a)

(e)

(£)

(g)

(n)

(1)

(3)

(k)

(1)

(m)

Work~-in~-Progress System.
Accumulation of direct 1abour hours and direct
material expended on manufactured parts.

Job Costing.

Accumulation of labour costs, material costs and
other direct costs expended by each cost centre
against work authorities.

Project Cost control.
Accumulation and dissection of costs at project
level.

overhead Costing.
Accumulation of all indirect costs expended during
the year i.e. Factory Sexvice Costs.

Debtors.

Monitoring of actual costs, funds and claims for each
customer order received. This system is used to
monitor expenditure and recoveries against
appropriations.

Creditors.
Monitoring claims for payment for goods and services.

Budget Control.
Monitoring actual expenditure against budget.

Purchasing.
Monitoring of purchasing activities e.g. receipt of
demand, tendering, ordering and goods receipt.

parts Tracking.
Registration of last movement of parts on shop £loor.

Nomad Spares Price List.
Calculation of cost price and selling price of all
Nomad spares.

Bill of Material.
pefinition of the design and planning product
structure for GAF manufactured parts.

Routing.
List of operations required to manufacture a part.

Avalon Stage Assembly.

specialised report to show progress of all Nomad
Stage assemblies at Avalon.
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(n)

(o)

(p)

Materials Issues.
Monitoring of stores documents to ensure that

materials issued are promptly charged to the job
costing system.

Matgriala Testing.
Monitoring of progress of material testing through
the various laboratories.

uUser Enquiries.

various programs are available to sllow the users to
interrogate data bases on line.
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PROGRAMS_CONTAINED ON BURROUGHS B1726 SYSTEM AT GA¥

{a)

(p)

(e}

(&)

{e)

(£)

(g)

(n)

(1)

(3}

{x)

(1)

{m)

Work~in-Progress System.
Accumulation of direct 1abour hours and direct
material expended on manufactured parts.

Job Costing.

Accumulation of labour costs, material costs and
other direct c¢osts expended by each cost centre
against work authorities.

project Cost control.,
Accumulation and dissection of costs at project
level.

overhead Costing.
accumulation of all indirect costs expended during
the year i.e. Factory Service Costs.

Debtors.

Monitoring of actual costs, funds and claims for each
customer order received. This system is used to
monitor expenditure and recoveries against
appropriations.

Qreditors.
Monitoring claims for payment for goods and gervices.

Budget control.
Monitoring actual expenditure against budget.

purchasing.
Monitoring of purchasing activities e.g. receipt of
demand, tendering. ordering and goods receipt.

parts Tracking.
Registration of last movement of parts. on shop £loor.

Nomad Spares Price List.
Calculation of cost price and selling price of all
Nomad spares.

Bill of Material.
pefinition of the design and planning product
structure for GAF manufactured parts.

Routing.
List of operations required to manufacture a part.

Avalon Stage Assembly.

Specialised report to show progress of all Nomad
Stage assemblies at Avalon.
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(n)

(o)

(p)

Materials Issues.

Monitoring of stores documents to ensure that
materials issved sare promptly charged to the jab
costing.system.

Materials Testing.
Monitoring of progress of material testing through
the various laboratories.

yser Enquiries.

various programs are available to allow the users to
interrogate data bases on line.
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